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Abstract

The securities investment funds is usually considered to be a rational en-
tity which can represent investor’s interests and carry out professional finan-
cial management. However, based on the newly — developed behavioral fi-
nance theory, the investment behavior of the securities investment funds may
not be rational . According to the classical finance theory which using the ra-
tional people as prerequisite departure, the securities investment funds is
likely to consider their own interests at the expense of the interests of inves-
tors though the behavior of the securities investment funds rational under the
principal — agent conditions. This kind of behavior is irrational from the per-
spective of investors of the securities investment funds .

Our securities investment funds industry is start quite late compare to its
counterparts in the west world. The origination of the securities investment
funds, governance structure or market conditions are all in its infancy stage.
These factors would worsen principal — agent problem in the funds industry.
Based on the classical theory of principal — agent and combined with the new-
ly — developed behavioral finance theory, This dissertation carry out some em-
pirical study on the pivotal problem of China funds market such as herd be-
havior, window dressing, tunneling, “rat trade” . Based on the empirical
results, this dissertation summarize and conclude the securities investment
funds investment problem in China and analyze the deeply rooted reasons for

these problems. It also suggest some concrete proposal for the regulators to
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improve market efficiency This study is divided into eight chapters.

Chapter one, Introduction. This chapter is the introductory part of this
dissertation, It explain the background of this study, articulate the aim and
theoretical and empirical merits of this thesis. It also outline the structure,
research methods and the content of this dissertation. The final part of this
chapter is concluded with the innovations of this thesis.

Chapter two, literature review. This section not only reviews the latest
developments of behavioral finance theory but also introduces the classical fi-
nancial theory to explain behavior problems of the mutual funds. Among
them, domestic and foreign securities investment funds herd behavior, win-
dow dressing, tunneling, “rat trade” behavior are the focus of the literature
review which are both summarized theoretically and empirically.

The third, fourth, fifth and sixth chapters are empirical part of this dis-
sertation. Chapter three and four are focus on the herd behavior and window
dressing in China’s Stocks . These chapter try to discover whether the securi-
ties investment funds to fulfill its commitments in the prospectus honestly,
whether it has irrational investment behavior. Chapter five and six analyze the
illegal conduct of securities investment mutual funds by the means of case
study and game theory and elaborate the harmful effect of these illegal con-
duct on China security market.

Chapter three first introduce the most popular test method of LSV and
Wermesr amendment and then based on these methods, this chapter analyze
the existence of herd behavior, the relationship between herd behavior and
the stock market cycle, herd behavior in the industry characteristics, the
scale characteristics of herd behavior and compare these property of herd be-

havior with united states stock market. The empirical results demonstrate
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that: first, the herd behavior is exist in the China securities investment funds
market and the seller herding behavior are stronger than the buyer’s; second,
the degree of buying herd behavior has positive relationship with the per-
formance of stock market and the securities herd behavior does not decrease
with the development of the securities market. The herd behavior on the
Chinese securities investment funds booster the volatility of the stock mar-
ket ; third, overall degree of herd behavior in specific industry is higher than
the full industry. There is cluster effect on the securities investment funds
investment behavior and this is quite prominent for traditional industries;
fourth , the size of targeted stocks and the degree of herd behavior are nega-
tive correlated ; fifth, herding behavior of the U. S. mutual funds is not
obvious while it is quite phenomenal of the securities investment funds in
China stock market.

Chapter four use Carhart, Mark, Kaniel, Musto and Reen method to in-
vestigate the existence of window dressing, the comparison of window dress-
ing in different type of securities investment funds and the path through which
the window dressing carry out empirically. The results show that: First, our
securities investment funds rate of return is significantly positive, there are
significant boosted — performance at the end of the quarter, there is no signif-
icant sign of window dressing at the end of a year or a month; Second, the
maximum window dressing is the growth fund, the minimum window dressing
is the value fund, balanced funds are centered them. Third, the securities
investment funds increase the price of heavyweight stocks in their Portfolio
and stocks of the low turnover rate in their Awkwardness to paint the tape.

Chapter five, We will divide three types of tunneling, the vertical tun-

neling, the horizontal tunneling, the insider tunneling of fund family. We
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studied WanJia fund which is holded by Qilu Securities as an example of the
vertical tunneling, find that Fund help shareholders receive high commission
income through frequent trading after they rented their shareholders trading
desks, we studied horizontal tunneling by the example of Huaan fund which
Transfer benefits to Haixin as his partner, find that Huaan fund help its part-
ners to manipulate the market by relative commission and self — dealing and
transfer benefits to his partner by high biding. We studied the insider tunne-
ling of fund family by the example of China post family insider trade which
transact Dragon real estate six times between China post core growth and Chi-
na post core optimization within two years. We found that these two funds
transfer benefits each other by insider trading and treat different portfolios un-
fairly for some reasons.

Chapter six, using the case study methods, this chapter investigate the
“rat trade” behavior in the securities investment funds. The result indicates
that although there are only six cases of “rat trade” were trialed, it is diffi-
cult to put an end to the “rat trade”. This is lie in the incentives for the
manager of a funds to establish the “rat trade” , which has minor risk and the
return is high and it is also deeply rooted in the slackness of ragulator and
lack of incentives.

Chapter seven use the principal — agent theory to analyze the problems of
the securities investment funds and it is the theory basis for the overall thesis.
Although the causes for the behavior of the securities investment funds is vari-
ous, Speaking from a system perspective, the author think that the principal —
agent problem and lack of incentives and constraints for individual participates
of the funds market is the pivotal reason. Based on the principal — agent theo-

ry, this chapter make a principal — agent model for the operation of the Chi-
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nese securities investment mutual funds and probe related deeply rooted prob-
lem of it explicitly.

Chapter eight is the conclusion part. This chapter summarize the empiri-
cal results of the whole thesis and then discuss the reason for herd behavior,
performance disguise, insider trade and mouse storehouse respectively. Some
concrete proposals are suggested aim at improve the operational efficiency of

our security investment funds at the end of this chapter.
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