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Just Go with the Flow 
Authors: Johannes Mueller, Robert Bush 

“Be	greedy	when	others	are	fearful,	and	fearful	when	others	are	greedy”	                    
Warren Buffett 

    	

IN A NUTSHELL 
 

 

— The Federal Reserve has a rich, granular, and intuitive dataset called the Financial Accounts.
They are used as a building block for the National Income numbers, but we invoke them for
insights into the equity flow behavior of US Households.  

— The data illustrates the equity culture of the US, but shows that the way in which America
invests has changed very significantly over the decades, from almost entirely direct
investments to a more balanced mix of direct and indirect.  

— The relationship between quarterly equity market returns, and quarterly individual flow 
data, shows a strong negative association. Contrary to what many might ordinarily assume,
individual investors tend to buy when markets are down, and sell when they are up. We 
applaud them.  

 

The Amateur Mindset  
 

When it comes to investing, it’s likely many think they are professionals, and not amateurs. And, 
regardless of their classification, they probably believe their strategies, timings, and approaches 
are stellar. In this brief note, we will evaluate one aspect of this claim, whether amateur investors, 
properly defined, tend to do the right thing during down markets.  
 
To do that, we’ll need to clarify several terms, not least of which – what are amateurs, and what 
is the “right thing”? Fortunately, there is an extremely robust data set that we can use to help us 
answer these questions. The Federal Reserve has a voluminous set of information (see Refer-
ences) called the Financial Accounts (it used to be called the Flow of Funds Accounts) which are 
a building block of the National Income accounts.  
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The information is helpful for several reasons. Firstly, it is relatively granular, intuitive to use, 
and goes back a long way (to 1959 for the set we used), which enables us to build up a robust 
picture of behavior over several decades. Secondly, they helpfully break down wealth holders 
into three categories: households, nonfinancial businesses, and banks. It’s the first of these that 
we focus on. Finally, they break household wealth down into different asset classes, and, perhaps 
most usefully of all, the access method for the assets. So, for example, we will focus just on the 
equity component of wealth, and, specifically, that which is “directly held” by households, in con-
trast to “indirectly held.” This indirect category includes household investments in pension funds, 
insurance companies, retirement funds, and mutual funds. By excluding these, and focusing on 
the directly held equity wealth of households, we believe we have a very good proxy for self-
directed amateur flow, i.e., the actions of individual investors. 
 

The Big Picture 
 

Before we get into those specific behaviors, let’s set the scene with some bigger context. Figure 
One shows the development of how US Households have held their equity investments over time. 
Two points of interest stand out to us. The first is that, just 65 years ago, virtually all market 
participation was direct (i.e. not via a pooled vehicle). It’s easy for us to forget this today, but the 
creation, and widespread adoption, of pooled vehicles with professional money managers – such 
as mutual funds and ETFs - is a relatively recent phenomenon. The increase in the proportion of 
indirectly held equity speaks to the creation and growth of these vehicles.  
 
The second feature is the reversal of this trend in more recent years. It’s clear from the chart that, 
over the last decade or so, the direct ownership percentage is increasing. David Bianco, our Head 
of Active Equities in the US, and CIO for the Americas, cites three reasons why direct ownership 
may remain strong: large, single stock positions of, predominantly, big tech companies; retail 
platform direct index investing; and separately tax managed accounts. Ultimately though, this is 
a topic for another paper, because it’s the behavior within the directly held section that we want 
to focus on, not the changing composition between the direct and indirect holdings.  
 

Figure Two is also worth examining for context. It shows the percentage of all household finan-
cial assets that are held in equities. Again, we make two observations. Firstly, the chart reflects 
the reputation of America as an “equity culture.” That today, and for the last several decades, US 
households have held around a third of their total wealth in the stock market shows a degree of 
comfort, and faith that they have had in equity ownership as a sensible place to park savings. 
Secondly, we note that this chart is confounding two variables which we will momentarily dis-
sect. The percentage of household wealth held in equities moved both with the market itself, and 
with the flows that households choose to move in and out of the market. This is both a trivial, 
but important, distinction as we try to understand behavior. It’s almost as though the market 
move is an externally imposed, and uncontrollable component of one’s equity wealth, and the 
flow moves are the personally directed, and deliberately controlled component. It’s this latter 
part to which we will now turn our attention.  
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Figure One: The Direct, and Indirect, Equity Holding Methods of US Households 

 

Source: FRED, as of 7/25 
 

 
 
 

Figure Two: The Equity Wealth of US Households, as % of All Financial Assets 

 

Source: FRED, as of 7/25 
 

 

Going with the Flow 
 

As we note above, equity market wealth can be broadly broken into two parts, what the market 
gives you (or takes away!), and what (and when) you as an investor decide to allocate and re-
deem. Essentially, the former is the change in the value of one’s stock due to market moves, and 
the latter is the change in the value due to fresh sales and purchases (flow). This last section will 
analyze the relationship between these two parts, essentially trying to glean whether there is 
causality between them, and whether, if there is, it is to the benefit of the individual investor (i.e., 
the “right thing” from our introduction).   
 
Since we don’t want to inundate you with countless scatterplots, we will focus on just three of 
the countless possible permutations of these two factors. Firstly, the relationship between the 
change in flow one quarter and the market return in the same quarter. Secondly, we will show 
the relationship between the change in flow the following quarter, and the market return the 
previous quarter. Finally, we will reverse the causality, and look at the relationship between the 
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market return one quarter, and the change in flow the previous quarter. All these relationships 
- contemporaneous, lagged, and leading - are of interest in our view.  
 

Figure Three shows the first of these, and demonstrates what is, to us, the most important find-
ing in this paper. Again, it is showing the relationship between the change in flow of US house-
holds’ direct equity holdings, against the return of the S&P 500 (all data is quarterly from Q2 
1959 – Q1 2025). For us, the very strong, quite surprising, and strangely reassuring message is 
that individual investors in the US behaved exactly as they ought to in the face of weak equity 
markets – they tended to invest. This is good news for two reasons. Firstly, because it challenges 
the common belief that they buy and sell at the wrong times, indeed it suggests that they are 
doing exactly the opposite, buying on market dips, and redeeming after rallies. Secondly, as we 
will show shortly, they appear to have benefited from strong performance in subsequent quar-
ters. Put another way, the decisions appear to have paid off, just as one might hope.  
 
One caveat though that we ought to add to this behavior is that, although the data does a good 
job of isolating the actions of individual investors, it can’t speak to their motivations. David 
Bianco, our Head of Active Equities in the US, and CIO for the Americas, whom we cite above, also 
holds the view that most individual investors are likely advised by professional Financial Advi-
sors. So, while they might own the ultimate decision, professional guidance may well have 
steered them there.    
 

Figure Three: The Return of the S&P 500 (x-axis) vs the Change in Direct Flow of US Households (y-
axis), (Quarterly, Q2 1959 – Q1 2025) 

 

Source: FRED, Bloomberg, as of 7/25 
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Figure Four shows the next of the relationships (or lack thereof). Instead of a contemporaneous 
relationship in the same quarter, we are now looking at the same market return from above, but, 
this time, compared to the change in flow the following quarter. The idea is to try and gauge 
whether individual investors changed their allocations after the fact, essentially allowing the 
market to sway their subsequent decisions. The data suggests there is little to no relationship 
there (the correlation is 0.07). Again, we think this is a positive result because it confirms the 
findings of Figure Three, that action was taken in a timely manner in the same quarter as market 
moves, and not as an afterthought.  
 
 

Figure Four: The Return of the S&P 500 (x-axis) vs the Change in Direct Flow of US Households in 
the subsequent quarter (y-axis), (Quarterly, Q2 1959 – Q1 2025) 

 

Source: FRED, Bloomberg, as of 7/25 
 

 

 
The final relationship we observe is in Figure Five. This time we are switching the causality, and 
trying to see if flow in the preceding quarter related to the subsequent quarter’s change in the 
equity market. The plot shows another strong positive association (correlation of 0.67) which 
suggests that individual positioning in the previous quarter explains much of the equity market’s 
movement in the subsequent quarter. However, before readers leap to the exciting conclusion 
that we have uncovered an infallible leading indicator of the stock market, we would caveat two 
thoughts - one practical, one theoretical.  
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Figure Five: The Change in Direct Flow of US Households in the preceding quarter (x-axis), vs the re-
turn of the S&P 500 (y-axis), (Quarterly, Q2 1959 – Q1 2025) 

 

Source: FRED, Bloomberg, as of 7/25 
 

 
Firstly, the Fed’s National Accounts data is an extremely complex dataset and takes a long time 
to compile. As such the flow data is released with too significant a lag to trade on. Secondly, there 
might be a more subtle way to explain the relationship in Figure Five. At first glance it seems as 
though the flow behavior is driving the stock market return. But, given what we saw in Figure 
Three, where individual investors simply increased their exposure in down markets, coupled 
with the tendency for quarterly market returns to be uncorrelated, we wonder if this is more a 
result of that behavior rather than a predictor. Put another way, if investors tend to increase 
their equity weights when markets are down, and one down quarter does not necessarily lead 
to another down quarter, then would we not expect to see this relationship anyway? Of course, 
this could be over-thinking the relationship, and we leave readers to draw their own conclusions. 
For us, the most interesting relationship remains that in Figure Three which is somewhat myth-
busting, and potentially augurs quite well for long-term success in the equity markets.         
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Conclusions 

 
The Federal Reserve Financial Accounts dataset is a rich source of information for financial re-
searchers. We used the change in US Households’ directly held equity wealth, and adjusted it for 
the stock market return, to isolate what we believe is a reasonable proxy for individual flow (al-
beit potentially professionally advised). We conclude: 
 

 That there appears to have been a long run trend for a strong equity ownership culture 
in the US, and that it has shifted significantly over the decades from being almost entirely 
directly held towards a more balanced position of direct and indirect access (with per-
haps a slight trend over the last decade back towards more direct access, for the reasons 
we cite above).  
 

 After examining several permutations of the relationships between equity market re-
turns, and flow changes, our most interesting observation is that there was a strongly 
negative relationship between these two variables in the same quarter. Put more simply, 
individual investors appear to add to their holdings when times are bad, and reduce them 
when times are good. This is quite counterintuitive to the often-ingrained idea that this 
cohort performance chases, and exhibit a herd mentality. Congratulations!  
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Glossary  
 
Correlation: the statistical relationship between two variables, indicating  to what extent they 
tend to be away from their means at the same time.  
 
Exchange-traded fund (ETF): a security that tracks an index or asset like an index fund, but 
trades like a stock on an exchange.  
 
Federal Reserve: the bank of the United States 
 
Financial Assets: instruments such as cash, stocks, and bonds that are non-physical, and derive 
their value from a contractual claim on future cash flows or ownership stakes.  
 
Flow: the change in an investors’ wealth due to allocated and redeemed money, so adjusting for 
the market move.  
 
Index Investing: a passive strategy that involves buying and holding a portfolio of investments 
designed to track a market index.  
 
Mutual fund: a mutual fund combines funds from many investors with the intention of purchas-
ing securities. 
 
National Income numbers: a government bookkeeping system that records a country's economic 
performance by measuring the value and composition of factors such as income and output.  
 
Passive Investing: an investment strategy that seeks to replicate as closely as possible the per-
formance of an index.  
 
S&P 500: an index that includes 500 leading U.S. companies capturing approximately 80% cov-
erage of available U.S. market capitalization. 
 
Tax Managed Account: an investment approach designed to minimize an investor’s tax liabilities 
and maximize after-tax-returns.  
 
Volatility: the degree of variation of a trading-price series over time. It can be used as a meas-
ure of an asset's risk.  
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Important information – EMEA, APAC & LATAM 

DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they do business. The DWS legal entities offering products or 
services are specified in the relevant documentation. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and its officers and employees 
(collectively “DWS”) are communicating this document in good faith and on the following basis. 
 
This document is for information/discussion purposes only and does not constitute an offer, recommendation or solicitation to conclude a transaction 
and should not be treated as investment advice. 
 
This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not comply with legal obligations requiring the 
impartiality of financial analysis or prohibiting trading prior to the publication of a financial analysis. 
 
This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections, 
opinions, models and hypothetical performance analysis. No representation or warranty is made by DWS as to the reasonableness or completeness of 
such forward looking statements. Past performance is no guarantee of future results. 
 
The information contained in this document is obtained from sources believed to be reliable. DWS does not guarantee the accuracy, completeness or 
fairness of such information. All third-party data is copyrighted by and proprietary to the provider. DWS has no obligation to update, modify or amend 
this document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth 
herein, changes or subsequently becomes inaccurate. 
 
Investments are subject to various risks. Detailed information on risks is contained in the relevant offering documents. 
 
No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of assumptions 
which may not prove valid. 
 
DWS does not give taxation or legal advice.  
 
This document may not be reproduced or circulated without DWS’s written authority.  
 
This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, 
state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be contrary to law or regu-
lation or which would subject DWS to any registration or licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons 
into whose possession this document may come are required to inform themselves of, and to observe, such restrictions. 
 
For institutional / professional investors in Taiwan: 
This document is distributed to professional investors only and not others. Investing involves risk. The value of an investment and the income from it will 
fluctuate and investors may not get back the principal invested. Past performance is not indicative of future performance. This is a marketing communi-
cation. It is for informational purposes only. This document does not constitute investment advice or a recommendation to buy, sell or hold any security 
and shall not be deemed an offer to sell or a solicitation of an offer to buy any security. The views and opinions expressed herein, which are subject to 
change without notice, are those of the issuer or its affiliated companies at the time of publication. Certain data used are derived from various sources 
believed to be reliable, but the accuracy or completeness of the data is not guaranteed, and no liability is assumed for any direct or consequential losses 
arising from their use. The duplication, publication, extraction or transmission of the contents, irrespective of the form, is not permitted. 
 
© 2025 DWS Investment GmbH 
 
Issued in the UK by DWS Investments UK Limited which is authorized and regulated in the UK by the Financial Conduct Authority. 
© 2025 DWS Investments UK Limited 
 
In Hong Kong, this document is issued by DWS Investments Hong Kong Limited. The content of this document has not been reviewed by the Securities 
and Futures Commission. 
© 2025 DWS Investments Hong Kong Limited 
 
In Singapore, this document is issued by DWS Investments Singapore Limited. The content of this document has not been reviewed by the Monetary 
Authority of Singapore. 
© 2025 DWS Investments Singapore Limited 
 
In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640). The content of this document has not 
been reviewed by the Australian Securities and Investments Commission. 
© 2025 DWS Investments Australia Limited 

as of 09/15/25; 107286_1.0 (9/2025) 
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Important information – North America 

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment products, or 
DWS Investment Management Americas Inc. and RREEF America L.L.C., which offer advisory services. Diversification neither assures a profit not guaran-
tees against loss.  
 
This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. Before making an 
investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the investments and strategies described 
or provided by DWS, are appropriate, in light of their particular investment needs, objectives and financial circumstances. Furthermore, this document is 
for information/discussion purposes only and does not and is not intended to constitute an offer, recommendation or solicitation to conclude a transaction 
or the basis for any contract to purchase or sell any security, or other instrument, or for DWS to enter into or arrange any type of transaction as a conse-
quence of any information contained herein and should not be treated as giving investment advice. DWS, including its subsidiaries and affiliates, does not 
provide legal, tax or accounting advice. This communication was prepared solely in connection with the promotion or marketing, to the extent permitted 
by applicable law, of the transaction or matter addressed herein, and was not intended or written to be used, and cannot be relied upon, by any taxpayer 
for the purposes of avoiding any U.S. federal tax penalties. The recipient of this communication should seek advice from an independent tax advisor 
regarding any tax matters addressed herein based on its particular circumstances. Investments with DWS are not guaranteed, unless specified. Although 
information in this document has been obtained from sources believed to be reliable, we do not guarantee its accuracy, completeness or fairness, and it 
should not be relied upon as such. All opinions and estimates herein, including forecast returns, reflect our judgment on the date of this report, are subject 
to change without notice and involve a number of assumptions which may not prove valid. 
 
Investments are subject to various risks, including market fluctuations, regulatory change, counterparty risk, possible delays in repayment and loss of 
income and principal invested. The value of investments can fall as well as rise and you may not recover the amount originally invested at any point in 
time. Furthermore, substantial fluctuations of the value of the investment are possible even over short periods of time. Further, investment in international 
markets can be affected by a host of factors, including political or social conditions, diplomatic relations, limitations or removal of funds or assets or 
imposition of (or change in) exchange control or tax regulations in such markets. Additionally, investments denominated in an alternative currency will 
be subject to currency risk, changes in exchange rates which may have an adverse effect on the value, price or income of the investment. This document 
does not identify all the risks (direct and indirect) or other considerations which might be material to you when entering into a transaction. The terms of 
an investment may be exclusively subject to the detailed provisions, including risk considerations, contained in the Offering Documents. When making an 
investment decision, you should rely on the final documentation relating to the investment and not the summary contained in this document. 
 
This publication contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections, 
opinions, models and hypothetical performance analysis. The forward-looking statements expressed constitute the author’s judgment as of the date of 
this material. Forward looking statements involve significant elements of subjective judgments and analyses and changes thereto and/or consideration of 
different or additional factors could have a material impact on the results indicated. Therefore, actual results may vary, perhaps materially, from the 
results contained herein. No representation or warranty is made by DWS as to the reasonableness or completeness of such forward looking statements 
or to any other financial information contained herein. We assume no responsibility to advise the recipients of this document with regard to changes in 
our views. 
 
No assurance can be given that any investment described herein would yield favorable investment results or that the investment objectives will be 
achieved. Any securities or financial instruments presented herein are not insured by the Federal Deposit Insurance Corporation (“FDIC”) unless specifi-
cally noted and are not guaranteed by or obligations of DWS or its affiliates. We or our affiliates or persons associated with us may act upon or use material 
in this report prior to publication. DB may engage in transactions in a manner inconsistent with the views discussed herein. Opinions expressed herein 
may differ from the opinions expressed by departments or other divisions or affiliates of DWS. This document may not be reproduced or circulated without 
our written authority. The manner of circulation and distribution of this document may be restricted by law or regulation in certain countries. This docu-
ment is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country 
or other jurisdiction, including the United States, where such distribution, publication, availability or use would be contrary to law or regulation or which 
would subject DWS to any registration or licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose 
possession this document may come are required to inform themselves of, and to observe, such restrictions. Past performance is no guarantee of future 
results; nothing contained herein shall constitute any representation or warranty as to future performance. Further information is available upon inves-
tor’s request. All third-party data (such as MSCI, S&P & Bloomberg) are copyrighted by and proprietary to the provider. 
 
For Investors in Canada: No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or the merits of 
the securities described herein and any representation to the contrary is an offence. This document is intended for discussion purposes only and does not 
create any legally binding obligations on the part of DWS Group. Without limitation, this document does not constitute an offer, an invitation to offer or a 
recommendation to enter into any transaction. When making an investment decision, you should rely solely on the final documentation relating to the 
transaction you are considering, and not the information contained herein. DWS Group is not acting as your financial adviser or in any other fiduciary 
capacity with respect to any transaction presented to you. Any transaction(s) or products(s) mentioned herein may not be appropriate for all investors 
and before entering into any transaction you should take steps to ensure that you fully understand such transaction(s) and have made an independent 
assessment of the appropriateness of the transaction(s) in the light of your own objectives and circumstances, including the possible risks and benefits of 
entering into such transaction. You should also consider seeking advice from your own advisers in making this assessment. If you decide to enter into a 
transaction with DWS Group, you do so in reliance on your own judgment. The information contained in this document is based on material we believe to 
be reliable; however, we do not represent that it is accurate, current, complete, or error free. Assumptions, estimates and opinions contained in this 
document constitute our judgment as of the date of the document and are subject to change without notice. Any projections are based on a number of 
assumptions as to market conditions and there can be no guarantee that any projected results will be achieved. Past performance is not a guarantee of 
future results. The distribution of this document and availability of these products and services in certain jurisdictions may be restricted by law. You may 
not distribute this document, in whole or in part, without our express written permission. 
 
For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda only in 
compliance with the provisions of the Investment Business Act of 2003 of Bermuda which regulates the sale of securities in Bermuda. Additionally, non-
Bermudian persons (including companies) may not carry on or engage in any trade or business in Bermuda unless such persons are permitted to do so 
under applicable Bermuda legislation. 
 
© 2025 DWS Investment GmbH, Mainzer Landstraße 11-17, 60329 Frankfurt am Main, Germany.  
All rights reserved. 
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