({ IJARSCT

xx International Journal of Advanced Research in Science, Communication and Technology
IJARSCT International Open-Access, Double-Blind, Peer-Reviewed, Refereed, Multidisciplinary Online Journal gD €O
ISSN: 2581-9429 Volume 5, Issue 9, April 2025 Impact Factor: 7.67

Turbulent Times for Mutual Funds: Stay Invested

or Exit?

Dr. Sheetal Nafde' and Dr. Sameer Padole’
Dr. Ambedkar Institute of Management Studies and Research, Nagpur'
Financial Writer, Benziga®
sheeddhi@gmail.com

Abstract: The Indian stock market experienced a significant downturn between September 2024 and
January 2025, with the Nifty 50 index falling by nearly 12%. This period of volatility has sparked concerns
among retail investors, especially those heavily invested in mutual funds. This paper investigates whether
mutual fund investors should be alarmed by this market correction, examining data on fund inflows, expert
opinions, and investment strategies. The research concludes that such volatility, while disconcerting, offers
opportunities for disciplined investors who maintain a long-term investment horizon. It emphasizes the
importance of SIPs, portfolio diversification, and maintaining composure during market downturns.
Additionally, the paper explores how different categories of mutual funds have responded to market
pressures and the psychology behind investor behaviour during volatile periods
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I. INTRODUCTION

Market volatility is an intrinsic characteristic of equity markets, and the recent downturn in the Indian markets has once
again tested investor sentiment. With the Nifty 50 slipping from its highs in September 2024 to 23,250 by January
2025, a wave of anxiety has swept across mutual fund investors. The correction, largely attributed to a confluence of
global economic uncertainty, domestic macroeconomic data, and geopolitical tensions, has impacted investor morale.
This paper aims to analyse whether such concern is justified and what course of action is recommended by market
experts. It will also examine the behavioural tendencies of investors, the performance of various mutual fund
categories, and strategies for navigating future market downturns.

II. LITERATURE REVIEW
Numerous studies have examined the impact of market volatility on investor behaviour and mutual fund performance.
Barberis et al. (2001) highlighted how investors often react emotionally to market downturns, leading to suboptimal
investment decisions driven by sentiment rather than rational analysis.
Statman (2000) emphasized the importance of diversification in managing investment risk, advocating for asset
allocation strategies that reduce portfolio volatility.
More recent research by Bogle (2018) reiterated the benefits of long-term investing, especially through systematic
investment vehicles like SIPs, which smoothen the effects of market fluctuations.
In the Indian context, mutual funds have increasingly become a preferred investment vehicle for retail investors. Data
from AMFI (Association of Mutual Funds in India) consistently show increasing retail participation in mutual funds,
even during periods of market stress. The concept of rupee cost averaging through SIPs has been widely promoted as a
strategy to mitigate market risk. Studies also indicate that investor education and financial literacy play a critical role in
shaping long-term investment success, particularly in volatile market environments.
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Current Market Scenario

The nearly 12% decline in Nifty 50 from September 2024 highs has triggered panic among many retail investors.
Several factors contributed to this correction, including concerns over rising interest rates, inflationary pressures, global
recession fears, and policy-related uncertainties. Despite the negative sentiment, equity mutual funds witnessed inflows
of %41,155 crore in December 2024, marking a 14% rise from November. Additionally, SIPs recorded a record high of
326,459 crore, indicating continued investor faith in long-term investment strategies.

Interestingly, this trend demonstrates the growing maturity of Indian investors who, rather than exiting the market, are
choosing to remain invested or increase allocations during downturns. It also reflects the success of investor awareness
campaigns conducted by financial institutions and regulators over the past decade.

Expert Insights

Industry leaders like Radhika Gupta, CEO of Edelweiss Mutual Fund, and Trivesh, COO of Tradejini, have reassured
investors to stay the course. Gupta emphasized the importance of holding investments through downturns and
leveraging market dips via SIPs. She referred to the recent correction as “one of the roughest falls,” particularly in the
midcap segment, but stressed the long-term potential of equity markets.

Trivesh pointed out a notable surge in investments in sectoral and thematic funds, especially those aligned with
healthcare, pharmaceuticals, and the automobile sector. These trends underscore the importance of aligning investments
with sectors that show robust long-term fundamentals. Sectoral funds, while riskier due to their concentrated nature, can
deliver outsized returns if timed and managed well.

SIP as a Resilience Tool

Systematic Investment Plans are structured to spread investment across market cycles. By investing a fixed amount
regularly, investors buy more units when prices are low and fewer when prices are high, a concept known as rupee cost
averaging. This approach significantly reduces the impact of volatility and allows investors to accumulate wealth
steadily over time.

The primary advantage of SIPs lies in their ability to automate discipline. They remove the need for market timing and
ensure that investments continue even during bearish phases. Over time, this consistent approach results in lower
average costs per unit and compounding benefits. Data from past market cycles show that investors who continued SIPs
through downturns generally emerged with higher returns compared to those who stopped or redeemed investments
early.

Strategic Portfolio Rebalancing

For those heavily exposed to small-cap and mid-cap funds, portfolio rebalancing is crucial. The recent market
correction has disproportionately affected these segments, which are inherently more volatile. While such funds offer
high growth potential, they are also more sensitive to market movements and liquidity concerns.

To mitigate these risks, investors should consider diversifying into large-cap, flexi-cap, value-oriented, and hybrid
funds. Large-cap funds invest in established companies with relatively stable earnings, providing a safety cushion
during market downturns. Flexi-cap funds offer flexibility in allocation across market capitalizations, while value funds
focus on fundamentally strong companies that are undervalued.

Hybrid and balanced advantage funds, which combine equity and debt, offer an optimal mix for those seeking growth
with downside protection. These funds adjust their asset allocation based on market conditions, making them suitable
for conservative investors during uncertain times.

Investor Psychology and Behavioural Biases
Behavioural finance offers valuable insights into how emotions influence investment decisions. Common cognitive
biases such as loss aversion, herd mentality, and recency bias often lead investors to sell in panic during downturns and

buy in exuberance during bull markets. This behaviour, unfortunately, results in buying hlgh and selling low.
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Investor education is therefore crucial. Awareness of such biases, combined with tools like SIPs and goal-based
investing, can help reduce emotional decision-making. Financial advisors play an important role in guiding investors
through turbulent periods, reinforcing long-term goals, and preventing knee-jerk reactions.

III. CONCLUSION

Market corrections, while unsettling, are not unprecedented. Historically, markets have recovered from downturns,
rewarding patient and disciplined investors. The current phase should be viewed as a potential buying opportunity
rather than a cause for panic. SIPs remain a robust vehicle for long-term wealth creation, and diversification across
asset classes and market caps can help mitigate risk.

Investors are advised to stay informed, avoid emotional decisions, and align their investment strategies with long-term
financial goals. A disciplined approach, supported by regular reviews and prudent asset allocation, can turn periods of
volatility into opportunities. Ultimately, wealth creation through mutual funds is a marathon, not a sprint — and staying
the course is the key to success.
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