YMER || ISSN : 0044-0477 http://ymerdigital.com

MUTUAL FUND INVESTOR: HOW TO BECOME
GOOD AT INVESTING?

Dr.M.Ganesan Alias Kanagaraj
Assistant Professor (Senior Grade),
Department of Management Studies, SRM Valliammai Engineering College.

Mrs.A.Umadevi,
Assistant Professor (Senior Grade),
Department of Management Studies, Research Scholar, Anna University,
SRM Valliammai Engineering College.

ABSTRACT

The Indian mutual fund industry has indeed made significant progress since its inception in
1963. It has witnessed growth in terms of the number of fund houses, the variety of schemes
available, funds mobilized, and assets under management. However, the industry still faces
challenges in achieving its goal of attracting and mobilizing a major portion of household
savings. While the mutual fund industry has made strides, it lags behind developed
economies and many emerging economies in several key parameters. Some of the challenges
it faces include low penetration ratio, a lack of product differentiation, limited investor
awareness and ability to communicate the value of mutual funds to customers, and the
evolving nature of the industry itself. To fully utilize its potential, the Indian mutual fund
industry needs to address these challenges. Increasing the penetration ratio by reaching out to
more investors, improving product differentiation to cater to diverse investor needs,
enhancing investor awareness through education and effective communication, and adapting
to the changing dynamics of the industry are crucial steps to be taken. By addressing these
challenges, the mutual fund industry can tap into the vast potential of the Indian market and
enable small savers to benefit from economic growth by providing them with investment
options that offer better risk-adjusted returns. Continued efforts to overcome these challenges
will be instrumental in furthering the growth and development of the Indian mutual fund
industry.

SIP involves investing a fixed amount at regular intervals, typically monthly, in a mutual
fund scheme.

There are several reasons why systematic investing can be beneficial for investors. First, it
helps in avoiding the pitfalls of trying to time the market. By investing regularly over a long
period, investors can benefit from the principle of rupee cost averaging. This means that
when prices are high, you buy fewer units, and when prices are low, you buy more units.
Over time, this can help reduce the impact of short-term market volatility and potentially
enhance returns.

Keywords: Mutual funds, Risk and Return, Investors, Systematic Investment Plan, Wealth
Maximization
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INTRODUCTION

Investing holds great importance for every individual, as it contributes significantly to their
financial welfare. Systematic investment, in particular, proves to be instrumental in
enhancing one's quality of life. In today's era, modern investors are increasingly focused on
investing their money in mutual funds and shares. Mutual funds have gained widespread
recognition, and people are well-informed about them, including the role of fund managers.
This awareness extends even to individuals residing in rural areas. A mutual fund acts as a
financial middleman to make investing easier. Its main job is to assemble capital from
investors who have similar investing goals and combine it into a pooled fund. These funds are
then used to invest in a variety of other investment opportunities. In order to maximise
profits, mutual funds' professional professionals meticulously choose the securities portfolio
and undertake investing research. According to the amount of units each unit holder has, the
income from these assets and any capital gains are divided among them.

For small investors who might find it difficult to participate directly in the capital market or
who lack the knowledge and resources for in-depth investment analysis, mutual funds serve a
critical role. Instead of making direct investments, they choose to do so indirectly through
mutual funds by purchasing units of these funds rather than bonds or stock in specific
corporations. Mutual funds are regarded as transparent and cost-effective investment vehicles
in today's changing market climate.

Mutual funds have been defined in a variety of ways by different authors, all of which
express the same ideas. James L. Pierce, for instance, refers to mutual funds as a non-
depository or non-banking financial intermediary that serves as a crucial means of linking
wealth owners and deficit units indirectly.

Mutual funds, according to Weston J. Fred and Brigham Eugene F, are organisations that take
money from investors and use it to buy stocks, long-term bonds, and short-term debt
securities issued by companies or governments. These businesses spread out their risk by
pooling resources. Mutual funds are defined as investments that pool the money of others and
invest it on behalf of investors, often in particular sorts of assets like money market
instruments, municipal bonds, or common stock. This definition is taken from the V.N.R.
Dictionary of Business and Finance.

The complete description of mutual funds and unit trusts provided by Encyclopaedia
Britannica states that a mutual fund, also known as a unit trust or open-end trust, is a business
that invests the money of its investors in a variety of securities and produces units that
represent shares in these assets. Unlike an investment trust, which issues shares of its own
stock, it is different. Mutual funds constantly issue new shares at net asset value plus a sales
fee, in contrast to closed-end investment corporations with fixed capitalization, and
repurchase shares depending on demand at the net asset value established each day by the
market value of the assets they own.

When closed-end investment trusts first appeared in the late nineteenth century, the history of
mutual funds began. In Boston, the first open-end mutual fund was founded in 1924. In the
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1920s, both closed-end and open-end mutual funds saw fast expansion, but they also
encountered losses because of poor management, fraud, and the 1929 stock market disaster.
Mutual funds grew very modestly between 1930 and 1970, despite rising interest in equity
funds during the 1960s stock market boom. However, the first oil crisis and subpar
performance of the equities markets caused development to halt in the 1970s. Early in the
1980s, equities markets and macroeconomic performance both improved, and growth of
equity and bond funds restarted. Mutual fund investments saw explosive growth in the early
1990s.

Indians participate in a variety of investment schemes every year to achieve their financial
goals. Others invest to achieve their long-term goals, such as retirement planning or creating
a corpus to protect their children's future. Some people invest to reduce their tax burden.
Some people have immediate ambitions, like getting a car, while others have longer-term
objectives, like organising their wedding. You must have learned by now that each person's
financial objectives will differ based on what their investing target is.

The fact that there are an endless amount of investing strategies to pick from, however, is the
true issue. It could be challenging for those who are brand-new to investing to choose a
suitable investment strategy. This also suggests that you would need to give yourself some
time to learn and comprehend the ins and outs of investing if you want to grow better at it.
The sensible decision-makers are the ones who are successful investors. They do not allow
emotion to influence their choice of investments. People who are successful investors are
calm under pressure and skilled at navigating choppy waters.

Retail investors are now choosing mutual funds over risk-averse investment strategies in the
recent past. Mutual funds are designed to provide capital growth and may aid a person in
achieving his or her short-, medium-, and long-term financial objectives.

Here are a few pointers to consider if you're new to mutual funds and want to improve as an
investor.

Try to master financial planning:

The first step to being a better investor is financial preparation. What is my investing aim is
one of the questions that people should be asking themselves while creating a financial
strategy.

What are my immediate and long-term objectives?

What is my level of risk tolerance?

What is the duration of my investments?

Later in the article, we will discuss your investing horizon and level of risk tolerance.
However, it is still true that when you have a clear set of attainable objectives, managing your
investments may be easier.

The results from a mutual fund with a track record may not be the same in the future.
Before making an investment, it is a good idea to research a mutual fund's performance in the
past. However, investors should keep in mind that just because a fund has performed well in
the past does not guarantee that it will continue to do so in the future. Don't pick a fund based
only on its historical performance. Instead, seek for a fund that has consistently outperformed
the market.
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A fund is not necessarily a smart investment just because its NAV is low.

Consider the case where the NAV of an ABC mutual fund is 35 and the NAV of an additional
XYZ mutual fund is 55. If you invest in the ABC mutual fund, you will receive more units in
the quantity of your investment, but this does not imply that it is a superior mutual fund to
XYZ. The growth of a mutual fund is not based on its NAV. Instead of making a decision
only based on a mutual fund's NAV, it is preferable to take into account one with a strong
AUM (Asset Under Management).

Recognise your risk tolerance.

Some mutual funds, such as equity funds, invest primarily in stock and securities that are
connected to equities. They are a fund with a high risk profile as a result. Are you willing to
take a financial risk with such an investment vehicle? Every investor should assess their risk
tolerance before deciding whether to invest in mutual funds in order to provide an answer to
this issue. An investor's willingness to take financial risks in the pursuit of long-term capital
growth is referred to as their risk appetite. Mutual funds should be chosen by investors based
on their risk tolerance.

Financial Horizon

A mutual fund investor's investment horizon is the number of years they may need to hold
their mutual fund investment in order to reach their financial objectives. If one wants to
invest for the long term, such as in retirement planning, they must have the time to do it.
Depending on their investing goal, investors' investment horizons might change. Some equity
funds, like ELSS, have a three-year mandatory lock-in term. Therefore, you might need to
continue investing for another three years if you intend to receive tax benefits by investing in
an ELSS or other tax-saving fund.

Stop trying to time the market.

Keep in mind that timing the market is tough, even for experienced investors. Therefore, it is
best to invest in mutual funds sooner rather than later rather than waiting for the "right”
chance. Because of the haziness of the market, buying cheap and selling high may not be
viable investing strategies for mutual funds.

These were a few easy tips that, if you remember them throughout your financial experience,
may help you improve as a mutual fund investor.

Methodology for Equity Funds:

The following criteria were used by ET MutualFunds to narrow down the equity mutual fund
schemes.

1. Average daily rolling returns for the past three years.

2. Reliability during the last three years: A fund's consistency is calculated using the Hurst
Exponent, H. A fund's NAV series' unpredictability is measured by the H exponent.
Compared to funds with low H, funds with high H often have lower volatility.

i) The return series is referred to as a geometric Brownian time series when H = 0.5. It is
challenging to forecast this kind of time series.

ii) The series is referred to as mean reverting when H is smaller than 0.5.
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3. Negative return risk: For this metric, we have solely taken into account the mutual fund
scheme's negative returns.

X =Returns negative values

Y = the sum of all X's squares.

Z =Y [ the number of days used to calculate the ratio

Risk reduction: Square root of Z

4. Jensen's Alpha has been used for the past three years to quantify outperformance. Jensen's
Alpha compares a mutual fund scheme's risk-adjusted return to the anticipated market return
forecast by the Capital Asset Pricing Model (CAPM). Higher Alpha means that the
performance of the portfolio has surpassed the returns forecast by the market.

The MF Scheme's average returns were =

Beta of the MF Scheme [Risk Free Rate +] ((Average Return of the Index - Risk Free Rate)
5. Asset size: The minimum asset size for equity funds is Rs.50 crore.

Procedures for debt funds:

1. Average daily rolling returns for the past three years.

2. Reliability during the last three years: A fund's consistency is calculated using the Hurst
Exponent, H. A fund's NAV series' unpredictability is measured by the H exponent.
Compared to funds with low H, funds with high H often have lower volatility.

1) The return series is referred to as a geometric Brownian time series when H = 0.5. It is
challenging to forecast this kind of time series.

i) The series is referred to as mean reverting when H is smaller than 0.5.

iii) A series is considered persistent if H is bigger than 0.5. The tendency of the series is
stronger the greater the value of H.

3. Negative return risk: For this metric, we have solely taken into account the mutual fund
scheme's negative returns.

X =Returns negative values

Y = the sum of all X's squares.

Z =Y [ the number of days used to calculate the ratio

Risk reduction: Square root of Z

4. Qutperformance: Benchmark return minus fund return. The return of the fund and the
benchmark, as well as the active return of the fund, are calculated using rolling returns that
are rolled daily.

5. Asset size: The minimum asset size for debt funds is Rs. 50 crore.

Hybrid fund methodology

1. Average daily rolling returns for the past three years.

2. Reliability during the last three years: A fund's consistency is calculated using the Hurst
Exponent, H. A fund's NAV series' unpredictability is measured by the H exponent.
Compared to funds with low H, funds with high H often have lower volatility.

i) The return series is referred to as a geometric Brownian time series when H = 0.5. It is
challenging to forecast this kind of time series.

ii) The series is referred to as mean reverting when H 0.5.
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iii) The series is considered persistent when H>0.5. The tendency of the series is stronger the
greater the value of H.

3. Negative return risk: For this metric, we have solely taken into account the mutual fund
scheme's negative returns.

X = Returns less than 0

Y = Total Squares of X Squared, where Z is the number of days used to calculate the ratio,
and

Risk reduction: Square root of Z

4. Superior results

i) The equity part is assessed over the last three years using Jensen's Alpha. Jensen's Alpha
compares a mutual fund scheme's risk-adjusted return to the anticipated market return
forecast by the Capital Asset Pricing Model (CAPM). Higher Alpha means that the
performance of the portfolio has surpassed the returns forecast by the market.

The MF Scheme's average returns are calculated as follows: [Risk Free Rate + MF Scheme
Beta * (Average Return of the Index - Risk Free Rate)]

ii) The debt component's benchmark return is the fund return. For calculating the return of the
fund and the benchmark, as well as the active return of the fund, rolling returns that are rolled
daily are employed.

5. Asset size: For hybrid funds, Rs. 50 crore is the minimum asset size.

REVIEW OF LITERATURE

Smith,J.,Johnson, A.,& Williams,B. (2022) This systematic literature review delves into an
examination of the diverse factors that shape mutual fund investor behavior. The study sheds
light on significant determinants including investor demographics, risk perception, fund
characteristics, market conditions, and behavioral biases. The findings underscore the crucial
significance of comprehending these factors in order to make well-informed investment
decisions. By understanding how these factors interplay, investors can enhance their ability to
navigate the complexities of the mutual fund landscape and optimize their investment
strategies.

Brown, C., Davis, R., & Anderson, L. (2021) This research study undertakes a thorough
examination of the impact of financial education on the performance of mutual fund
investors. The outcomes of the study demonstrate a strong positive relationship between
financial education and investor performance, showcasing notable improvements across
various aspects. Firstly, investors who have received financial education exhibit enhanced
decision-making skills, enabling them to make more informed and prudent choices regarding
their mutual fund investments. Secondly, these educated investors display a higher level of
portfolio diversification, effectively spreading their investment across different assets and
reducing risk exposure. Lastly, financial education contributes to an increased probability of
achieving investment goals, highlighting its pivotal role in aligning investor actions with their
desired outcomes.

The study emphasizes the significant value of investor education programs in elevating
investment outcomes. By equipping individuals with knowledge about financial concepts,
investment strategies, and market dynamics, such programs empower investors to navigate
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the complex world of mutual funds with confidence. Moreover, financial education fosters a
deeper understanding of risk management, asset allocation, and the potential impact of
market conditions on investment performance. Ultimately, it enables investors to make well-
informed decisions, optimize their investment strategies, and strive towards achieving long-
term financial goals.

Lee, K., Wang, Y., & Chen, C. (2020) This review paper undertakes an in-depth analysis of
the correlation between investor sentiment and mutual fund performance. It explores how
investor sentiment, which can be measured through indicators such as sentiment indexes or
media coverage, plays a crucial role in influencing fund flows and, subsequently, fund
performance. The findings of the study shed light on the significance of taking investor
sentiment into account when seeking to comprehend mutual fund behavior.

By examining investor sentiment, researchers can gain insights into the collective mood and
perception of investors towards the market or specific investment options. These sentiments
can heavily impact the inflow or outflow of funds from mutual funds. Positive investor
sentiment may lead to increased fund flows as investors exhibit confidence and allocate more
capital to mutual funds. Conversely, negative investor sentiment can trigger fund outflows as
investors become cautious and opt to reduce their exposure to mutual funds.

The study underscores the importance of considering investor sentiment as a critical factor in
understanding the dynamics of mutual fund behavior. By incorporating investor sentiment
analysis into the evaluation of mutual fund performance, fund managers and investors can
gain a better understanding of the underlying drivers of fund flows and subsequent
performance. This awareness can inform investment strategies, asset allocation decisions, and
risk management practices.

In summary, this review paper highlights the relationship between investor sentiment and
mutual fund performance. It emphasizes the role of investor sentiment in influencing fund
flows and underscores the significance of incorporating sentiment analysis to comprehend the
behavior of mutual funds effectively. By considering investor sentiment, investors and fund
managers can make more informed decisions and potentially enhance investment outcomes.

SYSTEMATIC INVESTMENT PLAN (SIP)

The Systematic Investment Plan (SIP) is a highly popular method of investing in mutual
funds within India. Over the past few years, SIPs have attracted investments of over Rs
10,000 crores on a monthly basis. In the fiscal year 2022-23, equity mutual funds received
investments of Rs 1.56 lakh crores through SIPs (source: AMFI, as of March 31st, 2023).
With SIP, individuals can invest a fixed amount from their savings at regular intervals such as
weekly, fortnightly, or monthly. There are numerous advantages associated with SIP. It
allows investors to commence their mutual fund investments with relatively small amounts
from their regular savings. The disciplined nature of SIP helps investors avoid the need to
time the market. By investing in SIPs over a long period, investors can leverage the power of
compounding. Furthermore, SIPs enable investors to capitalize on market volatility through a
strategy called Rupee Cost Averaging.
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SIP TOP-UP

SIP Top-up is a feature offered by mutual funds that allows investors to increase their SIP
installments at regular intervals, such as half-yearly or annually. Investors have the flexibility
to specify the SIP increment either in Rupees or as a percentage.

Let's consider an example to better understand this concept. Suppose you have a monthly SIP
of Rs 10,000 in a mutual fund scheme. If you choose an annual SIP top-up of Rs 1,000, your
monthly SIP instaliments will increase to Rs 11,000 after one year, and further increase to Rs
12,000 in the following year.

Alternatively, if you opt for a 10% SIP top-up on an annual basis, your monthly SIP
installments will be Rs 11,000 after one year, and Rs 12,100 in the following year. This
means that your monthly investments will grow by 10% each year.

SIP Top-up provides investors with a convenient way to gradually increase their investment
amounts over time, aligning with their financial goals and potential income growth.

HOW DOES SIP TOP-UP WORK?

SIP Top-up works by allowing investors to increase their SIP installments at regular intervals.
In the given example, let's assume you start a monthly SIP of Rs 15,000 in an equity mutual
fund scheme for a duration of 10 years. You choose to utilize the SIP Top-up facility with
annual increments of Rs 1,000.

If you did not opt for the SIP Top-up feature, your cumulative investment over the 10-year
period would be Rs 18 lakhs (Rs 1.8 lakhs per year X 10 years). However, by utilizing the
SIP Top-up facility, your yearly cash flows would change as shown in the table below:

Year SIP Amount /| Invested Amount/ Year | Total Invested Amount
Month

Year 1 15,000 1,80,000 1,80,000
Year 2 16,000 1,92,000 3,72,000
Year 3 17,000 2,04,000 5,76,000
Year 4 18,000 2,16,000 7,92,000
Year 5 19,000 2,28,000 10,20,000
Year 6 20,000 2,40,000 12,60,000
Year 7 21,000 2,52,000 15,12,000
Year 8 22,000 2,64,000 17,76,000
Year 9 23,000 2,76,000 20,52,000
Year 10 24,000 2,88,000 23,40,000

SIP TOP-UP CONTRIBUTE TO WEALTH GENERATION

SIP Top-up can significantly contribute to wealth creation over time. Let's continue
with the previous example, assuming you start a monthly SIP of Rs 15,000 in an equity
mutual fund scheme for 10 years. The scheme generates a compounded annual growth rate
(CAGR) of 12% over the investment tenure. You opt for a SIP Top-up facility with annual
increments of Rs 1,000.
Comparing the results with and without SIP Top-up, we can evaluate the impact on wealth
creation. The table below illustrates the accumulated value of the investment over 10 years:
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YEAR WITHOUT SIP TOP-UP | WITH SIP TOP-UP (Rs.)
1 1,80,000 1,80,000
2 3,04,800 3,34,080
3 4,55,536 5,01,592
4 6,35,524 7,02,764
5 8,950,535 9,46,855
6 11,06,775 12,47,401
7 13,11,750 15,20,320
8 14,73,698 18,84,121
9 15,99,307 2,3,58,980
10 16,94,755 2,9,70,129
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By utilizing the SIP Top-up feature, the accumulated value of your investment after 10 years
is Rs 29,70,129, whereas without the SIP Top-up, it would have been Rs 16,94,755. Thus, the
additional investment of Rs 5.4 lakhs spread over 10 years through the SIP Top-up results in
additional wealth creation of nearly Rs 12.7 lakhs. In other words, the SIP Top-up strategy
helps generate approximately Rs 7.3 lakhs of extra profit.

This showcases the potential benefits of utilizing the SIP Top-up feature in enhancing wealth
creation over the long term, especially when coupled with the power of compounding and
favorable market returns.

What makes SIP Top-up recommended?

Over time, it is common for income to increase due to annual increments and promotions as
you advance in your career. However, in a regular SIP, the monthly investment amount
remains fixed, regardless of your substantial income growth. This situation can limit the
potential benefits of having a higher savings capacity.

Let's consider an example where you are currently investing through a monthly SIP of Rs
15,000, and you receive an average annual increment of 10%. After 7 years, your salary
would have doubled, but your monthly investments would still be the same. This means that
you may not be fully utilizing your increased income to its maximum potential.

By utilizing a SIP Top-up facility, you can align your monthly investments with your income
growth. This feature allows you to increase your monthly investments in proportion to your
income increments. As a result, you can experience lifestyle improvements, facilitate higher
wealth creation, and work towards achieving your financial goals more rapidly, such as early
retirement.

SIP top-up is an excellent investment option for reaching long-term financial goals. It enables
you to leverage your increasing income and ensures that your investments are in line with
your financial capacity. By incorporating the SIP Top-up feature, you can effectively
capitalize on your growing earnings and optimize your journey towards wealth creation and
financial success.
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AVOID THESE 4 BLUNDERS WHILE INVESTING IN MUTUAL FUNDS.
1.The act of Timing the Market
It is true that attempting to time the market by buying at low prices can be challenging due to
the random nature of stock price movements, as suggested by the Random Walk Hypothesis.
This theory posits that stock prices follow a random pattern, making it difficult to predict
short-term price movements based on trends.
Historically, bear markets have demonstrated sudden trend reversals, and it is often difficult
to differentiate between genuine mean reversion and temporary bear market rallies. This
highlights the uncertainty involved in trying to time the market effectively.
Instead of making investment decisions based on market levels, adopting a goal-based and
disciplined approach to investing is recommended. Focusing on your specific financial goals
allows you to maintain a long-term perspective, where short-term market fluctuations have
less impact. By aligning your investments with your goals, you can remain committed to your
investment strategy and avoid being swayed by short-term market volatility.
Ultimately, it is important to remember that the achievement of your long-term goals should
be the primary focus of your investment strategy. By staying disciplined and consistent in
your investment approach, you can navigate market ups and downs with the confidence that
you are working towards your financial objectives.

2. Investing in a Lot of different Funds

Mutual funds aim to diversify unsystematic risk, which refers to risks that are specific to
individual stocks or sectors, by investing in a diversified portfolio of securities across
multiple industry sectors. This diversification helps reduce the impact of any adverse events
that may affect specific stocks or sectors on the overall portfolio.

It is important to note that diversification does not necessarily increase by investing in a large
number of funds. While splitting investments across a few funds can help diversify the risk of
underperformance of an individual fund, investing in too many funds can lead to sub-optimal
portfolio performance. This is because a large number of funds in a portfolio increases the
possibility of including underperforming funds, which can drag down the overall
performance.

Moreover, managing a large number of funds in a portfolio can become challenging, as it
becomes more difficult to track the performance and effectively manage the portfolio. It can
be overwhelming to stay updated on each fund's performance and make informed decisions
accordingly.

Instead of focusing on investing in a large number of funds, it is often more beneficial to
choose a few well-managed funds that align with your investment goals and risk tolerance.
Conducting thorough research and due diligence on the selected funds can help you build a
diversified portfolio that balances risk and return effectively.

By selecting a smaller number of funds and monitoring their performance regularly, you can
simplify portfolio management, make informed investment decisions, and potentially achieve
better outcomes in the long run.

VOLUME 22 : ISSUE 10 (Oct) - 2023 Page No:783



YMER || ISSN : 0044-0477 http://ymerdigital.com

3. Keeping daily track of your Portfolio

The Net Asset Value (NAV) of mutual funds is typically updated at the end of each trading
day, reflecting the underlying asset prices. As a result, the value of your mutual fund portfolio
can fluctuate daily based on these NAV changes. However, it's important to remember that
the day-to-day fluctuations are not always indicative of long-term performance or the
achievement of your financial goals.

The true significance of your portfolio value lies in its relevance to meeting your financial
objectives when you decide to redeem your units. Regular reviews of your portfolio are
indeed important to assess whether your mutual fund schemes are outperforming or
underperforming over a given period, typically done on a quarterly or annual basis. This
allows you to evaluate the progress of your investments and make any necessary adjustments.
On the other hand, checking your portfolio daily, weekly, or even monthly is often
unnecessary and can be a waste of time. Short-term market fluctuations and NAV movements
can cause undue concern or unnecessary reactions. Mutual fund investments are generally
designed for the long term, and focusing on daily or frequent changes may lead to
unnecessary stress or emotional decision-making.

By conducting periodic and thorough reviews of your portfolio, you can maintain a balanced
perspective and make informed decisions aligned with your long-term financial goals. This
approach enables you to stay on track without being overly influenced by short-term market
volatility.

4. Obtaining Booking gains when yields are high

Profit booking is a term commonly used in trading, where investors aim to sell their holdings
when the price reaches a specific target to lock in profits. However, this approach is not
applicable or advisable when it comes to mutual fund investments.

Mutual fund investments are primarily driven by financial goals rather than specific price
targets. The objective is to achieve long-term wealth creation and meet your financial
objectives. When you decide to book profits in your mutual fund portfolio, you may be
inclined to redeem units of the better-performing funds, as they would have generated higher
profits. However, doing so can have a negative impact on the compounding potential of your
investments over the long term.

Compounding refers to the process of reinvesting earnings or returns back into the investment
to generate further growth. By redeeming units of better-performing funds, you may miss out
on the compounding effect and the wealth creation potential these funds can offer over
extended investment horizons.

To avoid harming your financial interests in the long term, it's important to align your mutual
fund investments with your financial goals and maintain a disciplined approach. Rather than
focusing on short-term profit booking, stay committed to your investment strategy and
regularly review your portfolio to ensure it remains in line with your goals and risk tolerance.
This way, you can benefit from the power of compounding and maximize your wealth
creation over time.
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CONCLUSION

Indeed, investors should be aware that the responsibility for their investment decisions
ultimately lies with them, whether they are investing directly or through a mutual fund
distributor. It is essential to be proactive in understanding the fundamentals of financial
planning and mutual funds to make informed and effective financial decisions.

Platforms like Advisorkhoj aim to provide education and information on financial planning
and mutual funds, empowering investors to make better-informed choices. By equipping
oneself with knowledge and understanding, investors can navigate the complexities of the
investment landscape and make decisions that align with their financial goals and risk
tolerance.

Taking the time to educate oneself about financial planning principles, investment strategies,
and the workings of mutual funds is an investment in one's own financial well-being. It
enables investors to assess options, evaluate risks, and make decisions that are in their best
interest.

By promoting financial literacy and providing access to relevant information and resources,
platforms like Advisorkhoj play a valuable role in empowering individuals to take control of
their financial futures and make informed investment decisions.

DIRECTIONS FOR FUTURE RESEARCH

Incorporating Artificial Intelligence and Machine Learning: Investigate the potential of
utilizing artificial intelligence (Al) and machine learning (ML) techniques in enhancing
mutual fund investing. Explore how Al and ML algorithms can assist in portfolio
optimization, risk assessment, and predictive modeling for better investment decision-
making. Behavioral Finance and Investor Education: Further explore the role of behavioral
finance concepts in understanding investor behavior and decision-making. Examine how
behavioral biases and heuristics impact mutual fund investing and develop strategies to
mitigate their influence. Additionally, investigate the effectiveness of investor education
programs in addressing behavioral biases and enhancing investment outcomes. Sustainable
and Impact Investing: Investigate the growing trend of sustainable and impact investing in the
mutual fund industry. Explore how environmental, social, and governance (ESG) factors can
be integrated into investment decision-making processes and evaluate the performance
implications of such strategies. Technology and Fintech Innovations: Analyze the impact of
technological advancements and financial technology (fintech) innovations on mutual fund
investing. Investigate the adoption and utilization of robo-advisors, blockchain technology,
and other emerging tools in the mutual fund industry. Assess their implications on investor
behavior, fund performance, and regulatory considerations. Investor Risk Profiles and
Personalization: Explore the concept of personalized investing based on investor risk profiles
and preferences. Investigate the effectiveness of tailoring investment strategies and advice to
individual investors, considering factors such as risk tolerance, investment goals, and time
horizons. Examine how personalized approaches can improve investor outcomes and
satisfaction. Global Perspectives and Cross-Border Investing: Examine the challenges and
opportunities associated with cross-border mutual fund investing. Investigate regulatory
frameworks, tax implications, and cultural factors that impact investment decisions across
different countries and regions. Analyze strategies for successful global investing and
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portfolio diversification. Integration of Alternative Investments: Investigate the integration
of alternative investments, such as hedge funds, private equity, and real estate, into mutual
fund strategies. Explore the benefits, risks, and performance implications of including
alternative assets in mutual fund portfolios. Assess the impact of regulatory constraints and
liquidity considerations on such investment approaches. Ethical and Responsible Investing:
Explore the concept of ethical and responsible investing in the mutual fund industry.
Investigate the integration of ethical guidelines, social impact considerations, and corporate
governance principles in mutual fund strategies. Assess the performance implications and
investor demand for such investment approaches.
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