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An Institutionalized Market: The Impact Upon Mutual Funds

What may properly be called the special report of the Securities and Exchange
Commission on mutual funds is a compromise.’ It is not an attempt to recommend
those changes reasonably necessary to insure for the future adequate protection
of fund shareholders, free securities markets, and proper safeguards in the
funds’ relations with portfolio corporations. The report attempts to meet Present
needs generally in terms of minimal remedies.? .
"~ But perhaps this is not unwarranted. The special report is, after all, a report
not of the Commission’s staff, but of the ‘Commission itself, a body of five indi-
viduals, each with his own values, his own interpretation of the facts which are
admittedly complex,® In such a context the report of the Commission should not
be condemned but praised. It has both integrity and vigor. Yet, this should not
deter full inquiry into the state of the industry as the Congress intended when
it authorized the Commission “at such times as it deems that any substantial
furthier increase in size of investment companies creates any problems involving
the protection of investors or the public interest to make a study and investiga-
tion * * * and from time to time report the results * '* * and its recommenda-
tions to the Congregs.” * ' ,
' II

We begin with fundamentals. A’ mutual fund purchases securities.” Its ability
to find and exploit investments successfully depends in no small measure on the
actions ‘of the underlying portfolio company and other security holders in that
company. Ta. test the behavior of mutual funds, to determine how they ‘are
fulfilling their statutory responsibilities, we must understand the implications
of what the Commission acknowledges, namely, the growing institutionalization
of the stock market.® _ ' ’

.None would argue that institutions dominate the market. However, none should
dispute the influence of institutions in specific major issues and industries. Con-
sider the:facts, In the aggregate institutional‘investors‘, which include mutual
funds, pension funds, trusts, insurance companies, are:a mighty force. To il-
lustrate, the Wharton Report studied a mutual fund industry from the period
19521958 when assets jumped from $3.9 billion to $12.2 billion. The mutual fund
industry of 1966 was more than triple the size of that in 19587 Similarly; “the
$105.8 billion of equity securities held at ‘yearend 1965 by financial institutions
was almost four times the $28.2 billion held at the end of 1955.%” ‘

The monies flowing to the institutions are not scattered. Rather, they are in-

- vested in relatively few issues listed on the New York Stock Exchange. Measured
not in terms of outstanding stock, but rather trading volume how imposing
is the position of institutional investors. In New York Stock Exchange study

- for March 10, 1965 “the trading volume of institutional investors and interme-
diaries was the highest recorded since the (NYSE) transaction studies began,
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