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INTRODUCTION 

BACKGROUND 
DALBAR’S Quantitative Analysis of Investor Behavior (QAIB) has been measuring the effects of 
investor decisions to buy, sell and switch into and out of mutual funds since 1984. The results 
have shown to varying degrees, that the average investor earned significantly less than the 
market indices that mutual fund performance reports would suggest. 

In view of the intense interest in market timing triggered by the mutual fund scandals of 
2003, this study has been expanded to determine the real effects of investors who frequently 
switch into and out of mutual funds. In addition to the performance of the Average Investor, 
this report now includes the performance of the Systematic Investor and the Market Timer. 

QAIB examines real investor returns for a period of 20 years for equity and fixed income 
funds – from January 1984 through December 2003.  Whether the mutual fund industry is 
enjoying rapid expansion in times of economic boom, or is being battered by the bears, the 
key findings uncovered in DALBAR’s first study from 1994 remain true:  Investment return 
is far more dependent on investor behavior than on fund performance.  Mutual fund 
investors who hold their investments are more successful than those that time the 
market. 

METHODOLOGY 
Investor behavior and performance are determined through an examination of: 

¾ Investor Return: the rate of return based on the length of time shareholders remain 
invested in a fund, amount of dollars sold or bought, and the historic performance of 
the funds’ appropriate index.  Indices used in this study include: 

o Equity Index – comprised of the Standard and Poor’s 500 Index 
o Fixed Income Index – comprised of a Long Term Government Bond Fund 

¾ Monthly Cash Flows: the monthly increase/decrease of assets under management in 
equity and fixed income funds.  Monthly cash flows include new sales, reinvested 
dividends, redemptions, and exchanges in and out of the funds. 

¾ Retention Rates – the average length of time shareholders remain invested in a fund, 
calculated through a comparison of net redemptions to the overall assets of the fund. 

¾ Trade Volume- the total volume of sales, redemptions, exchanges in, and exchanges 
out of equity and fixed income funds 

DALBAR calculations and analysis are based on: 

• Monthly returns from 1984 – 2003 of the above mentioned indices provided 
by the Stocks, Bonds, Bills and Inflation® Yearbook, © Ibbotson Associates, 
Inc. 

• Mutual fund sales, redemptions, exchanges, reinvested dividends and assets 
under management provided by the Investment Company Institute. 
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OVERVIEW 

INVESTORS THAT TIME THE MARKET ACTUALLY LOSE MONEY 
The primary purpose of the Quantitative Analysis of Investor Behavior is to determine the 
effects of investors’ decisions to buy and sell their mutual funds.  To that end, the 
performance of three distinct profiles of investors are examined: 

¾ The Average Fund Investor – this represents the aggregate action of all investors. 
The return is calculated by treating aggregate industry flows as being representative of 
the average investor and applying these flows to an appropriate performance index. 
This profile is the same as reported in previous editions of this report. 

¾ The Systematic Investor – this represents the investor who invests a fixed dollar 
amount each month for the entire study period and makes no withdrawals. This profile 
was added in 2004. 

¾ The Market Timer Investor – this represents the investor who has bought and sold 
differently from the Systematic Investor. When the performance of the Systematic 
Investor is added to the Market Timer, the Average Investor return is produced. 

As the chart below clearly indicates – the Average Investor earns significantly less than 
the market indices, and investors that time the market actually lose money over the 
period measured. 

 

1984 – 2003 
Category 

Annualized Return 

S & P 500 Index 12.98% 

     Average Equity Fund Investor 3.51% 

     Systematic Equity Fund Investor 6.80% 

     Market Timer Equity Fund Investor (-3.29%) 
  

Long Term Government Bond Index 11.16% 

     Average Fixed Income Fund Investor 3.75% 

     Systematic Fixed Income Fund Investor 5.60% 

     Market Timer Fixed Income Fund Investor (-1.85%) 
  

Inflation 3.06% 
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Market timers consistently lose money (Appendix A), proving that it is extremely difficult over 
time to consistently predict and react appropriately to changes in the market.  However, 
investors who systematically invest achieve significantly higher returns, earning an annual 
return of 6.80% compared to a negative return (-3.29%) of market timers.  

Investment return is far more dependent on investment behavior than on fund 
performance.  Mutual fund investors who simply remained invested earned higher 
real investor returns than those who attempted to time the market. 

 

THE EMOTIONS OF INVESTING – CHASING PERFORMANCE 
Prudent investing is not intuitive.  Allowing one’s investments to ride the market roller 
coaster passively takes both a long-term investment philosophy and an understanding of the 
cyclical nature of the markets.  A direct comparison of cash flows into and out of mutual 
funds proves that the typical mutual fund investor does not have these traits.  As the charts 
below show, investors follow the ups and downs of the market instead of being ahead of 
them. 

 

Investor Behavior Equity Funds 1999 - 2003
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Investor Behavior Fixed Income Funds
 1999 - 2003
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MARKET RETURNS WILL ALWAYS REMAIN ELUSIVE 

The past twenty years have been, overall, a boon to the mutual fund industry.  Major market 
indices, the S & P 500 and Long Term Government Bonds, have posted 12.98% and 11.16% 
returns respectively.  Yet the average investor has earned only a fraction of these results.  
The two principal reasons for the shortfalls are:  

9 Mutual fund performance reports assume a lump sum investment made once 
and held for the period being reported 

Current industry practices are to report a mutual fund’s returns based on a lump sum 
investment at the start of the time period being measured (one, five, ten years, etc.).  
While mathematically useful, there are virtually no investors that exhibit this behavior, 
making the published returns non-representative.  Investors are buying and selling 
and they rarely have the discipline or the cash to make a single lump sum investment 
without the need to withdraw from or desire to add to their investment. 

9 Investors are motivated by greed and fear – not by sound investment 
practices. 

Close examination of investor behavior reveals that as markets rise, investors pour 
cash into mutual funds, and a selling frenzy begins after a decline.  Tracking the 
dollars going into and out of mutual funds over a given month compared to market 
performance proves the correlation:  as markets rise, cash flows swell; as markets 
decline, cash flows deflate. (Appendix B) 

 

EQUITY FUND INVESTORS HOLD FOR NOW 
The length of time that the average equity fund investor holds on to a mutual fund has 
increased to the longest period of time since 1984 to 3.30 years.  While it is too soon to 
determine that investors have learned the inherent benefits of not consistently buying and 
selling funds, it is a positive trend.  Fixed income investors, however, have not been as 
disciplined recently.  The average length of time a fixed income investor holds on to a mutual 
fund is 2.60 years, the shortest period of time since 1994. 
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Retention Rates - Equity Fund Investors
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Retention Rates - Fixed Income Investors
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Appendix A – Annualized Returns 
 

The following appendix displays average annual returns for market indices and the average 
investor, systematic investor, and market timer.  Returns are compounded annually. 

Indices’ annual returns assume an initial investment made in 1984. 

¾ The Average Fund Investor – this represents the aggregate action of all investors. 
The return is calculated by treating aggregate industry flows as being representative of 
the average investor and applying these flows to an appropriate performance index. 
This profile is the same as reported in previous editions of this report. 

¾ The Systematic Investor – this represents the investor who invests a fixed dollar 
amount each month for the entire study period and makes no withdrawals. This profile 
was added in 2004. 

¾ The Market Timer Investor – this represents the investor who has bought and sold 
differently from the Systematic Investor. When the performance of the Systematic 
Investor is added to the Market Timer, the Average Investor return is produced. 
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Appendix B – Investor Behavior 
 

The following appendix displays investor behavior from 1984 – 2003 by comparing monthly 
cash flows into and out of equity and fixed income funds to their appropriate market index. 
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Equity Fund Overview 

Investor Behavior - Equity Funds 1984 -1988
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Investor Behavior - Equity Funds 1989 -1993
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Investor Behavior - Equity Funds  1994 - 1998
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Investor Behavior - Equity Funds 1999 - 2003
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Equity Funds From 

1984 - 1988 

 

Investor Behavior - Equity Funds 1984 -1988

-6.00%

-4.00%

-2.00%

0.00%

2.00%

4.00%

6.00%

J F M A M J J A S O N D J F M A M J J A S O N D J F M A M J J A S O N D J F M A M J J A S O N D J F M A M J J A S O N D

M
on

th
ly

 C
as

h 
Fl

ow
s 

as
 a

 %
 o

f 
To

ta
l A

ss
et

s

-25.00%

-20.00%

-15.00%

-10.00%

-5.00%

0.00%

5.00%

10.00%

15.00%

S 
&

 P
 R

et
ur

n

 
Monthly Cash Flows   

S & P Return  



 
 

Quantitative Analysis of Investor Behavior 

 12  
DALBAR, Inc. 600 Atlantic Avenue Boston, MA 02210 
Phone: 617-723-6400 Federal Reserve Plaza Fax: 617-624-7200 

Equity Funds From 

1989 - 1993 

 

 

Investor Behavior - Equity Funds 1989 -1993
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Equity Funds From 

1994 - 1998 

 

Investor Behavior - Equity Funds  1994 - 1998
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Equity Funds From 

1999 - 2003 

 

Investor Behavior Equity Funds 1999 - 2003
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Fixed Income Fund Overview 
 

Investor Behavior Fixed Income Funds 1984 - 1988
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Investor Behavior Fixed Income Funds 1989 -1993
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Investor Behavior Fixed Income Funds 1994 - 1998
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Investor Behavior Fixed Income Funds
 1999 - 2003
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Fixed Income Funds From 

1984 - 1988 

 

Investor Behavior Fixed Income Funds 1984 - 1988
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Fixed Income Funds From 

1989 - 1993 

 

 

Investor Behavior Fixed Income Funds 1989 -1993
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Fixed Income Funds From 

1994 - 1998 

 

Investor Behavior Fixed Income Funds 1994 - 1998
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Fixed Income Funds From 

1999 - 2003 

 

Investor Behavior Fixed Income Funds
 1999 - 2003
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Monthly Cash Flows   

 Long Term Govt. Bond Index   
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Past performance does not guarantee future results. 
 
An investor should consider the Fund’s investment objectives, risks, and charges and expenses 
carefully before investing or sending money.  This and other important information about the 
investment company can be found in the Fund’s prospectus.  To obtain a prospectus, please visit 
www.munder.com.  Please read the prospectus carefully before investing. 
 
Securities indexes assume reinvestment of all distributions and interest payments and do not take in account brokerage fees or 
taxes.  Direct investment in an index is not possible. 
 
The S&P 500 Index is a widely recognized, unmanaged index that measures the performance of the large-cap sector of the U.S. 
stock market. 
 
The Ibbotson U.S. Long-Term Government Bond Composite is an index of government bonds with maturities of approximately 
20 years. 
 
"The information and opinions provided are for general information only, are subject to change without notice and are not 
intended as a recommendation to purchase or sell any security.  The Munder Family of Funds and Munder Capital Management 
do not guarantee the accuracy or completeness, nor assume liability for any loss, which may result from the reliance by any 
person upon any such information or opinions." 
 
Munder Funds are distributed by Funds Distributor, Inc. 07/04 
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