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Understanding Investor Psyche

Like markets, investing in equity mutual funds needs patience while investing. After all equity mutual
funds are pooled vehicles to invest into domestic and global equity markets. Indian mutual funds
across the industry especially ones that have been around for 10 years or longer have created
significant value. Their performances are typically monitored by reviewing fund NAVs over a period of
time.

Much too often, investors try to extrapolate returns looking at past returns while making investment
decisions only to get disheartened by near term performance. Further the cycle of switching between
poor performing funds in favour of funds where near term performance looks strong repeating the
cycle. This vicious cycle often results in sub optimal returns over the entire investment period.

Indian mutual funds, and by extension fund managers, at least the well-established ones have built
their reputations over time on the back of a solid investment philosophy. While the philosophies may
differ, the end goal is to deliver a healthy investor experience through the entire investing journey.
Economic and market specific cycles determine how well a fund house or a fund manager navigates
through an economic cycle. At the end however, funds with a defined strategy, style and philosophy
have outperformed peers that sway with the markets in terms of investing strategy.

From an investor standpoint, in addition to staying invested, conviction in the fund manager and
his/her philosophy is critical to extracting maximum investing utility from MF investments. This
attribute to fund investing is not unique to India alone. Globally this phenomenon has played out time
and time again.

Trends of Investing — Identifying the mistakes retail investors make

To quantify the effects of Indian investors’ frequent churn decisions on their long-term returns, we at
Axis MF analysed investor behaviour for equity and hybrid funds over the last 20 years (2003-2022)
and debt funds over the last 14 years (2009-2022). Apart from calculating point-to point investor and
fund returns, we also looked at returns delivered through systematic investments (such as SIPs). The
chart below summarizes the findings for equity and hybrid funds (over 2003-2022) and for debt funds
(over 2009-2022)
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Equity/hybrid funds data pertain to the period 2003-2022; debt funds data pertains to 2009-2022.

Source: Axis MF Research. Past performance may or may not sustain in future. The above study is to explain investment
habits and is not an investment advice

Emotions have a significant bearing on investing returns especially in today’s environment of
‘information overload’. Equity markets are all about the big picture. However too often emotions are
swayed by myopic views portrayed by social media, newsprint and even TV channels. The resulting
distortion often leads to rudimentary mistakes made while taking investing decisions.
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SIPs have been widely publicised as an efficient yet effective medium for retail investors to participate
in equity markets as they offer twin benefits of regular investing and cross cyclical investing. SIPs help
mitigate the issue of timing the market through regular, equalized allocations over time and are well-

suited for investors who have regular cash flows as they can automatically invest every month/quarter
with ease.

The chart below explains a classic example of emotional investing by retail investors in MFs over the
last 2 years. Gross equity sales have followed the trend of the market — represented by the NIFTY 50
(India’s most widely tracked equity index). This is one of the prime reasons for investor returns being
lower than the fund returns. A basic solution to this problem for investors is to stay invested through
the complete market cycle rather than chasing a trend during a particular time period




Investors Panic when markets get volatile
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Thumb rules for investing in MFs

Habits to avoid:
e  Overreacting to market sentiment. Avoid the greed and fear cycle
e  Focusing too much on short-term returns. Avoid chasing short-term performance for long-term gains
e Taking knee-jerk investment decisions. Avoid impulsive investing, rather, invest in a systematic manner
to make the most of compounding and rupee cost averaging

What investors should do to take full advantage of their investments:
e  Start early and invest regularly. This way, you stand to gain the full benefit of compounding
e Don’t get swayed by market noise in the short term. Stick to systematic investing even when the market
is going through a correction.
e Investin long-term funds/strategies. Avoid following risky short-term market fads

Source of Data: Axis MF Research. Data as of 17" September 2022

This document represents the views of Axis Asset Management Co. Ltd. and must not be taken as the basis for
aninvestment decision. Neither Axis Mutual Fund, Axis Mutual Fund Trustee Limited nor Axis Asset Management
Company Limited, its Directors or associates shall be liable for any damages including lost revenue or lost profits
that may arise from the use of the information contained herein. No representation or warranty is made as to
the accuracy, completeness or fairness of the information and opinions contained herein. The material is
prepared for general communication and should not be treated as research report. The data used in this material
is obtained by Axis AMC from the sources which it considers reliable.

While utmost care has been exercised while preparing this document, Axis AMC does not warrant the
completeness or accuracy of the information and disclaims all liabilities, losses and damages arising out of the
use of this information. Investors are requested to consult their financial, tax and other advisors before taking
any investment decision(s). The AMC reserves the right to make modifications and alterations to this statement
as may be required from time to time.

Axis Mutual Fund has been established as a Trust under the Indian Trusts Act, 1882, sponsored by Axis Bank Ltd.
(liability restricted to Rs. 1 Lakh). Trustee: Axis Mutual Fund Trustee Ltd. Investment Manager: Axis Asset
Management Co. Ltd. (the AMC) Risk Factors: Axis Bank Limited is not liable or responsible for any loss or
shortfall resulting from the operation of the scheme.

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



