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LOST SHEEP

By David Andrew

utual funds are attractive
in some situations. They
allow smaller portfolios

access to diversification and profes-
sional management. Funds offer li-
quidity and ease of purchase. We
have successfully used mutual
funds when we wanted exposure to
a specific market sector. Mutual
funds should be used only where ap-
propriate, They should be analyzed
in careful detail and continuously
monitored.

The mutual fund industry has
changed dramatically in recent
vears, An old children’s nursery
rhyme illustrates the misguided di-
rection of some mutual funds today.

Litile Bo-peep has lost her sheep,

And doesn’t know where fo find them,
Leave them alone, and theyll come home,
Bringing their tails behind them.

Like the sheep of Little Bo-peep,
many feel the mutual fund industry
has lost its way. One of the more vo-
cal industry critics has been John
C. Bogle, founder and former chief
executive of the Vanguard Group of
mutual funds. As an eminent indus-
try insider, Mr. Bogle feels that the
focus of the mutual fund industry
has dramatically changed over the
last decade.

Many mutual funds have gradually
changed their emphasis from what
used to be an investment manage-
ment business, to what is now a
marketing business. Instead of
treating funds as investment trusts
designed to serve their owner-ben-
eficiaries, many funds are now
managed as consumer products, de-
signed to attract the largest pos-
sible assets. Mr. Bogle feels this
approach has ill-served the inter-
ests of fund shareholders. While
many factors have contributed to
cause this misdirection, the primary
reasons are:
* a diminishing focus on stewardship
* managers chasing short-term
performance objectives
+ shrinking investment horizons
* soaring managment and trading
costs

One manifestation of this industry
malaise has been the dramatic num-
ber of fund failures. From 1950
through 1965, funds were long-term
investments; fund managers were
long-term investors and fund share-
holders held their shares for more
than a decade. Costs were not ex-
cessive and performance measured
up to the reasonable expectations of
investors.
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