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ABOUT THIS REPORT: QAIB 2017 

Since 1994, DALBAR’s Quantitative Analysis of Investor Behavior (QAIB) has measured the effects of 

investor decisions to buy, sell and switch into and out of mutual funds over short and long-term 

timeframes. These effects are measured from the perspective of the investor and do not represent 

the performance of the investments themselves. The results consistently show that the average 

investor earns less – in many cases, much less – than mutual fund performance reports would 

suggest.  

The goal of QAIB is to improve performance of both independent investors and financial advisors by 

managing behaviors that cause investors to act imprudently. QAIB offers guidance on how and where 

investor behaviors can be improved.  

QAIB 2017 examines real investor returns in equity, fixed income and asset allocation funds. The 

analysis covers the 30-year period to December 30, 2016, which encompasses the crash of 1987, the 

drop at the turn of the millennium, the crash of 2008, plus recovery periods leading up to the most 

recent bull market. This year’s report examines the results of investor behavior during a very eventful 

2016. 

No matter what the state of the mutual fund industry, boom or bust: Investment results are more 

dependent on investor behavior than on fund performance. Mutual fund investors who hold on to 

their investments have been more successful than those who try to time the market. 

About DALBAR, Inc. 

DALBAR, Inc. is the financial community’s leading independent expert for evaluating, auditing and 

rating business practices, customer performance, product quality and service. Launched in 1976, 

DALBAR has earned the recognition for consistent and unbiased evaluations of investment companies, 

registered investment advisers, insurance companies, broker/dealers, retirement plan providers and 

financial professionals. DALBAR awards are recognized as marks of excellence in the financial 

community. 

Active versus Passive 

The growth of passive investments into a major sector of the investment community has been 

recognized and reported on in a separate Dalbar study, Active versus Passive. This study compares 

the investor returns in active and passive investments and presents the material differences 

(Advantages and Disadvantages). A copy of the results of the study is available in Full and an Advisor 

Edition at the QAIB Store on DALBAR.com.   

http://www.dalbar.com/catalog/product/66
http://www.dalbar.com/catalog/product/67
http://www.dalbar.com/catalog/product/67
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Methodology  

QAIB uses data from the Investment Company Institute (ICI), Standard & Poor’s, Bloomberg Barclays 

Indices and proprietary sources to compare mutual fund investor returns to an appropriate set of 

benchmarks. Covering the period from January 1, 1987 to December 30, 2016, the study utilizes 

mutual fund sales, redemptions and exchanges each month as the measure of investor behavior. 

These behaviors reflect the “average investor.” Based on this behavior, the analysis calculates the 

“average investor return” for various periods. These results are then compared to the returns of 

respective indices. 

A glossary of terms and examples of how the calculations are performed can be found in the 

Appendices section of this report. 

 

The QAIB Benchmark and Rights of Usage 

Investor returns, retention and other industry data presented in this report can be used as 

benchmarks to assess investor performance in specific situations. Among other scenarios, QAIB has 

been used to compare investor returns in individual mutual funds and variable annuities, as well as 

for client bases and in retirement plans. Please see the “Rights of Usage” section in the Appendices 

for more information and appropriate citation language.  

 

Visit the QAIB Store! 

Renowned investor behavior research is now at your fingertips!  Visit the QAIB Store at 

www.QAIB.com for images, infographics and data feeds from the 2017 study.  

 

 

For questions, please contact Cory Clark at cclark@dalbar.com or 617-624-7100 for additional questions. 

 

 

  

http://www.qaib.com/
mailto:sptak@dalbar.com


 

DALBAR © 2017      QUANTITATIVE ANALYSIS OF INVESTOR BEHAVIOR 5 

QAIB Keeps It Simple 

The calculation of investor returns has been questioned from time to time. There have been two primary 

reasons for the misunderstanding: 

1. Investor returns are confused with dollar or time weighted returns.  

Truth: Investor Return is neither of these. 

2. Investor underperformance is exclusively due to investor behavior.  

Truth: A portion of underperformance is attributable to investor behavior. 

 

Investor Return Calculation 

This is a two-step process: 

  

Investor Underperformance 

The attention of investor returns has been on factors over which the investor has direct control. This is 

not to suggest that these are the only reasons for differences between investor returns and an index 

to which the returns are compared. Other factors include: 

 Differences in fund performance and index performance. 

 Defensive strategies (such as asset allocation) that limit fund performance. 

 Cash on hand from inflows and to meet outflows. 

 Portfolio trading costs. 

 Operating expenses. 

Calculate 
Growth 

• The growth is simply the change in assets after all inflows and 
outflows. In other words, the investor's perceived 
appreciation in value and is attributable to market 
appreciation while invested and all the costs of investing are 
accounted for. 

Express as 
Annualized 

• The SEC mandated formula for converting the growth in value 
to an annualized return is then used to express the investor 
return. Please see page 27 of this report for an example of an 
Investor Return calculation.  
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1. Returns are for the period ending December 30, 2016. Average equity investor, average bond investor and average asset allocation 

investor performance results are calculated using data supplied by the Investment Company Institute. Investor returns are represented by the 
change in total mutual fund assets after excluding sales, redemptions and exchanges. This method of calculation captures realized and 
unrealized capital gains, dividends, interest, trading costs, sales charges, fees, expenses and any other costs. After calculating investor returns 
in dollar terms, two percentages are calculated for the period examined: Total investor return rate and annualized investor return rate. Total 
return rate is determined by calculating the investor return dollars as a percentage of the net of the sales, redemptions and exchanges for each 
period. 

 

KEY FINDINGS FROM 2016 

 In 2016, the average equity mutual fund investor underperformed the S&P 500 by a 

margin of 4.70%. While the broader market made gains of 11.96%, the average equity 

investor earned only 7.26%.  

 In 2016, the average fixed income mutual fund investor underperformed the Bloomberg 

Barclays Aggregate Bond Index by a margin of 0.19%. The broader bond market realized a 

slight return of 1.04% while the average fixed income fund investor earned 1.23%. 

 Equity fund retention rates decreased materially in 2016 from 4.10 years to 3.80 years. 

 Fixed Income retention rates increased by almost 2 months in 2016, inching up from 2.93 to 

3.09, eclipsing the 3.0 year mark for the first time since 2012. 

 Asset allocation funds experienced a significant decline of retention rates in 2016. The 

average retention rate shortened by over 5 months, decreasing from 4.53 to 4.09. 

 In 2016, the 20-year annualized S&P return was 7.68% while the 20-year annualized return for 

the Average Equity Fund Investor was only 4.79%, a gap of 2.89% annualized. 

 The gap between the 20-year annualized return of the Average Equity Fund Investor and 

the S&P 500 continued to contract in 2016 (from 3.52% in 2015 to 2.89% in 2016).  

 

 

 

 

 

 

 Investor Returns1 

Inflation S&P 500 

Bloomberg 

Barclays 

Aggregate 

Bond Index 

 Equity 

Funds 

Asset 

Allocation 

Funds 

Fixed 

Income 

Funds 

30 Year 3.98 1.85 0.57 2.65 10.16 6.34 

20 Year 4.79 2.29 0.48 2.13 7.68 5.29 

10 Year 3.64 1.78 0.40 1.83 6.95 4.34 

5 Year 9.83 4.85 0.05 1.40 14.66 2.23 

3 Year 3.42 1.45 -0.23 1.25 8.87 3.03 

12 Months 7.26 5.48 1.23 2.07 11.96 2.65 
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  In 5 out of 12 months, investors guessed right about the market direction the following 

month. While “guessing right” 42% of the time in 2016, the average mutual fund investor was 

not able to keep pace with the market, based on the actual volume and timing of fund flows. 

 The Average Equity Fund Investor outperformed a hypothetical Systematic Equity Fund 

Investor on an annualized basis for the period 1997-2016 (4.79% vs. 4.15%).  

 For the period 1997-2016, the Systematic Fixed Income Investor outperformed the average 

fixed income investor by a wide margin (2.29% vs. 0.48% on an annualized basis). 
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2016 YEAR IN REVIEW 

Q1 – The Correction that Didn’t Happen 

The first half of 2016 was a roller coaster ride that tested the 

psychological resolve of investors, both retail and institutional. 

The year began with trepidation as the markets were coming off 

a December slide in which the S&P 500 lost over 1.5% of its 

value. As the calendar turned, the decline worsened and the 

market relinquished nearly an additional 5%. 

Investors began fleeing the market in December, which 

continued through January. Perhaps in response to the media’s 

doomsday prognostications, retention rates of equity mutual 

funds compressed significantly below their 2015 levels, signaling 

an acceleration in redemptions, before settling at a more typical 

level in February.  

February was a volatile but basically flat month in terms of 

performance. Investors regained some confidence as retention 

rates returned to 4.1 years, its average level in 2015, from less 

than a 3 year retention rate in December. With high volatility, 

February was a month in which a successful market timer could 

materially beat the market. However, the average equity mutual 

fund investor performance was slightly below that of the S&P 

500. 

 

 

 

 

 

 

 

 

 

 

Retention Rate reflects the length of time the average investor holds a fund if the current redemption rate 

persists. It is the time required to fully redeem the account. Retention rates are expressed in years and 

fractions of years. 
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2016 -Q1:  

Equity Investor Returns - A Correction is Coming...Maybe Not 

Equity Investors S&P 500 Index Net Flows (Billions)

March was an outstanding month for the markets. The S&P 

recovered from its losses of January and then some. Despite 

the white hot market, investors were not increasing 

contributions. In fact redemptions accelerated slightly from 

the month earlier as evidenced by retention rates decreasing 

by 0.12 years.  

The average equity fund investor was able to hold their own 

this month, underperforming the S&P 500 by only 0.39%, not 

an alarming sum. In fact, when considering fees alone, this 

underperformance probably had little to do with investor 

behavior.  

The relatively stellar performance in March is not surprising 

as the QAIB report has shown time and time again that the 

most acute underperformance occurs in times of market 

turmoil, not bull markets. The first 3 months of 2016 are a 

microcosm of our general findings: (1) investors suffer the 

most during market downturns, (2) investors are unable to 

successfully time the market when fluctuations occur, and 

(3) investors tend to underperform less when the market is 

appreciating.  

  

Most Acute 
Underperformance  
of the Last 30 years 
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2016 - Q2: Equity Investor Returns - Leading up to "Brexit"  

Equity Investors S&P 500 Index Net Flows (Billions)

Q2 – More Uncertainty on the Horizon 

April was an unremarkable month for the markets as March’s rally 

leveled off. The S&P 500 was however able to edge out 0.39% of 

additional gains. Funds’ retention rates were slightly lower but 

overall stayed consistent with their level from the previous month 

(3.87 years). Then something peculiar happened in the month of 

April: the average equity fund investor outperformed the S&P 500.  

The average investor’s success in beating the market was short-

lived as the average investor underperformed the S&P 500 in May 

by almost the same margin as their outperformance in April.  

Investors were feeling confident and the retention rate of equity 

funds would soar to 4.51 years, nearly a year longer than it had 

averaged over the past 20 years.  

June was an equally uneventful month until June 23rd, when the 

S&P 500 jumped 1.33% in a single day. Epitomizing the cruelty of 

the market, the very next day news would break that Britain had 

indeed broken from the European Union and the markets suffered 

their worst single-day loss in years. 

Redemptions were on the rise in June as retention rates hit the lowest non-December monthly level since 

March of 2012 (traditionally December retention rates are significantly lower due to tax related transactions).  

The markets recovered swiftly. A week after Brexit, the S&P was nearly back to its pre-Brexit level. Geopolitical 

events such as Brexit tend to coincide with acute underperformance; however June’s quick slide and recovery 

led to underperformance that was a bit more modest, albeit significant. Investors would rally the following 

month. 

 

 

 

 

 

 

 

 

Markets surge 1.3% in the expectation 

that U.K. would vote to remain in EU.  

S&P closes at 2,113. 

Americans wake up to the news that 

the U.K. has indeed broken from the 

EU. Markets plunge, S&P closes at  

2,037. 

Investors essentially shrug off the 

news of Brexit. In less than a 

week, the S&P 500 had recovered 

over 80% of Brexit loses, closing at 

2,098.   

Just 2 weeks from Brexit, the S&P 

500 closes at 2,129, 16 points higher 

than its June 23rd close before news 

of Brexit 2,129. 

“Brexit” Timeline 
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Q3 – The Summer Shines on Investors 

Markets shrugged off Brexit and enjoyed a fabulous month in July. The S&P 500 advanced 3.69% and the 

average investor did even better, earning 4.05% on their money for the month.  

August and September were flat months for both the overall market and the average equity fund investor. The 

mutual fund market saw aggregate outflows in each month of the 3rd quarter. Despite outflows throughout 

the summer months, equity fund investors were able to keep pace with the market.  Investors were generally 

impervious to their own behavior during the third quarter but as the country set its sights on the presidential 

election, behavioral forces again began to rear their ugly head.  

 

Q4 – Election Snapshot  

Equity investors kept fleeing and found the markets left them behind, losing much of the November election 

returns opportunities.  

In October, fearful investors withdrew heavily early in the month and missed the modest recovery in the last 

week of the month.  Investors lagged the index by 0.56 percentage points for the month of October. 

Withdrawals continued post-election while the markets raced ahead in November. Investors lagged the index 

by 1.14 points for the month of November.  Fear of a correction drove up withdrawals again in December; so 

many investors again missed the opportunity. Investors lagged the index by 1.34 points for the month of 

December.  This pattern of investor behavior positions investors to also miss much of the first quarter market 

returns of 2017. 
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S&P Index investors kept adding assets and were rewarded for it, registering better returns during the fourth 

quarter.  

In October, S&P 500 index investors withdrew early in the month but reinvested later and were actually ahead 

of the index they were tracking. S&P 500 investors lead the index by 0.15 percentage points for the month of 

October. These investors started pouring funds in after the November elections and stayed with the rising 

market.  S&P 500 investors lagged the index by 0.07 percentage points for the month of November. Flows into 

these funds increased again in December and the S&P 500 investors tracked close to the index. S&P 500 

investors lagged the index by 0.11 percentage points for the month of December.  

This pattern of investor behavior positions the S&P 500 investors to capture the first quarter 2017 market 

returns. 
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Putting it All Together – 2016 Full Year

The twelve months ending December 31, 2016 served as a wonderful case study for investor 

behavior. As is most often the case, the markets were wildly unpredictable. There was plenty for 

investors to fear and plenty to be excited about. Generally, fear won out as evidenced by several 

months with steep outflows. This study looked at 2016 quarter-by-quarter, but how did this all 

translate for the year at large? The chart below displays the one-year return for the Average Equity, 

Fixed Income, and Asset Allocation Investors compared to popular indices. The results are typical of 

what investors experience year after year with few exceptions: significant underperformance.  
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Short-Term Focus and Market Timing 

Investors so often cost themselves money because the behaviors elicited by short-term focus are 

almost always irrational. While many investors set a course of action that is based on a well-planned 

rationale and considers the full time horizon, those plans can take a back seat when fear or 

exuberance sets in.  The best way to avoid irrational behavior is to employ a strategy that instills 

confidence in the outcome. This can be achieved by stating goals and analyzing the probability of 

achieving those goals.  The markets can have a bad day, week, or even a bad year, but investors who 

can see that their probability of success is within an acceptable level are less likely to overreact.   

The data shows that the average mutual fund investor has not stayed invested for a long enough 

period of time to execute a long term strategy. In fact, they typically stay invested for just a fraction 

of a market cycle. 

Retention Rates 

Over the past 20 years, equity mutual fund 

investors have seldom managed to stay invested 

in their funds for more than 4 years. When they 

have done so, it has generally been during 

periods of bull markets. Equity fund retention 

rates surpassed the four year mark from 2004-

2006 and would have a similar three year streak 

in 2013-2015. In 2016, equity fund retention 

rates broke their current streak of exceeding 

four years, dipping from 4.10 years to 3.80 

years.  

Fixed income mutual fund investors saw their 

highest retention rates since 2012 (3.09 years), 

which surpassed the 3.0 year mark for just the 

second time since 2009. 

Asset allocation mutual fund investors have 

generally stayed invested longer than their 

equity and fixed income investor counterparts. 

Asset allocation fund retention rates have stood 

above the four year mark for eight straight 

years. This year, asset allocation fund retention 

rates decreased to 4.09 years, nearly falling 

below the 4.0 year mark for the first time since 2008. 
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Market Timing 

The retention rate data for equity, fixed income and asset allocation mutual funds strongly suggests 

that investors lack the patience and long-term vision to stay invested in any one fund for much more 

than four years. Jumping into and out of investments every few years is not a prudent strategy 

because investors are simply unable to correctly time when to make such moves.  

DALBAR continues to analyze the investors’ market timing successes and failures through their 

purchases and sales. This form of analysis, known as the Guess Right Ratio1, examines fund inflows 

and outflows to determine how often investors correctly anticipate the direction of the market the 

following month. Investors guess right when a net inflow is followed by a market gain, or a net 

outflow is followed by a decline.  

DALBAR looks at the data to determine when investors correctly guess the timing of their purchases or 

sales and what impact those decisions have on their returns. The Guess Right Ratio shows that 

investors who execute purchases or sales in response to something other than a prudent investment 

decision reduce the return created by the markets and portfolio managers. 

 

                                                           
1 Please note that the Guess Right Ratio is not dollar weighted, so it cannot be used to measure returns. 
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Investors have been pretty good at “guessing right,” especially in bull markets. In 2016, when the 

average investor zigged, the market zagged. Investors guessed right only 42% of the time in 2016. 

They guessed right at least 6 of the 12 months of each year since 2009. The average investor still 

made money, but made significantly less than the overall equity and bond market respectively. Why 

is this so?  

Fund flows may coincide with the market direction the following month, but to what extent? Is it 

enough to make up for the damage done in the current month? The first quarter of 2016 illustrates 

this point; investors cashed out modestly with net flows of -0.06% in January while the market 

suffered its worst month of the year. Investors came back the following month anticipating a 

recovery (net flows of +0.12%), but the market failed to recover in February, as the S&P 500 lost -

0.13%. Investors took a wait-and-see approach in March with no material inflow or outflow, failing to 

seize the opportunity March provided when the market had its best month of the year.  

For the remainder of the year, investors showed they were generally not believers in the market. 

Fund flows were negative, in some cases sharply negative, every month from April to December. Two 

months were particularly striking: July and November. Both months coincided with major geopolitical 

events; Brexit and the presidential election. In July, fund flows were at their lowest level (-0.43%) and 

the S&P 500 meanwhile gained 3.69%. In November, the presidential election cast doubt on the 

markets and investors redeemed a net of $27 Billion. Just as it did in July, the market did not wait for 

investors to jump aboard and gained 3.70%.
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THE CONSEQUENCES OF POOR DECISION MAKING 
Consistent Underperformance 

We have seen that investors are impatient and move into and out of investments too frequently, 

typically 36 to 56 months depending on the type of fund. We have also seen that inflows and 

outflows all too frequently come at the worst possible time. For the most recent evidence of this, 

one needs to look no further than last year when the three best months of 2016 (March, July, and 

November) coincided with either neutral or negative cash flows. This behavior has been identified 

year after year since QAIB began in 1994, but how has this behavior affected the average investor’s 

returns over the long-term? 

LONG-TERM RESULTS 

When looking at the long-term annualized returns2 of the average equity mutual fund investor 

compared to the S&P 500, we see that the average investor has failed to achieve the same 

annualized returns as this critical index. While the gap between the average equity mutual fund 

investor and the S&P 500 has narrowed considerably in the past 15 years, the average investor has 

earned far less than they may expect when comparing their portfolio to the popular indices.  

 

                                                           
2 The original analyses began in 1984, so 2002 represents a 19 year analysis. Starting in 2003, the long-term 
analysis covers a 20-year timeframe. 
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SYSTEMATIC INVESTING
 

THERE’S NO TIME LIKE THE PRESENT 

When comparing the average equity mutual fund investor to a 
systematic equity investor, it becomes apparent that time can 
sometimes be an investor’s best friend. Should one invest now 
or later? The answer is probably now.   

Opportunities lost can cost an investor just as much as a losing investment. But the two losses are not 

perceived the same. A losing investment can cause regret and stick in your memory bank while lost 

opportunities may never even be realized.  

To illustrate this point, consider a 

hypothetical scenario in which a 

$10,000 investment in equities is 

made by an investor over 20 years in 

the same proportion as the Average 

Equity Mutual Fund Investor 

(“Average Equity Investor”). Also 

consider a second equity investor 

who makes a series of systematic 

investments over 20 years totaling 

the same $10,000 (“Systematic 

Investor”).  

 

The difference between the two 
investors is that the Average 
Equity Investor invested a 
significant portion of her $10,000 
on day one ($4,482 to be exact) 
while the Systematic Investor 
chipped in a consistent $41.67 a 
month for 240 months. The 
results show that over the past 20 
years someone who waited to 
invest, either by choice or by 
necessity, suffered a significant 
opportunity cost. In our 
hypothetical, that opportunity 
cost was almost $3,000.  

The systematic equity investor is represented by the S&P 500, an unmanaged index of common 

stock. Data supplied by Standard & Poor’s. Indexes do not take into account the fees and expenses 

associated with investing, and individuals cannot invest directly in any index.  Systematic investing 

involves continuous investing in securities regardless of price levels. It cannot assure a profit or 

protect against loss during declining markets. Past performance cannot guarantee future results. 
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However, this isn’t a universal rule that investing earlier will always win out. What one does over the 

year to follow can have just as significant an impact. When investors cease to invest or divest over the 

course of their investment horizon, they too can be badly damaged. When analyzing the same 

hypothetical scenario above in the context of Fixed Income we learn that when it comes to contributing 

to one’s financial goals, STICK TO IT!  

The Average Fixed Income Investor was ahead of the Systematic Fixed Income Investor in terms of 

earnings until late in 2000. However, the Average Fixed Income Investor was contributing very little 

capital between 1998 and 2000 and by the turn of the century the Systematic Fixed Income Investor 

had caught up and invested nearly the same amount of capital as the Average Fixed Income Investor. 

Over the next several years, the Average Fixed Income Investor would experience severely 

underperforming months.  

The advantage seized by the 

Systematic Fixed Income 

Investor compounded from that 

point on, as the Average Fixed 

Income Investor was decimated 

in 2008.  

In November of 2008, our 

hypothetical Average Fixed 

Income Investor was sitting on a 

market loss of      -$86, while 

the hypothetical Systematic 

Fixed Income Investor was 

enjoying a market gain of 

$2,251. 

When all was said and done, 

the poor timing of the Average 

Fixed Income Investor cost 

$4,714 over a twenty-year 

period.  

 

  

  

The systematic fixed income investor is represented by the Barclays Aggregate Bond Index. 

Systematic investing involves continuous investing in fixed income assets regardless of price levels. 

It cannot assure a profit or protect against loss during declining markets. Past performance cannot 

guarantee future results. 
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BEHIND THE NUMBERS 
INVESTOR PSYCHOLOGY 

When discussing investor behavior it is helpful to first understand the specific thoughts and actions 

that lead to poor decision-making. Investor behavior is not simply buying and selling at the wrong 

time, it is the psychological traps, triggers and misconceptions that cause investors to act irrationally. 

That irrationality leads to buying and selling at the wrong time, which leads to underperformance.  

There are 9 distinct behaviors that tend to plague investors based on their personal experiences and 

unique personalities. 
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YEAR-BY-YEAR INVESTOR RETURNS 

The following table shows the one-year investor return since inception from 1985 to 2015. These 

calculations assume that investors start investing on January 1 of each year and withdraw their 

investments on December 31. The effect of compounding across years is therefore lost. Additionally, 

because of the year-by-year nature of the calculation, returns cannot be asset weighted. 

Year 
Avg.  

Equity 
Avg.  

Fixed Income 
Avg.  

Asset Allocation 

1985 27.79% 11.86% 20.50% 

1986 17.53% 7.94% 5.97% 

1987 0.51% -0.84% 6.03% 

1988 17.88% 4.70% -1.78% 

1989 23.51% 6.63% 20.77% 

1990 -5.62% 2.18% 6.81% 

1991 29.40% 11.94% 17.25% 

1992 7.28% 8.60% 1.13% 

1993 15.93% 7.87% 16.66% 

1994 -0.02% -4.99% -5.48% 

1995 26.52% 14.37% 25.36% 

1996 17.33% 7.71% 11.51% 

1997 20.59% 8.14% 16.02% 

1998 34.48% 5.92% 32.40% 

1999 26.58% -5.68% 5.47% 

2000 -10.20% 4.17% 1.39% 

2001 -14.92% -0.75% -5.15% 

2002 -21.86% 2.20% -10.56% 

2003 30.08% 4.31% 16.80% 

2004 12.60% 1.30% 8.01% 

2005 8.45% -0.58% 1.95% 

2006 14.65% 2.09% 11.12% 

2007 7.33% 0.80% 3.47% 
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Year 
Avg. 

Equity 
Avg. 

Fixed Income 
Avg. 

Asset Allocation 

2008 -41.77% -11.55% -31.35% 

2009 32.10% 9.78% 19.31% 

2010 14.11% 3.05% 8.83% 

2011 -5.73% 1.84% -2.60% 

2012 15.62% 4.70% 8.53% 

2013 25.69% -3.47% 13.72% 

2014 5.51% 1.19% 2.60% 

2015 -2.28% -3.11% -3.48% 

2016 7.26% 1.23% 5.48% 



 

DALBAR © 2017      QUANTITATIVE ANALYSIS OF INVESTOR BEHAVIOR 24 

LONG-TERM ANNUALIZED INVESTOR RETURNS 

Year S&P 500 
Average Equity Fund 

Investor 
Difference 

19983 17.90% 7.25% -10.65% 

19993 18.01% 7.23% -10.78% 

20003 16.29% 5.32% -10.97% 

20013 14.51% 4.17% -10.34% 

20023 12.22% 2.57% -9.65% 

2003 12.98% 3.51% -9.47% 

2004 13.20% 3.70% -9.50% 

2005 11.90% 3.90% -8.00% 

2006 11.80% 4.30% -7.50% 

2007 11.81% 4.48% -7.33% 

2008 8.35% 1.87% -6.48% 

2009 8.20% 3.17% -5.03% 

2010 9.14% 3.83% -5.31% 

2011 7.81% 3.49% -4.32% 

2012 8.21% 4.25% -3.96% 

2013 9.22% 5.02% -4.20% 

2014 9.85% 5.19% -4.66% 

2015 8.19% 4.67% -3.52% 

2016 7.68% 4.79% -2.89% 

 

                                                           
3 The original analyses began in 1984, so that between 1998 and 2002, the period covered was less than 20 years. Since 2003, however, 
the long-term analysis has covered a 20-year time frame. 
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GLOSSARY 

Average Investor 

The average investor refers to the universe of all mutual fund investors whose actions and financial 

results are restated to represent a single investor. This approach allows the entire universe of mutual 

fund investors to be used as the statistical sample, ensuring ultimate reliability. 

[Average] Investor Behavior 

QAIB quantitatively measures sales, redemptions and exchanges (provided by the Investment 

Company Institute) and describes these measures as investor behaviors. The measurement of 

investor behavior is the net dollar volume of these activities that occur in a single month during the 

period being analyzed. 

[Average] Investor Return (Performance) 

QAIB calculates investor returns as the change in assets, after excluding sales, redemptions, and 

exchanges. This method of calculation captures realized and unrealized capital gains, dividends, 

interest, trading costs, sales charges, fees, expenses and any other costs. After calculating investor 

returns in dollar terms (above) two percentages are calculated: 

 Total investor return rate for the period 

 Annualized investor return rate 

Total return rate is determined by calculating the investor return dollars as a percentage of the net 

assets, sales, redemptions and exchanges for the period. 

Annualized return rate is calculated as the uniform rate that can be compounded annually for the 

period under consideration to produce the investor return dollars.  

 

Dollar Cost Averaging 

Dollar cost averaging results are based on the equal monthly investments into a fund where 

performance is identical to the appropriate benchmark (either the S&P 500 or the Barclays Aggregate 

Bond Index). Investments total $10,000 over 20 years. Dollar values represent the total amount 

accumulated after the period under consideration. The percentage is the uniform annualized return 

rate required to produce the dollar returns. 

Guess Right Ratio 

The Guess Right Ratio is the frequency that the average investor makes a short-term gain. One point 

is scored each month when the average investor has net inflows and the market (S&P 500) rises in 
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the next month. A point is also scored when the average investor has net outflows and the market 

declines in the next month. The ratio is the number of points scored as a percentage of the total 

number of months under consideration. 

Holding Period  

Holding period (retention rate) reflects the length of time the average investor holds a fund if the 

current redemption rate persists. It is the time required to fully redeem the account. Retention rates 

are expressed in years and fractions of years. 

Hypothetical Average Investor 

A $10,000 investment is made in a pattern identical to the average investor behavior for the period 

and asset class under consideration. Rates of return are applied each month that are identical to the 

investor return for each month. The resulting dollar value represents what a $10,000 investment 

would be worth to the average investor. The dollar amount of the return is then converted to an 

annualized rate. 

Hypothetical Systematic Investor 

A $10,000 investment is evenly distributed across each month for the period under consideration. 

The appropriate benchmark (either the S&P 500 or the Barclays Aggregate Bond Index) is used as an 

assumed return rate and applied each month. 

The resulting dollar value represents what $10,000 would be worth to the systematic investor. The 

dollar amount of the return is then converted to an annualized rate. 

Inflation Rate 

The monthly value of the consumer price index is converted to a monthly rate. The monthly rates are 

used to compound a “return” for the period under consideration. This result is then annualized to 

produce the inflation rate for the period. 
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INVESTOR RETURN CALCULATION: AN EXAMPLE 

Investor return is calculated by measuring the actual gains that investors realize. The following 

example is hypothetical: 

Step 1: Compute Monthly Net Change 

The equity assets at the end of 1/31 are subtracted from 

the assets at 12/31 to determine the change for the month. 

The change is the net of investor actions [new investments 

(which includes the reinvestment of dividends and capital 

gain distributions), withdrawals (redemptions), exchanges 

in and out], changes in market value, net of loads, fees, 

expenses, commissions, etc. 

 

 

Step 2: Compute Change in Market Value 

The change in assets due to investor actions are deducted from 

monthly net change, resulting in the market value change that is 

net of loads, fees, expenses, commissions, etc. The net change in 

market value is the return earned by the investor for the month, 

after all fees and expenses are paid. This could be either a gain or 

loss. 

 

 

Step 3: Calculate Total for Period 

The calculation is repeated for each month to develop the total for 

the periods for which the investor return is being measured – (1, 3, 

5, 10 and 20 years.) 

The example illustrates a one-year period. Note that the average 

investor suffered losses in February, May, June and July but these 

were more than offset by the gains in the other months. 

1/31 Assets - 12/31 Assets = 

Change 

5196 – 4940 

= 256 

(In $ Billions) 

Monthly Change   256 
Minus New Investments  -123 

Plus Withdrawals  +105 
Minus Exchanges in  -25 
Plus Exchanges out  +12 

Equal Net Change in Market 
Value   225 

(In $ Billions) 

January   225 
February    -28 

March  +106 
April  +106 
May   -213 
June      -5 
July    -20 

August  +119 
September   +88 

October +195 
November +154 
December  +30 

Total for period   757 
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Opening Assets 4940 
Plus New Investments     +1288 

Minus Withdrawals     -1150 
Plus Exchanges in      +206 

Minus Exchanges out      -128 
Equal Cost Basis     5156 

(In $ Billions) 

 

Annualized Return = 

[% Return ^(1/# of years)]-1 
 

 

 

Step 4: Determine Cost Basis 

The cost basis is the opening balance for the period adjusted by 

the investor actions (new investments, withdrawals, exchanges 

in and out). 

 

 

 

Step 5: Calculate Investor Return Percentage 

Dividing the investor return dollars calculated in Step 3 by the 

cost basis in Step 4 gives the total investor return percentage. 

 

 

 

Step 6: Find Annualized Rate of Return 

Annualized return is then calculated. This is the single rate that can be compounded for each year to 

produce the same effect as the varying monthly rates. 

Since the period in our example is only one year, the annualized investor return is the same as the 

total investor return. 

The formula used to calculate annualized return is:  

 

 

 

 

 

Investor Return $ / Cost Basis = 
% Return 

 
757 / 5156= 15% 

 
(In $ Billions) 
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RIGHTS OF USAGE AND SOURCING INFORMATION 
 

Rights to redistribute printed or electronic copies of this complete report to clients is not permissible. 

Rights to use portions of the content of this report are granted on the condition the user makes 

required regulatory disclosures and sources QAIB and DALBAR as appropriate (see below). These rights 

are conveyed to purchasers for their own use and are limited to their own specific publications. 

Following are examples of appropriate sourcing and disclosure statements: 

Source: “Quantitative Analysis of Investor Behavior, 2016,” DALBAR, Inc. www.dalbar.com  

Equity benchmark performance and systematic equity investing examples are represented by the 

Standard & Poor’s 500 Composite Index, an unmanaged index of 500 common stocks generally 

considered representative of the U.S. stock market. Indexes do not take into account the fees and 

expenses associated with investing, and individuals cannot invest directly in any index. Past 

performance cannot guarantee future results. 

Bond benchmark performance and systematic bond investing examples are represented by the 

Barclays Aggregate Bond Index, an unmanaged index of bonds generally considered representative of 

the bond market. Indexes do not take into account the fees and expenses associated with investing, 

and individuals cannot invest directly in any index. Past performance cannot guarantee future 

results. 

Average stock investor, average bond investor and average asset allocation investor performance 

results are based on a DALBAR study, “Quantitative Analysis of Investor Behavior (QAIB), 2016.” DALBAR 

is an independent, Boston-based financial research firm. Using monthly fund data supplied by the 

Investment Company Institute, QAIB calculates investor returns as the change in assets after 

excluding sales, redemptions and exchanges.  This method of calculation captures realized and 

unrealized capital gains, dividends, interest, trading costs, sales charges, fees, expenses and any 

other costs. After calculating investor returns in dollar terms, two percentages are calculated for the 

period examined: Total investor return rate and annualized investor return rate. Total return rate is 

determined by calculating the investor return dollars as a percentage of the net of the sales, 

redemptions, and exchanges for the period. 

Systematic investing examples are hypothetical and for illustrative purposes only. Systematic 

investing involves continuous investments regardless of security price levels. It cannot assure a profit 

or protect against loss in declining markets. 
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