August 6, 2004

Monthly Mutual Fund Report

Statistics for June - July 2004

Sales and Redemptions

Total assets for all funds increased in June by $80.9 billion, or 1.1
percent, to $7.59 trillion. Money market funds had a net cash outflow of
$21.6 billion compared to an inflow in May of $6.6 billion. Other funds
(equity, hybrid, and bond) had a net cash inflow of $5.4 billion,
compared to an outflow of $13.5 billion in May. New sales of non-
money market funds, the purchase of new shares excluding reinvested
dividends, were $106.9 billion in June, up from $101.0 billion in May.
The value of non-money market assets appreciated by $86.9 billion in
June, following an appreciation of $36 billion in May.

Total assets of equity funds increased by $94.1 billion, or 2.4 percent, to
$3.95 trillion. There was a $10.5 billion net cash inflow to equity funds
in June, compared with an inflow of $0.4 billion in May. The market
value of assets appreciated by $79.5 billion in June. The year-to-date
inflow is $118.5 billion, compared to an inflow of $35.6 billion in the
first six months of 2003.

Total assets for hybrid funds, which invest in a mix of stocks and bonds,
increased 2.2 percent, or $10.0 billion, to $466.9 billion. In June, there
was a $2.4 billion net cash inflow for these funds, compared to an inflow
in May of $2.3 billion. Hybrid funds have experienced an inflow of
$24.4 billion thus far in 2004, compared to an inflow of $11.6 billion to
this point in 2003.

Bond funds experienced a cash outflow of $7.4 billion, while their total
assets decreased by $2.6 billion, to $1.22 trillion. The market value of
bond funds assets increased by $1.4 billion, after adjusting for net sales
and reinvested dividends. The assets of taxable bond funds increased by
0.04 percent, while the assets of tax-exempt bond funds decreased by 0.9
percent. The 2004 outflow is $22.6 billion, compared to an inflow of
$67.6 billion through June 2003.

Assets of taxable and tax-exempt money market funds decreased
$20.5 billion, to $1.95 trillion, a decrease of 1.37 percent for taxable
money market funds and an increase of 0.85 percent for tax-exempt
funds. The year-to-date outflow of $112.6 billion is less than the
outflow for the first six months of 2003, $122.7 billion.




Liquidity Ratio

The liquidity ratio for bond and hybrid funds decreased from 5.91 to
5.60 percent, while the ratio for equity funds increased from 4.16 to
4.31 percent (figure 4).

Weekly Flows

In July, there were outflows from equity funds of 0.4 percent of total
assets, with losses of 4.2 percent (figure 6a). Based on TrimTabs’
sample of funds, equity fund flows have been negative for five
consecutive months. Bond funds had outflows of 0.1 percent and
losses of 1.0 percent.!

Index funds had monthly outflows of 0.3 percent and losses of 3.1
percent. Aggressive growth funds had outflows of 0.3 percent and
losses of 4.8 percent. Small-cap funds had an inflow of 0.9 percent
and losses of 3.9 percent.

Technology funds had an outflow of 1.1 percent and losses of 5.6
percent (figure 6b). There was an inflow to real estate funds of 3.3
percent and returns of 3.5 percent.

There were inflows to international funds in July of 0.1 percent of
assets and losses of 3.9 percent. Latin American funds had outflows
of 0.9 percent and returns of 2.1 percent. Japan funds had inflows of
2.6 percent and losses of 3.1 percent of assets for the month of July.
Pacific funds that do not invest in Japan had outflows of 2.1 percent
and losses of 3.1 percent of assets. Emerging Markets funds had
outflows of 2.3 percent, its 29" straight negative month, and losses of
8.4 percent.

Capital Market Returns and Volatility

The S&P 500 ended June at 1101.72, a decrease of 3.4 percent from the
beginning of the month. The 12-month gain was 12.0 percent at month-
end. The annualized volatility for the daily return on the S&P 500 was
11.5 percent.

The 12-month average return on the Citigroup Bond Index was 4.9
percent for May. Volatility decreased to 4.43 percent (figure 8).

Price-Earnings Ratio

The macro projections for the growth of earnings of the Standard and
Poor’s 500 index over the next two years have decreased in the second
quarter to a negative 0.6 percent from current levels. The trailing price-
earnings ratio decreased from 21.4 in the first quarter of 2004 to 20.2 for
the first quarter of 2004, while Thomson Financial/First Call's forward
price-operating earnings was 16.1 in the third quarter of 2004, down



from 16.9 in the first quarter. During the second quarter the price-
earnings ratio for the Standard and Poor's Small-Cap 600 Index fell to
29.0 from 30.7 (figure 9).

The Monthly Mutual Fund Report is available online at
http://www.bos.frb.org/economic/mmfr/mmfr.htm.

Also, the Stock Market Report is now available to the general public. The
current issue, as well as previous editions, can be found at our public
website, http://www.bos.frb.org/economic/smr/smr.htm.

Please contact Maria Giduskova for questions and comments at Maria.Giduskova@bos.frb.org, or by phone
at (617) 973-3198.

! Due to a small error, we have refined the formula used to calculate monthly flows and returns. For past
results using the new formula, please contact the author.



Figure 1
Sales of Mutual Funds
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Figure 2
Composition of Mutual Funds' Financial Assets
(percent of Total Financial Assets)
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Figure 3

Net Portfolio Purchases
(percent of Total Assets)
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Figure 4
Liquidity Ratio*
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Figure 5
Industry Composition
(Shaded Regions Indicate Periods of Rising Fed Funds Rate)

percent
100
Money Market Funds
80 -
Other Equity Funds
World Equity Funds
60
Growth & Inc. Funds
40
Capital Apprec. Funds
20
0
Jan-84 Jul-86 Jan-89 Jul-91 Jan-94 Jul-96 Jan-99 Jul-01 Jan-04

World Equity Funds

percent percent

20 3.5
B Dow Jones Global Stock Index/

15 - Dow Jones Industrial Average 3

(Right Scale)
10 125
Total Assets World Equity Funds/
5 Total Assets Equity Funds 2

B (Left Scale)

0 LU PAERDL DAL AU DOEADLID A MERAEDLDL AL 0D AL AALRAERLERL AL MDA O g 5
Jan-84 Jul-86 Jan-89 Jul-91 Jan-94 Jul-96 Jan-99 Jul-01 Jan-04

Capital Appreciation Funds

percent percent
60 8
B Russell 2000 Stock Index/
5 Dow Jones Industrial Average
Total Assets Capital Appreciation Funds/ (Right Scale) 47
Total Assets Equity Funds
50 - (Left Scale) A
B 16
45 = ﬁ
B \L /Y
y 15
40 -
35 Al 4
Jan-84 Jul-86 Jan-89 Jul-91 Jan-94 Jul-96 Jan-99 Jul-01 Jan-04

Source: Investment Company Institute



Figure 6a
Weekly Flows into Mutual Funds
(percent of Total Assets)
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Figure 6b

Weekly Flows into Mutual Funds
(percent of Total Assets)
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Figure 7

Net New Sales By Investment Objective
(Shaded Regions Indicate Periods of Rising Fed Funds Rate)
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Figure 8
Capital Market Returns and Volatility
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Figure 9

S&P Price-Earnings Ratios
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Figure 10

Real Rate of Return on Nonfinancial Corporate Equity
(from National Income and Flow of Funds Accounts)
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13

12 F

11 f

10}

9 -_

8 I

7 -_

6 £

5

4r

3 1 1 1 1 11 1 1 1 11 1 1 1 11 1 1 1 11 1 1 1 11 1 1 1 11 1 1 1 11 1 1 1 11 1 1 1 11
1958 1964 1970 1976 1982 1988 1994 2000
Tobin's Q*

0 N NIRRT RN R RN NN AN AR AN NN AN AN AN NN AR ATN ]

1952:Q1 1959:Q1 1966:Q1 1973:Q1 1980:Q1 1987:Q1 1994:Q1 2001:Q1

Profits of Nonfinancial Corporations
(percent of GDP)
12
11
10

Earnings Before Interest Payments

Profits

W M OO0 O N 0 ©

2 LUCLULUL ULt L LUt v L L UL DL L L DO LD L L L e LD Ll LU LU L O L UL i il

1958:Q1 1963:Q4 1969:Q3 1975:Q2 1981:Q1 1986:Q4 1992:Q3 1998:Q2 2004:Q1

* Market Value of Equity plus Net Interest Bearing Debt / Current value of Land, Inventories, Equipment, and Structures

Source: Flow of Funds, Haver Analytics



