
CHAPTER IV 

INVESTMENT POLICY ' 
Investment policy, in the context of the present study of the 

investment company industry, relates to the actions of investnlent 
managers as reflected in (a) the structure of portfolios a t  given bench- 
mark dates, and ( b )  the frequency and timing of portfolio changes. 
The statutory authorizatior~ of the study calls for an- 
investigation of the effects of size (of investment companies) on * * * investment 
policy * * * and on security rnarket~.~ 

The analysis of this chapter will be directed primarily, therefore, to 
the implications for investment policy of the changing sizes of invest- 
ment companies as discussed in the preceding chapters. Changing 
investment policies and variations of portfolios and trading procedures 
will be examined against the background of growth in the investment 
company industry during the period December 1952 through Septem- 
ber 1958. The detailed changes to be examined wiU be related also 
to differences of announced investment objectives. The statistical 
analysis will be conducted a t  many points in terms of the same 
classiikation of the investment company universe into type and size 
classes as was adopted in earlier chapters. 

The mutual funds' investrnent policies and their trttding and market 
behavior affect not only the interests of the funds' own shareholders. 
Questions of broader social interest are also involved, relating, for 
example, to the significance of the funds as part of the institutional 
forces which determine the structure of the snvings-investrne~lt process 
in the economy. Many of these questions concern the efficiency with 
which the formation of prices arid yields in the securities markets 
influences the allocation of chpital and thereby the distribution of 
economic resources among alternative economic uses. The economic 
significance of the pooling of investable funds in the hands of institu- 
tional managers lies primarily in the opportunity which is thereby pro- 
vided to balance investrnent risks and prospwtive returns a t  more 
profitable levels of investment than would otherwise hnve been pos- 
sible. The pooling oC investment risks, us well as the ~vttilahilitg of 
funds in sizes large enough to take advantage of the indivisibilities of 
capital investment, mop lend to higher levels of production in the 
economy and to larger national incomes. 

SCOPE O F  T H E  CHAPTER 

The statistical groundwork of the analvsis in this chapter will he 
provided by portfolio data us of selected benchmark dates, and by 
details of security purchase and sale transactions during monthly and 
semiannual ~ e r i o d s . ~  Portfolio d atu will be shown consistentlv a t  

I By F. E.  Brown and Donelas Vickers. 
9Investment Company Act of 1940 scc. 14(b). 
a See appendix to this chapter f i r  3) discussion of the selection of the time periods covered by the study. 
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market values, corresponding to the daily valuation procedures adopted 
by open-end investment companies. Adopt'ing this convention of 
market values, however, does not imply that portfolio values as dis- 
cussed in this chapter necessarily represent the companies' liquidation 
values. Quite apart from the approximations t,o market values in 
those cases where securities are thinly t'raded, i t  remains an open ques- 
tion as to what degree of prico dilution would be involved in an attempt 
a t  a siznble and simultaneous portfolio liquidation by investment 
companies in general. The important implications which investment) 
company trading might have for price formation in the securities 
markets will be examined in more detail in a subsequent part of this 
study. 

The analysis of aggregate port'folios in this chapter will present data 
on distributions by t,ype of security, by the industrial classification 
of issuing corporations, and, in t'he case of common stocks, by the 
place of listing, differentiating between New York Stock Exchange 
stocks, stocks listed on other exchanges, and t'hose t,raded only over- 
t'he-counter. Further de,t~tiled information will be provided on the 
investment companies' holdings of a sample of 30 stoc,ks and on their 
trading in these securities. 

Data mill be presented a.1~0 on the rates of turnover of investment 
companies' portfolios, classified by types a'nd sizes of funds, and 
related to changes in turnover patterns on the New York Stock 
Exchange and in differing market situations throughout the 531 years 
under review. 

Details of the volume of investment companies' purchase and sale 
transactions in portfolio securities will be analyzed in relation to t,otal 
market activity, and common stock transactions will be classified 
according to the market channels through which purchases and sales 
were effected. The rehtive volumes of transactions on the New 
York Stock Exchange, other exchanges, and ovsr-the-counter will be 
described, particular attention bein given to certain types of over- 'i the-counter transactions, notably sa es by secondary offerings, which 
have emerged as significantIy related to changes in investment com- 
pan-y size. 

Throughout the remainder of this c h a ~ t e r  the unit of analwis will 
be bhe G e s t m e n t  fund. as distinct from the investment combany or 
control group, as defined in earlier chapters. I t  will be recalled that 
~ a c h  separate portfolio existing within the investment company 
industry is considered as a separate investment fund. 

PORTFOLIO DISTRIBUTIONS BY TYPES O F  SECCRITIES 

The analysis of portfolio structure considers firstly the distribution 
of investment fund assets by principal types of securities and by net 
liquid position. Basic data are shown in tables IT-1 through IV-6. 
Distributions are examined for the universe of the present study as a 
whole, for aggregations of funds comprising the respective size groups 
referred to throughout the study, a n d  for aggregations of funds 
classified by type of investment objective. 

An initial classification of assets as of four benchmark dates, 
December 31, 1952, 1955, and 1957, and September 30, 1958, is pre- 

For (let rils regarding the selection of the* sample stocks see appmdlx t o  thls chapter. 
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sented in tables IV-1 through IV-4. The principal holding of the 
investment company industry as a whole a t  each of the four dates 
was in U S .  common stocks. Approximately 76 percent of the total 
net assets was held in this form on September 30, 1958, and there 
had been little change in this percentage since 1952. U S .  corporate 
bonds, U.S. preferred stocks, and foreign securities each accounted 
for between 5 and 7 percent of net assets on September 30, 1958, while 
the net liquid position accounted for another 6 percent. There had 
been a marked increase between 1952 and 1958 in the percentage in 
foreign securities (3 percent to 6 percent), offset by a decline in U.S. 
preferred stocks from 8% percent to 5 percent. The percentage of 
assets held in U S .  corporate bonds and the net liquid position were 
both fairly steady throughout the period. Each declined by less 
than 1 percentage point between 1952 and 1958. Although the 
industry has experienced a rapid growth (see ch. 111), the percentage 
distribution of assets has been remarkably stable: U S .  common stocks 
comprised about three-quarters of assets throughout the period 
1952-58, with a fairly even balance of the remainder among US. 
corporate bonds, U.S. preferreds, foreign securities, and net liquid 
position. The principal qualification to this generalization would be 
the percentage increase in foreign securities and the percentage 
decrease in U S .  preferred stocks. Most of this shift came between 
1952 and 1955. 



TABLE IV-1.-Percentage distribution of net assets of open-end investment funds, by type and size of fund and b y  type of: asset, Dee. $1, 1952 

Type and size 1 of fund 

All funds ..-..-...-.-------.------------------- 
Foreign security funds .---..-.-.-.-.----------- 
Specialty funds ...-........_...---------------- 
Bond and ~referred stock funds ...---.-.-..---- 
Balanced funds --.-.-...-.--.--.-..--.--------- 

Income.. --. -. . - - -. . . . . --. . . -. . .-. . . -. . - - . - 
( a )  Assets less than $10,000,000 ..-.-.--. 
( b )  Assets $10,000,CiM and less than 

$50000ooo .-.-.----.------------- 
(c )  ~ ~ s e t ' s  $50,000,000 and less than 

$300.000.000 ..-...---------------- 

'mmon stock funds- .....--.-.....--...------ 
Income.. . . . . . . . -. . . . -. -. . -. - - - - - - - .- - - .- - - 

( a )  Assets less than $10,000,000 -.....--- 
( b )  Assets %10,000,000 and less than 

$50,000.000 .... -. . . - - - - - - --- - - - - -- - 
(c )  Assets 85J,000,000 and less than 

$300,000.000 -.... . -- -----  - - - -  ------  
Growth .... . . . . . -. . - --- .- - - - .--... ---.---.- 

(a) Assets less than $10,000,000 ......-.- 
( b )  Assets $10,000,000 and less than 

$50 000 000.. - .-.--..-.....-.-..-- 
( c )  A S S ~ ~  $50,000,000 and less than 

$300 000 000. . -.~~---.---.-...-~-. 
( d )  ~sset lovdr  $300,000,000. --.-....-.. 

Mixed. ..--...-...-.---------.-.---.-.-.--- 
( a )  Assets less than $10,000,000 .--.-..-. 
( b )  Assets $10,000,000 and less than 

$50 OW 000 .-------.-.-....------- 
( c )  ~ ~ s e t s  ~ , 0 0 0 , 0 0 0  and less than 

%300,000 000.. -.........----....-. 
( d )  Assets ov& $300,000,000 .-...-....... 

U.8 State Foreign 
00vek-  / Net 1 and I govern- 

ment llauld munici- ment 

I -  1 6 s  bonds pal I "cud- ties 9 

Non- 
lanadian Total 
foreign foreign 
,ommon securi- 
stocks ties 

U.S. corporate bonds 

nvest. 
ment 
grade 
- 

3.97 
. . -. . . 

. 12 
12.53 
9. 10 
9.97 

20.43 

18.40 

7. 10 
8.36 
8.91 
8.55 

11.09 

13.20 
6. 76 
.ll 
.01  
.31 

.09 

...... 
.05 
.51 

.03 

-----. 
.09 
.22 
.85 

.----. 

.88 

.09 

t 

Other 

- 
3. 46 

- - - - - -  
.15 

54.98 
2. 42 
4. 68 
8.23 

2.05 

5.27 
.39 

1.93 
1.07 

.53 

2. 46 
1. 96 
.32 
.01 
.54 

Total 

- 
7.43 

-.---- 
.27 

67.51 
11.51 
14.65 
28.66 

20.45 

12.34 
8. 75 

in. 54 
10 52 

11.62 

15.66 
8. 72 
.43 
.02 
.85 

.09 

- - - - - - . 
.43 
.51 

. n 

.78 

.16 

.58 
1. 11 

.22 

2. 16 . n 

U.S. 
pre- 

ferred 
jtocks 

U.S. 
com- 
mon 

stocks 

- 

Total 
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All 

All 

funds: 
(a) .4ssets less than $10,000,000 .-......----- 
(8)  Assets $10.000,WO and less than 650,- 

0wWO ----.-....._.-------------*-.-- 
(c) ASS& $50,000,000 and less than $300,- 

0w.w ..-.-.........-------.--------- 
(dl Assets over $300,000,a)O ...-...------.-- 

1 balanced funds: 
(a) Assets less thm $10 000 OW ..-...-.-..-. 
(b )  Aswts $lO,O,000 ahd'less than $50,- 

000 000 -.--- 
(ej ~ ~ s e t s  $50,000,000 and less than $300,- 

000,000.. ..--........----------------- 
( d )  Assets over $300,00O,WO. --......-.--..- 
common stock funds: 
(a) Assets less than $10 M)O 000 .--......- ... 
(bj Assets $10,MX),MXI ind'less than $50,- 

000 ow ..-~......-.-.-~-~~~~----~-~-.- 
(c) A S S ~ &  $50,000,000 and less than $303,- 

000,000~. . .-. . . ..-.-. . . . --- --- -- ---- .- 
(d)  Assets over %300,WO,000 --....--.-----.- 

1 Size as of September 1858. 
9 Foreign Government securities include securities of international organizations. 

Foreign c~rporate bonds end preferred stocks are ~ncluded in "Totnl forei~n srcuri- 
ties," but have not been ~hown separately m this table. 



TABLE IV-2.-Percentage dislribution of net assets of open-end investment funds, by type and size of fund and by type of asset, Dee. 51, 1955 

Type and size I of fund 

All fnnds. .................................... ~ ~ . - - ~  ~ 

Foreign security funds~ ........................ 
................................ Specialty funds 

Bond and preferred stock funds ................ 
............................... Balanced funds. 

Income.. .................................. 
......... (a) Assets less than $10,MX),000 

( h )  Assets $10,000,000 and less than 
$50 000 OX. ...................... 

(c) Asseis %'50,000,000 and less than 
800,000.M)O ...................... . . 

Growth .................................... 
................................... Mixed.. 

(a) AsseSsless than $10,000,000 .......... 
( b )  Assets $10,000,000 nnd less than 

$5Oso,WO,000 ........................ 
(c) Assets $5O,W0,000 and less than 

$300,Wo,Wo ....................... 
( d )  Assetsover $300,000,000 ............. 

.......................... Common stock funds 
Income.. .................................. 

....... (a) Assets less than $10,000,000 
(b) Assets $IO,OOO,OM) and less than 

$50 000 000. ..................-.- 
(e) ~ s s e t s  $50,~~),000 and less than 

$300,OM),000. ..................... 
.................................... Growth 

....... (a) Assets less than $10,OW,000. 
(h)  Assets $10,000,000 and less than 

$54000000 ...................... 
(c) ASS& &,000,000 and less than 

QW000oOo ..................... 
........... (d )  ~ s s e t k  ovLr $~o~,WO,WO 

Mixed ..................................... 
........ (a) Assets less than $10,000,000 

(b)  Assets $10,000,000 and ksy than 
$50 000 WO.. -................... 

(c) ASS& &,M#),oM) and less than 
m,OW,WO ..................... 

ld) ?(SSP~S over SO0,000,Ono.. ........ 

- 
U.8. 

Govern- 
ment 
sacuri- 

ties 

- 
3.38 

- -. - -. - - 
2.21 
4. 12 
4.77 
3.47 
1. 40 

16.16 

1. 65 
17. 09 

4. 61 
7. 13 

8.31 

2.93 
4. 50 
2.82 
4. 18 

........ 
1.71 

4.62 
3.62 
ti. ti2 

4.01 

2.69 
4.42 
1.17 
C. EQ 

. W) 
3.01 

.65 

State Foreign 
Net and govern- Canadiar 

Liquid rnun~ci- ment common 

%% 1 b:$ds 1 %?) 1 stocks 

Non- 
Janadiar 
foreign 
:ommon 
stocks 

/ U.8. coroorate bonds 
Total 

foreign 
securi- Invest- '1 ties. 1 ment 1 i t he r  

- 

Total 

U.S. 
com- 
mon 
stocks 

77.57 
.67 

92.88 
. l l  

6.3.40 
58.69 
56.71 

51.81 

59.87 
52.02 
61.80 
6 2  79 

59. 52 

61.87 
65.68 
92.09 
91.18 
89.97 

91.79 

91.12 
89.88 
81.30 

85.93 

89.16 
82.24 
95.31 
SO. 43 

91.86 

89.26 
97 34 

- 

Total 
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TABLE IV-3.-Percentage distribution of net assets of open-end investment funds, by type and size of fund and by type of asset, Dec. 31, 1957 

All funds ...................................... 
Foreign security funds ......................... 
Specialty funds ................................ 
Bond and preferred stock funds ................ 
Balanced funds. ............................... 

- 

Type and size 1 of fund 

Income.. .................................. 
(a)  Assets less than $10,000 000 .--.. - - -  
( b )  ~ ~ s e t s  $ l o , ~ , ~  and less than 

$M OM, 008.. ..................... 
(c) ~ s s e i s  $~~,wo,Mw) and less than 

t3w.WO.m.. .................... 

Cash 

................................... Mired.. 
(a) Assets less than $10,000,000. . -. . - - . . 
(b) Assets $lO,MX),W and less than 

W W 0 0 0  ...................... 
(c )  ASS& $50 W,W and IPSS than 

$3Gil000 dm........ .............. 
(d) ~ s s e t s ) o v ~ r ~ 0 0 , 0 0 0 , ~ ~ ) ~  -. -. - . - -  . 

Common stock funds .......................... 

- 

................................... Income- 
......... (a) Assets less than $10,OM),WO 

(b )  Assets $10,000,000 and less than 
$50rnWo ........................ 

(c) A S S ~ &  )kO,W,W and less than 
%300,000,000 ....................... 

Growth .................................... 
......... (a)  Assets less than $10,000,000 

(b) Assets $lO,MM,W and less than 
$50000000 ........................ 

(c) ~ s s e t i  &,000,000 and less than 
$300 000 000 ...................... 

(d) ~sse t s )ov&~ ,000 ,000  ............. 
..................................... Mixed ! 

(a) Assets less than $10,000,W. ..- ...--' 
Ibl Assets $lb.DOO.000 and less than I 

U.S. 
Govern- 
ment 
securi- 

ties 

!anadiar 
:ommon 
stocks 

- 
4.18 

86 75 
2 47 

........ 
.71 
.50 
.15 

.27 

.55 
3.18 
.68 
.46 

.63 

1.21 
.52 

1.39 
.45 
.75 

1.29 

.27 
1.86 
3.67 

1.73 

2. 77 
.84 

1. 16 
.58 

.53 

1.44 
1. 12 

Net 
liquid 
posi- 
tion 

Non- 
h a d i a n  Total 
foreign foreigp 
:ommon secun- 
stocks ties a 

U.S. corporabe bonds ! 

- 
nvest- 
ment 
grade 
- 

5.90 
. . - 

.28 
7.42 

15. 28 
9. 54 

16.32 

21.97 

7.63 
11.11 
16.55 
13.05 

15.30 

15. 19 
17.35 
1. 23 
.57 

2: 72 

1.06 

.41 
1. 22 
1.52 

1.00 

2.05 
.38 

1. 54 
4. 19 

1.29 

3.49 
.81 

State 
and 

muntci- 
pal 

bonds 

- 

Other 

Foreign 
govern- 
ment 
seem- 
ties = Total 

- 
8. 10 

03 
1. 11 

60.93 
17.64 
14.92 
23.05 

24. 10 

13.36 
13.34 
18.31 
15.63 

17.39 

19.59 
18.15 
1.83 
1.66 
6.05 

1. 53 

1. 58 
1.61 
4. 79 

1.34 

2.56 
.52 

1. 19 
4.49 

2.58 

4.62 
1.24 

us. 
com- 
mon 

stocks 

- 
74.71 

.57 
93.30 
....... 
59.52 
62.46 
50.97 

50.50 

64.54 
46 81 
59.35 
68.67 

61.01 

57.27 
59.82 
89.00 
89.37 
73.50 

87.38 

90.16 
86.69 
80.17 

85.03 

85.08 
89.37 
91.96 
87.07 

88.46 

84.58 
94.99 

- 

Total 

- 
100 
100 
100 
1W 
100 
100 
100 

100 

loo 
100 
100 
100 

100 

100 
100 
100 
100 
100 

100 

100 
100 
loo 

100 

100 
100 
100 
100 

100 

100 
100 



A11 funds: 
(a) Assets levs than 010,000,MX) ............. 
( b )  Assets $10.000.000 and less than . . . . 

$5o,wo,ooo ............................ 
(c) Assets La,CKKJ,000 and I r a  than / 

s3b300.m.OM.: ......................... 
( d )  ~sse t sove i  yMI,000, MX)... .............. 

A11 balanced funds 
(a )  Assets less than $10,000,000 ............. 
( b )  Assets $10&H1,000 and less than $50,Wb,@& ...-.an...-... 

(c) Assets , , d less than 
$ 3 o o , o O o , ~  ........................... 

( d )  Assets over $300,000,000 ................. 
A l l  mmmon stock funds: 

(a) Assets 11% than $10,OW,WO. ............ 
( b )  Assets $10.000.000 and less than 

450,000,WO ............................ 
(c )  Assets $5o,OW,000 and less than 

s00,000,000 ........................... 
( d )  Assets over $300,000, OM)... ............. 

1 Size as of Septemhr 1958. 
1 Foreign Oovemment securities inciurlo securities of international orRsnizstions. 

8 Foreign corporate bonds and prekrrcd stocks are included in "Total foreign wcuri- 0 
tirs," hut hrve not heen shown sepx,itcly in this  table. %l 





All 

8, 
W 0 7 A" 
0 

T CL 

CL 
All 

funds. 
(a) Assets less than $III,~.LNN .-.--...-.--- 
( b )  A ~ t s  $lO,W0,000 and less than 

%O,cQo,m - - - -  ----..-----.--.---.--- 
(c) Assets Q50,000,WO and less than 

$300,m,000 .-.....-----.-----.------- 
( d )  A w t s  over $300,000,000 .-...----.------ 
balanced f11nd4: 
( a )  Assets less than $10,000,000 ..-.--...---- 
(6) Assets $10,W0,000 and lcss than 

m,000,000 - - - -  -.--.------.----....-- 
(c) Assets $50,000,000 and less than 

~ , ~ 0 0 0 0  - - -  ...-----...----.-.----- 
( d )  hssets ovir %300,WO,000 .-.....---.----- 
common stock funds: 
( a )  Assets less than $10,000,000 .--.---.-.-.- 
( b )  Assets $10,000,000 and less than 

I - 
1 Size its of September 1958. I Foreign corporate bonds and preferred stocks are included in "Total foreign securi- ' Foreign Government securities include securities of international organizations. tles," but h ~ v e  not heen shown separately in this table. 


