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SYNOPSIS
• Mutual funds served their purpose back in 

the 1980s and 1990s as effective vehicles 
to broadly diversify a retail investor’s 
portfolio, despite their exorbitant fees and 
rampant tax issues.

• The time for these products has passed, and 
the retail investor community should strongly 
consider upgrading to the level of service and 
expertise offered to institutional investors.

• The Investment Committee conducted a 
rather unorthodox analysis of mutual fund 
performance to conclude a more effective 
strategy for those who want to profit from the 
mutual fund business. 

A Great Strategy for Mutual Funds

THOUGHT FOR THE WEEK

GOOD LUCK WITH THAT PROSPECTUS
Mutual funds served their purpose back in the 1980s 
and 1990s as effective vehicles to broadly diversify 
a retail investor’s portfolio. The accessibility and 
liquidity of these products made them an instant 
favorite amongst investors who chose to outsource the 
investment process to a professional money manager.

In fact, there were over 8,600 different mutual 
funds by the end of 2011, and the industry had 
also amassed over $30 trillion in assets under 
management. However, despite their popularity, 
mutual funds are plagued with issues from exorbitant 
hidden fees to unfavorable tax implications. 

There is no denying the popularity of mutual funds, 
and the executives that manage these products go to 
great lengths to ensure that their customers remain 
in the dark when it comes to the inner workings of 
the industry. 

Take the mutual fund prospectus as an example. Has 
anyone ever taken the time to read a prospectus? The 
Investment Committee is comprised of seven dedicated 
professionals with decades of experience and training, 
and we find it near impossible to make it more than ten 
pages deep into even the most simplistic one. 

The reason for the opaqueness is not coincidental. 
Rather, this is one of the most profitable businesses on 
Wall Street, and the fund managers go to great lengths 
in order to protect this very valuable source of income.

AN IRONIC WAY TO PROFIT FROM MUTUAL FUNDS
What began as a sarcastic “slam” on the mutual 
fund industry in our most recent Investment 
Committee meeting quickly became a legitimate 
research assignment. 

Since investors rarely benefit more from buying mutual 
funds vs. index funds, given that most fail to beat 
benchmarks after fees and cannot go to cash during 
times of despair, we hypothesized that investors should 
own the stock of the company managing the mutual 
fund instead of the funds they offer.

Although slightly humorous, the investment thesis 
is actually quite sound. These companies make 
enormous profits on fees (most of which are hidden 
to the investor), and those selling mutual funds make 
handsome commissions. 

Therefore, the business should generate huge profits 
for the companies managing the funds fueled by a 
highly incentivized sales and marketing force. Large 
and consistently growing profits are the drink of choice 
for professional investors, so the stock prices of these 
companies should most likely reflect the attractiveness 
of the business.
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As a result, we analyzed the returns for the five largest publicly traded mutual fund companies against each 
firm’s two largest mutual funds. We conducted this analysis over a time period from May 2002 to August 2014.

For example, Franklin Templeton manages both FRIAX and TEDIX, their two largest funds by total assets. They are 
also a public company, and their stock can be purchased just like any other stock on the NYSE and NASDAQ.

The results from our analysis are truly fascinating:

Total Return Annualized Return

Franklin Templeton

Largest Fund FRIAX 176.20% 8.60%

Second Largest Fund TEDIX 200.80% 9.30%

Stock Price 391.60% 13.80%

T Rowe Price

Largest Fund PRGFX 172.40% 8.50%

Second Largest Fund PRFDX 134.70% 7.20%

Stock Price 487.40% 15.40%

Invesco

Largest Fund ACELX 140.30% 7.40%

Second Largest Fund ACSTX 146.70% 7.60%

Stock Price 147.90% 7.60%

Blackrock

Largest Fund MALOX 188.00% 9.00%

Second Largest Fund MADVX 179.90% 8.70%

Stock Price 789.10% 19.40%

Eaton Vance

Largest Fund ELSMX 247.70% 10.60%

Second Largest Fund EHSTX 132.20% 7.10%

Stock Price 174.30% 8.50%

The conclusion from our analysis is indisputable. Investing in the stock of a mutual fund company would have 
generated substantially higher profits than owning the funds managed by them. 

For example, Blackrock’s two largest mutual funds would have delivered 188% and 179%, respectively, since May 
2002. Blackrock’s stock, on the other hand, would have generated 789%, which is over 4 times larger than either 
of their top mutual funds!

NOTE: The returns listed above do not incorporate either the stated or hidden fees in these funds. Therefore, the 
fund returns would actually be quite lower when accounting for both sets of fees. Considering mutual funds can 
charge well over 3%, these fees could wipe out almost 50% of annualized returns in many cases when subtracted 
from the annualized returns listed above.
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Sincerely,

Mike Sorrentino, CFA
Chief Strategist,
Aviance Capital Management

This commentary is not intended as investment advice or an investment recommendation. It is solely the 
opinion of our investment managers at the time of writing. Nothing in the commentary should be construed as a 
solicitation to buy or sell securities. Past performance is no indication of future performance. Liquid securities, 
such as those held within DIAS portfolios, can fall in value. Global Financial Private Capital is an SEC Registered 
Investment Adviser.

Simply put, the stocks of mutual fund companies 
have performed so well because the business is an 
enormously profitable one due to exorbitant fees 
and layers of complexity that are designed to protect 
the interests of the funds. Rather than buy these 
companies’ products (the mutual funds), history would 
suggest that investors should consider buying the stock 
of the companies managing the funds.

IMPLICATIONS FOR INVESTORS
Institutional investors are generally labeled as those 
who have $500 million+ in investible assets, and this 
highly sophisticated group would almost never consider 

a product as convoluted as a mutual fund. 
Rather, they demand a more simplistic structure that 
states all fees, removes the frustrating tax issues within 
the mutual fund structure, and offers access to the 
team managing their money. Our investment philosophy 
was founded on the idea that institutional and retail 
should be treated as equals.

The bottom line is that Global Financial Private Capital 
is not a mutual fund, and we do not use these products 
in our portfolios. Rather, we manage money in the same 
manner for retail investors as we do for institutions 
because the days of mutual funds are over. 


