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The Information Content of Mutual Fund Print Advertising

Abstract


The mutual fund industry has experienced tremendous growth in recent years.  During this time period mutual funds have become somewhat of a commodity with many funds using advertising to attract investors.  The current study uses content analysis to determine the informational content of fund advertising.  The results indicate that while the number of informational cues has increased during the time period of 1979 to 1999, relatively few funds include information such as loads, 12b-1 fees, and expense ratios in their advertisements.

The Information Content of Mutual Fund Print Advertising

Mutual funds are financial investments whereby investment companies raise money from shareholders and invest it in stocks, bonds, money market securities, or other investments.  Each investor then has a prorata claim to the underlying fund assets based on the relative amount of their investment in the pool.  Mutual funds offer investors the advantages of diversification and professional management.  While many other consumer financial products such as home mortgages (e.g., Lino 1992), credit cards (e.g., Lee and Hogarth 2000), home equity credit lines (e.g., Salandro and Harrison 1997), and health insurance (e.g., Kolodinsky 1999) have been investigated from a public policy and consumer welfare standpoint, little research has investigated open-end mutual funds (see Lichtenstein, Kaufmann, and Bhagat 1999 for a recent exception).

The open-end mutual fund industry can be traced to the 1920's but has only recently experienced rapid growth with mutual funds becoming the investment vehicle of choice for individual investors.  At year-end 1999, aggregate mutual fund assets totaled approximately $6.9 trillion, a four-fold increase since 1990, and approximately 83 million individuals and 48 million households owned mutual funds (Investment Company Institute 2000).  In 1999, households made net financial asset purchases of $505 billion of which $327 billion (65 percent) was in mutual funds (Investment Company Institute 2000).  During this growth period, mutual funds have become somewhat of a commodity much like other consumer packaged goods (Brandstrader 1996; Geer 1997; Walbert 1997).  As of year-end 1999, there were 5,407 distinct fund portfolios, with 980 portfolios classified as growth portfolios alone.  As the number of funds increases and the differences among mutual funds become less obvious, investors are faced with the problem of how to make informed purchase decisions.  

The choice of a specific mutual fund has tremendous consumer welfare implications.  For example, consider two funds with one fund earning an 8 percent gross return compounded annually and the other a 10 percent gross return compounded annually.  The original investment in each fund is $10,000.  The accumulated wealth for the fund with an 8 percent return after 30 years is $74,433.51, while that of the fund with a 10 percent return is $129,073.30, or a difference of 73.41 percent.  In another example, consider two funds each having a 10 percent gross return compounded annually.  The first fund has an expense ratio of 0.18 percent and the second an expense ratio of 0.75 percent.  An expense ratio is the amount investors pay for fund administration, management, and distribution.  A fund’s expense ratio is calculated as a percentage of a fund’s net assets and is a recurring expense for investors.  Once again, the initial investment in each fund is $10,000.  In 30 years, the fund with a 0.18 percent expense ratio will have an accumulated wealth of $165,313.20, while the fund with the 0.75 percent expense ratio grows to $139,218.20, a difference of 18.74 percent.  Given most mutual fund investments are for retirement purposes and other major life expenses (i.e., college savings) and involve larger investments than the examples above, the choice of a mutual fund can have a significant impact on terminal wealth and consumer welfare.  Lichtenstein et al. (1999) describe similar differences in terminal wealth that may result from consumers investing in managed funds versus index funds.  They develop a number of theoretical propositions based on research in psychology, consumer behavior, and behavioral finance to explain why investors would choose managed funds over index funds despite the fact that managed funds provide a lower risk adjusted return.  Based on their review they call for increased government and employee-sponsored educational programs, emphasizing the public policy implications that result from investing in mutual funds. 

Mutual fund advertising has emerged as one of the most important sources of information for individual investors when making mutual fund investment decisions (Capon, Fitzsimmons, and Prince 1996) and fund companies have increasingly used advertising as a communication vehicle to reach mutual fund investors (Geer 1997; Walbert 1997).  In fact, total advertising spending in the mutual fund industry reached $514 million in the year 2000.  This represents an increase of approximately 32 percent over 1999 advertising spending and an increase of almost 300 percent over 1990 advertising spending (Pozen 2002).  Recent news reports give some indication as to the level of spending on mutual fund advertising by individual companies.  For example, Kemper Funds released a $4 million print advertising campaign in 2000 (Vickers 2000), The Dreyfus Corporation spent an estimated $30 million in 1999 (McMains 1999), and Fidelity released a new ad series in 1997 estimated at $70 million (Walbert 1997).

Research indicates that fund companies are more likely to advertise after strong performance.  In fact, Jain and Wu (2000) found that funds with advertisements had higher returns for the year preceding the placement of the ad.  In addition, the research indicated that having an advertisement led to significantly higher fund flows than a control of group of funds with no advertisements, even though the subsequent performance of the advertised funds was substandard.  In fact, most research indicates that there is little or no persistence in mutual fund performance, except for the worst performers (Carhart 1997; Malkiel 1995), and that fund performance reverts to the historical average over time (Jordon, Officer, and Smolira 2000).  Research also indicates that mutual fund flows increase significantly after strong performance but that investors do not redeem shares as quickly when performance is sub-standard (Ippolito 1992; Sirri and Tufano 1998).  These results indicate that fund companies have an incentive to emphasize exceptional past performance in their advertisements.


Unlike most industries, mutual fund advertising is strictly regulated.  Regulating mutual fund advertising is a difficult task, due in large part to the complexity and intangibility of the product itself.  Even past performance is no indication of the future "reliability" of the fund for consumers.  Current regulation focuses primarily on two areas: accurate disclosure of all material information and specific guidelines regarding past performance (see NASD Standards Applicable to Communications with the Public in Rule 2200).  While the rule outlines minimum characteristics to consider when determining what might be misleading, final judgment is left to NASD.  More importantly, there are no specific guidelines as to what information is considered "material".  

The information contained in mutual fund advertising is important for public policy and consumer welfare.  Researchers have documented consumers’ relative lack of knowledge concerning mutual funds.  For example, in one study of mutual fund investors, “only 60.7 percent knew whether their investments were in load or no-load funds” and “no more than 25.0 percent were familiar with the investment management style” (Capon et al. 1996, p. 77).  In another study of mutual fund investors, only 43 percent of investors had knowledge of a fund’s expenses at the time of purchase and 20 percent of investors expected “above average” returns for funds with higher than average expenses (Alexander, Jones, and Nigro 1998), despite a preponderance of research that suggests otherwise (Bogle 1999; Carhart 1997; Livingston and O'Neal 1998).  This lack of knowledge coupled with the fact that fund advertising is one of the most important information sources for investors (Capon et al. 1996) highlights the importance of the information contained in mutual fund advertising. 

As a result of its growth and importance, mutual fund advertising has been under substantial scrutiny by industry observers.  In fact, John Bogle, founder and former Chief Executive of the Vanguard Group and frequent writer and speaker on the mutual fund industry, states that mutual fund advertising has “gotten completely out of hand” (Bogle 2001, p. 212).  Others have described mutual fund advertising as a “big waste” and as “vanity projects which investors pay through higher management fees” which lowers terminal wealth as previously demonstrated (Chidley 1999, p. 70).  Some observers have commented that mutual fund advertising over emphasizes performance and/or rankings by independent companies such as Morningstar (Bogle 1999; Clements 2001; Pozen 2002; Zweig 1996).  Other observers, however, have described mutual fund advertising as focusing on characteristics other than specific mutual funds and their performance (Brandstrader 1996; Geer 1997; Wechsler 1998; Voight 1998).  These characteristics include brandname, retirement planning, software, peace of mind, and reputation.

In essence, it is the value of mutual fund advertising to consumers that has been under question.  Research has indicated that consumers prefer advertising that can assist them in their decision making and that the amount of information contained in an advertisement is the factor most strongly correlated with advertising value (Ducoffe 1995; Zanot 1984).  While regulatory agencies such as the NASD monitor the truthfulness of specific claims in advertising, no research has systematically investigated the amount or type of information presented in mutual fund advertising.  Determining the amount of information included in mutual fund advertising could weaken or reinforce industry observers’ claims and would help to indicate whether or not consumers are being provided the information needed to make intelligent investment decisions. 

METHOD


This study investigated mutual fund advertising using content analysis.  Content analysis is an observational research method used to systematically evaluate the symbolic content of recorded communications and is a widely used procedure in marketing research (Kassarjian 1977).  Mutual fund advertisements in Money magazine were used to investigate the research questions.  Advertisements in Money magazine were deemed representative of mutual fund print advertising since Money is the most widely circulated personal investing periodical (1999 circulation of Money was 1,974,679 according to SRDS Consumer Magazine Advertising Source 2000).  In addition, preliminary comparisons of advertisements found in Money with advertisements in other periodicals such as Business Week and Kiplinger’s resulted in substantial overlap.  Three years of mutual fund advertising were examined across 10 year increments--1979, 1989, and 1999--and all advertisements by mutual fund companies from all 12 issues per year of Money for each of the three years were examined for this study. 


The information content of each ad was measured using methods introduced by Resnik and Stern (1977) and used in numerous studies since its introduction, determining if advertisements include specific informational cues in the following categories: price or value, quality, performance, components or contents, availability, special offers or promotions, taste, nutrition, packaging or shape, guarantees, safety, independent research, company research, and new ideas.  

Resnik and Stern’s (1977) typology was used to classify the informational content of the ads.  However, five categories from the original typology were deleted since they were not applicable to mutual funds.  The “taste” and “nutrition” categories were not included since they relate to food products.  “Packaging” was deleted since it relates to physical products.  Mutual funds cannot guarantee returns and there is no threat to physical safety so the “guarantees” and “safety” categories were not used.  Finally, the category “new ideas” was not used in the current study since it refers to totally new concepts introduced and the current study investigated an existing service (i.e., mutual funds) and excluded new services offered by fund companies.  The remaining categories from the Resnik and Stern (1977) typology that were used are described in subsequent sections. 


Each mutual fund advertisement was examined to determine if it included information pertaining to the informational categories.  Each advertisement was coded as either “containing” or “not containing” information relating to the categories and each category represented an informational cue.  Therefore, a single advertisement could contain from 0 to 8 informational cues.

An important requirement for coding the advertisements in a content analysis is that observers be “familiar with the nature of the material to be recorded but also capable of handling the categories and terms of the data language reliably”  (Krippendorff 1980, p. 72).  Due to the complex and technical nature of the ads, especially in the fine print, both authors independently conducted the coding of the advertisements.  The coding consisted of identifying only the presence or absence of certain ad features, much like a simple observation counting task.  Intercoder reliability is an important indicator of the quality of content analysis (Kassarjian 1977; Kolbe and Burnett 1991; Perreault and Leigh 1989).  To assess the reliability of the judgments, Perreault and Leigh’s (1989) reliability index was calculated for each information category.  The reliability indexes were quite high ranging from 98.3 percent to 99.6 percent.  Discrepancies in coding were resolved through discussion such that 100 percent agreement was obtained.

RESULTS

Frequency of Advertising


A total of 88, 525, and 572 advertisements by mutual fund companies were identified in 1979, 1989, and 1999, respectively.  Duplicate advertisements were removed from the analysis leaving 50 advertisements for 1979, 260 for 1989, and 309 for 1999.  Since the objective of the study focused on mutual fund advertising, advertisements for other services (i.e., brokerage services, tax planning advice, variable annuities, etc.) by companies that market mutual funds were excluded from the analysis.  Fourteen (28.0 percent) advertisements were for other services in 1979, 59 (22.7 percent) in 1989, and 139 (45.0 percent) in 1999 (see Table 1).  Thus, the final number of advertisements included in the analysis for 1979, 1989, and 1999 were 36, 201, and 170, respectively.  A chi-square analysis indicated that there was no relationship (p > 0.05) between advertising other services and year between 1979 and 1989, and 1979 and 1999; however, there was a significant relationship (p < 0.001) when comparing 1989 and 1999.

Specific Breakdown of Informational Cues


Service Quality.  Service quality can be defined as the “delivery of excellent or superior service (Zeithaml and Bitner 1996, p. 34).  Since the intangibility of services makes the superiority of a service hard to evaluate, service providers rely on cues to convey the perceived quality of their service (Zeithaml 1981).  Informational cues regarding service quality of mutual funds were classified into two categories:  information relating to the firm’s reputation and information relating to the firm’s customer service.  Funds used a number of cues to convey perceptions of an excellent reputation including years in existence, qualifications of fund managers, and total assets under fund management.  Funds also communicated information related to their excellent customer services.  These cues emphasized the ease with which investors could contact the fund.  Fund ads were considered to have included information relating to service quality if the ad included either information regarding reputation or information regarding customer service (or both).  The percentage of ads with no information relating to service quality ranged from 23.4 percent in 1989 to 36.1 percent in 1979 (see Table 2).  Chi-square analysis indicated that there was not a significant relationship (p > 0.05) between ad year and the inclusion of information regarding service quality.  

The findings relating to the specific service quality dimensions of reputation and customer service are shown in Table 3.  The inclusion of information regarding fund reputation decreased from 1979 to 1989 and then increased in 1999 (see Table 3).  A chi square analysis indicated a significant relationship (p < 0.01) between year and the inclusion of reputational information between the years 1979 and 1989 and for 1989 to 1999.  The inclusion of information regarding customer service increased from 1979 to 1989 and then decreased in 1999.  A chi-square analysis indicated a significant relationship (p < 0.01) between year and the inclusion of customer service related information for all years.


Performance.  Specific information on the mutual fund’s past performance included in the ads was also recorded.  A fund was considered to have included performance information if it included the fund’s return for any time period (e.g., 1 year, 5 year, 10 year, or life of fund).  The inclusion of performance increased from 2.8 percent of ads in 1979 to 41.3 percent and 52.4 percent in 1989 and 1999, respectively (see Table 2).  Chi-square analysis indicated a significant relationship (p < 0.001) between the use of returns in mutual fund ads and the year for 1979 to 1989 and for 1979 to 1999, but not for 1989 to 1999 (p > 0.05).


Composition of Fund.  The ads were examined to determine if the ad included the types of asset holdings of the mutual fund.  For example, does the mutual fund invest primarily in growth stocks of large companies or in municipal bonds of a certain grade?  Funds were deemed to have included this information if the type of underlying investments was discussed in the ad.  Funds were not considered to have included such information if the only reference to its composition was the fund name.  Slightly more than half (from 55.6 percent in 1979 to 64.2 percent in 1989) of the mutual fund ads in each year discussed the type of fund holdings (see Table 2).  Chi-square analysis indicated that there was not a significant relationship (p > 0.05) between ad year and the inclusion of a fund’s composition. 


Special Offers.  Some firms choose to promote special offers in their ads such as a free magazine subscription with an investment or a temporary suspension of management fees.  In 1979 zero advertisements included a special offer while 4.0 percent of ads in 1989 and 5.3 percent of ads in 1999 included a special offer (see Table 2).  There was no significant difference (p > 0.05) in the use of special offers in mutual fund ads across the three time periods.  


Distribution.  Previous research indicates that many firms use advertising to instruct consumers on where to find their products.  Fund companies provided information on the distribution of their funds in a number of ways including phone, mail, Internet, financial advisor, and fund supermarkets such as Schwab One Source and Fidelity’s FundsNetwork.  One hundred percent of the ads (see Table 2) in each of the three time periods included at least one informational cue concerning where consumers can find additional information on the fund or how they can purchase the fund.  This finding is likely due to regulation requiring ads to include directions to consumers for obtaining additional information.


Independent Research.  Ads were examined to determine if they presented results of independent research.  Independent research included Morningstar Ratings and Lipper Rankings.  These ratings were not available in 1979 and there were no other sources of independent research used in mutual funds in 1979 so the results do not include this year.  In 1989, 16.9 percent of ads included results of independent research while 47.1 percent of ads in 1999 included this information (see Table 2).  Chi-square analysis indicated a significant relationship (p < 0.001) between the inclusion of independent research and the year, with more ads including independent research in 1999 when compared to 1989.


Company Research.  Company research consists of data collected or produced by the mutual fund company sponsoring the advertisement.  Comparing a fund’s performance to the industry average, The S & P 500, or Dow Jones Industrial Average were the most common examples of company research.  Zero ads in 1979, 15.9 percent of ads in 1989, and 19.4 percent of ads in 1999 reported the results of company research (see Table 2).  Chi-square analysis indicated a significant relationship (p < 0.05) between the inclusion of company research and the year for 1979 to 1989 and 1979 to 1999, with more funds in recent years including company research.  There was no significant relationship for 1989 to 1999. 


Price.  For mutual funds, factors associated with the price or cost of a mutual fund include the minimum investment required, the expense ratio, 12b-1 fees, and any loads.  Each of these factors is explained below.  The minimum investment is the minimum amount of money needed to open an account with the fund company.  The expense ratio was previously discussed.  A 12b-1 fee is a yearly fee that is deducted from an investor’s account each year and is part of the stated expense ratio.  The fee was created in 1980 to cover marketing and distribution expenses and is calculated as a percentage of an investor’s assets, generally ranging from 0.25 percent to 1.00 percent.  The term “load” has traditionally referred to an up-front sales charge (as a percent of initial investment) paid by the investor to the mutual fund company at the initial purchase.  Recently, however, fund companies have developed additional types of load funds (e.g., contingent deferred sales charge and level loads).  

A fund was considered to include price related information if it included at least one of the factors mentioned above.  The presence of pricing information in mutual fund ads varied significantly according to the year the ad appeared for 1979 to 1999 (p < 0.05) and for 1989 to 1999 (p < 0.001).  The percentage of funds including price related information decreased from 86.1 percent of ads in 1979, to 75.6 percent of ads in 1989, to 52.9 percent of ads in 1999 (see Table 2).  

Given the importance of price related issues to a fund’s return, each of the individual dimensions of price was also coded.  During the three time periods, firms substantially reduced the frequency with which they reported the minimum amount for investing.  In 1979, 63.9 percent of ads reported the minimum investment, 43.8 percent in 1989, and only 13.5 percent in 1999 (see Table 4).  Chi-square analysis indicated a significant relationship between the year and reporting the minimum amount for investment for 1979 to 1999 (p < 0.001) and 1989 to 1999 (p < 0.001).  The percentage of mutual fund ads specifically including the fund’s expense ratio was 8.3 percent in 1979, 5.0 percent in 1989, and 4.1 percent in 1999 (see Table 4).  Chi-square analysis indicated that there was not a significant relationship (p > 0.05) between the year and inclusion of this information.  The percentage of mutual fund ads that reported their 12b-1 fees was 8.5 percent in 1989, and 2.4 percent in 1999 (see Table 4) (12b-1 fees did not exist in 1979).  Chi-square analysis indicated that there was a significant relationship (p < 0.05) between the year and the presence of a 12b-1 fee in the ad.  With regard to reporting whether or not a fund carries a load, 61.1 percent of ads included this information in 1979, 65.2 percent in 1989, and 48.2 percent in 1999 (see Table 4).  Chi-square analysis indicated a significant relationship (p < 0.01) between the year and the inclusion of a fund’s load for 1989 to 1999 only, with fewer funds reporting this information in 1999. 

Total Informational Content of Advertisements.  The total number of informational cues was calculated for each advertisement.  Ads could contain between 0 and 8 informational cues representing the eight categories of the typology.  All of the mutual fund advertisements contained at least one informational cue and a large percentage (approximately 72 percent) of ads in each time period included three or more informational cues.  In addition, the mean number of informational cues included in fund advertising increased from 3.1 informational cues per ad in 1979, to 3.9 informational cues per ad in 1989, and to 4.1 informational cues per ad in 1999.  As indicated in Table 5, there was a significant difference (p < 0.001) in the mean number of informational cues included in fund advertising during the twenty-year period.  Further analysis using the Tukey test indicated a significant difference between the information content of advertising between 1979 and 1989 (p < 0.01) and 1979 and 1999 (p < 0.01), but no significant difference between 1989 and 1999 (p > 0.05). 

Advertising Individual Funds versus the Fund Family

To further investigate the claims that mutual fund advertisements are focusing less attention on individual funds, the advertisements were also coded to determine the degree to which mutual funds emphasize individual funds versus the fund family.  The number of funds included in the ads was coded into three categories:  one fund advertised, more than one fund advertised, or fund family advertised.  The frequency of advertising a single fund decreased from 88.9 percent in 1979, to 80.6 percent in 1989, to 64.1 percent in 1999 (see Table 6).  Additionally, the frequency of advertising the fund family increased from zero percent in 1979 to 9.4 percent in 1999.  Chi-square analysis indicated a significant relationship (p < 0.01) between the number of funds advertised and the year for 1989 to 1999 only.  This increase is in addition to the large increase in advertising other services offered by the mutual fund company which is also designed to bring attention to the fund family.

DISCUSSION

The primary purpose of this study was to empirically examine the information content of mutual fund print advertising, specifically ads in Money magazine in 1979, 1989, and 1999.  In the past decade, mutual funds have become the investment vehicle of choice for individual investors and mutual fund advertising has grown accordingly.  The results indicate that mutual fund advertisements in 1999 included an average of 4.1 information cues.  


Before discussing the results certain limitations should be noted.  While the investigation of other periodicals yielded substantial overlap in terms of mutual fund ads, the current study investigated mutual fund ads from a single periodical.  Therefore, generalizing the results to advertising in other periodicals should be done with caution.  In addition, the study investigated mutual fund advertising in a periodical with a consumer audience.  Fund companies spend considerable resources advertising and promoting their products to financial advisors.  Also, mutual fund companies have increasingly used television advertising and direct mail to reach investors.  Therefore, the results from this study should not be generalized to other forms of mutual fund advertising and promotions. 

The evidence presented indicates that while the average number of informational cues rose from 1979 to 1989, there was no significant increase in the information content of mutual fund advertising between 1989 and 1999.  One explanation for this finding could be the increase in various sources of mutual fund information for investors.  Investors now have many information sources on the Internet including mutual fund company webpages and independent sources such as Morningstar (Pozen 2002).  These alternative information sources are extremely easy to access and include detailed information for the investor, decreasing the need to include this information in advertisements.  In addition, there are a plethora of periodicals that include detailed mutual fund reviews for investors seeking specific information.  Another possible explanation could be space constraints.  A representative from Dreyfus indicated in a recent article in the Wall Street Journal that space constraints impact the information included in ads (Damato 2002).  There is simply a limit on the amount of information that can be included in an ad and Dreyfus, for example, chooses to include Morningstar ratings.

The type of information presented in mutual fund ads has changed considerably over the twenty-year period investigated in this study.  In 1999, advertisements focused significantly more on performance and less on price information than advertisements in 1979 and 1989.  The percentage of ads with information about pricing characteristics dropped from 86.1 percent in 1979 to 52.9 percent in 1999, a reduction of 40 percent.  Although the inclusion of pricing related information has dropped, research has shown that higher costs lead to lower returns for investors (Bogle 1999; Carhart 1997; Livingston and O'Neal 1998), indicating the importance of this information for consumer decision making and consumer terminal wealth.  

The results indicate that ads for specific funds now rely more on past returns and independent research that focuses on returns when compared to previous time periods.  Individual fund performance was used in 52.4 percent of advertisements in 1999, but only 2.8 and 41.3 percent in 1979 and 1989 respectively.  The mutual fund industry has come under criticism in recent years for focusing on past performance in advertisements since most research indicates little persistence in mutual fund performance (Carhart 1997; Malkiel 1995; Jordan, Officer, and Smolira 2000; Bogle 1999).  Additionally, the SEC and NASD have focused a great deal of attention regulating how fund companies use performance and industry rankings in advertisements.  The regulatory focus is meant to insure investors gain an accurate depiction of fund performance over time.


The other shift in ad focus over the time period examined is the amount of information that is non-fund specific, a finding consistent with fund companies trying to separate themselves from competitors and create a brand (Brandstrader 1996).  The results suggest that fund companies are focusing on a broader range of services to attract and keep investors.  In fact, 45 percent of all ads in 1999 sponsored by a company that manages mutual funds are for other services such as retirement planning or brokerage services.  This compares to only 28 percent in 1979 and 23 percent in 1989.  Additionally, significantly more ads are for entire fund families or multiple funds in 1999 when compared to the other years in the sample.  

The results indicated a decrease in the number of ads for mutual funds from 1989 to 1999.  One possible explanation for this finding is that more mutual fund ads contained information for 2 or more funds or information on a fund family in 1999 (35. 9 percent) when compared to 1989 (19.4 percent), thus fewer ads were needed to convey fund specific information.  In addition, mutual fund advertising now reaches a broader audience through general interest periodicals and television, as opposed to only through traditional methods of purely investment periodicals.  Thus, additional advertising dollars have been spent on television ads as opposed to increased spending in a single periodical or type of periodical.  While advertising for specific mutual funds decreased from 1989 to 1999 in Money, the total number of ads by mutual fund companies actually increased from 525 to 575 during this period, indicative of the increase in advertisements for other services offered by mutual fund companies.

From a public policy standpoint, this study highlights the information currently contained in mutual fund print advertising as well as information not present but identified by experts (e.g., Bogle 1999) as critical for making mutual fund choices that maximize consumer welfare.  The type of information that was included most often in mutual fund advertising in 1999 was related to overall company information such as service quality and information on how to contact the fund for additional information.  This finding was consistent with industry observers who have commented on the importance of branding in the financial services industry.  While the purpose of this study was not to prescribe what should or should not be contained in mutual fund ads, two fund characteristics critical to investor wealth were conspicuous by their absence in fund ads: measures of cost and risks (Bogle 1999).


While some ads addressed pricing issues, only 4.1 percent of ads in 1989 and 5.0 percent in 1999 specifically discuss expense ratios, down from 8.3 percent in 1979.  Additionally, only 2.4 percent of ads in 1999 mention whether the fund does or does not have a 12b-1 fee.  From a public policy perspective, this information would be important to include in advertisements since there is overwhelming evidence that higher expenses lead to lower fund returns, which results in lower terminal wealth as previously discussed (e.g. Lesseig, Long, and Smythe 2001) and that 12b-1 fees represent a deadweight cost to investors (e.g. Ferris and Chance 1987; Malhotra and McLeod 1997; McLeod and Malhotra 1994).  In addition to fund costs, fund ads rarely discuss risk.  Specifically, commonly used measures of risk such as a fund's '' or market risk, standard deviation of returns, or a Sharpe ratio are not seen in mutual fund advertisements.  In fact Bogle (1999) makes a compelling case that cost and risk are two of the most important characteristics in choosing a mutual fund - not past returns.  Performance numbers, by themselves, can also be misleading depending on the historical time frame in question (Zweig 1996).  The problem is that advertisements do not show how the fund attained a given level of performance.  One fund could have six years of outstanding performance combined with four years of sub-par performance while a competing fund with the same average annual return could have 10 years of good results but none that were outstanding.  Without any further information, the two funds appear similar.  Risk measures would provide investors with this critical information.

While pricing related characteristics such as expenses have a significant impact on consumer welfare, previous survey results indicate investors do no place great importance on this information when choosing a mutual fund.  In fact, investors ranked management fees fifth out of nine fund characteristics when asked how important a number of different selection criteria were in the choice of a mutual fund (Capon et al. 1996).  Fund performance was deemed the most important fund characteristic in the same study.  Therefore, perhaps fund companies are simply providing the informational cues consumers want in fund advertising, not necessarily the ones that have the greatest impact on terminal wealth.  It seems that regardless of whether or not these critical characteristics that impact terminal wealth (i.e., loads, expenses and risk) are presented in an ad (or even a fund prospectus), consumers are most concerned with the past performance when choosing a mutual fund.  Future research should further investigate the decision process consumers use when making mutual fund investments.  A better understanding of the decision process would aid public policy officials in designing educational programs to assist investors in their investment decisions.  

The results from this study, as well as results from previous research that demonstrates consumers’ relative lack of knowledge of mutual funds, suggest that investor education is needed.  This education should be designed to inform mutual fund investors of fund characteristics (or informational cues) that have the greatest impact on terminal wealth since maximizing terminal wealth for a given level of risk is the objective of virtually all mutual fund investors (Lichtenstein et al. 1999).  While some of the ads included in this study did contain informational cues important in assessing the appropriateness of a fund for a given investment decision (i.e., performance, independent research, pricing related information, and fund composition), in general, the study indicated that mutual fund ads do not include the amount and level of relevant information needed to make intelligent decisions.  Therefore, investors should also be educated as to where this critical information can be obtained since the current study indicates that many mutual fund advertisements do not include it. 

Consistent with previous research on the information content of advertising (e.g., Abernethy and Franke 1996), this study considered only explicit or objective information claims found in mutual fund ads.  Implied claims such as puffery were not included in the content analysis.  Future research should further investigate mutual fund advertising to explore the usage of puffery and other antifactual content in mutual fund advertising (Preston 2002).  Including antifactual content in future studies of mutual fund advertising would help determine if the ads include content that detracts from the informativeness of the ads and if the ads include deceptive information (Preston 2002).
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Table 1

Mutual Fund Company Ads by Services Included in the Ad

	
	
	
	
	
	
	
	
	
	

	
	
	1979
	
	1989
	
	1999

	Service Advertised
	
	N
	%
	
	N
	%
	
	N
	%

	
	
	
	
	
	
	
	
	
	

	Ad for Mutual Funds 
	
	36
	72.0
	
	201
	77.3
	
	170
	55.0

	Ad for Other Services
	
	14
	28.0
	
	59
	22.7
	
	139
	45.0

	Total
	
	50
	100.0
	
	260
	100.0
	
	309
	100.0

	
	
	
	
	
	
	
	
	
	


Table 2

Types of Information Included in Mutual Fund Ads

	
	
	
	
	
	
	
	

	
	
	1979
	
	1989
	
	1999

	Type of Informational Cue
	
	N
	%
	
	N
	%
	
	N
	%

	
	
	
	
	
	
	
	
	
	

	Service Quality (Overall)
	
	
	
	
	
	
	
	
	

	  Not Included
	
	13
	36.1
	
	47
	23.4
	
	48
	28.2

	  Included 
	
	23
	63.9
	
	154
	76.6
	
	122
	71.8

	Total
	
	36
	100.0
	
	201
	100.0
	
	170
	100.0

	
	
	
	
	
	
	
	
	
	

	Performance
	
	
	
	
	
	
	
	
	

	  Not Included
	
	35
	97.2
	
	118
	58.7
	
	81
	47.6

	  Included
	
	1
	2.8
	
	83
	41.3
	
	89
	52.4

	Total
	
	36
	100.0
	
	201
	100.0
	
	170
	100.0

	
	
	
	
	
	
	
	
	
	

	Composition of Fund
	
	
	
	
	
	
	
	
	

	  Not Included
	
	16
	44.4
	
	72
	35.8
	
	67
	39.4

	  Included
	
	20
	55.6
	
	129
	64.2
	
	103
	60.6

	Total
	
	36
	100.0
	
	201
	100.0
	
	170
	100.0

	
	
	
	
	
	
	
	
	
	

	Special Offers
	
	
	
	
	
	
	
	
	

	  Not Included
	
	36
	100.0
	
	193
	96.0
	
	161
	94.7

	  Included
	
	0
	0.0
	
	8
	4.0
	
	9
	5.3

	Total
	
	36
	100.0
	
	201
	100.0
	
	170
	100.0

	
	
	
	
	
	
	
	
	
	

	Distribution 
	
	
	
	
	
	
	
	
	

	  Not Included
	
	0
	0.0
	
	0
	0.0
	
	0
	0.0

	  Included
	
	36
	100.0
	
	201
	100.0
	
	170
	100.0

	Total
	
	36
	100.0
	
	201
	100.0
	
	170
	100.0

	
	
	
	
	
	
	
	
	
	

	Independent Research
	
	
	
	
	
	
	
	
	

	  Not Included
	
	a
	
	
	167
	83.1
	
	90
	52.9

	  Included
	
	
	
	
	34
	16.9
	
	80
	47.1

	Total
	
	
	
	
	201
	100.0
	
	170
	100.0

	
	
	
	
	
	
	
	
	
	

	Company Research
	
	
	
	
	
	
	
	
	

	  Not Included
	
	36
	100.0
	
	169
	84.1
	
	137
	80.6

	  Included
	
	0
	0.0
	
	32
	15.9
	
	33
	19.4

	Total
	
	36
	100.0
	
	201
	100.0
	
	170
	100.0

	
	
	
	
	
	
	
	
	
	

	Price Related Information
	
	
	
	
	
	
	
	
	

	  Not Included
	
	5
	13.9
	
	49
	24.4
	
	80
	47.1

	  Included
	
	31
	86.1
	
	152
	75.6
	
	90
	52.9

	Total
	
	36
	100.0
	
	201
	100.0
	
	170
	100.0

	
	
	
	
	
	
	
	
	
	


a 1979 was not included.

Table 3

Service Quality Related Information Included in Ads

	
	
	
	
	
	
	
	
	
	

	
	
	1979
	
	1989
	
	1999

	Service Quality Cue
	
	N
	%
	
	N
	%
	
	N
	%

	
	
	
	
	
	
	
	
	
	

	Reputation
	
	
	
	
	
	
	
	
	

	  Not Included
	
	13
	36.1
	
	120
	59.7
	
	71
	41.8

	  Included
	
	23
	63.9
	
	81
	40.3
	
	99
	58.2

	Total
	
	36
	100.0
	
	201
	100.0
	
	170
	100.0

	
	
	
	
	
	
	
	
	
	

	Customer Service
	
	
	
	
	
	
	
	
	

	  Not Included
	
	33
	91.7
	
	80
	39.8
	
	119
	70.0

	  Included
	
	3
	8.3
	
	121
	60.2
	
	51
	30.0

	Total
	
	36
	100.0
	
	201
	100.0
	
	170
	100.0

	
	
	
	
	
	
	
	
	
	


Table 4

Pricing Related Information Included in Mutual Fund Ads

	
	
	
	
	
	
	
	
	
	

	
	
	1979
	
	1989
	
	1999

	Pricing Related Information
	
	N
	%
	
	N
	%
	
	N
	%

	
	
	
	
	
	
	
	
	
	

	Minimum
	
	
	
	
	
	
	
	
	

	  Not Included
	
	13
	36.1
	
	113
	56.2
	
	147
	86.5

	  Included
	
	23
	63.9
	
	88
	43.8
	
	23
	13.5

	Total
	
	36
	100.0
	
	201
	100.0
	
	170
	100.0

	
	
	
	
	
	
	
	
	
	

	Expenses
	
	
	
	
	
	
	
	
	

	  Not Included
	
	33
	91.7
	
	191
	95.0
	
	163
	95.9

	  Included
	
	3
	8.3
	
	10
	5.0
	
	7
	4.1

	Total
	
	36
	100.0
	
	201
	100.0
	
	170
	100.0

	
	
	
	
	
	
	
	
	
	

	12b-1 Fees
	
	
	
	
	
	
	
	
	

	  Not Included
	
	a
	
	
	184
	91.5
	
	166
	97.6

	  Included
	
	
	
	
	17
	8.5
	
	4
	2.4

	Total
	
	
	
	
	201
	100.0
	
	170
	100.0

	
	
	
	
	
	
	
	
	
	

	Load
	
	
	
	
	
	
	
	
	

	  Not Included
	
	14
	38.9
	
	70
	34.8
	
	88
	51.8

	  Included
	
	22
	61.1
	
	131
	65.2
	
	82
	48.2

	Total
	
	36
	100.0
	
	201
	100.0
	
	170
	100.0

	
	
	
	
	
	
	
	
	
	


a 12b-1 fees did not exist in 1979.

Table 5

Total Informational Content of Mutual Fund Ads

a.  Number of Cues Per Ad for Each Year

	
	

	Year
	Mean Number of Cues Per Ad

	
	

	1979
	3.1

	1989
	3.9

	1999
	4.1

	
	


b. ANOVA of Number of Cues Per Ad Across Three Time Periods

	
	
	
	
	

	
	SS
	df
	MSE
	F

	Between
	30.43
	2
	15.22
	9.67a

	Within
	635.64
	404
	1.57
	

	Total
	666.07
	406
	
	

	
	
	
	
	


a p < .001

Table 6

Number of Funds Advertised per Mutual Fund Ad

	
	
	
	
	
	
	
	
	
	

	Number of Funds Advertised 
	
	1979
	
	1989
	
	1999

	Per Mutual Fund Ad
	
	N
	%
	
	N
	%
	
	N
	%

	
	
	
	
	
	
	
	
	
	

	1 Fund 
	
	32
	88.9
	
	162
	80.6
	
	109
	64.1

	2 or More Funds
	
	4
	11.1
	
	28
	13.9
	
	45
	26.5

	Fund Family
	
	0
	0
	
	11
	5.5
	
	16
	9.4

	Total
	
	36
	100.0
	
	201
	100.0
	
	170
	100.0
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