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Abstract

We report our analysis, using account data from a large discount brokerage firm, of the

common stock investment performance of 166 investment clubs from February 1991

through January 1997. The average club tilted its common stock investment toward

high-beta, small-cap growth stocks and turned over 65 percent of its portfolio annually.

The average club lagged the performance of a broad-based market index and the

performance of individual investors. Moreover, 60 percent of the clubs underperformed

the index.

The financial press has made frequent and bold claims about the performance of

investment clubs. One often-quoted figure from a National Association of Investors

Corporation survey states that 60 percent of investment clubs beat the market. Are

these claims myth or reality?



 

We Care About Your Privacy

We and our 909 partners store and access personal data,

like browsing data or unique identifiers, on your device.

Selecting "I Accept" enables tracking technologies to

support the purposes shown under "we and our partners

process data to provide," whereas selecting "Reject All" or

withdrawing your consent will disable them. If trackers are

disabled, some content and ads you see may not be as

relevant to you. You can resurface this menu to change your

choices or withdraw consent at any time by clicking the

["privacy preferences"] link on the bottom of the webpage

[or the floating icon on the bottom-left of the webpage, if

applicable]. Your choices will have effect within our Website.

For more details, refer to our Privacy Policy. Here

We and our partners process data to provide:

U i l ti d t A ti l d i

I Accept

Reject All

Show Purpose

https://www.tandfonline.com/
https://www.tandfonline.com/action/showPublications?pubType=journal
https://www.tandfonline.com/subjects/economics-finance-business-industry
https://www.tandfonline.com/ufaj20
https://www.tandfonline.com/loi/ufaj20
https://www.tandfonline.com/toc/ufaj20/56/1
https://www.tandfonline.com/toc/ufaj20/56/1
https://www.tandfonline.com/journals/ufaj20
https://www.tandfonline.com/author/Barber%2C+Brad+M
https://www.tandfonline.com/author/Odean%2C+Terrance
https://doi.org/10.2469/faj.v56.n1.2326
https://www.tandfonline.com/action/clickThrough?id=5943&url=%2Fr%2Fsubjectsample-mathstats&loc=%2Fdoi%2Fabs%2F10.2469%2Ffaj.v56.n1.2326&pubId=52527578&placeholderId=1074&productId=1843
https://www.tandfonline.com/doi/ref/10.2469/faj.v56.n1.2326?scroll=top
https://www.tandfonline.com/doi/citedby/10.2469/faj.v56.n1.2326?scroll=top&needAccess=true
https://www.tandfonline.com/doi/metrics/10.2469/faj.v56.n1.2326?scroll=top
https://www.tandfonline.com/doi/permissions/10.2469/faj.v56.n1.2326?scroll=top
https://www.tandfonline.com/doi/abs/10.2469/faj.v56.n1.2326
https://www.addtoany.com/share#url=https%3A%2F%2Fwww.tandfonline.com%2Fdoi%2Fabs%2F10.2469%2Ffaj.v56.n1.2326&title=Too%20Many%20Cooks%20Spoil%20the%20Profits%3A%20Investment%20Club%20Performance%3A%20Financial%20Analysts%20Journal%3A%20Vol%2056%2C%20No%201
https://www.tandfonline.com/
https://www.tandfonline.com/action/showCart?FlowID=1
https://www.informa.com/privacy-policy/


Related Research Data

Contrarian Investment, Extrapolation, and Risk

Source: Unknown Repository

The Cross‐Section of Expected Stock Returns

Source: The Journal of Finance

Common risk factors in the returns on stocks and bonds

Source: Journal of Financial Economics

Do Investors Trade Too Much?

Source: SSRN Electronic Journal

Trading is Hazardous to Your Wealth: The Common Stock Investment Performance of

Individual Investors

Source: SSRN Electronic Journal

We used account data from a large discount broker to analyze the common stock

investment performance of 166 investment clubs from February 1991 to January 1997.

We report that the average club earned an annualized geometric mean return of 14.1

percent whereas a market index returned 17.9 percent. In addition, 60 percent of the

clubs we analyzed underperformed the index. Not only did the average club fail to beat

the market, it failed to match the performance of the average individual investor, who

earned 16.4 percent during our sample period.

Two reasons account for the poor performance of investment clubs relative to individual

investors—trading costs and investment style. Despite having roughly similar account

sizes, the clubs executed smaller trades and held more stocks than did individuals.

Thus, their proportionate cost of trading was higher. Trading costs accounted for

approximately one-third of the clubs' performance shortfall relative to individuals. The

remaining two-thirds of the shortfall was accounted for by investment style. Relative to

individuals, the clubs tilted more toward large-cap stocks and growth stocks. During our

sample period, large-cap stocks underperformed small-cap stocks by 15 basis points a

month and growth stocks underperformed value stocks by 20 basis points a month.

Investment clubs serve many useful functions: They encourage savings; they educate

their members about financial matters; they foster friendships and social ties; and they

entertain. Unfortunately, their investments do not beat the market.
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