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Q:  Which of the various ratings for mutual funds do you find useful in making investments?

A:  None.  Ratings are almost always a backwards look at how a particular fund did in the past.  Many academic studies have clearly demonstrated that “past performance is no guarantee of future results.”  There are several reasons for this.  Markets change, investment styles change, managers come and go, and it becomes harder to invest more money attracted by prior “good” performance.  Even worse, many times the funds that have done the “best” have ridden a wave of performance that is long gone.  Tech funds looked great in 1999, and were wealth killers for the next few years.

Interestingly, the only use of most ratings is to avoid a fund that has high expenses and a prolonged period of poor results.  Otherwise, they are of little to no use.  Very detailed investigation of mutual fund managers including face to face interviews and close regular analysis results in borderline improvements in portfolio returns, and this is just not available to most investors or even advisors.

You are better off in making a broad asset allocation, and then using the least expensive index funds to buy these choices.  This is not to say that some funds investing in “inefficient” markets may not be better choices, but that you probably do not have enough information to know which ones they are.

