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between market price and net purchases by funds with large percentage 
holdinm. 

keZ&ion equations similar to those of the preceding section qre 
not particularly useful for these data because net purchases are zero 
in a large number of instances. A portion of the analysis considered 
only those months with nonzero net purchases, while a second ap- 
proach used the months in which net purchases were zero as a standard 
for comparison. The analyses are based on comparisons between 
net purchases in a particular month and the change in market price 
during that month or during the preceding month. Both variables 
of course refer to a specific security, but the change in market price 
is expressed relative to the change in the general market level as 
shown by the Standard and Poor's composite index. 

The evidence is not inconsistent with the findings for the market 
leaders, but i t  is much more tentative. The inclusion of seven insur- 
ance companies tends to obscure the slight suggestion of a positive 
relationship between the sign of net purchases and the direction of 
market change. Rank correlation coefficients between change in 
market price during the   no nth and net purchases of the same month 
(excluding those months in which net purchases were zero) were 
computed for each security. Jf the insurance stocks are not considered, 
12 of 13 coefficients are positive although only 1 is statistically sig- 
nificant. Among the insurance stocks five of seven were negative 
with one of the latter significant. An identification of only those 
months in which the ratio of the price of the specific security to the 
market index changed by more than 10 percent revealed no systematic 
pattern in fund activity either preceding or following the change.qO 
Other analyses gave little indication of either a positive or negative 
relationship between fund net purchases and market price, but the 
results are inconclusive. An attempt to study the months in which 
the funds had their largest net purchases (either positive or negative) 
was equally unproductive. The level of fund net purchases in these 
analyses is no doubt largely responsible for the inconclusive nature 
of the results. As already indicated there were many months in 
which net purchases were zero and the total dollar value was rather 
small in the other months since it represented activity by only one 
or two funds. 
S o m e  economic aspects of pwdictiue abi l i ty  

I t  has been noted that the Cunds as a whole may have to some extent 
the ability to Sulfill their own market price predictions but that fully 
as intcwsting a question horn certain points of view relates to their 
succcss in cllanneling funds into issues that subsequently have a 
favorable t lmd in per sharc earnings. The major reason for interest 
in this question is that one of the economic functions that may be 
performed by financial intermediaries like ~nntual  funds is to hrlp 
diwct capital into those areas of investment u-liich ultirriately turn 
out to bc most profitable. However, since the primary concern of 
this chaptel. is with the niarket impact of mutual funds, only a few 
simple. tests have been made of the relationship between Sund stock 
purrhasw and subsequrnt share earnings (adjusted for stock dividends, 

40 There were 65 lnstancrs of such changes. 
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splits, etc.). These t,ests were confined to tlie 30 nlutual fund 
"favorite" stock issues and the 1953-58 pcriod analyzed previously. 

The a v e r a q  increase in pel share earnings from 1953 to 1958 for 
the 15 stock issuos in which fund nc~t purchases were largest (in dollar 
a l ~ ~ o u n t s j  in 1953 an~ount rd  to 14.3 percent, wide the corresponding 
incwusr for the 1.c11laining 15 issues with lou-cr initial purchases was 
18.7 percent. On the other hand, tlic c~oc'fficirnt of rank correlation 
lwtwecn initial purcllases and the sul.~scqui.nt r.hange in earnings was 
S O .  11, t l~ough ncither tlw diff~renc-e in the two percmtagcs nor the 
sign of the rank corrc.lation is statistically significant. These findinps 
do not indicatc any significant relationship bctu-erm fund purchases in 
individual scr.u~,ities and t l ~ r  Iatw prrfoi.tllance of per shart. earnings. 

I t  is possii)l(> of conrsc. that tile market did not evaluate with 
sulGcient favor the prospective. earnings of tlie 15 issues with Iargcst 
rriutual fund nct purc.11asc.s and the funds moved in to take advantage 
of this situation. A t ~ s t  of this possibility, though it  has many 
inndcquacies, is given by n conlparison of tliv average ratios of 1953 
pricw to 1958 earnings for t h e  two groups of issues classified by 1953 
fund net  purchases. The resulting prire-earnings ratio was 10.1 
I'OT the 15 issues w i t l~  the largest mutual fund n r t  purchases and 9.8 
I'or the rclrlaining 15 issucs, again not a statistically significant 
difference. 

The conll~incd results. rvhilc inconclusive without much n o r e  exten- 
sive ksting, do not point to either superior or inferior performance by 
mutual funds in directing capital into particularly profitable areas of 
economic inl-wtment. 
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APPENDIX TABLE VI-2.--Monthly relationships between net purchases and market prices for individual common .stocks,' conslants of regression 
eyzralions and adjusted coeficients of determination 

.............................................................. Aluminium, Ltd 
.................................................... Amcrada Petroleum Corp 

...................................... .4lnerican Telephone Ri Telegraph Cn.. 
............................................................ Armco Steel Corp 

........................................ Atchison. Topeka & Santa Fe Ky. Co 
........................................................ Bethlehem Steel Corp 

.................................................. Central & Snnth Wrst Corp 
........................................................... Continental Oil Co 

............................................. Du Pont (E. I.) deNemours & Co 
................................................. Firestone Tire & Huhher Co 

.......................................................... General Electric Co 
General M o t ~ r s  Corp 

I 
......................................................... 

................................................ General Public Irtilitics Corp 
.......................................................... Goodrich (R. F.) Co 

................................................. Cfoodyenr Tire & Rubher Co 
Gulf Oil Corp. ............................................................... 

....................................... International Bnsiness Machines Corp 
....................................................... Internntional Paper Co 

Kenuccott Copper C o q ~  ...................................................... 
... . National Lead Co ........................................................ 

Phillips Petroleum Co ........................................................ 
Shell Oil Co ................................................................... 

......................................................... Sorony Mol~il Oil Co 
Standard Oil Co. (California) ................................................ 

................................................... Standard Oil Co. ( I u d i m ~ )  
............................................... Standard Oil Co. (Sew Jersey) 

The TWIS Co ................................................................ 
IJnion Carliirltb Corp ......................................................... 
United States Stml Corp ..................................................... 
Wt~stinghous~ Electric Corp .................................................. 

Constants 

b2 

Adjusted determination coefficients 2 of 

I Equ:ltion is t ) ' , n + b l A ~ f i ~ ~ - ~ ) + b  'j4;<1-21+~~lii(L-1) P ~ i t - 8 )  - 2 See the following: 
i ' r  M ~ , - I )  5&G M ~ < - ~ ) + ~ ~ P ~  R1.1211 is based on all 4 indrpmdent variables. R2.m excludes fund net purchases ns 

P i s  fund net purchi~ses in $100,000' P i  is fund net purchases of security indicated. an independent variable. 
Miis prim Wr share of security injicated, adjusted for stock splits, etc. 3 Regression coefficient greater than twice standard error. 
.V is Standard and I'oor's composite stock index. 



. ~ P P E N I ) I X  TABLE VI-3.-Daily relationships between market price and net purchases for individual  common slocks,l constants of regression 
equations and adjusted coeficients of determination 

Adjusted coefficients 
of determination 2 

Security I k  Constants Mean of 
lependent variable 

2 4 1 u m ~ ~ i u n ~  Ltd I ...................................... 
Amerada Petroleum Corp ............................ 
A~ncrican Telephone & Telegraph Co. ............... 

..................................... .\rrnco Steel Corp 
Alchisoh, Topeka & Santa Fe Railway Co ........... 
Hvthlehem Steel Corp ............................... 

.......................... Frntral & South West Corp 
Continental Oil Co ................................... 

.................. Du Pont (E. I.) de Nemours and Co 
Firestone Tire & Rubber Co ......................... 
Geneml Electric Co .................................. 

................................. General Mot,ors Corp 
......................... (:enera1 Public Utilities Corp 

Goodrich (B. F.) Co ................................. 
Qoodycar Tire R. Rubber Co ......................... 

...................................... Gulf Oil C o r p  
International Businrss Machines Corp.. ............ 

............................... International Pnprr Co 
Kennecott Coplwr Corp .............................. 

................................. National Lead Co. 
................................ Phillips Prtrolrllm Co 

Shell Oil Co.. ....................................... 
................................. Socony Mobil Oil Co 

Ptandard Oil (lo. (California) ......................... 
....................... Stan(1;wl Oil ('0. (111diana)L 

.................... Standard Oil Co. (New J c r s e y ) . ~ ~  , . ...................................... I he T c w  C o ~  
Cnion Cnrhidc ( 'o1.1~ ---........................ 
United States Stcel Gorp .......................... ' 

........................ \\ rstinghcuse Electric Corp ..I 

: See the following: 
( ~ - 6 i  R21wra is based on all 6 independent rariablcs. ?123,i excludes market price as an inde- 

pendent variable. 
3 Regression coefficient greater than twice standard error. 



A I > P ~ ~ D I X  T ~ R L E  VI-4 - D c ~ u  relationships between npt purchases and market przces for zndzozdual comnlon stocks. 1 conslanls of regresszon 
eqtratzons and a d p s f r d  coeficzents of determznatzon 

Security I-.. 
Arnico Stcel Gorp ............................................... 
Atchisorr, Topeka & Santa Yr Railway Co ...................... 

.......................................... ~ e t h l e l x m  Steel Corp 
C r n l ~ a i  Rr South West Corp ..................................... 

............................................. Continerltal Oil Co 
Uu I'ont (E . I.) dc Nen~orirs Rr Co .............................. 
Fircstonr Tire & Rubber Co .................................... 
Gencn~l Flcct~ic Co ............................................. 

........................................... General Motors Corp 
................................. General Public Utililics Corp 

. ............................................ (loodrich (R F.) Co 
i;oodvc;~r Tirc B Rubher Co .................................... 
Gull Oil Gorp ................................................... 
I~~tcrnittional Business Machines Corp .......................... 
Ir~lernational Paper Co ......................................... 
Kennecott Copycr Cor11 ..................................... 
h'i~tio~ml L e d  Co ............................................... 
Phillips Prtroleuni Co .......................................... 
Shell Oil Co ..................................................... 
S o c o ~ ~ y  hlobil Oil Co ............................................ 
SVamIard Oil Co . (California) ................................... 
Stamlard Oil Co. ( I n ~ l i ~ ~ i ~ a )  ..................................... 
Standard Oil Co . (Sew Jersey) .................................. 

.................................................. Tho Tw1? Co 
tTni, ~n Carbi(!e Corp ........................................... 
1:nitd Ptatc~a Steel Corp ........................................ 
Weslir~gt~ousv Elrctlic Corp ..................................... / 

Constants 

P 
I Ecju:ttion is .'.- l + b l  M.(II, +bz ,Zli(l?)+,,. .% (13 +h4 Mict-41 + b5 M.(t.s I ba Ex( 1.0 

- See the lollowing: 
PI  .2.I(... I z .U( t.3) Met-4) M(r-51 PC<-5) RL.1z3m is based on all 6 independent variables . % . ~ m ~ e x c l u d ~ s  fund net purchases as 

an independent \nrial,le . 
I' is lurid net purchosra in $100. 000. PI is lund net purcl~ases of security indicated . 3 Rcvussion ~ e t f i c i r n t  g r ~ a t r r  than twice standard error . 
111. is lwiw 11rr shnw ol swuritg indicitt.ed. adjusted lor stock splits. etc . This large coeff'icieut lor United States Steel is attributable principally lo one very 
.?I is Standarrl and Poor's composite stock index . extreme observation . 




