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Investing in mutual funds can be a bit overwhelming, with all the financial jargon and metrics
used to evaluate performance. One key term that frequently comes up in mutual fund analysis
is “rolling returns.” Understanding this concept is essential for any investor looking to assess
the performance of mutual funds more comprehensively. This blog explains what rolling
returns are, why they matter, and how to leverage them in your mutual fund investment
strategy.
 
Understanding Rolling Returns

Rolling returns provide an ongoing, overlapping view of a mutual fund’s performance over
different periods. Unlike traditional metrics like annualized returns, which measure
performance over a fixed timeframe, rolling returns smooth out short-term volatility by
evaluating the performance over multiple overlapping periods.
For example, if you're looking to assess the 5-year performance of a fund, rolling returns
calculate returns over several overlapping 5-year periods (e.g., January 2018 to December
2022, February 2018 to January 2023, and so on), giving a more dynamic and detailed picture
of how the fund has performed over time.
 
What Are Rolling Returns in Mutual Funds?

Rolling returns are a way to measure the average annual returns of a mutual fund over various
timeframes within a larger investment period. This method gives investors a better
understanding of the fund’s performance consistency, helping them identify patterns or trends
across different market conditions.
It’s particularly useful for evaluating the reliability and volatility of a fund's performance over
different periods, such as 1-year, 3-year, or 5-year intervals. This approach helps investors
gauge how a fund has performed across various market environments.
 
How Rolling Returns Are Calculated
To calculate rolling returns:
Choose the time period: For example, 1 year, 3 years, 5 years.
Choose the frequency: Daily, monthly, or quarterly.
Calculate returns for each overlapping period: You measure the returns for each period and
calculate them across all overlaps.
Average the results: Finally, analyze the returns over all periods to identify patterns and
performance consistency.
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Difference Between Annualized Returns & Rolling Returns

The primary distinction between annualized returns and rolling returns lies in the time frame.
Annualized returns measure the average annual return over a specific period, while rolling
returns examine performance across multiple overlapping periods. Rolling returns offer a more
comprehensive and less biased assessment by including a variety of timeframes.
 
Why Are Rolling Returns Important?

Rolling returns offer several advantages over traditional methods:
Consistency: Investors can evaluate how steady a fund’s returns are over multiple periods.

Better Fund Comparison: Rolling returns allow for a more holistic comparison of mutual funds,
rather than relying on point-to-point returns.

Understanding Volatility: By examining rolling returns, you can assess the volatility and stability
of a fund's returns, which helps in aligning investments with your risk tolerance.

Market Cycle Insights: Rolling returns reveal how a fund performs during different market
cycles—bull, bear, or sideways.

Advantages of Rolling Returns in Mutual Funds

Rolling returns provide key benefits for investors:
Consistent Performance: Helps identify funds that provide stable returns over different periods.

Better Comparison: They allow a more accurate comparison of mutual funds across various
time frames, giving a clearer picture of how funds perform.

Risk Assessment: Investors can better evaluate the risk-to-return ratio of funds and choose the
right one based on their risk appetite.

Example of Rolling Returns

Let’s compare two mutual funds:
Fund A has rolling 5-year returns of 25%, 15%, 12%, 20%, and 28% (average: 20%).
Fund B has rolling 5-year returns of 17%, 20%, 22%, 19%, and 22% (average: 20%).
Though both funds have an average return of 20%, Fund B shows more consistent
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performance, which is less affected by market fluctuations and can be seen as a more reliable
choice.
 
How to Use Rolling Returns in Mutual Fund Investing

Compare Funds: Use rolling returns to compare funds within the same category, identifying
those that offer the most consistent performance.

Evaluate Risk: Analyze funds with less fluctuation in rolling returns for a more stable
investment option.

Plan for the Long Term: Use rolling returns to align your investments with your long-term
financial goals by assessing the fund’s performance over extended periods.

Applications of Rolling Returns
Rolling returns are a powerful tool for investors:
Evaluate Consistency: Identify funds with steady performance over time, which helps in
choosing funds that align with your goals.

Optimize Portfolio: By analyzing rolling returns of different funds, you can optimize your
portfolio to reduce risk and enhance returns.

Refine Investment Strategy: Rolling returns help you adjust your investment strategy by
pinpointing funds that perform well during specific market conditions.

Conclusion

Rolling returns are an essential tool for evaluating mutual funds. They provide a more
comprehensive and dynamic view of a fund’s performance over time, helping investors make
more informed decisions. By focusing on rolling returns, investors can ensure their portfolios
align with their long-term goals and risk preferences.
Next time you assess a mutual fund, don’t rely solely on traditional returns. Use rolling returns
to gain deeper insights into a fund’s performance, ensuring it meets your investment needs.


