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Agenda

 Motivation and research question.
 What drives individual investors fund flows?
 Past performance, fee structure and other fund characteristics?
 What is the role of attention?

 The fund of the month (FOM) experiment of an 
Austrian on-line broker allows us to empirically evaluate 
drivers of fund flows at individual investor level.

 Individual investors’ reaction to FOM experiment
 Buy and sell imbalances
 Price promotion and fund flows
 What determines trading the fund of the month?

 Summary and conclusion
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Motivation

 There exist numerous studies that empirically evaluate the drivers 
of fund flows.
 Past performance
 Fee structure
 Fund characteristics such as size, rating, investment style, etc.
 More recently media coverage, marketing, promotion and information 

 Existing studies concentrate on aggregate fund flow levels only 
very few papers look at individual investors’ fund flows.

 We explore the role of attention together with other fund 
characteristics for individual investors’ fund flows.

 We analyze a natural experiment in which an online broker 
monthly promotes a fund of the month (FOM) that is sold at a 
substantially reduced front load fee.

 Experiment allows us to empirically evaluate the interaction of 
fee structure and attention grabbing on fund flows.

 What is the relative importance of cost structure vis a vis
promotion and attention.
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What This Paper Does

 What is the impact of the FOM experiment on 
individual investors‘ fund flows?

 We explore the following distinct though related 
questions:
 How does attention grabbing of the FOM influence the 

buy and sell decisions of individual investors?
 Do different types of investors react differently to 

the FOM experiment?
 Is the cost effect or the attention effect stronger for 

the FOM?
 What are the general drivers of fund flows and does 

the FOM enforce those?
 What are the characteristics of fund investors who 

buy the fund of the month?
 Do investors benefit from trading the FOM?
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Related Literature

 Aggregate Fund flows are driven by fund 
characteristics:
 Fund flows are sensitive to past fund performance 

(convex relationship) Gruber (1996), Chevalier and 
Ellison (1997), Goetzmann and Peles (1997), etc. 

 Fund flows are driven by both operating costs and 
front load fees (salient fees) Gruber (1996), Sirri and 
Tufano (1998), Barber, Odean and Zheng (2005), etc.

 Fund flows are determined by promotion, 
advertising and media coverage (information 
sources) Sirri and Tufano (1998), Jain and Wu (2000), 
Kaniel, Starks and Vasudevan (2007), Solomon, Soltes
and Sosyura (2012), etc.
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Related Literature (cont‘d)

 Individual fund flows are driven by fund 
characteristics Ivkovic and Weisbenner (2009) :
 Fund flows are sensitive to performance: inflows are 

related to relative performance and outflows are 
related to absolute performance

 Individuals pay attention to costs, both to operating 
costs and front load fees

 Individuals are reluctant to sell funds that have 
appreciated in value but are willing to sell loosing 
funds.

 Funds that are in the news are more likely to be 
bought (attention grabbing funds) Barber, Odean 
and Zheng (2005)
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Related Literature (cont‘d)

 Barber and Odean (2008) document that individual 
investors are more likely to buy attention grabbing 
stocks

 Attention is proxied by
 A stock‘s abnormal trading volume
 A stock‘s previous one day return
 News coverage of the stock

 Investors are net buyers on high attention days
 Kaniel, Starks and Vasudevan (2007) document that 

media coverage can have an attention effect on 
investors‘ flow decisions

 Attention driven buying results from the complexity of 
the search process

 There is no search problem when selling funds as the 
investors know the funds they hold
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Summary of Results

 FOM experiment is an attention grabbing event that summarizes 
both a cost and an attention effect

 Individual investors strongly react as net buyers to the FOM 
 Effects are independent of investor characteristics (gender, 

education)
 The total net buying effect is only driven by the cost component; 

there is no attention effect
 This holds true for different types of investors
 Individual investors’ fund flows are mainly driven by past 

performance
 The FOM amplifies this effect
 Investors who engage in net buying decisions of the FOM do so 

because of fee reduction, lagged performance, their education 
level their investment experience

 Investors do benefit from trading the FOM although the 
difference is very small (1 BP per month)
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FOM Experiment

 Austrian online broker chooses a FOM every month and 
promotes this product at reduced front load fee:
 Program initiated in November 2005 and ended in December 

2009.
 „Price promotion“ strategy with a reduction in the front load 

fee of 90%.
 The FOM is prominently featured on the website of the 

online broker and account holders are informed.
 Fund promotion runs for a full month only. After that 

period advertising and fee reduction are stopped
 FOM is chosen by the online broker to inform investors 

and promote flows
 What is the impact of a fee promotion strategy on 

individual investors‘ fund flows?
 Are there any behavioral aspects associated with the  

promotion strategy?
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Data Description

 Individual investment accounts over the period of 
September 2001 to July 2007

 There are 22.776 investors in the sample out of 
which 7.628 (33.4%) traded in mutual funds

 During the sample period 111.860 trades in 
mutual funds are recorded

 Fund characteristics are taken from Morningstar 
database

 NAV‘s and fund return data are taken from Thomson 
Financials (Datastream)

 FOM experiment was initiated in November 2005, 
hence there are 22 FOM

 Descriptive statistics are as follows
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Descriptive Statistics

 Investor base
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Descriptive Statistics FOM 

 Portfolio and investor characteristics
Characteristic All Traders Degree No Degree 

Proportion Option Trader 52.69% 52.51% 52.78% 

Proportion Equity Trader 83.63% 83.49% 82.15% 

Proportion Male 83.47% 88.37% 80.77% 

Average Trade Size EUR 3588 EUR 4189 EUR 3257 

Average Number Trades 14.66 16.53 13.64 

Median Number Trades 5 5 4 

Age 39.20 39.32 39.13 
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Descriptive Statistics FOM 
(cont’d)

 Descriptive statistics of the FOM
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Measuring Attention Effects

 Buy and sell imbalances calculated on the basis of

 Value of funds traded:

 Number of fund shares traded:

 Number of fund related transactions:
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Buy and Sell Imbalances

 Summary of buy and sell imbalances

 Buy and sell imbalances for differnt investors

PAGE 15



Value Imbalances Over Sample 
Period

PAGE 16

All Investors Male Investors Female Investors Investors with Degree Investors without Degree

Month FOM All other funds FOM All other funds FOM All other funds FOM All other funds FOM All other funds

November 2005 96.56 53.97 96.27 57.14 100 34.80 94.13 54.74 99.15 53.19

December 2005 100 47.83 100 46.85 100 53.27 100 56.47 100 40.01

January 2006 99.18 56.27 99.12 55.69 100 59.94 100 58.80 98.55 54.09

February 2006 -24.12 53.93 -23.38 52.65 -33.34 62.43 -59.12 59.75 33.98 50.63

March 2006 99.16 21.21 99.13 14.79 99.35 48.40 99.31 21.12 99.02 21.26

April 2006 99.17 38.91 99.06 38.65 100 40.14 98.45 49.39 100 31.57

May 2006 93.82 -18.61 93.24 -14.12 97.99 -39.30 88.86 -11.62 96.79 -22.87

June 2006 89.03 -5.92 85.40 -8.78 100 11.88 82.29 -11.09 100 -0.58

July 2006 95.92 34.96 95.11 37.87 100 8.03 94.58 36.34 98.18 31.67

August 2006 94.24 37.12 92.99 38.71 100 26.05 100 46.45 87.81 31.20

September 2006 69.31 7.93 67.18 5.70 85.13 20.83 77.28 42.00 64.81 -9.36

October 2006 99.05 37.97 98.99 35.49 100 52.90 98.89 40.64 99.34 35.77

November 2006 100 29.28 100 33.53 100 1.61 100 33.47 100 26.47

December 2006 97.44 5.45 97.07 3.04 100 25.19 100 -10.20 94.90 17.88

January 2007 86.76 11.70 86.23 11.94 89.61 10.04 88.06 15.26 85.87 8.67

February 2007 92.11 2.49 90.94 1.43 99.75 10.68 95.53 -0.84 89.90 4.97

March 2007 100 9.39 100 10.11 100 0.57 100 -5.20 100 24.51

April 2007 92.87 -2.47 93.65 -3.35 85.93 7.17 100 0.70 88.16 -5.90

May 2007 98.82 0.07 98.66 -0.82 100 8.79 96.84 -3.57 99.99 2.22

June 2007 100 11.37 100 11.01 100 15.17 100 5.72 100 16.63

July 2007 88.46 7.91 88.59 9.14 87.85 -3.53 88.45 4.67 88.47 12.90

Mean 88.94 20.99 88.49 20.79 91.06 21.67 87.79 23.00 91.66 20.24



Total FOM Effect 

 Total FOM effect is the sum of the
 Attention effect and
 Cost effect (reduced front load fee)

 Can we split the total effect into its two 
components?

 The cost effect only applies during the period a 
fund is FOM

 Attention effect carries over to the neighboring 
periods

 What is the net buying effect in periods immediately 
following the FOM period?

 Recalculate buy and sell imbalances for periods 
after FOM
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Subsequent Value 
Imbalances 
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Subsequent Transaction 
Imbalances
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Subsequent Number 
Imbalances
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Subsequent Value Imbalances
Male
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Subsequent Value Imbalances
Female
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Subsequent Value Imbalances
Education
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Subsequent Value Imbalances
No Education
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Timing of Purchases

 Month divided into 5 equal sub-periods. How do 
purchases spread across the month?
 Weighted by number of transactions
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Timing of Purchases

 Investors with degree and weighted by number 
of transactions
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Cost and Attention Effects

 Value, transaction and number imbalances indicate 
that the FOM effect is only driven by a strong front 
load fee effect
 Immediately after the FOM period is over imbalances

return to prior levels
 The effect applies for all imbalance measures and is 

independent of investor characteristics
 Investors spread purchases of FOM unevenly

across the month (strong initially and at the end)
 Investors seem to be very short term return 

chasers
 What drives fund (in)flows?
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Individual Investors‘ Fund 
Inflows
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Individual Investors‘ Fund 
Flows

Regression results:
Dep. Variable: Flows
Indep. Variables:

FoM
Performance
Size
Age
Rating
Fees
Front Load
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Fund of the Month Trading

 What determines trading the fund of the month?

  Dependent Variable: FOM Trader 

 (1) (2) (3) (4) 

Lagged FOM Performance 5.4083*** 5.4110*** 4.7530*** 4.7567*** 
(8.67) (8.67) (7.74) (7.75) 

Absolute Fee Reduction 35.2226*** 35.2064*** 35.4016*** 35.3982*** 
(10.19) (10.18) (10.18) (10.18) 

Equity Trader 0.8577*** 0.8624*** 0.8870*** 0.8917*** 
(7.59) (7.64) (7.78) (7.83) 

Options Trader 0.3659*** 0.3607*** 0.2833*** 0.2781*** 
(5.12) (5.06) (3.94) (3.87) 

Age 0.0275*** 0.0262*** 0.0281*** 0.0266*** 
(9.87) (9.17) (10.04) (9.28) 

Male 0.0461 0.0486 0.0454 0.0451 
(0.49) (0.51) (0.48) (0.47) 

Degree 0.2989***  0.2359***  
(4.41)  (3.47)  
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Fund of the Month Trading

 What determines trading the fund of the month?
Econ  0.7407**  0.7347** 

 (2.30)  (2.27) 

Tech  0.2237**  0.1683* 
 (2.41)  (1.80) 

Long_Educ  0.4793***  0.4254*** 
 (3.95)  (3.50) 

Mag  0.2503***  0.1715* 
 (2.60)  (1.77) 

Average Turnover 1.9791*** 1.9760***   
(17.39) (17.37)   

Monthly Turnover   -0.5169 -0.5235 
  (-1.46) (-1.48) 

Constant -7.1874*** -7.1301*** -6.5013*** -6.4356*** 
(-29.46) (-29.02) (-26.58) (-26.13) 

No. Observations 30734 30734 30734 30734 
No. Groups 6414 6414 6414 6414 
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Do Investors Benefit from
Trading the FOM?
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Do Investors Benefit from 
Trading the FOM?

 Performance of investor types grouped by the 
number of FOM purchased

 Performance is inverse U-shaped
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Conclusions

 We have evaluated individual investors‘ fund 
flows within a natural experiment.
 Fund flows are driven by:
 Fund of the month.
 Past performance (return chasing behavior).
 Investors only react to the front load fee 

effect.
 It seems that there is not attention effect even 

for different investor types. 
 Investors seem to be rational agents that are 

ultra short term focused.
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