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a similar portfolio which nevertheless allowed its capital &ins to 
remain in its accounts a t  the same date as unrealized gains. But 
while the two funds would show the same asset relative, the former 
would show the asset relative reflected in an inflow relative, and the 
latter would show the asset growth reflected in a market relative. A 
third fund that realized a capital gain which was distributed to share- 
holders but not reinvested would not show the increase in either an 
asset or market relative. 

The heavy inflows to the foreign security funds and the specialty 
funds should be noted, as should also the further indications given 
here of the relative decline in importance of the bond and preferred 
stock funds. The timing of the inflows to the first two of these three 
types of funds is significant and will be noted immediately below. As 
might have been expected, the general upward trend in bond yields 
and consequent downward trend in bond prices during the period 
covered by the study has caused a market relative of less thgn 100 
percent for the period as a whole in the case of the bond and preferred 
stock funds. Market movements in this case counteracted an inflow 
relative of 127 and resulted in an overall asset relative of only 113. 



TABLE 111-13.-Sales and repurchases of own shares b y  open-end investment funds, by type of fund, 1963-September 1958 8 

Type of fund and type of transaction 

- 

[In millions of dollars 

1953 

Fureign swurity funds: 
............................... Sales. 

Repurchwes .......................... 
................. Sales less repurchases 

Specialty funds: 
............................... Sales. 

Repurchases .......................... 
............... Sales less repurchases.. 

Bond and preferred stock funds: 
................................ Males 

........................ Repurchases 
Sales less repurchases.. ............... 

Bnlanced funds: 
(a) Income: 

Sales ........................ 
Repurcbases~. ................ 
Sales less re~~nrchases.  ....... 

(b) Growth: 
Sales ....................... 
Repurchases.. ............... 

......... Sales less reprchases 
(c) Mixed: 

...................... Snles 
Rcpurchases~.. ..........-..-. 
Sales less repurchases .-.--- ~. 

All balanced funds: 
Sales.. ............................. 
Kepurchases..-. .................... 
Sales loss repurchase: ................ 

Commo'n stock funds: 

(9 1 o h  1 1st / 2d 
quarter quarter 

' 

3d 
quarter - 

24.8 
4.3 

20.5 

20.4 
10.3 
10. 1 

4.2 
4.9 -. 6 

2 . 0  
6.1 

15.9 

2.3 
I. 4 
.9 

87.3 
24.2 
63. 1 

111.6 
31. 7 
79. Q 

38.8 
10. 1 
28.7 

124.6 
27.8 
W18 

( 0 )  Income: 
Sales.. ....................... 
Repurchases. .-............. 
Snlcs less m~lurchasrs.. 

( h )  Growth: 
....... 

I 
Sales.. ..................... 

.............. Repurchases.. I 
Bales less repurc!~mes . .-. ~ - ~ 

4th 
quarter 

1st 
quarter 

1958 -- 
2d 

quarter 
3d 

quarter 
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ANNUAL AND QUARTERLY DISTRIBUTIONS OF THE INFLOW OF 
NEW MONEY TO INVESTMENT FUNDS 

Table 111-13, which forms the basis of analysis in this section, pre- 
sents the gross and net cash flows resulting from the sales and re- 
purchases of the investment funds' own shares for each year, 1953-57, 
for the first 9 months of 1958, and for the seven quarters of January 
1957 through September 1958. The sales fi ures represent net pro- ' 

ceeds to the investment funds and include a 1 reinvestments of divi- 
dends and capital gains distributions paid to investment fund share- 
holders. Sales equal gross dolIar cost of shares to the purchaser less 
all sales charges and loading fees. The data do not include the value 
of shares issued by investment funds in exchange for the assets of other . 
companies. Subject to the convention of regarding all distributions 
and reinvestments as involving cash transfers between the fund and - 
its shareholders, the figures summarized in table 111-13 can be re- 
garded as describing actual new money flows. The value of repur- 
chases included in the table refer to the actual dollar cost of the funds' 
reacquisitions of their own shares. 

The interpretative significance of these data will be examined in 
tables 111-14 through 111-17 under three main heads: Firstly, the 
percentage distribution of annual and quarterly inflows among in- 
vestment funds of differing types; secondly, the rates of change in 
inflows in differing time periods as compared with movements in the 
general level of security market values; and, thirdly, the periodical 
rates of turnover of investors' holdings of fund shares, measured b 
relating their repurchases to average total holdings, as compared wit g 
the rates of turnover of all stocks listed on the New York Stock Ex- 
change. 



TABLE 111-14.-Percentage distribution of annual gross and net sales of oton shares, by t ype  of fund, 1955 to September 1958 
- 

I953 1 I954 1955 1956 1957 1958 (9 months) 
Type of fund 

Foreign security funds.. . ..-. ..... . .-. -----. - .---. -. 5. 7 5 .  ti 1 .7  
Specialty funds .....-...-.....-.-..------ ... 5.5 3 .7  4 . 6  
Bond and preferred stock funds 1.2 -.02 1 . 0  2 0 

'4 
6.6 4.1 4 .9  4 .0  4 . 8  5 .9  6 .0  4.0 

. 7  . 5  .8 
23.0 22.9 18. 5 

23.3 

10.3 11.2 7 .6  7.2 
30.2 31.4 33.6 
17.4 18. 5 28.3 

lW.O 1 100.0 100.0 100.0 
.- 

NOTE. C o l u m n s  may not add to totals because olrounding. 





TABLE 111-16.-Percentage increase or decrease in net money inflow, by type of fund, 1955 to September 1968 

[Figures show percentage change each period over preceding pcriod] 

Foreign securlty funds ................... 4,654.1 -29.2 -7.5 
.......................... Specialty funds 308.2 -43.1 

........ Bond and preferred stock funds 1 1 2  : I 25.1 I -62.7 

Type of fund 

--- 
All funds.. .................... 44.5 19.3 

Dow Jones industrial average.. .......... 1 2: I 2O 8 1 2.3 

1954 

Balanced funds: 
( a )  Income .......................... 
(b)  Growth .......................... 
(c) Mixed ........................... 

All balanced funds ............. 

Common stock funds: 
( a )  Income .......................... 
( b )  Growth .......................... 
(4 Mixed ........................... 

All common stock funds. ...... 

4th 1st 
quarter quarter 
-- 

-86.4 -43.1 
-19.1 54.6 
-74.4 499.3 -- -- 

2d 3d 
quarter 1 quarter 

1955 

6.6 
12.9 

-5.5 

-3.7 

32.6 
59.1 
44.0 

46.9 

1956 

--- --- 
41.8 

418.1 
32.8 --- 
43.2 ---- --- 
7.7 

78.9 
28.2 --- 
45.2 

42.5 
-98.1 

35.5 

24.9 

9.8 
32.8 
70.8 

38.6 
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There have been several rather pronounced changes in the percent- 
age distribution of inflow among types of funds. The common stock 
funds have received an increasing share of the inflow, particularly 
since 1956. Balanced funds, on the other hand, have experienced a 
marked relative drop in their share of industry inflow. Foreign secur- 
i ty funds and specialty funds received a larger portion of the inflow 
during a part of the period, but have failed to maintain that share. 
The share of balanced funds in the total industry net inflow fell 
annually almost without interruption from 46 percent in 1953 to 21 
percent in 1958. At the same time the share of common stock funds 
increased annually, from 48 percent in 1953 to 76 percent in 1958. 
The rise in percentage share of the total was uninterrupted in the 
case of t,he common stock funds announcing a "growth" objective, 
increasing from 19 percent in 1953 to 36 percent in 1958, though the - 
shares of the remaining types of common stock funds recorded a 
rather less stable trend. 

Specialty funds accounted generally for about 4 percent of annual 
net inflows to the industry. In 1955, however, the relative share of 
this type of fund increased markedly to 12.2 percent. This relative 
increase in investor preference for this type of fund occurred during 
a period of rapid upward movement in security market values, the 
24-month trend upward not having been seriously interrupted until 
September 1955. This greater investor preference for specialty funds, 
moreover, occurred against the background of a rapid increase of 
total net inflow of new money to all investment companies, the total 
in 1955, a t  $1 billion, being approximately 45 percent greater than 
in the preceding year I t  was during the same upward movement in 
stock exchange values that the relative shares in inflow of the foreign 
security funds also increased markedly. In the final part of the period 
under study, however, these funds were unable to maintain their 
shares of total inflow. By 1957 the share of foreign security funds 
had fallen from its 1954 high of 14.8 to 5.8 percent. For the first 9 
months of 1958 i t  fell further to the low figure of 0.3 percent. This 
was caused not only by a lower rate of sales of new shares of these 
funds in 1957 and 1958, but also by an increased rate of repurchases. 
Much the same experience occurred in the specialty funds, whose 
share in total net inflow fell from a 1955 high of 12.2 percent to a 
1958 low for the period of 2.4 percent. 

These percentage distributions of inflow among types of funds 
should be r e ~ d  against the background of the continually rising trend 
of the total money inflows to the investment company industry. 
The trends in the percentage distributions have been influenced from 
time to time by the formation of new investment funds. The pre- 
viously mentioned flotation of foreign security funds in 1954 map be 
cited as an example. In  the second quarter of 1958 the figures of in- 
flow t,o common stock funds reflect the formation in that period of two 
new funds. One of these funds, which has been classified as having a 
"growth" objective for purposes of this study, held assets valued a t  
$122 million a t  the final benchmark date of September 30, 1958. 
The other of these two funds has been classified as having a "mixed" 
objective and held assets of $252 million a t  the same date. This rapid 
increase in the assets of these two funds during the second quarter of 
1958 may have caused some slackening of the rate of inflow to other 
funds of the same type, but the figures do not suggest any diversion 
of money flows of this kind. The overall rate of inflow to balanced 
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funds, however, slackened in 1958, with fairly heavy reductions in 
the second quarter of the year. The flotation of new funds in 1958 
took place against an increasing buoyancy of total industry inflow, 
the total net inflow having risen to an annual rate of $1,572 million 
in the first 9 months of 1958, or 32 percent higher than in 1957, and 
336 times as lttrge as for 1953, the first year covered by the present 
study. 

The absolute level of inflow (table 111-13) to each of the three types 
of common stock funds increased annually, except for a slight fall in 
the 1958 annual figure in the case of the income funds. These data, 
against the background of rising industry totals, the increasing investor 
interest in the equity scction of the capital niarket and the rising levels 
of security market prices, establish the clear and increasing investor 
preference for the common stock fund section of the investment com- 
pany industry. 

Against this background, the balanced fund section of the industry 
has had a rather more variable inflow experience, although h he actual 
money inflows continued at  a high level throughout the period. The 
marked pause in the rate of growth of these funds in 1954 was a 
reflection of the increases in that year of the other types of funds 
already referred to. The relative instability of the balanced fund 
percentage share of total industq inflow, and the declining relative 
importance in the total of the foreign security funds and specialty 
funds as against the growing importance of common stock funds, can 
be seen in more detail in the quarterly data of table 111-15. The 
same general pattern was apparent in these quarterly figures, but the 
changes are not as smooth. 

I t  is interesting to observe (table 111-16) that there s?erns to be a 
definite relationship between the change in market price as measured 
by the Dow-Jones industrial average and the change in net inflow. 
Attention is centered on the Dow-Jones industrial average at this 
point in view of the considerable importance of common stock port- 
folios in the investment company industry. Other measures of 
chan es in security values may also be relevant to the examination of 
the c%mging fortunes of the balanced and bond and preferred stock 
funds. It is not suggested that the inflow of money to investment 
funds is necessarily primarily related to changes in security values. 
Rather, the changes in the level and structure of savings must be 
related to a much wider variety of causal and motivating factors. As 
indicntcd previously this study has not been directed prirnarily toward 
the consideration of savings flows in the economy, or of the investment 
colrrpanies and funds us savings media. It is nevertheless of interest 
to observe the manner in which hjstorically both the rate of growl11 of 
inflow to investrnent funds, and the type distribution of that inflow 
have varied with changcs in security market values. The annuai 
figures reveal a noticeable positive relationship between the percentage 
change in the Dow-Jones industrial average and the percentage change 
in inflow to all investment funds combined. Investment companies' 
net sales of new shares rose most rapidly in periods of rising security 
prices, and vice versa.4 A similar pat tern of relationships is disclosed 
by the inflow to common stock funds as a total class. 

The quarterly data are not at  all consistent with this generalization. 
These data suggest an inverse relationship or possibly some type of 

Slinilar results can be observed m the annual data of the 1959-61 per~od availahle in industry sources 
Both stock prices and inflow declined m 1960 while recording suhstant~al Increases m the other 2 years. 
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lead-lag phenomenon.' The slackening in the rate of inflow in the 
early part of 1957 appears to have been more rapid than investors 
subsequently thought warranted, and increases in inflow rates were 
again recorded in the third and fourth quarters of the year, a t  the 
same time as security values declined. As previously indicated, 
the inflow data for 1958 show a rapid increase in the second quarter 
of that year owing to the formation of new funds. Over the 9 mouths 
of 1958 as a whole, the change in the annual rate of inflow is again in 
the same direction as the change in market values. 

The inconsistencies of these data emphasize the difficulty of analyz- 
ing the causal factors involved. Many other factors are present: 
eg. ,  variations in the timing of purchases within the periods referred 
to, and changes in the tendency to direct financial savings to the 
corporate securities market, not only directly but in various insti- 
tutional forms, including that of investment companies. 

Table 111-16 also permits a comparison of changes in growth rates 
of inflow between investment funds of differing types. Again the 
share of the balanced funds is seen to have been rather more variable 
than that of the common stock funds. The diminishing impetus of 
the foreign security funds and specialty funds is also apparent. 
Differential rates of change in funds of other types can be noted. 
The balanced funds, for example, show clear and uniform reduction 
in rates of growth in the first half of 1958. This accompanied firstly, 
a slackening in the rate of growth of the industry as a whole in the 
first quarter of that year, and, in the second quarter, the very rapid 
forward movement of the common stock funds which has already 
been discussed. I t  is noteworthy, however, that as the rate of ad- 
vance in equity market prices gathered momentum in the third 
quarter of 1958, there was a marked switch of investor preference 
from the common stock funds to the balanced funds. This switch 
was probably an adjustment following the marked contraq move- 
ment in the second quarter, and not entirely a result of ~nvestor 
acumen in the face of what some may have considered unjustifiably 
high equity values. In this same connection, however, the last 
two columns of table 111-16 show a movement in favor of those 
common stock funds announcing an objective of growth in the second 
quarter of 1958 and a movement to balanced funds of tho same in- 
vestnler~t objective class in the third quarter. This, perhaps, is 
indicative of the investor attitudes toward growth which were develop- 
ing on a broader scale in the market a t  that time. 

The foregoing analysis of the periodic distribution of inflow among 
funds of different types h8s not examined differences between gross 
and net inflow rates. The gross inflow represents the actual money 
receipts by funds resulting from the gross sales of their own shares. 
The net inflow, on the other hand, indicates the gross inflow minus the 
total dollar cost of the funds' repurchases of their own shares. The 
differences in the two distributions in tables 111-14 and 111-15 are 
thus accounted for by changing pressures of shareholders' redemp- 
tions of their investments. A reinterpretation of the relevant data 
is given in table 111-17 which presents the periodic turnover rates of 
investment fund shareholders' investments. 

I The period covered is not long enough toestablish any such relotionship with any degree of confldenca. 



TABLE 111-17.-Turnover of shareholders'  investments in open-end investment funds, 1963-September 1968 

[In percent] 

Type of fund 

Foreign seeurity funds. .............................. 10.9 21.2 
....................................... Specialty funds 

Bond and prderre&rtock funds.. ................. 1 1 :  : 10.8 Q. 15 / 
Balanced fimds: 

(a)  Income ...................................... I 6 . 8 1  Q.21 ~ -~ -~ ..--. 
(h )  Orowth ...................................... 
(c) Mixed ........................................ 

All balanced funds- .................................. 
Common stock futlds: 

~ - ~- .~ 
(a)  Income.. ..................................... 
(b) Growth ....................................... 
(c) Mixed ........................................ 

.............................. All common 'stock funds 
All funds. ........................................... 5.8 
New York Stock Exchange, turnover of alllisted stocks( 12.0 1 I; ] 

- - 

1st half 2d half Year --- 
3.1 4.0 8.2 
3.9 4. 9 8.5 
5. 0 5.9 11. 1 

NOTE I.-Shareholders' turnover rates have been calculated by dividing total repur- NOTE 2.-New York Stock Exchange turnover rate equals the total dollar sales of stocks 
chases of shares during any period 01 time by the average holding of shares at the begin- on the exchange during a given period divided by the average value of total stocks listed 
nlng and end 01 the period. at the beginmug and end of the period. 


