
Net Flows During Expansions and Contractions
It might be expected that, in the aggregate, stock fund shareholders would invest during peri-

ods of rising stock prices and redeem during periods of falling stock prices. However, as Figure

3 illustrates, this pattern has been the exception, not the rule. Of the 13 stock market cycles for

which complete data are available for both the expansion and contraction phases, only 

three—those in 1970-71, 1984-87, and 1987-90—showed this pattern (see Figure 4). Specifically,

only those three periods show positive net flows to stock mutual funds during the expansion

and negative net flows during the contraction.3 Of the remaining ten cycles, three experienced

net outflows in both the expansion and contraction phases, and seven recorded net inflows in

5

3 In computing net flow as the difference between sales and redemptions, sales include those due to exchanges from
bond, income, and money market funds into equity funds but do not include those from reinvested distributions.
Redemptions include exchanges out of stock funds and into bond, income, and money market funds. The first year
for which data on sales and redemptions are available is 1944. Data are available on a quarterly basis from 1944
through the third quarter of 1954, and monthly thereafter. In those instances in which monthly data are required in
computations, a monthly estimate is obtained by assigning one third of the quarterly flow to each month within
the quarter. From 1944 through 1975, data on sales from reinvested distributions have been estimated. In addition,
from 1944 to 1960, data on exchanges are not available; no estimates have been made as exchange transactions
were likely insignificant. From 1944 to 1960, separate  data for stock funds and bond and income funds are not
available; however the vast majority of mutual fund assets over this period were in stock funds. 

FIGURE 3

Net Flow to Equity Mutual Funds
(monthly, six-month moving average, 1944-45)

Note: Shaded regions represent contraction phase of stock market cycle. First observation is June 1944; last observation is December 1995.
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