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Abstract

Mutual fund industry is an important part of modern finance
industries. With the rapid development of mutual funds, it has been
the largest and the most influential institutional investors at home and
abroad. Nowadays, mutual funds become an important factor of
promoting the development of capital market. Therefore, the
development of mutual funds has important significance on improving
the structure of investors and pushing forward the innovations in our
capital market. And the evaluation of mutual funds’performance is
the chief issue in mutual fund industry. Open—end mutual funds have
been the main body of mutual funds, and thus, the object of this
study focuses on open—end mutual funds.

Specifically, this thesis mainly discusses the following
problems :

Firstly, what methods can be used in measuring mutual funds’
performance? How can we choose the correct methods to measure the
risks and returns in mutual funds, according to our actual
conditions ?

Secondly, what influence does managers’ skill of active manag—
ement have on performance? Does mutual funds’ performance report
managers skill of active management? What kinds of fund managers
have real skill of active management?

Thirdly, how do we measure liquidity and liquidity risk which
are specific in open —end mutual funds? And what impact do they
have on funds ’ performance and persistence? Does there exist

liquidity premium and liquidity risk premium in funds’ return? Can
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liquidity risk be used to forecast funds’ performance and managers’
skill of active management? How to manage liquidity risk?

According to those problems above, this book can be divided
into the following chapters:

Chapter 1, introduction. Firstly, it will introduce the
background and significance of this book. Secondly, it will review
the literature at home and abroad, and then it will analyze the
ideas, approach and outlines in this book. Finally, it will conclude
contributions and shortcomings in this book.

Chapter 2, new insight into evaluation and test on Expectile —
based Sharpe Ratio, evidence from Chinese open—end mutual fund
industry. In this Chapter, I creatively introduce Expectile into the
problem of evaluation of mutual funds ’ performance, that is, 1
replace standard deviation with Expectile—based VaR and Expectile—
ES as the measurement of risk in mutual funds’ returns. Empirical
results show that the use of CARE models in this book to estimate
Expectile —based VaR and Expectile —based ES can measure the tail
risk in funds’ return series, and describe the dynamic variations in
tail Expectile. So the conclusion proves Expectile is statistically
significant and thus can be very feasible to the ranking and
evaluation in mutual funds.

Chapter 3, research on relation between managers ’ ability of
active management and performance in China. This chapter applies
Active Share (AS) and Tracking Error (TE) proposed by Cremers
and Petajisto (2009) to measure managers’ skill of active management,
and then analyzes the relationship between manager’s skill of active
management and performance from the aspects of multivariate linear
regression, controlling size factor, persistence and manager
replacement. The empirical results show that managers impact the
performance very significantly. The group funds with highest AS and
lowest TE prove the best performance, whereas the group funds with

lowest AS and highest TE prove the worst performance. I also find
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that after controlling the factors of funds’ characteristics and historical
performance, there exist correlations between managers’ skill of active
management and performance, fund size and turnover rate. The
results show if some funds have better performance, their managers
would have higher skills of active management.

Chapter 4, research on open—end mutual funds’ liquidity risk
management in China. Firstly, this chapter reviews related theories
about liquidity risk in open —end mutual funds, and integrate the
possible problems lie in our domestic open —end mutual funds’
liquidity, 1 construct the market liquidity factor in our capital
market, on the base of Amihud’s ( 2002) illiquidity ratio and
Pastor and Stambaugh’s ( 2003) measure. What’s important, I
measure the liquidity risk in mutual funds using the holding stock ’s
data. Our empirical results show that, both liquidity level and
liquidity risk in mutual funds have impacts on performance. I next
apply multivariate regression to analyze smart money effect,
persistence effect and size effect, after controlling such fund
characteristics as size, age, turnover rate, flow and so on. Results
show that, liquidity risk can not only be used to forecast
performance, but also used to identify whether some managers have
skill of active management. So we provide an effective method to
select funds and managers for investors.

Chapter 5, conclusion and outlook. In this chapter, we review
preview chapters and point out defects in this thesis, and look into
the future of this study.

In this specific study, I try my best to:

Firstly, given mutual funds’ real situations in China, I must
select appropriate methodologies to construct a set of performance
measurement and liquidity risk management systems.

Secondly, kinds of Statistics and Econometrics methods are
playing important roles in our empirical study, and 1 also apply

qualitative analysis to conduct systematic analysis.
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Thirdly, I make innovations in methodologies, and apply many
methods to conduct empirical study on relevant problems in this
thesis.

Totally speaking, the contributions in this thesis are:

(1) All data in the empirical study is daily data. Because of
complexity of data, most literatures study the problem of mutual
funds ’ performance, using yearly, quarterly, monthly and weekly
data. However, very few scholars use daily data to study mutual
funds’ performance. Since the short history of mutual fund industry in
China, I mainly study the problems of measurement of performance,
managers ~ skill of active management and liquidity risk management,
under the series of daily return. This is because the purchase and
redemption of mutual funds and the operation of fund managers are
conducted by day.

(2) The empirical study in this book composite multiple
methodologies, which also are the first time in domestic field, and
thus it provides new insight into relevant researches. Every chapter in
this thesis applies different method, and the specific creativities are
summarized in the end of each chapter. For example, when we measure
open—end mutual funds’ performance, we use the Asymmetric Least
Squares (ALS) method to estimate the parameters in our Conditional
Auto Regressive Expectile (CARE) Models and calculate VaR and
ES of return series; when we study manager 's skill of active
management, we apply Active Share and Tracking Error to measure
manager’s skill of active management from the angle of funds ’
holdings, and analyze the relation between manager’s skill of active
management and performance from the aspects of multivariate linear
regression, controlling size factor, persistence and manager
replacement; when studying liquidity risk, we construct the liquidity
factor in Chinese capital market, which is based on Amihud’s (2002)
illiquidity ratio and Pastor and Stambaugh (2003) measure, and

then we use multivariate regression to analyze smart money effect,
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persistence effect and size effect, after controlling the fund charact—

eristics of size, age, turnover rate and flow.

Key words: Open—end mutual funds; Measurement of performa—
nce; Persistence; Manager’ s skill of active management; Liquidit
& g q N
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