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When reviewing 1long-term investments, investors might
encounter multiple return metrics that appear similar but
convey different information. For example, absolute returns
describe total growth, while annual return reflects
performance in a specific year. In this context, a CAGR or
Compound Annual Growth Rate, may be commonly referenced as a
way to express long-term portfolio growth in an annualised
form.
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How investors can use a CAGR calculator to understand
portfolio performance over time

For investments held over several years, this measure may help
place potential outcomes in perspective rather than focusing
on isolated periods. A CAGR calculator can help with
estimating the returns earned on an investment. Understanding
what a CAGR calculator reflects, and what it ignores, may help
investors interpret portfolio results with relatively more
clarity.

What CAGR represents in portfolio analysis

CAGR, or Compound Annual Growth Rate, represents the
annualised rate at which an investment’s value grew over a
defined period, assuming all returns were reinvested.

CAGR does not represent interim volatility, instead it shows
the returns as a single annualised figure — the steady rate at
which an investment would have theoretically grown year on
year to arrive at the final amount. In reality, a portfolio
may experience uneven gains and declines during the investment
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period yet still show a positive CAGR if the final value 1is
higher than the starting value. In this sense, CAGR summarises
the outcome rather than the actual return path.

This makes CAGR suitable for a quick assessment of a
portfolios long-term performance, rather than a granular view
of day-to-day volatility.

Why CAGR is commonly used for long-term portfolios

Over extended horizons, portfolio performance may be
influenced by market cycles, economic changes, and shifts in
sentiment. Year-on-year returns may therefore vary. A CAGR
condenses this variability into a single annualised figure,
which may be relatively easy to interpret across longer
periods.

For mutual funds, performance communication often relies on
CAGR because investors enter and exit schemes at different
points. CAGR allows historical performance to be presented
without assuming identical investment dates or cash-flow
patterns. For this reason, CAGR is treated as a reporting
metric rather than an indicator of future potential results.

It is important to note that CAGR reflects only starting and
ending values. It does not capture interim drawdowns, recovery
phases, or periods of stagnation.

Past performance may or may not be sustained in the future.
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How a CAGR calculator works

A CAGR calculator typically requires three inputs:
 the initial investment value
= the final investment value

= the investment duration in years

Using these inputs, the calculator applies a mathematical
formula to compute the annualised growth rate:

CAGR = (Ending Value / Beginning Value)”~(1/n) -1
Where:

Beginning Value = initial investment amount

Ending Value = value of the investment at the end of the
period

n = number of years the investment is held

The result is typically expressed as a percentage by
multiplying the outcome by 100.

For example, if an investment grows from Rs. 4,00,000 to Rs.
6,80,000 over a period of 7 years, the CAGR is calculated as:



CAGR = (6,80,000 / 4,00,000)"(1/7) - 1

This results in an approximate CAGR of 7.9% per annum,
indicating that the investment’s value increased at an average
annualised rate of about 7.9% over the seven-year period.

Example for illustrative purposes only. The calculator is an
aid, not a prediction tool. It may provide only an indicative
picture.

Interpreting CAGR alongside other measures

Although widely referenced, a CAGR calculator does not present
a complete picture of portfolio behaviour. CAGR assumes a
smooth growth trajectory, which may not reflect actual market
movements. As a result, CAGR figures may be viewed alongside
other measures such as rolling returns and risk-adjusted
return metrics such as beta, standard deviation, information
ratio and Sharpe ratio.

In mutual funds, two schemes may report the same CAGR, even
though Fund A experienced sharp interim declines and Fund B
saw relatively steady performance. This highlights why it 1is
advised to interpret CAGR as a summary measure rather than a
standalone assessment.

Using a CAGR calculator for comparisons

One relatively common application of a CAGR calculator is
comparing portfolio outcomes across timeframes or strategies.
By converting cumulative growth into an annualised rate, CAGR



offers a common reference point.

Portfolios with different investment amounts or durations may
still be assessed once CAGR is applied. However, such
comparisons depend on consistent assumptions, as a CAGR
calculator does not adjust for differences in risk,
volatility, or liquidity.

Limitations to keep in mind

While useful, a CAGR calculator has certain limitations. It
does not reflect the sequence of returns, assumes reinvestment
at a uniform implied rate, does not account for volatility or
drawdowns, and may mask periods of underperformance.

For portfolios built through staggered investments, such as
Systematic Investment Plans (SIPs), CAGR may not fully
represent individual cash-flow timing. In such cases, other
measures, such as XIRR, may be referenced for added context.

Conclusion

A CAGR calculator is wused for summarising portfolio
performance over extended periods. By expressing growth as an
annualised rate, it may help investors compare outcomes across
different timeframes and investment approaches. When viewed
alongside other performance measures and with knowledge of its
potential assumptions, a CAGR calculator may help in
understanding how a portfolio has evolved over time, without
implying certainty about potential future results.



Mutual Fund investments are subject to market risks, read all
scheme related documents carefully.
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