
 
 
 

Destruction of Value: An Analysis of Manager Selection Decisions 
by Institutional Plan Sponsors 

 

 
Jeffrey Heisler 

Christopher R. Knittel 
John J. Neumann 
Scott D. Stewart* 

 
 
 

September 2007 
 

 

 

 

 

 

* Heisler, Knittel, and Stewart gratefully acknowledge support from the Boston University School 
of Management Junior Faculty Research Grant Program. The authors appreciate constructive 
suggestions from Michael Salinger, Don Smith, participants at the 2002 Chicago Quantitative 
Alliance Meeting, along with discussants and participants at the 2006 meetings of the Eastern 
Finance Association (EFA), Financial Management Association (FMA) and Academy of Finance 
(MBAA International). 
 
Heisler: Gottex Fund Management, Jeffrey.Heisler@GottexFunds.com, 617-532-0209 
Knittel: Department of Economics, University of California at Davis and NBER, 
crknittel@ucdavis.edu,  
 530-752-3344.  
Neumann: Department of Economics and Finance, St. John’s University Tobin College of 
Business,  
 neumannj@stjohns.edu, 718-990-5554. 
Stewart: Department of Finance and Economics, Boston University School of Management,  
 sstewart@bu.edu, 617-353-2353. 

1 

mailto:crknittel@ucdavis.edu
mailto:neumannj@stjohns.edu
mailto:sstewart@bu.edu


 
Destruction of Value: An Analysis of Manager Selection 
Decisions by Institutional Plan Sponsors 

 
 
 
 

Abstract 
 

Prior research has examined the institutional asset management industry and documented the 
factors which influence plan sponsors’ decisions to place assets with investment products or 
managers. This paper focuses on whether these decisions add value to the investment 
portfolios of pension plans, endowments and foundations. Results document that plan sponsors 
may not be acting in their stakeholders’ best interests when they make rebalancing or re-
allocation decisions. Investment products to which money is moved subsequently under-perform 
products from which it is withdrawn. In allocation decisions among equity, fixed income, and 
balanced investment products, most of that inferior performance is attributed to a combination of 
style and manager selection decisions. In decisions focusing exclusively on the equity asset 
class, under-performance is shown to be due primarily to manager or product selections. Much 
like individual investors who switch to mutual funds at the wrong time, institutional investors 
appear to destroy value. 
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I. Introduction 
 

Heisler, Knittel, Neumann, and Stewart (2007) document a role for historical 

performance measures, performance trends, and product attributes in plan sponsors' decisions 

to allocate assets among the professional money managers’ investment products in which these 

assets are invested. Note that the term plan sponsor includes those responsible for pension 

plans, endowments, foundations and other large pools of assets. Among historical performance 

measures, longer-term total returns and the track record of consistent positive or negative 

benchmark-relative returns factor heavily into decisions to allocate assets to, or pull them from, 

equity managers. Interestingly, sizeable negative short-term total returns play a modest but 

statistically significant role in decisions to shift assets away from managers. Movement of an 

entire account from one manager to another is subjected to a higher hurdle of criteria that 

includes both the sign and level of longer-term benchmark-relative returns. Style benchmarks 

reflecting the growth or style strategy that the manager pursued is as important as the S&P500 

index in manager selection. Extremeness of style, as measured by betas relative to style 

indexes, is not an important part of these criteria, identifying a limit to the sophistication of 

pension plan, endowment and foundation sponsors. These investors also tend to prefer smaller 

investment products and those with longer track records. 

Left as an opportunity for further research from that paper, and from earlier related work 

by Del Guercio and Tkac (2002) and Lakonishok, Shleifer, and Vishny (1992), is the question of 

whether the asset allocation and manager selection decisions made by plan sponsors in the 

$6.6 billion institutional market (assets as of 2000) are adding value for the ultimate 

beneficiaries or shareholders on whose behalf they are acting. This question is important due to 

the size of institutional plans and the relative level of sophistication their sponsors possess 

versus individual investors. Institutional investors, such as pension plans, endowments and 

foundations are typically staffed with professionals with years of experience and advanced 
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degrees. Working on their own or with the aid of consultants, sponsors devote considerable time 

and resources selecting managers who are expected to perform well in the future. The central 

goals of this study are to document whether this effort pays off by exploring the economic 

significance of these decisions and to attribute components of this economic significance to 

decisions which altered asset class weights, equity style allocations, and individual manager 

selections. 

Our analysis of changes in allocations finds that new allocations often under-perform 

prior allocations on a portfolio return basis, as measured over the one, three, and five-year 

periods after these decisions are made and the flows occur. We show that these decisions have 

cost stakeholders in the investing institutional plans billions of dollars in the aggregate.  Further, 

underperformance is driven more by the selection of new investment products rather than the 

new asset class mix. In a similar examination focused solely on equity, portfolios of equity 

products to which plan sponsors direct investment funds subsequently perform worse than 

portfolios of products from which funds are withdrawn. This post-flows underperformance is 

determined in part by poor style or investment category re-allocations, but mostly by specific 

product or manager selections.  

The remainder of this paper is organized as follows. Section II provides a brief survey of 

the related literature. In Section III, we describe our asset flow measures and methodology then 

motivate the analysis with a feasibility test in which equity products are ranked into quintiles by 

the amount of their asset inflows and outflows. Post-flow returns of quintile 1 are means tested 

against those of quintile 5. In section IV, we analyze asset allocation decisions among the 

equity, fixed income, and balanced products in the dataset. Our in-depth evaluation of flows 

decisions within the equity segment of the institutional market in section V organizes investment 

products into five investment categories -- domestic growth, domestic value, index, 

foreign/international/global, and other. We conclude the paper and document the economic 

significance of the results in section VI. 
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II. Literature Survey 

Our results are consistent in spirit with recent work by Goyal and Wahal (2004), who use 

a matched sample of manager hirings and firings in the institutional market over a three year 

period to discover that fired managers outperformed newly-hired managers subsequent to this 

replacement. However, the bulk of their firings sample is from a short period--the post tech 

bubble 2000-2003 timeframe. Prior research on individual stock and mutual fund investors 

report mixed findings. The Quantitative Analysis of Investor Behavior (2005) by DALBAR, Inc. 

suggests that investors’ tendency to chase (or flee) recent performance produces degradation 

of long-term returns relative to what could have been earned by a dollar cost averaging 

approach. Strikingly, even dollar cost averaging with a poor investment choice is shown to have 

outperformed the buying and selling actions of an “average investor” over the 20-year period 

ending with the fourth quarter of 2004. In their study of the performance of retail equity 

investors, Barber and Odean (2000) discover that over the period 1991-1996, investors who 

exhibited high turnover earned significantly lower returns than the average investor.  

Gruber (1996) and Zheng (1999) study active mutual fund investors. The former 

employs a sample of 227 funds and finds that post-flows alpha on positive cash flow portfolios 

exceeds that of negative cash flow portfolios over the one-year, but not the one-quarter or three-

year post-flow horizons. A portfolio of mutual funds in which the negative cash flows are 

assumed to fund the positive cash flows is shown to produce large alphas which decline as the 

post-flow holding period is lengthened. Zheng (1999) begins by calculating a Grinblatt and 

Titman (1993) measure to detect evidence of selection ability by mutual fund investors in the 

aggregate, finding that weight changes in each fund relative to all funds produces a positive 

return differential over the succeeding month. The author then calculates excess market returns, 

one-factor and Fama-French three-factor alphas on a series of eight portfolios constructed from 
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new money flows. These tests find weak evidence of a “smart money effect” – smart buying and 

selling decisions – until the data are segmented into large and small funds. The three-factor 

alpha results reveal that the smart money effect is caused primarily by money flows into and 

from small funds, but that this effect is very short-lived. 

Several studies discuss the importance of investment style in evaluating the behavior of 

investments. Barberis and Shleifer (2003) note that investment styles follow specific life cycles 

and propose that investors allocate assets based on style, with assets moving to the style which 

has recently performed well. Looking at the return of individual stocks, their evidence suggests 

that short term returns trend, but longer term returns reverse. Teo and Woo (2004) also study 

this style effect, utilizing mutual funds instead of individual stocks. 

 

III. Data, Methodology, and Feasibility Test 

A. Data and Methodology 

In their earlier work, Heisler et al. (2007) focus on a sample of the institutional 

investment products within the PSN Investment Manager Database compiled by Effron 

Enterprises, Inc. This sample includes larger market capitalization products within the equity 

universe but excludes products which self-reported themselves to be passive index-trackers or 

concentrated in a particular country or region. The PSN database provides historical information 

on over 7000 investment products, including annual summary information about each product 

and quarterly performance and assets under management data. The information is self-reported 

by the investment product managers, and is used by both the managers for comparisons to their 

peers and by plan sponsors and consultants to identify candidate investment managers. The 

analysis of equity post-flow performance in this paper expands that sample to include all equity 

products, and our post-flows analysis of asset class re-allocation decisions incorporates 
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investment products classified as fixed income and balanced within the PSN dataset. The flows 

and returns data cover the 1984-2001 period. 

The basic methodology we follow is to construct separate asset flow-weighted portfolios 

of all products with net outflows and net inflows in each year, and then compare the post-flow 

performance of these two competing portfolios over the 1-year, 3-year, and 5-year periods 

commencing immediately after the flows occur. Constructing and comparing portfolios based on 

flows this way is similar to portfolio 5 and portfolio 6 in Zheng (1999), where, contrary to our 

finding in the institutional market, it is shown that a long position in the positive flows mutual 

funds and a short position in the negative flows funds generates large and statistically significant 

market excess returns and three-factor alpha among small funds, though only over 1-month 

periods. It is also similar to the positive and negative cash flow portfolios in Gruber (1996). The 

pre and post-event average excess returns of Goyal and Wahal (2004) are computed without 

regard to flows.  

We take the differences in performance between our two flows portfolios and subject 

them to a Brinson attribution technique. This analysis calls for performance evaluation by 

comparison to one or more benchmark-based portfolios. We let our net outflow portfolios, those 

consisting of products from which plan sponsors withdrew money each year, serve as the 

benchmarks. The asset class reallocation effect in our asset class tests and style/category 

reallocation effect in our equity tests is calculated by: 

 

(inflow portfolio weights – outflow portfolio weights)*outflow portfolio return 

 

The investment product selection component is calculated by employing the “old” (outflow 

portfolio) weights in a calculation involving the performance difference between the new portfolio 

and the benchmark portfolio: 
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  (inflow portfolio return – outflow portfolio return)*outflow portfolio weights 

 

The remaining unattributed portion of the return differentials between the inflow and outflow 

portfolios is the interaction component: 

 

  (inflow weights – outflow weights)*(inflow returns – outflow returns) 

 

B. Description of Flows Measures 

 In almost all of the investment literature that studies asset flows, a product’s dollar flows 

over a year t-1 to t are calculated as: 

 

Dollar Flowsi, t  = Assetsi,t - Assetsi,t-1*(1+Ri,t) 

 

where Ri,t is the product’s return over period t. 

The tests in these papers proceed using either this measure of dollar flows or a proportional 

measure scaled by an investment product’s prior period assets: 

 

Percentage Flowsi, t = Assetsi,t - Assetsi,t-1*(1+Ri,t) 

    ---------------------------------- 

     Assetsi,t-1  

 

However, as was pointed out in Heisler et al. (2007), this measure has a downward bias as a  

product grows its asset base: the same dollar flows each year result in successively smaller 

percentage flows, penalizing a product by making it look less attractive merely by the mechanics 
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of this calculation. The measure of captured flows introduced in that paper scales product flows 

by the total amount of flows among all products within the industry: 

 

Asset Flowsi,t = 
∑ +

+

j
tj,1-tj,tj,

ti,1-ti,ti,

| )R(1 Assets  - Assets |
)R(1 Assets  - Assets

 

 

Funds “on the move” is the sum of the absolute value of all products’ dollar flows in that year. A 

product’s flows are measured as the change in assets in proportion to all funds “on the move” 

within the industry that year. For a specific product, this measures the percentage of aggregate 

flow activity captured (or lost) by that product in that year.  

Table 1 contains inflow, outflow, and product count totals for the equity products in the 

database from 1985 to 2001 for which flows can be derived. A product's captured flows ratio in 

any given year is its flows divided by the "Total Flows" column in Table 1. For products 

attracting inflows, this ratio expresses the piece of the flows pie that the product captured that 

year. For products losing outflows, it expresses their outflow contributions to the pool of flows 

moving around in any given year.  

It is noted here, and observable in the flows calculation, that a product must have 

existed for at least two years before flows data can be calculated for it. Flows are not implied to 

have been directed to new products when they appear in the database with assets for the first 

time. The requirement that an investment product possess both post-flow return and flows data 

in any year in which it is included in an inflow or outflow portfolio admits the consideration of a 

form of survivorship bias, the overall impact of which is likely not large due to the structure of the 

source database and our sample sizes. If a product is missing from the database in any year, it 

may be because it was liquidated, or because the manager did not report its information. If the 

product was liquidated and its assets were distributed among existing products, then we pick up 
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those sponsor flow decisions in our inflow portfolios and the defunct product is excluded from 

outflow portfolios. If the product was transformed into another new product and its assets 

transferred, then both products are excluded from the respective inflow and outflow portfolios in 

that year since the outflow product lacks post-flow return and the inflow product is new and 

lacks flows in that initial year. 

 

C. Feasibility Test 

Since our initial work in Heisler et al. (2007) uses a sample of equity products, a  

feasibility test of the questions of interest here compares the subsequent, post-flow performance 

of equity products which received the most inflows against the products which lost the most 

outflows. The working assumption is that the asset flows removed from one set of products are 

redirected and placed with the set of products receiving inflows. We note that this is a 

simplification. As Table 1 demonstrates, inflows and outflows are not the same each year. In 

addition to attracting money from their competitors, equity asset managers can gain flows either 

because plan sponsors place new money with them or re-allocate existing money from 

investment products in the fixed income or balanced asset classes. These, too, however, are 

active selection decisions by the sponsor. Similarly, lost flows are not necessarily reinvested 

with another equity product. They can be withdrawn from the equity industry altogether either 

because the funds are needed to meet some liability or because the sponsor is re-allocating out 

of equity and into other asset classes. The latter case is also an active choice by the sponsor, 

who has decided to pull assets from the products observed to lose flows. These decisions are 

evaluated in Section IV. 

For this initial experiment, products are ranked by their captured flows ratios into 

quintiles each year. Next, average annual raw returns over the subsequent one, three, and five-

year horizons for each quintile are calculated, and a t-test of equivalence is performed between 
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the means of quintile 1 (biggest flow losers) and quintile 5 (biggest flow receivers). This is 

essentially testing the equivalence of subsequent (post-flow) performance of equally-weighted 

portfolios of the products which attracted inflows or lost outflows in each year. 

Table 2 displays the results of this analysis. The t-statistic in the rightmost column 

reports the result of the means test between quintiles 1 and 5 using the raw returns in the one-

year, three-year, or five-year post-flow periods, respectively. In 10 of the 16 formation periods 

where post-flow one-year performance is measured, the quintile portfolio of high flow capturers 

performed significantly worse than the quintile portfolio of large flow losers. The cumulative 

wealth effect of these differences is displayed in Figure 1. In 9 of the 14 formation periods where 

post-flow average annual three-year performance is measured, the flow capturers did 

significantly worse than the flow losers. Over the post-flow five-year horizon, the mean returns 

are different in 6 of 12 formation periods at the 5% level, but in 9 of 12 formation periods at the 

10% level. 

 Thus, there is evidence here that suggests that decisions made by plan sponsors to 

direct money to the quintile 5 managers and away from the quintile 1 managers did not add 

value. In fact, in many cases, the products which received the money performed worse over 

post-flow horizons. The remainder of this paper examines this issue more closely. 

 

IV. Asset Class Allocation Decisions 

 First, a broad perspective is taken by analyzing the high-level decisions plan sponsors 

make to allocate the money in their care across asset classes. Table 3 contains annual 

aggregate dollar flows from 1985 to 2001 for products in the Effron database based on their 

equity, fixed-income, or balanced asset class designation. These figures show a steady and 

dramatic increase in flow activity throughout the 1990's. Interestingly, they also show heavy 

outflows from equity products in 1999, the last full year of the bull market, followed by heavy 
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equity inflows in 2000, a year of erratic market activity preceding the two decidedly poor years of 

2001 and 2002. 

The percentages in Table 3 can be thought of alternately as the weights of asset class 

components in two asset class-weighted portfolios of products--one consisting exclusively of 

products which attracted inflows, and the other consisting exclusively of products which were 

subjected to outflows. These portfolios are formed each year to capture the effect of plan 

sponsors making re-allocation decisions each year. A comparison of the post-flow performance 

of these portfolios offers insights as to whether these re-allocations were worthwhile. Expressing 

the flow activity in this way offers some insights in an aggregate sense into what sponsors were 

thinking in any given year. For example, as the stock market began its bull market run in 1995, 

Table 3 shows that equity attracted a larger portion of inflows in the succeeding years than it 

had in preceding years. It also shows that this was mostly at the expense of balanced products, 

since the portion of inflows being directed to fixed income products remained in the 34% to 38% 

range from 1985 to 1998 (except for 1987). In some of those years where equity was 

increasingly drawing inflows, the outflow weights in Table 3 suggest that this money in part 

came from fixed income and balanced products. In other years, the outflow weights suggest 

intra-equity re-allocation. For example, in 1994, 1995 and 1996, fixed income and balanced 

products combined accounted for a larger share of outflows than did equity products, yet equity 

products accounted for the largest share--by far--of inflows. In 1997, 1998, and 1999, equity 

products accounted for the largest share of both outflows--61.2%, 68.9%, and 75.1%, 

respectively--and inflows--59.1%, 57.4%, and 66.2%, respectively--by wide margins. This hints 

of a certain amount of intra-class re-allocation. 

To calculate the one, three, and five-year post-formation period total returns on these 

asset class-weighted portfolios, the return by each product within each asset class is weighted 

based on its flows relative to the total flows among products in its asset class which have the 

relevant return measure: 
12 
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This approach places more importance on those products which the sponsors themselves 

deemed most important as revealed by their dollar flow allocation decisions. Once each of the 

asset-class components is determined, the weights of Table 3 are used to arrive at the overall 

asset class-weighted portfolio return over each post-flow horizon. Table 4 summarizes these 

returns and the differences between the post-flow performance of the inflow and outflow 

portfolios. More often than not, the portfolio of products which had been subjected to outflow-

generating decisions by plan sponsors subsequently did better than the portfolio of products to 

which the sponsors directed their money. This is true in 14 of the 16 post-flow one-year periods, 

10 of the 14 post-flow three-year periods, and all 12 post-flow five-year periods. Three of the 

four post-flow three-year periods over which the inflow portfolios outperformed are among the 

final four formation periods. These results suggest that, overall, plan sponsors' asset allocation 

decisions were not of benefit to their end stakeholders, although their decisions at the beginning 

of the bull market in 1995 and 1996, and during 1998 when the Asian crisis arose, do appear to 

have added some value in the intermediate term. The cumulative wealth effect of the one-year 

post-flow performance results are displayed in Figure 2. 

Because this analysis employs only products with flows, there is room to argue that the 

superior post-flow performance of the "outflow portfolios" in Table 4 could be due not to the 

asset class allocation decisions, but to investment product (or style) selection. To address this 

possibility, the performance differences in Table 4 are decomposed into their asset allocation, 

product selection, and interaction components using a Brinson attribution approach. In essence, 

the underlying assumption is that outflows from one set of products are re-allocated among the 

second set of products which are observed to receive flows in that same year. As was pointed 
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out earlier, this is a simplification because some money inflows enter the equity universe anew 

and some money outflows leave the universe altogether. While these are not strictly cases of 

plan sponsors switching money, they are direct allocation decisions in their own right. Sponsors 

select the managers to which to direct their new assets, and they had to decide to pull their 

assets from those managers who were observed to lose flows. 

The results in Table 5 clearly indicate that most of the post-flow under-performance of 

the inflow asset class portfolios is due to the product and style selections, not the asset class re-

allocation decisions. In years, and over horizons, where both components were negative, the 

product selection component is almost always more so. In other years, especially from 1990 to 

1991 and 1994 to 1996, the asset allocation decisions added value that was either partially or 

totally wiped away by the effects of poor product and style selection. For example, among the 

five three-year post-flow periods beginning with flows decisions in 1994, the asset class 

allocation component was positive four times. But inflow portfolio product and style selection 

decisions in 1994 led to outflow portfolio out-performance of 1.788% annually from 1995 to 

1997, resulting in the total outflow portfolio out-performance of 0.990% annually over that 

period. Inflow portfolio product and style selections in 1995 almost totally offset the 1.601% 

value-added from the asset class choices in that year, resulting in total out-performance by the 

inflow portfolio of a meager 0.154% per year over the succeeding three years. Similarly, over all 

three post-flow five-year horizons beginning after flows decisions in 1994, out-performance by 

the inflow portfolio due to asset allocation (1.467%, 1.316%, and 0.149% from 1995-99, 1996-

2000, and 1997-2001, respectively) was eroded by under-performance due to product and style 

selection, resulting in net under-performance of the portfolio of products to which plan sponsors 

directed their money. This average annual net under-performance is shown as -0.282% over the 

1995-99 post-flow time period, -0.570% from 1996-2000, and -1.194% from 1997-2001. 
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V. Equity Style/Category Allocation Decisions 

Our focus now turns specifically to equities. Following the methodology established to 

this point, post-flow performance of portfolios of equity products which received inflows is 

compared to that of portfolios of outflow-suffering equity products. Differences in performance 

are then attributed either to equity product selection or to investment style/category re-allocation 

within the equity class. 

To do this, equity products must be assigned into their respective investment categories 

so that the portion of flows in each category can be observed. Table 6 contains these flows as 

percentages of the total inflow or outflow dollars, parsed into five style or investment categories: 

domestic growth, domestic value, index, foreign/international, and other. These categorizations 

were taken from products' self-reporting, except for the foreign/global/international category. 

Products were identified as belonging to this group either via self-reporting or by the presence of 

key words in their names. Those which self-reported as "growth", or "value", or as one of the 

categories which were assigned to the "other" group, were re-assigned to the foreign/global/ 

international category by examining their names and looking for indications of EUR (for Europe), 

NON-US and all of its variations, JAPAN and relevant abbreviations, ASIA and PAC (Pacific), 

AUS (for Australia or Australasia), GLOBAL and INTERNATIONAL and relevant abbreviations. 

Products in the index category self-reported as such, and can include those tracking any market 

capitalization, style, or geographic regional benchmark. 

 The percentages (weights) in Table 6 reveal that products in the international category 

have steadily garnered between 23% and 28% of all inflows since 1989, except for 1991, 1992, 

and 1995. The popularity of domestic growth products waned in 2001, after the bull market 

ended in the first quarter of 2000. In that year, value products gained a larger share of inflows 

(28.3%) and lost a much smaller share of outflows (20.4%) than they had in the preceding bull 
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market years. Indexed products received between 8% and 15% of inflows starting in the early 

1990's, except in 1995, where that share rose to 24.2%, and 1999, when it was 23.3%. In the 

very next year, though, their share of outflows rose to 24.6%, five to ten percent higher than it 

had been in the preceding years and nine percent higher than in 2001. 

Expressed in this way, one gets a sense of how plan sponsors were changing their 

minds about the best way to allocate the equity assets under their care. In 1999 for example, 

while domestic growth products lost 31% of outflows and attracted 26% of inflows, value 

products contributed 29% of outflows while gaining only 12% of total inflows. In this same year, 

indexed products received an unusually high 23% of inflows. Perhaps this suggests that 

sponsors tired of watching their value-oriented investments lag more growth-oriented 

investments and made mass re-allocations into index funds -- a move designed both to 

participate in the late 90's success of growth funds without jumping fully into that style in case its 

cycle had ebbed. 

The post-flow differences in returns between inflow and outflow portfolios of each 

investment style/category are presented in Tables 7 (one-year), 8 (three-year average annual 

return), and 9 (five-year average annual return). The final column in each table (“All Equity”) 

reveals these differences for separate, comprehensive portfolios of the equity products which 

received inflows or lost outflows. This column in Table 7 reveals that in thirteen of sixteen post-

flow one-year holding periods, a flow-weighted portfolio of the equity products to which sponsors 

directed money under-performed a flow-weighted portfolio of the products from which they 

withdrew money in the year following these decisions. In ten of those thirteen years, the under-

performance gap exceeds 3.6%. Table 8 shows that over the fourteen post-flow three-year 

periods, thirteen of the outflow portfolios subsequently outperformed the inflow portfolios, and 

for eight of those thirteen comparisons the performance gap is 1.7% per year or higher. Finally, 

eleven of twelve outflow equity product portfolios outperformed their inflow equity product 
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counterparts over the five-year periods following these flows (Table 9), with eight under-

performance gaps that exceed 1.2% per year. 

 We conduct a second performance attribution following Brinson to decompose these 

post-flows performance differentials into the component that is the effect of plan sponsors 

selecting individual products or managers, the component that is due to their style or investment 

category re-allocations, and the component that arises from the interaction of both decisions. As 

before, the outflow portfolio is the benchmark, and its returns are calculated by forming flows-

weighted portfolios of the equity products which lost flows and tracking their subsequent post-

flow performance.  

The outcome of this attribution is in Table 10. Among the thirteen one-year post-flow 

periods in which the inflow portfolios subsequently did worse than the outflow product portfolios, 

this inferior performance is attributed primarily to the product selection decisions four times – 

1986, 1988, 1993, and 1995, substantively to both style/category allocation and product 

decisions seven times – 1989, 1991, 1994, 1996, 1997, 1999, and 2000, and largely to the 

interaction effect -- not attributable directly to either the category re-allocation or product 

selection because it arises from the interplay of both -- in 1990. Interestingly, never is the 

performance difference over these one-year post-flow periods attributed solely to the 

style/category re-allocation decision. 

Over the fourteen post-flow three-year horizons in which the outflow portfolios performed 

better than the inflow portfolios thirteen times, the middle section of Table 10 reveals that the 

inferior performance of the products receiving flows is largely attributed to style/ category 

choices in 1993, 1994, and 1996, to product selection primarily in 1986, 1988, 1990, 1991, and 

1995, and to a combination of both decisions made in 1989 and 1997. As before, value 

foregone due to re-allocation decisions in 1992 is counted largely as the interaction effect. The 

interaction effect also accounts for most of the under-performance in the wake of flows 

decisions in 1987 and 1998 when total subsequent performance difference is small. When the 
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measurement of post-flow performance is extended out to five years and the products losing 

outflows are observed to outperform the products attracting inflows in eleven of those twelve 

periods, that performance differential is attributed mainly to product selections in five years 

(1985, 1987-89, 1995), mainly to the style or category choices in 1993, to both types of 

decisions in 1991, 1994, and 1996, and to a combination including the interaction effect in 1986 

and 1990. 

The interaction effect contributed significantly to total under-performance of inflow 

products over the one, three, and five-year periods after 1990 flows decisions, and over the one 

and three-year horizons following 1992 decisions. That this effect emerged within this timeframe 

is interesting because in 1990, the value style strategy performed worse than the growth style 

strategy, although both suffered losses. Evidence from Table 6 suggests that plan sponsors 

reacted to this by shifting money from domestic value products into foreign/international/global 

investments. In 1991, the growth style outperformed value, but this was followed by two years 

where the value style did much better than the growth style. Table 6 shows that 1991 domestic 

value outflows were the highest portion of all outflows, and in this year (and in 1992) domestic 

growth products garnered an unusually high proportion of inflows. But this was just in time for 

the value style to reassert itself. So, to the extent that plan sponsors were configuring their 

portfolios in reaction to these alternating market results, it is perhaps not surprising that the only 

time the interaction component was prominent in performance differentials was during this 

period. 

Table 10 also supports comparison of the post-flow three-year average annual 

performance differentials to the five-year differentials for flows decisions made in years 1985 to 

1996. For example, in the three years after 1985 decisions, these decisions worked well, as the 

inflow portfolio average return exceeded the outflow portfolio’s average by 2.685%. The 

following two years not only offset that result but produced a reversal: a five-year average 

differential of 1.327% superior performance by the outflow products from which plan sponsors 
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withdrew flows. This worsening of the three-year post-flow average annual performance 

differential over the extended horizon including an additional two years is also observed for 

decisions made in 1987, 1990, 1993 and 1996. The three-year and five-year average annual 

differentials are roughly the same for decisions made in 1991, 1994, and 1995. 

 

VI. Economic Significance and Conclusion 

The preceding analyses document that plan sponsors are not acting in their 

stakeholders’ best interests when they make rebalancing or re-allocation decisions with plan 

assets. Portfolios of products to which they move money relative to the products from which it is 

being withdrawn subsequently under-perform. In allocation decisions between equity, fixed 

income, and balanced investment products, most of that inferior performance is attributed to 

their selection decisions other than asset allocation. In allocation decisions focusing exclusively 

on the equity asset class, under-performance is a mix of poor style or category re-allocations 

and product selections, though dominated by product selection. 

Finally, the economic significance of these findings is gauged by applying the returns on 

the inflow and outflow portfolios to the dollar flows that were directed each year to the inflow 

portfolios and away from, or instead of, the outflow portfolios. This quantifies the value that was 

added or foregone by sponsors' decisions regarding their plan assets. Table 11 shows that the 

value foregone has been considerable, ranging from $1.3 billion in the year after 1988's 

decisions to a pre-2000 high of $36.7 billion in the year after 1997's decisions. Cumulatively 

over three-year periods subsequent to flow decisions, the value foregone was as high as $37 

billion over 1995-1997 and 1998-2000 following the inflow product selections and outflow 

product dismissals of 1994 and 1997, respectively. Over five-year post-flow horizons, sponsor 

allocation decisions resulted in $77 billion in value foregone over the 1995 to 1999 period after 

decisions that were made in 1994, and $60 billion was foregone over the 1997 to 2001 period 
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after the decisions of 1996. In fact, these are under-estimates since we exclude in our 

calculations the transactions costs required to implement the allocation changes. Plan sponsors 

would have saved tens of billions of dollars in assets if they had simply held course. 
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Table 1. Summary information on annual equity investment product money flows  
from 1985 to 2001. 

 
 Total 
Inflows 

Total 
Outflows 

Total 
Flows 

Products with 
Inflows 

Products with 
Outflows 

1985 16,028.9 -5,816.9 21,845.8 106 56 
1986 23,587.5 -11,634.8 35,222.3 175 76 
1987 21,738.9 -26,356.3 48,095.1 192 183 
1988 24,935.0 -44,206.4 69,141.4 269 261 
1989 43,130.5 -50,789.8 93,920.3 381 344 
1990 57,695.0 -54,903.9 112,598.9 569 355 
1991 92,112.7 -65,089.7 157,202.4 652 442 
1992 127,655.5 -131,493.9 259,149.4 823 446 
1993 197,204.3 -105,290.6 302,494.9 1,124 558 
1994 211,503.8 -105,574.3 317,078.1 1,231 732 
1995 280,982.9 -176,362.3 457,345.2 1,194 1,012 
1996 396,617.3 -227,612.4 624,229.7 1,480 1,042 
1997 526,976.9 -387,439.4 914,416.3 1,552 1,173 
1998 497,129.5 -464,425.9 961,555.4 1,550 1,213 
1999 619,990.2 -737,550.0 1,357,540.2 1,311 1,432 
2000 738,213.1 -549,410.9 1,287,624.0 1,353 1,170 
2001 482,449.7 -293,239.4 775,689.1 1,195 985 
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Table 2. Post-flow one, three, and five-year raw returns averaged across all equity  
products in each of the captured flows quintiles formed in the year shown. The t-
statistics report the result of an equality of (equally-weighted portfolio) means test 
between the portfolio of products in quintile 1 (largest flow losers) and the portfolio 
in quintile 5 (largest flow gainers). 

 
 captured flows quintile average raw returns t-stat year of 

flows  1 2 3 4 5  
1985    

 1-yr 0.21708 0.23815 0.25524 0.22851 0.21618 0.022 
 3-yr 0.13514 0.14600 0.15092 0.15426 0.15001 -0.969 
 5-yr 0.12661 0.11946 0.13023 0.12384 0.11401 1.256 

 
1986    

 1-yr 0.10349 0.03992 0.06736 0.03974 0.02875 4.013 
 3-yr 0.17593 0.15826 0.16723 0.15532 0.15010 3.776 
 5-yr 0.14985 0.15422 0.15250 0.14020 0.13779 1.645 

 
1987    

 1-yr 0.16916 0.17558 0.19365 0.17491 0.17529 -0.563 
 3-yr 0.11509 0.12586 0.13850 0.12581 0.11854 -0.552 
 5-yr 0.14569 0.15115 0.16931 0.15356 0.14841 -0.342 

 
1988    

 1-yr 0.27808 0.28215 0.30178 0.27958 0.25598 2.040 
 3-yr 0.18082 0.17158 0.20725 0.17367 0.14472 3.639 
 5-yr 0.15162 0.15625 0.16814 0.14816 0.13515 2.908 

 
1989    

 1-yr -0.04499 -0.04283 -0.01241 -0.05790 -0.07116 2.706 
 3-yr 0.11458 0.12334 0.14704 0.09976 0.07500 4.541 
 5-yr 0.09756 0.10454 0.11852 0.09686 0.08427 3.405 

 
1990    

 1-yr 0.32491 0.37891 0.37044 0.33977 0.30135 1.433 
 3-yr 0.18718 0.21236 0.20637 0.19347 0.17781 1.357 
 5-yr 0.16736 0.17763 0.17936 0.16326 0.15850 1.826 
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Table 2 (cont'd). Post-flow one, three, and five-year raw returns averaged across all equity  
products in each of the captured flows quintiles formed in the year shown. The t-
statistics report the result of an equality of (equally-weighted portfolio) means test 
between the portfolio of products in quintile 1 (largest flow losers) and the portfolio 
in quintile 5 (largest flow gainers). 

 
captured flows quintile average raw returns t-stat year of 

flows  1 2 3 4 5  
  

1991    
 1-yr 0.09610 0.08500 0.09228 0.07528 0.05003 4.942 
 3-yr 0.09552 0.09060 0.09680 0.08684 0.07859 3.591 
 5-yr 0.15325 0.14276 0.14551 0.14120 0.13703 3.939 

 
1992    

 1-yr 0.20538 0.21104 0.23082 0.20620 0.22584 -1.257 
 3-yr 0.15548 0.15274 0.15246 0.15383 0.15309 0.608 
 5-yr 0.17272 0.17734 0.16957 0.17096 0.16593 1.496 

 
1993    

 1-yr 0.00761 0.01042 0.02227 0.01256 -0.00087 1.584 
 3-yr 0.15855 0.15871 0.16061 0.15537 0.14137 3.443 
 5-yr 0.17311 0.16899 0.16988 0.15910 0.14755 3.689 

 
1994    

 1-yr 0.29529 0.28175 0.28226 0.27756 0.25424 3.967 
 3-yr 0.23996 0.23926 0.24319 0.22225 0.21161 3.429 
 5-yr 0.22966 0.22495 0.22703 0.21571 0.21104 2.745 

 
1995    

 1-yr 0.20790 0.20564 0.21375 0.20026 0.18670 3.727 
 3-yr 0.20102 0.18592 0.18917 0.16889 0.16786 3.884 
 5-yr 0.16254 0.16056 0.16298 0.15059 0.14374 3.399 

 
1996    

 1-yr 0.22863 0.23397 0.22192 0.19171 0.20402 0.993 
 3-yr 0.21725 0.21601 0.21109 0.20657 0.20111 1.953 
 5-yr 0.09385 0.11012 0.10499 0.09060 0.08487 1.803 
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Table 2 (cont'd). Post-flow one, three, and five-year raw returns averaged across all equity  
products in each of the captured flows quintiles formed in the year shown. The t-
statistics report the result of an equality of (equally-weighted portfolio) means test 
between the portfolio of products in quintile 1 (largest flow losers) and the portfolio 
in quintile 5 (largest flow gainers). 

 
 captured flows quintile average raw returns t-stat year of 

flows  1 2 3 4 5  
  

1997    
 1-yr 0.17367 0.14754 0.14905 0.11085 0.10857 6.393 
 3-yr 0.13305 0.13295 0.13929 0.12388 0.10225 6.360 
 5-yr x x x x x x 

 
1998    

 1-yr 0.33511 0.38672 0.34332 0.33758 0.27402 3.190 
 3-yr 0.04246 0.05509 0.07558 0.06067 0.03677 1.063 
 5-yr x x x x x x 

 
1999    

 1-yr -0.02659 0.01448 0.02159 -0.02505 -0.06144 3.401 
 3-yr x x x x x x 
 5-yr x x x x x x 

 
2000    

 1-yr -0.06267 -0.04573 -0.05212 -0.07843 -0.13447 7.506 
 3-yr x x x x x x 
 5-yr x x x x x x 
    

 
  
 
 
 
 



Table 3. Each asset class' dollar inflows and outflows along with the class’ percentage of total. These proportions are  
 the weights of each asset in asset class-weighted portfolios. 
 

 Inflows  Outflows 
 Equity Fixed Income Balanced  Equity Fixed Income Balanced 
        

1985 16,028.9 (55.0%) 10,583.2 (36.3%) 2,553.6 (8.8%) -5,816.9 (36.5%) -5,976.0 (37.5%) -4,144.6 (26.0%)
1986 23,587.5 (47.0%) 17,763.5 (35.4%) 8,820.3 (17.6%) -11,634.8 (49.4%) -7,598.5 (32.3%) -4,312.1 (18.3%)
1987 21,738.9 (33.3%) 29,120.6 (44.6%) 14,380.7 (22.0%) -26,356.3 (63.0%) -9,084.7 (21.7%) -6,383.0 (15.3%)
1988 24,935.0 (38.1%) 25,144.6 (38.5%) 15,296.2 (23.4%) -44,206.4 (59.2%) -18,964.9 (25.4%) -11,481.4 (15.4%)
1989 43,130.5 (48.2%) 34,150.7 (38.2%) 12,125.9 (13.6%) -50,789.8 (43.6%) -42,069.3 (36.1%) -23,696.6 (20.3%)
1990 57,695.0 (48.9%) 46,388.2 (39.3%) 13,829.5 (11.7%) -54,903.9 (36.2%) -60,446.8 (39.9%) -36,178.3 (23.9%)
1991 92,112.7 (53.1%) 59,701.4 (34.4%) 21,539.1 (12.4%) -65,089.7 (39.7%) -64,523.6 (39.4%) -34,155.6 (20.9%)
1992 127,655.5 (51.5%) 95,824.8 (38.7%) 24,386.9 (9.8%) -131,493.9 (54.6%) -84,583.7 (35.1%) -24,930.8 (10.3%)
1993 197,204.3 (50.7%) 150,423.7 (38.6%) 41,613.4 (10.7%) -105,290.6 (51.9%) -68,103.8 (33.6%) -29,487.8 (14.5%)
1994 211,503.8 (55.4%) 146,242.6 (38.3%) 23,872.7 (6.3%) -105,574.3 (42.2%) -111,372.3 (44.5%) -33,143.7 (13.3%)
1995 280,982.9 (57.4%) 188,863.8 (38.6%) 19,393.7 (4.0%) -176,362.3 (39.8%) -217,245.6 (49.0%) -49,743.1 (11.2%)
1996 396,617.3 (60.7%) 221,905.1 (34.0%) 35,075.5 (5.4%) -227,612.4 (48.2%) -177,215.1 (37.5%) -67,398.2 (14.3%)
1997 526,976.9 (59.1%) 315,667.1 (35.4%) 49,667.7 (5.6%) -387,439.4 (61.2%) -166,157.6 (26.2%) -79,768.9 (12.6%)
1998 497,129.5 (57.4%) 320,629.9 (37.0%) 48,807.6 (5.6%) -464,425.9 (68.9%) -144,892.5 (21.5%) -64,405.2 (9.6%)
1999 619,990.2 (66.2%) 291,875.1 (31.2%) 24,875.3 (2.7%) -737,550.0 (75.1%) -175,105.3 (17.8%) -69,902.7 (7.1%)
2000 738,213.1 (71.4%) 281,098.6 (27.2%) 14,832.6 (1.4%) -549,410.9 (58.0%) -306,978.7 (32.4%) -90,432.6 (9.6%)
2001 482,449.7 (57.2%) 342,567.1 (40.6%) 19,077.9 (2.3%) -293,239.4 (53.6%) -205,626.9 (37.6%) -48,696.4 (8.9%)
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Table 4. Performance over the post-flow one, three, and five-year horizons of two asset class-weighted portfolios  
formed using products which either received inflows or lost outflows. Product returns within each asset class are 
weighted by their flows relative to total asset class flows, and then each asset class return is weighted based on that asset 
class' flows relative to aggregate flows. Return differentials in bold indicate that the “outflow portfolio” performed 
better than the “inflow portfolio” in the period subsequent to when flows occurred. 

 
 Returns in Year After Flows 

Occur 
Average Annual Return Over 3 

Years After Flows 
Average Annual Return Over 5 

Years After Flows 
 Products 

Receiving 
Flows 

Products 
Losing 
Flows 

Difference Products 
Receiving 
Flows 

Products 
Losing 
Flows 

Difference Products 
Receiving 
Flows 

Products 
Losing 
Flows 

Difference 

          
1985 0.19776 0.17161 0.02614 0.13260 0.11269 0.01991 0.10739 0.11433 -0.00694
1986 0.04243 0.08448 -0.04205 0.12451 0.14520 -0.02069 0.12388 0.13344 -0.00956
1987 0.12929 0.13426 -0.00497 0.11060 0.11729 -0.00669 0.12930 0.14214 -0.01284
1988 0.18493 0.24505 -0.06013 0.13533 0.16900 -0.03367 0.12445 0.14102 -0.01658
1989 0.00017 0.01673 -0.01656 0.09641 0.11472 -0.01831 0.08664 0.09049 -0.00384
1990 0.23576 0.25180 -0.01604 0.14868 0.15882 -0.01015 0.13024 0.14223 -0.01199
1991 0.06476 0.09075 -0.02600 0.06323 0.07512 -0.01189 0.11365 0.12217 -0.00852
1992 0.15208 0.16591 -0.01383 0.12097 0.12623 -0.00525 0.13170 0.13536 -0.00366
1993 -0.01002 0.00128 -0.01130 0.11165 0.12109 -0.00944 0.12439 0.13817 -0.01377
1994 0.22309 0.24538 -0.02229 0.16992 0.17982 -0.00990 0.16086 0.16368 -0.00282
1995 0.13442 0.12541 0.00901 0.14204 0.14050 0.00154 0.11494 0.11551 -0.00057
1996 0.15161 0.17465 -0.02304 0.15521 0.15140 0.00381 0.07284 0.08478 -0.01194
1997 0.12109 0.25336 -0.13227 0.08846 0.11909 -0.03063 
1998 0.17926 0.18341 -0.00415 0.03396 0.03015 0.00381 
1999 -0.03393 -0.01702 -0.01691  
2000 -0.08458 -0.02404 -0.06055  
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Table 5. Brinson attribution of the post-flow performance return differences between asset class-weighted portfolios (Table 4) 
 into asset class and investment product (or style) components. 
 

 Post-flows 1-yr Return Post-flows Average Annual  
3-yr Return 

Post-flows Average Annual  
5-yr Return 

 Asset Class 
Reallocation 

Effect 

Product 
Selection 

Effect 

Inter-
action 

Total Asset Class 
Reallocation 

Effect 

Product 
Selection 

Effect 

Inter-
action 

Total Asset Class 
Reallocation 

Effect 

Product 
Selection 

Effect 

Inter-
action 

Total 

1985 0.00025 0.01357 0.01232 0.02614 0.00097 0.01319 0.00575 0.01991 0.00109 -0.00867 0.00063 -0.00694
1986 -0.00056 -0.04208 0.00058 -0.04205 -0.00232 -0.01862 0.00026 -0.02069 -0.00112 -0.00834 -0.00011 -0.00956
1987 -0.01692 0.01707 -0.00512 -0.00497 -0.00749 -0.00089 0.00168 -0.00669 -0.01083 -0.00460 0.00259 -0.01284
1988 -0.02803 -0.03906 0.00697 -0.06013 -0.00947 -0.03326 0.00906 -0.03367 -0.00525 -0.01533 0.00401 -0.01658
1989 -0.00189 -0.01376 -0.00090 -0.01656 -0.00050 -0.01674 -0.00108 -0.01831 0.00004 -0.00360 -0.00028 -0.00384
1990 0.00943 -0.02083 -0.00464 -0.01604 0.00468 -0.01366 -0.00117 -0.01015 0.00457 -0.01496 -0.00160 -0.01199
1991 0.00065 -0.02236 -0.00429 -0.02600 0.00309 -0.01359 -0.00139 -0.01189 0.00457 -0.01405 0.00096 -0.00852
1992 -0.00310 -0.01170 0.00096 -0.01383 -0.00236 -0.00319 0.00029 -0.00525 -0.00322 -0.00063 0.00019 -0.00366
1993 -0.00104 -0.01062 0.00036 -0.01130 -0.00347 -0.00629 0.00032 -0.00944 -0.00398 -0.00962 -0.00017 -0.01377
1994 0.01157 -0.02741 -0.00645 -0.02229 0.01199 -0.01788 -0.00401 -0.00990 0.01467 -0.01390 -0.00358 -0.00282
1995 0.02083 -0.00880 -0.00302 0.00901 0.01601 -0.01025 -0.00422 0.00154 0.01316 -0.01038 -0.00335 -0.00057
1996 0.00918 -0.02203 -0.01018 -0.02304 0.00971 -0.00311 -0.00280 0.00381 0.00149 -0.01009 -0.00335 -0.01194
1997 -0.05499 -0.12532 0.04804 -0.13227 -0.01258 -0.02742 0.00937 -0.03063
1998 -0.03802 0.03030 0.00358 -0.00415 0.00467 -0.00109 0.00023 0.00381
1999 0.01724 -0.03652 0.00237 -0.01691
2000 -0.01279 -0.04410 -0.00365 -0.06055
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Table 6. Inflows received or outflows lost among products in the indicated investment categories as a proportion of total  
equity inflows or outflows in each year (from Table 3). Categories were determined from product self-reporting or 
based on identification of key words in product name. 

 
Year 

Flows 
Occurred 

Domestic 
Growth 

Domestic 
Value 

Index Foreign 
Int'l 
Global 

Other Total  
($$$) 

 Domestic 
Growth 

Domestic 
Value 

Index Foreign 
Int'l 
Global 

Other Total 
($$$) 

              
1985 7.8% 55.2% 0.0% 14.4% 22.6% 16,028.9  59.5% 21.9% 0.0% 2.0% 16.6% -5,816.9 
1986 15.8% 32.8% 25.5% 5.0% 20.9% 23,587.5  45.0% 20.2% 5.1% 12.5% 17.1% -11,634.8 
1987 31.3% 20.7% 22.5% 6.9% 18.5% 21,738.9  33.4% 23.5% 14.5% 10.7% 17.9% -26,356.3 
1988 19.4% 27.4% 20.0% 13.4% 19.8% 24,935.0  21.8% 16.9% 34.5% 7.5% 19.3% -44,206.4 
1989 24.4% 30.9% 7.4% 23.2% 14.1% 43,130.5  24.6% 26.0% 17.1% 5.6% 26.7% -50,789.8 
1990 23.5% 26.4% 5.4% 25.9% 18.7% 57,695.0  15.1% 39.2% 14.2% 5.7% 25.8% -54,903.9 
1991 38.7% 17.3% 8.0% 16.4% 19.6% 92,112.7  24.2% 37.8% 8.3% 9.1% 20.5% -65,089.7 
1992 34.9% 20.1% 8.1% 16.4% 20.5% 127,655.5  12.5% 23.4% 6.1% 43.0% 15.1% -131,493.9 
1993 21.8% 23.6% 12.7% 27.0% 14.9% 197,204.3  29.9% 31.3% 6.4% 16.0% 16.4% -105,290.6 
1994 23.3% 28.3% 7.1% 28.8% 12.5% 211,503.8  24.2% 23.6% 18.7% 14.1% 19.4% -105,574.3 
1995 19.5% 29.1% 24.2% 19.4% 7.8% 280,982.9  27.4% 29.1% 3.7% 20.5% 19.2% -176,362.3 
1996 20.2% 26.7% 14.2% 28.0% 10.9% 396,617.3  28.2% 28.6% 10.4% 15.5% 17.3% -227,612.4 
1997 13.3% 31.0% 13.9% 28.5% 13.2% 526,976.9  28.2% 28.6% 20.0% 8.3% 14.8% -387,439.4 
1998 26.3% 21.8% 12.0% 24.0% 15.9% 497,129.5  22.7% 33.5% 19.4% 9.7% 14.7% -464,425.9 
1999 25.8% 11.9% 23.3% 23.4% 15.6% 619,990.2  31.0% 28.8% 14.7% 15.5% 9.9% -737,550.0 
2000 25.5% 19.9% 16.8% 24.9% 12.9% 738,213.1  14.8% 36.6% 24.6% 9.8% 14.3% -549,410.9 
2001 17.4% 28.3% 14.4% 23.4% 16.5% 482,449.7  25.2% 20.4% 15.9% 19.6% 19.0% -293,239.4 
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 Table 7. Differences in post-flow ONE-year raw returns by investment category between portfolios of products which either  
exclusively received flows or lost flows. Investment category portfolio returns are calculated by weighting each product 
in a category with its flows (in or out) relative to the category's total flows for that year among products for which the 
post-flow return is available. Return differentials in bold indicate that the “outflow portfolio” performed better than 
the “inflow portfolio” in the period subsequent to when flows occurred. 

 
 Domestic 

Growth 
Domestic 

Value 
Index Foreign/Int'l/

Global 
Other All Equity 

     
1985 -0.02962 0.01172 -0.12158 0.01647 0.04216
1986 -0.01528 -0.14022 0.07862 -0.17719 -0.06565 -0.06639
1987 0.01698 0.02728 0.04622 -0.05831 0.02360 0.02134
1988 -0.02894 -0.01555 -0.11483 0.04582 -0.05893 -0.05252
1989 -0.02654 -0.02725 -0.08297 0.04231 -0.03583 -0.03700
1990 0.02280 -0.00305 -0.02426 -0.21594 -0.01552 -0.03613
1991 -0.01280 -0.04121 -0.00800 0.01829 -0.02871 -0.04104
1992 -0.02111 -0.02402 0.04583 0.17080 -0.03745 -0.02505
1993 -0.00079 -0.00526 -0.00262 -0.08271 -0.00836 -0.01733
1994 -0.02513 -0.04751 -0.02145 -0.01386 -0.00991 -0.06026
1995 -0.03262 -0.00868 -0.01899 -0.02468 -0.01777 -0.02056
1996 -0.04220 -0.05935 -0.14589 0.07276 0.03958 -0.05495
1997 -0.05307 -0.03959 0.00065 -0.02204 -0.11743 -0.06962
1998 -0.05807 0.04706 -0.00333 -0.01978 0.10851 0.07371
1999 -0.03181 -0.01582 -0.01742 -0.00898 -0.03380 -0.05029
2000 -0.06988 -0.03062 0.02445 -0.02868 -0.02125 -0.06340

 
 

29 



Table 8. Differences in post-flow average annual THREE-year raw returns by investment category between portfolios of  
products which either exclusively received flows or lost flows. Investment category portfolio returns are calculated by 
weighting each product in a category with its flows (in or out) relative to the category's total flows for that year among 
products for which the post-flow return is available. Return differentials in bold indicate that the “outflow portfolio” 
performed better than the “inflow portfolio” in the period subsequent to when flows occurred. 

 
 Domestic 

Growth 
Domestic 

Value 
Index Foreign/Int'l/

Global 
Other All Equity 

    
1985 -0.00264 0.00108 -0.03826 -0.00122 0.02685
1986 -0.00642 -0.04441 0.03890 -0.06245 -0.04000 -0.02469
1987 0.01366 0.00968 -0.05153 -0.01308 0.00814 -0.00230
1988 -0.03784 -0.01181 -0.09606 -0.01037 -0.04520 -0.05077
1989 -0.03371 -0.01587 -0.06756 0.03682 -0.02029 -0.03497
1990 0.00527 -0.01487 -0.02134 -0.07005 -0.00270 -0.01675
1991 -0.01814 -0.02169 -0.00415 -0.00763 -0.00594 -0.01931
1992 -0.01712 -0.01121 0.00270 0.02503 -0.01564 -0.00540
1993 -0.01215 -0.01327 0.00244 0.05177 -0.00029 -0.00745
1994 -0.02627 -0.03202 -0.02393 0.03906 0.00679 -0.03876
1995 -0.06625 -0.00790 0.00122 -0.05264 -0.00349 -0.02465
1996 0.01486 -0.00293 -0.04970 0.03392 -0.02098 -0.01064
1997 -0.01333 0.00659 -0.00750 -0.02468 -0.03260 -0.01883
1998 -0.03214 0.01521 -0.00119 0.01393 0.01115 -0.00100
1999   
2000   
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Table 9. Differences in post-flow average annual FIVE-year raw returns by investment category between portfolios of  
products which either exclusively received flows or lost flows. Investment category portfolio returns are calculated by 
weighting each product in a category with its flows (in or out) relative to the category's total flows for that year among 
products for which the post-flow return is available. Return differentials in bold indicate that the “outflow portfolio” 
performed better than the “inflow portfolio” in the period subsequent to when flows occurred. 

 
 Domestic 

Growth 
Domestic 

Value 
Index Foreign/Int'l/

Global 
Other All Equity 

    
1985 -0.01708 -0.03371 -0.01465 0.00241 -0.01327
1986 0.02034 -0.01602 0.02288 -0.01052 -0.02525 -0.00683
1987 -0.00771 0.00742 -0.03743 -0.01564 0.00150 -0.00751
1988 -0.01996 0.00038 -0.05314 -0.00963 -0.01980 -0.02308
1989 -0.00949 -0.00212 -0.02413 0.00614 -0.00738 -0.00825
1990 -0.00223 -0.01070 -0.00305 -0.08117 -0.00557 -0.02172
1991 -0.00745 -0.01730 -0.00179 0.03987 -0.00508 -0.01184
1992 -0.01239 -0.01021 -0.01995 -0.01713 -0.00643 0.00010
1993 -0.02665 -0.01940 0.00196 0.06129 -0.00357 -0.01577
1994 -0.04076 -0.01034 -0.02121 0.01173 0.00922 -0.03162
1995 -0.03288 -0.00774 -0.00366 -0.03299 -0.00231 -0.02115
1996 -0.01144 -0.01029 -0.04544 0.02177 -0.00031 -0.02190
1997   
1998   
1999   
2000   
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Table 10. Attribution of post-flows performance differences in Tables 11, 12, and 13 to style or category and  
investment product reallocations using the Brinson approach. 

 
 

 Post-flows 1-yr Return Post-flows Average Annual  
3-yr Return 

Post-flows Average Annual  
5-yr Return 

 Style/ 
Category 

Reallocation 
Effect 

Product 
Selection 

Effect 

Inter-
action 

Total Style/ 
Category 

Reallocation 
Effect 

Product 
Selection 

Effect 

Inter-
action 

Total Style/ 
Category 

Reallocation 
Effect 

Product 
Selection 

Effect 

Inter-
action 

Total 

1985 0.05173 -0.01476 0.00519 0.04216 0.03223 -0.00230 -0.00307 0.02685 0.00824 -0.01743 -0.00408 -0.01327
1986 -0.01546 -0.06473 0.01379 -0.06639 -0.00756 -0.02458 0.00745 -0.02469 -0.00483 0.00142 -0.00342 -0.00683
1987 -0.00042 0.01676 0.00500 0.02134 0.00241 -0.00060 -0.00411 -0.00230 0.00259 -0.00768 -0.00243 -0.00751
1988 -0.01412 -0.05642 0.01802 -0.05252 -0.01062 -0.05285 0.01270 -0.05077 -0.00346 -0.02714 0.00752 -0.02308
1989 -0.02070 -0.03505 0.01875 -0.03700 -0.02249 -0.02737 0.01490 -0.03497 -0.00388 -0.00865 0.00429 -0.00825
1990 0.01951 -0.01758 -0.03806 -0.03613 0.00576 -0.01278 -0.00973 -0.01675 0.00341 -0.01106 -0.01407 -0.02172
1991 -0.02570 -0.02358 0.00824 -0.04104 -0.00578 -0.01486 0.00133 -0.01931 -0.01072 -0.00610 0.00497 -0.01184
1992 -0.03685 0.06237 -0.05057 -0.02505 0.00169 0.00380 -0.01089 -0.00540 0.01220 -0.01361 0.00151 0.00010
1993 0.00802 -0.01661 -0.00874 -0.01733 -0.01582 0.00068 0.00769 -0.00745 -0.02146 -0.00540 0.01108 -0.01577
1994 -0.03421 -0.02542 -0.00063 -0.06026 -0.03314 -0.01242 0.00680 -0.03876 -0.02148 -0.01370 0.00356 -0.03162
1995 -0.00090 -0.02083 0.00117 -0.02056 0.00067 -0.03301 0.00769 -0.02465 -0.00545 -0.01934 0.00364 -0.02115
1996 -0.03464 -0.02679 0.00648 -0.05495 -0.01259 -0.00026 0.00221 -0.01064 -0.01383 -0.00802 -0.00005 -0.02190
1997 -0.02911 -0.04507 0.00455 -0.06962 -0.00786 -0.00988 -0.00109 -0.01883
1998 0.06613 0.01617 -0.00860 0.07371 -0.00025 0.00049 -0.00124 -0.00100
1999 -0.02877 -0.02198 0.00046 -0.05029
2000 -0.02890 -0.02088 -0.01362 -0.06340
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Table 11. Economic significance of performance differentials based on aggregate flows directed to a portfolio of  
equity products which received inflows in each year from 1985 to 2000. 

 
Year 

Flows 
Occurred 

Flows to 
Equity 
Products 
receiving 
inflows 
($ millions) 

 
One-Year 
Inflow-
Outflow 
Performance 
Difference 

Annual 
Three-Year  
Inflow-
Outflow 
Performance 
Difference  

Annual 
Five-Year 
Inflow-
Outflow 
Performance 
Difference  

Gain (Loss) 
over one year 
from  
selection of 
Inflow 
products  
($ millions) 

Gain (Loss) 
over three 
years from  
selection of 
Inflow 
products 
($ millions) 

Gain (Loss) 
over five 
years from  
selection of 
Inflow 
products 
($ millions) 

        
1985 16,028.9 0.04216 0.02685 -0.01327 675.8 1,680.0 (1,674.9)
1986 23,587.5 -0.06639 -0.02469 -0.00683 (1,566.1) (2,382.1) (1,379.0)
1987 21,738.9 0.02134 -0.00230 -0.00751 463.9 (189.4) (1,426.8)
1988 24,935.0 -0.05252 -0.05077 -0.02308 (1,309.6) (5,128.6) (4,854.5)
1989 43,130.5 -0.03700 -0.03497 -0.00825 (1,595.7) (5,445.3) (2,519.9)
1990 57,695.0 -0.03613 -0.01675 -0.02172 (2,084.5) (4,045.1) (11,557.3)
1991 92,112.7 -0.04104 -0.01931 -0.01184 (3,780.6) (6,223.7) (9,396.1)
1992 127,655.5 -0.02505 -0.00540 0.00010 (3,197.7) (2,742.7) 123.8 
1993 197,204.3 -0.01733 -0.00745 -0.01577 (3,418.4) (5,821.1) (28,693.8)
1994 211,503.8 -0.06026 -0.03876 -0.03162 (12,745.3) (37,398.7) (76,875.9)
1995 280,982.9 -0.02056 -0.02465 -0.02115 (5,778.0) (29,778.0) (53,628.5)
1996 396,617.3 -0.05495 -0.01064 -0.02190 (21,793.0) (18,612.7) (60,182.0)
1997 526,976.9 -0.06962 -0.01883 (36,689.0) (37,123.9)
1998 497,129.5 0.07371 -0.00100 36,640.9 (1,549.4)
1999 619,990.2 -0.05029 (31,176.6)
2000 738,213.1 -0.06340 (46,805.4)

  
TOTAL  (134,159.2) (154,760.8) (252,064.9)
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Figure 1. Growth of initial $10,000 investments in the quintile 1 (largest flow losers) and quintile 5 (largest flow  
 gainers) using the post-flow one-year returns from 1986 to 2001 in Table 3. 
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Figure 2. Growth of initial $10,000 investments in the asset class-weighted (equity, fixed income, and balanced) 
portfolios receiving flows (the “inflow portfolios”) and the like portfolios of products losing flows (the “outflow  
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portfolios”) using the post-flow one-year returns in Table 6. 
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