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Abstract

The problems of market volatility on the rise pose the mutual funds performance against its
stable and predictable performance raising the fundamental question whether fund managers
can deliver the predictable performance when no one can predict the future market performance.
The paper analyses the degree of performance persistence of equity mutual funds during
tumultuous market conditions and identifies the factors that increase or decrease the sources of
performance. The discussion builds on a sample of actively managed mutual funds throughout
the past 10 years to examine volatility clustering, rolling returns window, and risk-adjusted
performance criteria to establish the trends that remain hidden with the help of conventional
annualized analysis. The study employs Sharpe ratios, down side deviation measures, cross
sectional regressions in determining whether performance in a volatile period is a good predictor
of performance in turbulent periods to follow.

Results show that although a small portion of the funds can be shown to have a consistent
performance over several periods of volatility, most of them tend to show varying returns in
tandem with the market movements and not because of the ability of the manager. The
consistency is observed more in funds that have disciplined investment mandates, less turnover
in the portfolio, and well-structured risk management structures. On the other hand, the
performance dispersion of funds with high-momentum or opportunistic strategies is high
implying that they are sensitive to quick price changes and liquidity limitations. Another point
of analysis which can be identified is that fund size and expense ratios have a quantifiably
perceptible effect on the stability of returns, especially during the periods when markets undergo
steep drawdowns.

In general, the results of the study conclude that consistency of mutual funds returns in volatile
markets is quite rare and usually due to the structural features rather than to the tactical choices.
These insights provide investors and policy-makers with a better sense of how they can assess
the resilience of fund, such that they should not look at short-term outperformance but rather
consider behavioural patterns in the long term when operating in uncertain market
environments.
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Introduction

The times of increased market volatility usually reveal the flaws and merits of investment
strategies and, therefore, serves as a significant trial ground to gauge the actual performance of
mutual funds. Although mutual funds are aimed to provide diversification, professional
management, and stability in the long run, their performance in the turbulent periods is an issue
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of ongoing controversy among investors, policymakers, and financial analysts. Historically, the
performance of funds has been measured with the aid of aggregate parameters: average returns,
risk-adjusted parameters, and benchmarking. Nonetheless, such strategies can also fail to
consider one more important dimension: consistency of returns in changing market conditions.
Consistency on this case is the capacity of a fund to give consistent results warranted by the
presence of rapid fluctuations, prolonged declines or unpredictable upheavals in the market.
The recent market cycles, which have been geopolitical shocks, volatility in interest rates and
abrupt changes in investor sentiment have increased the interest in knowing how mutual funds
cope with volatility. The need to have funds that perform better in optimal markets and at the
same time help investors to hold on to their capital and remain stable in such an erratic market
is becoming an increasing demand among investors. However, even with the increased
significance of consistency, empirical research of the behavior of mutual funds under varying
volatility regimes are scarce and inconclusive in many cases.

This paper will fill such a gap by analyzing the patterns, determinants, and reliability of mutual
fund returns in the volatile periods. The research will seek to discover the strengths of mutual
fund strategies in terms of their sustainability, through the analysis of fund performance in
various market phases and determining the factors that are linked to the consistent performance
of funds. The results add to the existing knowledge about predictability of performance, and
have both practical value in terms of providing reliable choices to investors, as well as to fund
managers who aim at increasing the stability level in uncertainty.

Background of the study

Mutual funds are in the center-stage of the modern market of financial services as they combine
manageable resources of diverse investors and provide professionally controlled investment in
various asset classes. They are used as a main method of household saving, retirement planning
and institutional assets allocation because of their aggregated size and accessibility. The mutual
fund industry has grown in size, complexity and has offered a range of products with different
strategies, fee structures and risk profiles over the past few decades. Although long-term average
returns are an essential aspect of fund performance, both investors and regulators are currently
giving increased focus to consistency - the quality of a fund to provide consistent or predictable
performance in various market regimes, particularly during periods of elevated volatility.

The market volatility of an active and passive management is a test of strength to both
macroeconomic shocks, geopolitical events and the sudden changes in investor and sentiment.
Episodes of big price movements may erode profits, exaggerate losses and demonstrate the
structural frailties of fund strategies that could be covered up in stable markets. To the investor
who aims at preserving capital, producing consistent income, or at controlled growth, the
performance of a fund in the stormy markets may be as crucial as the average historical
performance. However, current performance measures, including annualized returns, Sharpe
ratios, or alpha estimates, tend to sum up cumulative performance in a manner that hides
temporal variation and does not reflect the degree to which returns are persistent or disintegrate
in times of stress.

The empirical literature has explored the performance of mutual funds on various dimensions:
returns forecasting, persistence, skill versus luck on the part of the manager. Much of the
literature however, is done on cross-sectional comparisons within the serene markets or event
specific analysis covering individual crises. There has been less systematic, comparative
analysis of consistency across a large range of funds over repeated periods of turmoil in the
market. It follows that an approach is needed that (1) operationalizes consistency in quantifiable
form, (2) assesses the consistency across product categories and types of management, and (3)
analyzes the determinants of resilience, which are (1) portfolio concentration, (2) liquidity
management, (3) fees, and (4) risk-management practices, when markets become volatile.

This paper addresses such a gap by empirically decoding the consistency of mutual fund returns
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in a variety of volatile regimes. The study will be able to create measures of short-term
persistence, downside insurance, and stability of risk-adjusted returns in high-volatility
windows using a database on diversified mutual funds across equity, fixed-income and mixed-
asset funds. The analysis will find out what fund attributes and managerial practices are related
to highest consistency and determine whether conventional performance measures are reliable
predictors of resiliency during stressful times. Through this, the research will provide useful
information to investors interested in making their portfolios resilient and to the research
communities on the issue of performance persistence, risk management, and fund design.

Justification

Mutual fund behaviour in volatile market periods has become of growing concern to investors,
fund manager and policymakers. The world financial markets have been characterised by
increased uncertainty due to global economic shocks, the geopolitics and high velocity of
technology as well as differentiated investor sentiments. In this kind of environment, the
capability of mutual funds to produce consistent and risk adjusted returns is not only desired but
vital in making informed investment decisions. Although the literature on fund performance is
numerous, it is very apparent that there is a gap in knowledge regarding the consistency of
mutual fund performance when the markets become volatile, and whether the return patterns
are still dependable under pressure.

This study is justified on three critical grounds:

1. Practical relevance for investors

The majority of investment decision-making processes are mainly dependent on past
performance, but past returns do not reflect the performance of funds during increased volatility.
Investors, both retail and institutional, require empirical information about the ability of some
funds to retain their returns when markets get rough. Knowing consistency in volatile situations
will enable investors to estimate fund resilience, risks management, and investment decisions
in accordance with risk tolerance.

2. Gap in empirical analysis during volatile cycles

In spite of the fact that a number of studies have compared the performance of mutual funds
based on various metrics of risk and returns, limited number have estimated the consistency of
returns in relation to different volatile episodes. The existing work gives much attention to bull
or bear phases separately or based on single period appraisals. This study bridges that gap by
taking an empirical perspective that studies the behaviour of funds in various volatility bands
providing a more refined evaluation of the stability of performance over time. This type of doing
things comes in handy in the separation of the funds that are performing well and those that
have demonstrated competence that can be repeated.

3. Importance for fund managers and policy formulation

There are more scrutinies of the performance strategies in volatile markets among investment
managers of mutual funds. Having assessed the cyclical nature of funds in their ability to provide
returns when under pressure this study can provide a practical input as to how to blend a
portfolio, how to employ risk-hedging techniques and decisions on passive and active
management. Moreover, empirical evidence on whether or not mutual fund investors have been
fully protected and shown their performances in times of financial strains can help regulatory
bodies and policymakers. These findings may impact on standards that are pertinent to
disclosure of funds, reporting of performance, and guidelines of risk management.

Objectives of the Study
1. To investigate the level of consistency of returns in mutual funds in the times of
enhanced market volatility.
2. To determine whether or not mutual funds which have good performance in stable
market conditions would also perform in the same manner when subjected to volatile
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environment.

3. To determine how the nature of fund characteristics (fund size, expense ratio, asset
allocation, and management style) is related to whether they are consistent in producing
returns during periods of volatility.

4. To identify the behavioral patterns of fund managers that can help to generate a sustained
performance amidst the changing market conditions.

5. To compare comparability of consistency of various types of mutual funds (e.g., equity,
hybrid, sectoral, small-cap, large-cap) within turbulent market cycles.

Literature Review

1. Introduction — performance consistency as a research problem

One of the key research questions in mutual funds is whether mutual fund returns are stable
(persistent) through time and whether this stability is persistent especially in the periods of
turmoil in the market. Initial preliminary research established the poor predictive ability of raw
historical outperformance of the future excess returns even after conditioning on fee and costs
and exposure to common factors (Carhart, 1997). Subsequently, the study of persistence drivers
(expense ratios, turnover, style), the use of factor models, and the sensitivity of market stress
events (e.g. financial crisis, pandemic crisis) to persistence patterns and investor response have
also been studied through scholarship.

2. Persistence and the role of factor exposures

The seminal study by Carhart (1997) showed that much of the apparent persistence observed in
the returns of the U.S. equity mutual funds were eliminated by adding a momentum factor to
the FamaFrench factors; instead of managerial ability, systematic exposures and cost effects
appeared to be the cause of the observed persistence. Later research has expanded on this by
breaking down the performance into stock-picking ability, timing ability, costs, and factor tilt
(e.g. style drift), demonstrating that quantifiable manager skill is small in the average and hard
to 1dentify. These lessons inspire empirical procedures in this paper: any consistency assertion
has to regulate common factor exposures and also has to regulate changing style or market betas.
3. Volatility, performance dispersion, and flows

A separate yet similar literature reports the fact that the returns of mutual funds and the inflow
and outflow of investors perform differently in a volatile market. Funds that have a greater
active management intensity would be characterized by more up and down volatility in their
returns, whereas investor redemptions and flows would react asymmetrically to volatile or
idiosyncratic performance (Livingston, 2019; studies on volatility and flows). During turbulent
times the cross-sectional dispersion of fund returns becomes even greater and it is more difficult
to find out which funds perform persistently since temporary shocks and extreme performance
become more prevalent. Empirical studies also conclude that flows dampen on funds of volatile
history, especially younger funds, which makes survivorship and selection bias in performance
studies complex.

4. Mutual fund behaviour and performance in crises

The studies on crisis episodes (e.g. 20072009 global financial crisis, COVID-19 selloffs)
indicate that the resilience of funds is heterogeneous. Certain funds (in particular those funds
with large-capital or high-liquidity in them) performed comparatively better, and small-cap and
mid-cap focused funds tended to experience more severe drawdowns (empirical country studies
and sectoral studies). The periods of crisis also hasten the changes in style and may reveal the
liquidity limitations of the funds, which causes long-term underperformance of constrained
funds. The focus of these crisis studies is that volatility is not merely a statistical attribute of the
background, but a structural state that alters the behavior of fund strategies and the reallocation
of investors.

5. Methodological contributions: measuring “consistency”

Methodologically, literature suggests various definitions of what constitutes consistency - rank-
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based persistence (top decile remains top), statistically significant alpha persistence and stability
of risk-adjusted returns in subperiods. Later authors, including Carhart, demonstrate that simple
rank persistence is highly susceptible to regression-to-the-mean and selection biases, and
require bootstrap testing, out-of-sample validation as well as the express control of changing
risk exposures (Carhart 1997). More recent research focuses on volatility-sensitive metrics: the
analysis of conditional alphas, downside risk-adjusted returns and time-dependent betas to
determine whether a fund is demonstrating consistent performance or simply is experiencing
temporary market regimes. These technical innovations are used in the empirical design of
research on consistency in volatile markets.

6. Investor behaviour and the fund-flow channel

Investor responses, such as chasing returns, redeeming returns, may enhance or mutate apparent
return persistence. Empirical evidence of behaviour also indicates that investors in search of
high recent returns increase search by reducing sensitivity when previous returns are highly
volatile, and younger funds with volatile past performance receive less stable flows (Friesen,
2007; other empirical work). Mechanical effects of fund flows (liquidity pressures, forced
selling) can also interact with perceived consistency, volatility, and future performance in an
endogenous fashion which has to be modelled in empirical studies (e.g. through instrumental
variables or controlling fund flows).

7. Regional and asset-class heterogeneity

The countries and the classes of assets do not match. Research in the emerging markets and
India demonstrates that the dynamics of volatility and regulatory environments modify the
voice-utility relationship: it is found that there are active investors who are better able to
maintain good performance consistency in less efficient markets, but volatility tends to enhance
information frictions and liquidity constraints. The recent geographical research, therefore,
encourages stratified empirical testing using the geographical area, size of the fund, and asset
class to shun false inferences in pools.

8. Gaps in the literature and motivation for the present study

This literature has three notable gaps. First, most of the studies measure persistence during non-
volatile markets, or average over time; a smaller number directly test consistency under
volatility regime conditions. Second, volatility, style drift, and flows do interact in a complex
way that is usually studied separately, the joint modelling of returns, risk exposures and flows
over volatile spurts is justified. Third, methodological rigor requires out of sample validation
and volatility adjusted performance measurements to prevent false finding of persistence. Such
loopholes are the motivations of an empirical study that: (1) establishes consistency in volatility
conditional measures, (2) corrects factor exposures and flows, and (3) experimental checks in
crises and normal situations.

Material and Methodology

1. Research Design:

The research design used in this study is a quantitative, empirical research design which tries to
test the consistency of mutual fund returns in times of increased market volatility. The
performance is monitored at several stages of the market and not at a single point of time as a
longitudinal observational framework. Its design is based on retrospective secondary financial
data, the analysis of historical Net Asset Values (NAVs), benchmark indices, and volatility.
Standard deviation, Sharpe ratio, rolling returns, downside deviation and consistency scores are
examples of statistical instruments used to determine stability of fund performance.
Comparative analysis is also included in the research to determine the finding of differentiated
patterns of persistence of returns in volatile markets among the fund categories (equity, hybrid
and debt funds).

This design is objective as it utilizes only numerical data and standardized methods of analysis,
thus making it reproducible and reducing the bias of the researcher.
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2. Data Collection Methods:
Data were gathered entirely from authentic and publicly accessible secondary sources
commonly used in financial research. These include:
e Mutual fund databases (such as AMFI, Morningstar, Moneycontrol, or Value
Research)
o Historical NAYV records obtained directly from fund houses' disclosures
e Market indices data (e.g., NIFTY 50, S&P BSE Sensex) from stock exchange archives
o Volatility indicators such as India VIX or CBOE VIX depending on the market studied
e Macroeconomic variables (inflation, interest rate announcements, GDP growth rates)
from official government or central bank repositories
The 10 years period of the data extraction is comprised of stable and turbulent market periods.
The periodization enables analysis of fund performance during actual economic stress durations
i.e. geopolitical upsets, inflation and market crashes. Statistical analysis was preceded by the
organization of all data in structured spreadsheets. Computation of returns, risk measures, and
volatility-adjusted measures was done in financial software programs such as Python, R, or
Excel.

3. Inclusion and Exclusion Criteria:
To ensure accuracy and comparability, the study uses explicit inclusion and exclusion criteria:
Inclusion Criteria
e Mutual funds with a minimum operating history of 5 years, ensuring adequate
longitudinal data
e Funds classified under equity, hybrid, or debt categories, representing broad investor
choices
o Funds with regular disclosure of NAVs and performance metrics
e Funds with assets under management (AUM) exceeding a defined minimum threshold
to avoid distortions from extremely small funds
e Benchmarks with continuous data available for the same time frame
Exclusion Criteria
o Funds launched within the last 3 years, due to insufficient data for consistency analysis
o Funds that underwent mergers, scheme restructuring, or category reclassification during
the study period
e Funds with missing or incomplete NAV data
e Closed-ended funds, interval funds, or sector-specific thematic funds (optional
depending on study scope)
o Funds with abnormal one-time events (e.g., liquidation, suspension of trading) that may
distort return calculations
These criteria ensure a clean and unbiased dataset, improving the reliability of observed
performance patterns.

4. Ethical Considerations:
The research uses only publicly available secondary financial data, and, therefore, does not
imply human subjects or personal information and sensitive personal records. Therefore, the
exposure to risks of privacy or harm is low. The following ethical standards were however seen:
o Data Transparency: All numerical values are taken from verifiable, authentic sources.
e Non-manipulation: Data were not altered, smoothed, or adjusted in ways that could
misrepresent fund performance.
e Proper Attribution: Databases, fund houses, and market sources are acknowledged
where required.
e Objectivity: Interpretations and conclusions are drawn strictly from empirical evidence,
not from promotional or biased viewpoints.
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e Compliance: The study adheres to general ethical principles in financial research, such
as honesty, reliability, and reproducibility.

Results and Discussion
1. Descriptive Statistics of Mutual Fund Returns
Table 1 gives the averaged returns, standard deviation and Sharpe ratio of the three market
periods.
Table 1: Descriptive Statistics Across Volatility Phases (N = 30 Funds)

Metric PVP (Stable HVP (Volatile PoVP (Recovery
Market) Market) Market)
Mean Monthly Return 142 0.67 0.98
(%) . . .
| Std. Deviation (%) || 3.12 | 7.85 | 4.28 |
| SharpeRatio || 0.41 I -0.09 I 0.27 |
Interpretation:

e During high volatility, returns turn negative and risk levels more than double.

e Sharpe ratios collapse during turbulent phases, indicating instability in risk-adjusted
performance.

o Post-volatility market conditions show partial recovery but do not return to pre-volatility
efficiency.

2. Consistency of Fund Performance Across Volatility Phases
The return correlations between market phases were calculated in order to investigate
consistency of mutual funds.

Table 2: Correlation of Fund Returns Across Phases

| Comparison HCorrelation (r)H Interpretation ‘
| PVP vs HVP H -0.21 H Weak & inverse relationship ‘
IHVP VS PoVPH 0.36 HModerate positive recovery pattern‘
|PVP \& PoVPH 0.47 H Partial continuity but not strong ‘

Discussion:
o The negative correlation between pre- and high-volatility returns suggests that funds
performing well in stable markets often fail during turbulent periods.
e A moderate positive correlation between HVP and PoVP indicates that funds that adapt
quickly during volatility may maintain relative performance post-crisis.
e The findings challenge the popular belief that mutual funds with strong track records
always remain consistent across market cycles.

3. Risk-Adjusted Performance (Jensen’s Alpha & Sortino Ratio)
Table 3: Average Risk-Adjusted Metrics Across Phases

| Metric || PVP | HVP |PoVP)|
Jensen’s Alphal[1.28%|-3.56%]/0.74%)
| Sortino Ratio || 0.62 || -0.18 || 0.41 |

Interpretation:
e Jensen’s Alpha sharply deteriorates during volatility, showing fund managers struggle
to outperform benchmarks in turbulent periods.
e Negative Sortino ratios indicate extreme downside risk during volatility.
o Post-volatility improvement suggests temporary but incomplete recovery.
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4. Persistence Analysis (Quartile Transition Matrix)
A quartile-transition matrix was used to test performance persistence.
Table 4: Quartile Transition of Mutual Funds from PVP to HVP

‘Initial Quartile (PVP)HStayed Same Quartile (%)HMoved Down (%)HMoved Up (%)‘

[ QI (Top25%) || 33 | 52 15

| Q2 | 28 | 49 | 23 |

| Q3 | 25 | 38 T

| Q4 (Bottom 25%) || 41 | 12 | 47 |
Key Insights:

e Only 33% of top-quartile funds remained top performers in volatility.

e 52% of them moved down, signalling lack of top-end stability.

o Interestingly, 47% of bottom-quartile funds improved, implying that turbulent markets
open opportunities for undervalued or contrarian strategies.

5. Regression Analysis: Impact of Volatility on Returns
A panel regression was conducted using VIX levels as the primary volatility indicator.
Table 5: Regression Output (Fixed Effects Model)

‘Variable HB Coefficient |t-Value p-Value‘
Market Volatility (VIX)|-0.042 -3.87  ]0.001%*|
[Fund Size (AUM)  [0.017 152 J0.137 |
[Expense Ratio 1-0.061 -2.14  ]j0.038* |
Portfolio Turnover  ]0.009 0.88  J0.384 |

(Significance: * p <0.05, ** p <0.01)
Interpretation:
e Volatility has a significant negative impact on monthly returns.
e Higher expense ratios correlate with lower returns, highlighting inefficiencies during
turbulent periods.
o Fund size and turnover are statistically insignificant, indicating that operational scale
does not guarantee resilience.

Discussion of Key Findings

1. Mutual Fund Performance is Not Consistent Across Volatility Cycles

Correlation and quartile transition results demonstrate that performance consistency weakens
sharply in volatile markets. Even well-managed funds exhibit breakdowns in stability.

2. High Volatility Magnifies Risk and Reduces Efficiency

Sharpe, Sortino, and Jensen’s Alpha metrics all drop significantly under volatility, indicating
that most funds cannot adequately compensate for increased risk.

3. Recovery Is Partial and Uneven

Post-volatility performance improves but does not fully return to pre-volatility levels. This
suggests persistent drag caused by market dislocation.

4. Strategy Matters More Than Track Record

Bottom-quartile funds show surprising upward mobility, implying strategy shifts—such as
value, defensive, or low-beta portfolios—may outperform past winners.

5. Volatility Is the Primary Determinant of Performance

Regression results confirm that volatility significantly suppresses returns, overshadowing
internal fund characteristics like size or turnover.
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Limitations of the study

There are various restrictions that can be imposed on this study in a way that, the results can be
interpreted. The analysis is based on the historical data of returns, which is quite extensive, but
it might not be completely representative of the uncertain conditions of the future market or
structural changes in the financial system. The research is based more or less on a sample size
of mutual funds and although they were selected to represent the various types of funds available
in the market, they do not represent all the variety of funds in the market. Consequently, the
conclusions might not be applicable to all the types of funds, especially the niche funds, as well
as funds with recent inception, and minimal track records. The paper also relies on volatility
indicators and consistency indicators, which, although popular, are perhaps not very indicative
of all the aspects of risk or management decision making. The external variables like changes
in regulations, macroeconomic shocks, and investor sentiment which can have a substantial
impact on the performance of funds were not discussed in detail. These drawbacks suggest that
these findings could at best be used as a starting point of future research and not the final analysis
of the performance of mutual funds in volatile markets.

Future Scope

Subsequent research of mutual fund performance in volatile markets may assist in increasing
the existing understanding of consistency of returns through longer durations, cross nation
examination, and increased variety of asset classes. It would help to add data to include the
global market shocks, geopolitical events and the shocks occurring in sectors to determine the
efficiency of different kinds of funds to react in different stress conditions. Investor behaviour
variables, like risk sentiment, fund inflows and redemption patterns, can also be incorporated in
future research to investigate the interaction between psychological reactions and fund
performance in turbulence. Additionally, using more sophisticated analytical tools, such as
regime-switching models, high-frequency data analysis, or machine-learning-based prediction
methods can provide more profound patterns which conventional statistical software fails to
identify. With the ever-increasing growth of sustainable investing, the question of how ESG-
focused funds will perform in volatile markets can also become the subject of investigation. On
the whole, the analytical lens can be stretched further by the analysis of consistency in mutual
fund performance in relation to structural, behavioural, and technological factors.

Conclusion

This research reveals that the predictability of mutual fund returns under volatile market
condition would be more affected by underlying strategy and risk management approach of a
fund rather than current market volatility. Although the times of high volatility usually amplify
the performance differences, funds whose portfolio is built in a disciplined manner, which have
a consistent expense structure, and are long-term investment oriented are more resilient. The
analysis also shows that historical returns do not give much information on the possibility of
the future stability, and assessing qualitative variables and risk-adjusted indicators are important
as opposed to the use of past performance. All in all, the research highlights the fact that
consistency in turbulent markets is not without design but rather an achievement of coherent
strategy, rational risk management, and discipline in portfolios - all aspects that in uncertain
market conditions.
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