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1 Introduction

1.1 Investments in Mutual Funds

The assets under management (AuM) invested in mutual funds worldwide amount to
$26.8 trillion at the end of 2012. Approximately 50% of these assets are invested in the
United States (US), followed by Europe with 30%.' The importance of mutual funds for
individual investors in general has increased in recent decades. This becomes apparent
when looking at the increased share of households owning mutual funds within
individual retirement plans and defined contribution plans. Y ounger households in the
US tend also to participate stronger in mutual funds,” which implies that these retail
investors are holding investments over longer periods and might even have larger
invested stakes in mutual funds. I assume this pattern to apply to the European market,
as well. In Germany, over 50% of assets in mutual funds are hold by individual
investors at the end of 2008. This number has decreased from around 70% in 2005.% 1
further assume that this decrease is a consequence of the financial crisis, since
individual investors are more likely to follow a general market climate than investing
when markets are down.*

The main purpose of mutual fund investors is usually receiving a return which is above
or at least close to the mutual fund’s benchmark.” Consequently investors want identify
and invest in those mutual funds which show these patterns in the future. Some mutual
funds get much on attention since they generate extraordinary high performance;
examples for these mutual funds are the Fidelity Magellan fund or the Schroder Ultra
Fund. The last mentioned fund yields a performance of 107% annually in the time
period of 1999 to 2001.° But the question when looking at these mutual funds is: Is it
possible to predict such performance before funds exhibit such outstanding
performance? Recent studies outlined in foot note 7 below showed strong doubts
whether this is possible, since mutual fund performance, at least in the short run, is
rather a random walk than a result of managerial skill.” Academics go even further

while stating that active managed mutual funds on average underperform their

' Cf. ICI Factbook (2013) p. 25.

? Cf. ICI Factbook (2013) p.116.

* Cf. Jank (2010) p. 8.

* Cf. Celati (2004) p. 66.

3 Cf. Barras/Scaillet/Wermers (2010) p. 183.

6 Cf. Kosowski, et al. (2006) p. 2551.

7 Cf. Barras/Scaillet/Wermers (2010) p. 180; Fama/French (2010) p. 1916; Kosowski, et al. (2006)
p. 2554.



