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XIRR vs CAGR:

What's the difference MUTUAL
and when should FUNDS

you use them?

When reviewing your investment performance, you'll often come across terms like CAGR and
XIRR. These aren't just technical jargons — they're two of the most important tools investors
use to measure returns. But while they may seem similar, each serves a different purpose and is
best suited for different types of investment scenarios.

Let's dive into what they mean, how they differ, and when you should use each.
What is CAGR?

CAGR (Compound Annual Growth Rate) represents the average annual growth rate of an
investment over a specific time period. It assumes that the investment grew at a constant rate
every year, even if, in reality, it didn't.

Think of CAGR as the smooth road your investment would have taken if it grew evenly year after
year. It's easy to calculate and widely used to compare historical returns between different
investment options.

Formula:
CAGR = (Ending Value / Beginning Value) ~ (1/Number of Years) — 1
Key Features of CAGR:

Best for lump-sum investments

Assumes a single investment and no withdrawals/additional investments
Offers a clean, average view of growth over time

Easy to compare across different investments

However, CAGR does not reflect the reality of most investors who invest at regular intervals
through SIPs (Systematic Investment Plans) or make multiple investments over time.

What is XIRR?

XIRR (Extended Internal Rate of Return) is a more sophisticated method that calculates your
investment return when there are multiple cash flows — like monthly SIPs, partial withdrawals,
or additional lump-sum contributions.

Unlike CAGR, XIRR considers both the amount and timing of each transaction. It tells you about
the actual rate at which your money has grown, taking into account real-world investment
patterns.
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Example:

Let’s say you invest Rs 5,000 every month in a mutual fund SIP for 3 years. Since each of those
investments is made on a different date and may generate different returns, XIRR helps you
calculate the true rate of return across all those investments.

Key Features of XIRR:

Best for SIPs or multiple investments over time
Reflects actual cash flow timing and amounts

Offers a personalized return figure based on real data
Slightly more complex to calculate but highly accurate
Most online investment platforms and mutual fund statements provide XIRR to show

how your portfolio has truly performed.

XIRR vs CAGR: Key Differences

As CAGR XIRR

Cash Flow Assumes a single initial Accounts for multiple,
investment irregular investments

Usage Suitable for lump-sum Ideal for SIPs and
investments with no staggered investments
additional inflows

Precision Moderate — averages out More precise due to
investment growth time-sensitive

calculations

Complexity Simple and easy to Complex but highly
understand reliable

Calculation Uses the initial and final Takes into account
investment values along specific dates and cash
with the time period flow amounts

Both CAGR and XIRR are valuable tools for investors. While CAGR gives you a simplified average return, XIRR gives
you a more realistic picture that reflects your actual investment journey.

As more investors opt for disciplined approaches like SIPs, understanding XIRR becomes increasingly important.
Knowing how your money has truly performed helps you plan better, adjust your goals and stay invested with
confidence.

An Investor Education & Awareness Initiative by HSBC Mutual Fund

Visil@ https://grp.hsbc/KYC w.r.t. one-time Know Your Customer (KYC) process, complaints redressal process including SEBI SCORES
(https://scores.sebi.gov.in/scores-home). Investors should only deal with Registered Mutual Funds, to be verified on SEBI website under Intermediaries/Market
Infrastructure Institutions (https://www.sebi.gov.in/intermediaries.html). Investors may refer to the section on ‘Investor Education’ on the website of HSBC Mutual

Fund for the details on all ‘Investor Education and Awareness Initiatives’ undertaken by HSBC Mutual Fund.

Document intended for distribution in Indian jurisdiction only and not for outside India or to NRIs. HSBC MF will not be liable for any breach if accessed by anyone

outside India. For more details, refer website.

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