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Abstract:

COVID-19 crisis and to identify the conditions, strategies, and consequences associated with investment decision-making in
crisis environments. This applied study was grounded in a pragmatic philosophical paradigm and employed a qualitative
grounded theory approach based on the Strauss and Corbin framework. The participants comprised senior managers of
investment funds and faculty members specializing in investment management. Participants were selected through snowball
sampling, which continued until theoretical saturation was achieved. In total, nine semi-structured interviews were
conducted. The collected data were analyzed using MAXQDA software through open, axial, and selective coding. The analysis
generated 30 initial codes and 15 axial categories organized into five paradigmatic dimensions. The causal conditions
consisted of intensified investment risk and uncertainty and disruption of asset valuation. Contextual conditions included
liquidity characteristics and portfolio structure, differences in investment opportunities across industries, and the logic of
asset selection and value assessment. The fund’s analytical and technological capacity and the cost requirements of
implementing investment decisions were identified as intervening conditions. The principal strategies comprised portfolio
holding and restructuring, stock valuation and selection, timing and trading strategies, and technology-driven strategies. The
identified consequences included changes in the risk—return balance, changes in portfolio composition and liquidity position,
changes in strategy implementation costs, and shifts in strategic orientation in response to changing conditions. Selective
coding ultimately identified “strategic investment adaptation through dynamic management of the risk—return—value
relationship” as the central category integrating the dimensions of the proposed model. Investment fund strategies under
crisis conditions represent a dynamic and adaptive process rather than a static choice. Their effectiveness depends on
managers’ ability to continuously reassess the relationship among risk, return, and value, restructure portfolios, and utilize
analytical and technological capabilities in response to changing environmental conditions.
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Extended Abstract

Introduction

Investment decision-making becomes substantially more complex when financial markets are exposed to abrupt shocks,
heightened uncertainty, and rapid changes in asset prices. Under normal market conditions, investment fund managers can
rely on historical information, established valuation models, anticipated returns, liquidity characteristics, and relatively stable
relationships between risk and return when allocating financial resources. During systemic crises, however, many of these
assumptions lose part of their explanatory and predictive power. Investment strategy therefore shifts from a relatively stable
asset-allocation framework to a dynamic process requiring continual reassessment of market conditions, portfolio structure,
risk exposure, asset value, and the timing of investment decisions. Portfolio optimization itself involves managing multiple
sources of risk simultaneously, indicating that investment strategy cannot be reduced to maximizing expected returns
independently of environmental conditions (Su et al., 2025).

Investment funds are important financial intermediaries that pool investors’ resources and allocate them across financial
assets through professional management. Their performance is affected not only by market conditions but also by fund
characteristics, governance arrangements, managerial capabilities, and portfolio decisions. Evidence from mutual funds
indicates that structural characteristics of funds can influence their performance (Rahmani et al., 2016), while the quality of
fund governance and the reliability of managerial decision-making are also central to understanding how investment
resources are allocated (He et al., 2018). Consequently, analyzing fund investment strategies requires attention to both
external market conditions and the internal decision-making capabilities of fund managers.

A major distinction in investment management concerns active versus passive strategies. Active managers continuously
analyze market information and alter portfolio positions in an effort to outperform benchmark indices, whereas passive
management seeks to replicate benchmark performance with fewer portfolio adjustments. Despite the substantial expansion
of passive investment products, actively managed mutual funds remain prominent in financial markets (Gruber, 2025). The
rise of passive investing has nevertheless changed the institutional and epistemic environment in which active fund managers
operate (Millo et al., 2023), and movement from active toward passive strategies may also have broader implications for
financial stability (Anadu et al., 2020). Evidence from the Tehran Stock Exchange similarly suggests that active management
can be associated with mutual fund performance (Nabizadeh & Sepahvand, 2020).

Investment strategies may also differ according to the underlying logic of asset selection. Value strategies emphasize
securities considered undervalued relative to their fundamental value, whereas growth strategies prioritize companies
expected to exhibit superior future earnings or expansion. Research has demonstrated that value investing and alternative
investment strategies differ in terms of volatility transmission and their ability to hedge portfolio risks (Papathanasiou et al.,
2022). Moreover, the distinction between value and growth stocks can be influenced by market mispricing and behavioral
biases (Mazaheri et al., 2025). Risk-based allocation represents another approach in which portfolio weights are determined
primarily by the contribution of individual assets to overall portfolio risk. Evidence on equal-risk allocation illustrates the
relevance of risk distribution in portfolio construction (Dolo et al., 2021), while more recent optimization approaches
demonstrate the applicability of dynamic risk-based portfolio allocation in highly volatile environments (Lorenzo & Arroyo,

2023).
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Managerial characteristics further complicate investment decisions. Risk-taking may vary according to management
characteristics and financial strategies (Karami & Asghari, 2023), while mutual fund managers may alter portfolio risk
differently across bullish and bearish market conditions (Tehrani et al., 2024). Behavioral factors can also affect these
decisions. Fund managers displaying stronger self-attribution tendencies may become more inclined toward excessive trading
and risk-taking following favorable performance (Wang, 2024). Thus, investment strategy emerges from an interaction among
guantitative market information, organizational capabilities, managerial judgment, and behavioral responses.

The COVID-19 pandemic intensified all of these challenges. Severe uncertainty, interruptions in economic activity, changes
in investor sentiment, and heterogeneous effects across industries altered both market valuation and portfolio decision-
making. Evidence from Iran shows that the pandemic had significant but unequal effects on the price indices of different
industries (Dehbashi, 2024), while corporate disclosures related to COVID-19 were associated with changes in sales,
profitability, operating cash flows, and abnormal stock returns (Bazrafshan, 2022). International evidence similarly shows that
COVID-19 affected mutual fund performance (Algadhib et al., 2022) and encouraged funds to favor larger, financially more
flexible, and relatively lower-risk firms during the initial stages of the crisis (Jacob et al., 2024).

Market timing also became particularly important under crisis conditions. Research on Islamic equity funds demonstrated
that managers’ market-timing abilities differed across geographical regions during the COVID-19 outbreak (Ben Khelifa & Arsi,
2024). At the same time, active management did not necessarily guarantee superior outcomes, as sustainable active equity
funds did not consistently outperform passive counterparts during the pandemic (Fang & Parida, 2025). Technological
capacity may therefore represent another important source of strategic differentiation. Artificial intelligence, algorithmic
approaches, and advanced quantitative techniques increasingly contribute to the assessment of systematic risk and risk-
adjusted mutual fund performance (Pandey et al., 2025). Moreover, the actual investment behavior of funds may not always
correspond perfectly to their formally stated strategic orientation, as demonstrated in research on ESG funds (Raghunandan
& Rajgopal, 2022).

Although previous studies provide substantial evidence concerning fund performance, asset allocation, risk shifting, active
and passive management, market timing, and pandemic-related changes, much of this literature relies on secondary
guantitative data. Such studies can identify changes in portfolio weights, returns, risk, or trading behavior but provide more
limited insight into how managers interpret crisis conditions and how causal, contextual, technological, and cost-related
considerations interact to produce specific strategic choices. Accordingly, the present study aimed to design a model of
investment fund strategies during the COVID-19 crisis using a grounded theory approach.

Methods and Materials

The study was applied in purpose and based philosophically on pragmatism. An inductive qualitative design using
grounded theory was adopted because the objective was not to test a predetermined model but to develop a conceptual
explanation of investment fund strategies from the experiences and perceptions of individuals directly involved in investment
decision-making. The analytical procedure followed the Strauss and Corbin grounded theory framework, consisting of open,
axial, and selective coding.

The participants comprised two groups: senior managers working in investment funds and university faculty members
specializing in investment management. Snowball sampling was employed and continued until theoretical saturation was

reached. Eligibility criteria for investment professionals included at least five years of relevant professional experience and
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experience as an investment manager, portfolio manager, or fund manager during the period corresponding to the COVID-
19 crisis. For academic participants, expertise in investment funds, portfolio management, investment strategy, or investment
management and publication of at least two relevant scientific articles were required. Nine participants were ultimately
interviewed, including four investment fund executives and five university faculty members.

Data were collected through semi-structured interviews. The interview protocol was reviewed by two university professors
specializing in investment management and capital markets, and modifications were made to improve its content adequacy.
Data collection and analysis proceeded iteratively until no meaningful new theoretical concept emerged. Interview data were
analyzed using MAXQDA software. Open coding was first used to identify meaningful concepts and initial codes. Conceptually
related codes were subsequently grouped through axial coding, and selective coding was then used to integrate the resulting
categories and identify the central category capable of explaining the relationships among the dimensions of the emerging
model.

Findings

Open coding of the nine interviews generated 30 initial codes. The most frequently observed codes were the use of news-
based investment strategies and balancing risk and return, each appearing six times. Capital rotation toward industries
benefiting from crisis conditions, market timing, and selection of value stocks for optimizing the risk—return relationship each
appeared five times. Other important initial concepts included intensified investment risk and uncertainty, increased
weighting of liquid assets, movement toward large and liquid stocks, identification of undervalued securities, algorithmic
trading, artificial intelligence in risk management, acceptance of transaction costs associated with portfolio restructuring, and
strategic revision in response to changing environmental conditions.

Axial coding organized the 30 initial codes into 15 axial categories distributed across five paradigmatic dimensions. The
causal conditions consisted of two categories: intensified investment risk and uncertainty and disruption of asset valuation.
The first captured increased uncertainty, weakening of the conventional risk—return relationship during crisis conditions, and
greater portfolio risk resulting from correlations among assets. The second reflected the effects of emotional market behavior
and the widening divergence between intrinsic value and market prices.

The contextual conditions comprised three categories: liquidity characteristics and portfolio structure, differences in
investment opportunities across industries, and the logic of asset selection and value assessment. These categories reflected
increasing the weight of liquid assets, preference for large and liquid stocks, dynamic portfolio management, concentration
on crisis-resistant or crisis-benefiting industries, rapid responses to sectoral opportunities, reduction in high-P/E positions,
identification of undervalued stocks, asset-based valuation, and value-stock selection.

Two intervening categories were identified: the analytical and technological capacity of the fund and the cost
requirements of implementing investment decisions. Technological capacity incorporated smart beta, algorithmic trading,
technology-based reduction of operational risk, and artificial intelligence in risk management. Cost requirements included
transaction costs resulting from portfolio restructuring and increased expenditures on analysis and valuation.

Four strategic categories were identified: portfolio holding and restructuring strategies, valuation and stock-selection
strategies, timing and trading strategies, and technology-driven strategies. The resulting consequences were grouped into
four categories: changes in the risk—return balance, changes in portfolio composition and liquidity position, changes in

strategy implementation costs, and changes in strategic orientation in response to evolving conditions.
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Selective coding integrated these dimensions and identified the central category as “strategic investment adaptation
through dynamic management of the risk—return—value relationship.” This category represented the underlying logic
connecting changing crisis conditions with portfolio responses, technological and analytical capabilities, strategic choices, and
their resulting consequences.

Discussion and Conclusion

The findings indicate that investment strategy during a severe crisis should not be conceptualized as a fixed selection
among predefined styles. Rather, it is an adaptive process in which managers continually reassess risk, expected return, asset
value, liquidity, transaction timing, and portfolio structure. The COVID-19 crisis disrupted conventional relationships between
risk and return and increased uncertainty regarding asset valuation. Consequently, the preservation of capital and
management of downside risk became more prominent considerations alongside the pursuit of returns.

The findings also demonstrate that strategic responses were strongly conditioned by portfolio liquidity and differences in
sectoral opportunities. Funds increased their attention to liquid securities and large stocks that facilitated faster entry and
exit, while reallocating capital toward sectors considered more resilient or better positioned to benefit from crisis conditions.
At the same time, mispricing and emotional market behavior created circumstances in which fundamental valuation,
identification of undervalued securities, and careful timing of transactions became complementary rather than competing
activities.

A further implication concerns the importance of analytical and technological capacity. Algorithmic trading, artificial
intelligence, smart-beta techniques, and technology-supported risk management enhanced the ability of some funds to
process information and react more rapidly. However, strategic adaptation was not costless. Portfolio restructuring
generated trading expenses, while more intensive valuation and analytical activities increased implementation costs.
Effective crisis management therefore requires managers to evaluate not only the expected advantages of strategic
adjustment but also the costs associated with moving from an existing portfolio position to a new one.

Overall, the proposed model demonstrates that crisis-period investment management is characterized by continuous
interaction among environmental pressures, portfolio characteristics, analytical capabilities, implementation constraints,
strategic responses, and resulting changes in risk, return, liquidity, and cost. The central concept of strategic investment
adaptation through dynamic management of the risk—return—value relationship captures this interaction. The study therefore
concludes that the effectiveness of investment funds during periods of systemic disruption depends less on rigid adherence
to a single investment style and more on their capacity to identify meaningful environmental changes, reassess underlying
assumptions, dynamically restructure portfolios, combine valuation with market timing, employ technological capabilities

appropriately, and continuously revise investment strategies as crisis conditions evolve.
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