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Is There a ‘Good’ Time to Buy or Sell Actively Managed Funds? 

Staying Invested is the Name of the Game 

Key Takeaways 

 

• Our previous version of the study published in September 2019, showed us over a 10-year 

period (July 2009 to June 2019), Indian stocks owed all their outperformance over cash to just 

8 months, or 6.7% of all months. Similar numbers were witnessed for actively managed funds, 

where on an average just 8 months, or 6.7% of all months accounted for their outperformance 

versus their benchmarks. 

 

• In the 10-year period from March 2011 to February 2021, threw up similar results for the 

overall markets, Indian stocks owed all their outperformance over cash to just 8 months, or 

6.7% of all months. 

 

• We performed the same test against Indian actively managed diversified equity funds for a 10 

year period from March 2011 to February 2021 to determine if the phenomenon applied to 

them as well. 

 

• We found that on an average Indian actively managed diversified equity funds' 

outperformance was attributable to a smaller proportion of months: 6 months or 5% of all 

months, which is lower than the number from the 2019 study of 8 months or 6.7% of all 

months. Although this number varies across categories. 

 

• The implication is that investors should not try to time investments in actively managed funds. 

Staying invested is the name of the game. Actively managed funds are finding it increasingly 

harder to beat benchmarks, in addition the number of months contributing to overall 

outperformance versus benchmarks of these funds is shrinking.  

 

• Investors are best served to identify consistently managed funds and stay invested. Investing 

basis recent performance can be counterproductive, resulting in missing of critical months of 

performance in both the newly invested fund(s) as well as the exited fund(s). 

  

Introduction 

 

We have long spoken about the benefits of long-term investing in a volatile asset class like 

equities, what really matters is “time in the market” rather than “timing the market”. Over the long 

haul, the stock market's outperformance over cash boils down to just a few critical months. Miss 
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those months and you will have missed all the risk premium to be earned from holding a volatile 

asset such as equities. 

 

Between March 2011 and February 2021, Indian stocks owed their outperformance over cash to 

just 8 months—less than 6.7% of the months in the sample. If you held stocks for all 112 months 

apart from those 8 months, which we will call "critical months," a term which we will define more 

precisely below, you would not have beaten cash. 

 

This is not just an Indian phenomenon. In a global study released by Morningstar in 2019 it was 

witnessed similar trends existed for US Large Cap stocks for investments since 1926, where 5% of 

the months attributed for the overall outperformance over cash. Similarly, the global study of 

outperformance for the last 15 years found that 5% of months account for the outperformance of 

actively managed funds globally. 

 

The obvious implication of these findings is that it is exceedingly hazardous to try to time markets. 

Staying invested is the name of the game, be it in equities as an asset classes or the funds you 

select to invest through. 

 

In this paper, we apply this analytical approach to active management with this question: For an 

actively managed fund that outperformed its benchmark over a given time period, how many 

critical months accounted for that outperformance? 

 

We find that, on average, less than 5% of the months account for all of the outperformance for 

Indian actively managed diversified equity funds. Active management turns out to follow the same 

dynamic as the market as a whole. It is thus natural that the implications for buying and selling 

actively managed funds should be similar to those regarding timing entire markets. 

 

 

Methodology and Data 

 

Critical months are those months whose removal from the return series would eliminate the fund's 

outperformance over its benchmark.  

 

We find this by calculating geometric excess return of a fund over the category index for all 

months. Geometric excess returns are multiplicative, so that the geometric excess return over the 

whole period is the product of all the months' excess returns, so we remove, one by one, the month 

with the highest excess returns, the second-highest excess return, and so on until no excess return 

over the whole period remains.  

 

To get a better feel for this idea, in Exhibit 1 we examine a real-life example, Canara Robeco 

Bluechip Equity Fund, the best performing Large Cap fund in CY 2020. Over the 12 months ending 

December 2020 the fund outperformed its category benchmark, the S&P BSE 100 TR, by 6.21% in 
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absolute terms and 5.32% (in geometric excess return terms, which we show here as 1.0532; 

outperformance in geometric terms means >1).  

 

The columns titled "All Months Included" are the geometric excess returns for each month (defined 

as (1+FundReturn/100)/(1+IndexReturn/100). The bottom row shows the geometric excess return 

over the whole period, which is just the product of multiplying all the months' numbers above it. In 

the next column, we remove the highest geometric return, Feb 2020, keeping all others intact (in 

geometric terms this removal means setting that month's excess return to 1, as if the fund just 

matched the index in that month). We see in the Geometric Excess Return row that the removal of 

that month's excess return brings down the whole period's (less that one month) geometric excess 

return to 1.2% (1.012). However, when we then take the out the second-highest excess return 

(March 2020), the excess return for the whole period turns negative (0.972 = - 2.8% geometric 

excess return). This is how we define critical months. Their number is dependent on the time 

period under consideration. For this particular fund over the 12-month period we considered, the 

number of critical months was two. These were the two months out of 12 that accounted for all the 

fund's outperformance of its benchmark. 

 

Exhibit 1 : Example of Critical Months Calculation 

 

  Monthly Return % Geometric Excess Returns % 

 Month 

Canara 

Robeco 

Bluechip 

Equity 

S&P BSE 100 

TR 
All Months 

All Months            

(-Highest) 

All Months           

(- 2 Highest) 

Jan-20 1.363 -1.237 1.026 1.026 1.026 

Feb-20 -2.616 -6.461 1.041 1.000 1.000 

Mar-20 -19.813 -22.949 1.041 1.041 1.000 

Apr-20 12.890 14.805 0.983 0.983 0.983 

May-20 -2.473 -2.462 1.000 1.000 1.000 

Jun-20 6.340 7.406 0.990 0.990 0.990 

Jul-20 6.081 7.568 0.986 0.986 0.986 

Aug-20 2.735 3.009 0.997 0.997 0.997 

Sep-20 -0.547 -0.744 1.002 1.002 1.002 

Oct-20 3.154 3.065 1.001 1.001 1.001 

Nov-20 10.238 11.420 0.989 0.989 0.989 

Dec-20 7.739 8.065 0.997 0.997 0.997 

      1.053 1.012 0.972 

 

Source : Morningstar Direct 
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To see what actively managed funds look like from the critical-months perspective, we conducted a 

study that used active funds' returns over the 10 -year period from March 2011, through February 

2021. There is nothing special about using this particular 10-year period: It was a long enough time 

frame to measure long-term performance, and it gave us a sizable sample of funds. We used the 

following criteria to select funds and their appropriate indexes:  

 

• Unlike the global study we used net returns, since fund fee structures are comparable locally.  

• We used the Distributor share class for funds, as these have a longer track record and have a 

greater proportion of the assets.  

• There must be 120 monthly total returns over the period from March 2011 to February 2021. 

Consequently, the study omits the results of funds that began the 10-year period but did not 

finish it because they were merged away or liquidated before February 2021 or funds that 

were incepted after March 2011. This choice was motivated by the desire to have all returns 

for all funds over the time period.  

• Fund Returns were compared against Morningstar category benchmarks. 

• We used only equity funds. We excluded fixed-income and allocation funds because they are 

sometimes harder to map to an appropriate index. 

• Categories considered were ELSS, Large Cap, Multi Cap (Flexi Cap) & Mid Cap.  

 

 

 

 

Results 

 

Exhibits 2 displays aggregate statistics for critical months, first in aggregate and then grouped by 

fund category. One can immediately see that whether it's mean, median, or the top- and bottom-

quartile breakdowns, these numbers are small and should give little comfort to investors who try to 

find the best times to buy and sell actively managed funds. In aggregate, the median number of 

critical months was five. That means that half of the funds' outperformance was due to five or 

fewer months. One in four funds (25th percentile) owed their outperformance to three or fewer 

months. Finally, three fourths (75th percentile) of all the funds' outperformance was attributable to 

9 or fewer months. Mid Cap Funds were the best of the pack, while expectedly funds with a Large 

Cap bias came in with the poorest results. 

 

Exhibit 2: Average no of Critical months by category 

 

  Mean Median 25th Percentile 75th Percentile 

Overall 6 5 3 9 

ELSS 5 4 3 6 

Large Cap 5 4 3 8 

Multi Cap/Flexi Cap 5 4 2 6 

Mid Cap 9 9 6 12 
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Finally, we divided funds by deciles of outperformance and show, in Exhibit 3, how many critical 

months, on average, each decile had. Even the best decile of outperforming funds, on average, 

owed their outperformance to just 12 months of excess returns. That is one year out of 10 years. 

 

Exhibit 3: Average no of Critical months by Decile  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Summary 

 

In our purely descriptive account of outperformance, we remain agnostic as to what the exact 

distribution of excess returns is. There is solid evidence that most actively managed funds' excess 

returns are not normally distributed. But from our perspective the exact shape of that distribution 

does not matter.  

 

What matters—and this is the most practical implication of our findings—is that trying to find the 

best time to buy or sell a fund is most likely futile. Most of the time, even outperforming funds 

basically track or trail the index.  

 

If you think you have identified a skilled manager, the best course of action is to buy in or rupee-

cost average, regardless of the moment, and hold on to the fund over long periods of time.  

The obvious, and perhaps even more important, corollary is that a fair amount of patience is 

required to adhere to such a program. A good manager may take a long time before critical months 

materialize. Thus, don't sell based on the “what have you done for me lately” rationale. The gospel 

of wisdom can be adapted to active management: No one knows the day or the hour when 

outperformance will strike.  K 
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Disclaimer 

© 2021 Morningstar. All rights reserved. The Morningstar name is a registered trademark of 
Morningstar, Inc. in India and other jurisdictions. Research on securities [as defined in clause (h) 
of Section 2 of the Securities Contracts (Regulation) Act, 1956], and being referred to for the 
purpose of this document as “Investment Research”, is issued by Morningstar Investment Adviser 
India Private Limited. Morningstar Investment Adviser India Private Limited is registered with 
SEBI as an Investment Adviser (Registration number INA000001357), providing investment advice 
and research, and as a Portfolio Manager (Registration number INP000006156). Morningstar 
Investment Adviser India Private Limited has not been the subject of any disciplinary action by 
SEBI or any other legal/regulatory body. It is a wholly owned subsidiary of Morningstar 
Investment Management LLC, which is a part of the Morningstar Investment Management group 
of Morningstar, Inc. In India, Morningstar Investment Adviser India Private Limited has only one 
associate, viz., Morningstar India Private Limited, and this company predominantly carries on the 
business activities of providing data input, data transmission and other data related services, 
financial data analysis, software development etc.  
 
The author/creator of this Investment Research (“Research Analyst”) or his/her associates or 
immediate family may have (i) a financial interest in the subject mutual fund scheme(s) or (ii) an 
actual/beneficial ownership of one per cent or more securities of the subject mutual fund 
scheme(s), at the end of the month immediately preceding the date of publication of this 
Investment Research. The Research Analyst, his/her associates and immediate family do not have 
any other material conflict of interest at the time of publication of this Investment Research. The 
Research Analyst or his/her associates or his/her immediate family has/have not received any (i) 
compensation from the relevant asset manager(s)/subject mutual fund(s) in the past twelve 
months; (ii) compensation for products or services from the relevant asset manager(s)/subject 
mutual fund(s) in the past twelve months; and (iii) compensation or other material benefits from 
the relevant asset manager(s)/subject mutual fund(s) or any third party in connection with this 
Investment Research. Also, the Research Analyst has not served as an officer, director or 
employee of the relevant asset manager(s)/trustee company/ies, nor has the Research Analyst 
or associates been engaged in market making activity for the subject mutual fund(s).  
 
The terms and conditions on which Morningstar Investment Adviser India Private Limited offers 
Investment Research to clients varies from client to client, and are spelt out in detail in the 
respective agreement. The Investment Research: (1) includes the proprietary information of 
Morningstar, Inc.  and its affiliates, including, without limitation, Morningstar Investment Adviser 
India Private Limited; (2) may not be copied, redistributed or used, by any means, in whole or in 
part, without the prior, written consent of Morningstar Investment Adviser India Private Limited; 
(3) is not warranted to be complete, accurate or timely; and (4) may be drawn from data published 
on various dates and procured from various sources. No part of this information shall be 
construed as an offer to buy or sell any security or other investment vehicle. Neither Morningstar, 
Inc. nor any of its affiliates (including, without limitation, Morningstar Investment Adviser India 
Private Limited, nor any of their officers, directors, employees, associates or agents shall be 
responsible or liable for any trading decisions, damages or other losses resulting directly or 
indirectly from the use of the Investment Research. 
 

The various ratings assigned by Morningstar Investment Adviser India Private Limited to mutual 

fund schemes are (i) Gold, (ii) Silver, (iii) Bronze, (iv) Neutral and (v) Negative. A Gold rated mutual 

fund scheme is Morningstar Investment Adviser India Private Limited’s highest-conviction 
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recommendation, which stands out as best of breed for its investment mandate, and is expected to 

outperform its relevant performance benchmark and/or peer group within the context of the level 

of risk taken over the long term (defined as a full market cycle or at least five years). A Silver rated 

mutual fund scheme is Morningstar Investment Adviser India Private Limited’s high-conviction 

recommendation and is expected to outperform its relevant performance benchmark and/or peer 

group within the context of the level of risk taken over the long term, although it does not 

necessarily rise to the standard of best in breed. A Bronze rated mutual fund scheme is one where 

Morningstar Investment Adviser India Private Limited has the conviction to award it a positive 

rating and expects it to beat its relevant performance benchmark and/or peer group within the 

context of the level of risk taken over the long term, as the mutual fund scheme has advantages 

that outweigh its disadvantages. A Neutral rated mutual fund scheme is one in which Morningstar 

Investment Adviser India Private Limited does not have a strong positive or negative conviction, 

and while it is not likely to deliver standout returns, it isn’t likely to seriously underperform its 

relevant performance benchmark and/or peer group either. A Negative rated mutual fund scheme 

is one which has at least one flaw that Morningstar Investment Adviser India Private Limited 

believes is likely to significantly hamper future performance and because of such faults, such a 

mutual fund scheme is believed to be inferior to most competitors and likely to underperform its 

relevant performance benchmark and/or peer group, within the context of the level of risk taken, 

over a full market cycle. 
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