MuTuAL FUNDS

tively cheap stocks, like $2.7 billion Davis
New York Venture and $2.2 billion Neu-
berger & Berman Partners, are less likely to
have investors stampeding in and out of
them than, for example, the riskier
funds run by AIM or PBHG.

5. Don’t kid around with sector funds.
Portfolios filled with stocks from a single
industry can produce wild swings in re-
turnsthat challenge the staying power of
any investor. The $200 million Midas
Fund, which invests in precious-metals
stocks, earned a 21.2% portfolio return in
1996—but, by our math, the average
shareholder actually lost 14.5%.

And just look at the difference in re-
turns at Dan Leonard’s $838 million In-
vesco Strategic Technology and Paul
Wick’s $2.4 billion Seligman Communica-
tions and Information. At the Invesco fund,
money came in gradually, so Leonard’s
average shareholder made 24.3% annu-
ally in the three years that ended in
1996—even better than the portfolio’s
23.2% annual return. But at Seligman,
nearly all the customers stampeded into
the fund in 1995, just before tech stocks
crashed; so, while Wick’s portfolio

earned 29.5% annually over the same
three-year period, his average share-
holder pocketed just 15.4%.

In my view, sector funds make sense
only for people who fully understand
the industry they are investing in and
the riskiness of that narrow bet—and are
willing to stay put for the payoff.

6. Embrace discipline. Anything that
compels you to sit tight with your funds
is a good thing. Some examples: dollar-
cost averaging, which makes youinvest a
fixed sum at preset intervals over time;
short-term redemption fees, which pe-
nalize you for selling too soon; and even
those sales loads that we journalists have
always told you to avoid. If paying a com-
mission gets you a good broker who
forces you to stay the course, it’s money
well spent.

7. You get the returns you deserve.
That’s one of my favorite expressions, and I
think you should take it to heart. Back in
1970, the average investor held a fund for
more than 16 years. Today the typical
shareholder holds a fund for less than
seven years. “The average holding period is
soshort it’stragic,” says Vanguard’s Bogle.

Mutual funds are meant to be a long-
term investment, not a trading vehicle.
If you owned Michael Schonberg’s fund
for a few months and sold it as soon as it
dropped, you've got no one to blame but
yourself. Your fund manager can make
money for you only if you stick around
long enough to allow his strategies to
work. What’s more, your bad behavior
makes his job even harder. As Peter
Lynch wrote in his book Beating the Street:
“Shareholders play a major role in a
fund’s success or failure. If they are
steadfast and refuse to panic in the scary
situations, the fund manager won’t have
to liquidate stocks at unfavorable prices
to pay them back.”

This is the only way to resolve the para-
doxes of fund returns: Instead of loving
and leaving a constantly shifting mix of
hot funds, pick a handful of investments
and marry them for the next five years, 10
years or longer. If you treat your funds
right by standing by them for the long
run, they should treat yourighttoo. B3
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A conservative stock fund that...

Beat the S&P 500!

In 1996, the 100% no-load Strong Growth and Income Fund out-
performed the S&P 500 Index by a wide margin—31.91% versus
22.96%. To receive a free prospectus kit with more complete infor-
mation, including management fees and expenses, call Strong
Funds 24 hours a day, 7 days a week. Please read it carefully
before you invest or send money.

A Fund’s performance, especially for short time periods, should not be the sole factor in
making your investment decision. The Fund’s inceplion date is 12-29-95. Performance is
historical and does not represent future results. Investment returns and principal value vary, and you may have a gain or loss when you sell
shares. The Standard and Poor’s 500 Stock Index is an unmanaged index generally representative of the U.S. stock market. Strong Funds
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