Picking Mutual Funds

- Daniel Roccato, MBA, CPM -

With more than 6,000 mutual funds to choose from in the USA, is it any wonder that most of us have no idea where to even begin.  The situation is made worse by mutual fund companies, brokerage firms, investment advisors, etc. who seem to go out of their way to add complexity. 

But don’t give up! The reality is that with a little effort you can cut through the clutter and hype to find the mutual funds that meet your needs. Here are my guidelines for picking mutual funds:

1. Keep it simple and never invest in something you don’t understand! This may sound familiar……it’s Roccato’s Rule 5. Oh,  and make sure you fully understand how the fund will invest your money.

2. Go Low! Give preference to no-load mutual funds that have below average expense ratios……..that would be Roccato’s Rule 6.
3. I prefer mutual funds with low turnover. This is especially important since short-term capital gains taxes that result from frequent trading by the mutual fund managers can really take a bite out of your overall return.

4. Only invest with reputable companies. With so much choice, why would you ever trust a company that has had ethical lapses, legal issues, etc. 

5. I prefer funds that have a long track record, ideally 10 years or more. I like funds that have been through several market cycles. 

6. Don’t chase performance! Investing your money in a fund just because it had a great quarter is not a good strategy. Instead, invest in funds that have consistently good performance relative to their benchmark. Pay particular attention to how the fund performed in a down market.  

7. Just because you are in a mutual fund, don’t forget the basic rules of asset allocation and diversification.

Remember friends, these are my guidelines and every personal situation is unique. Make sure you always do your homework and consult with a reputable advisor before investing any money.   
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