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SVC  Volatility-adjusted Alpha  SVA™) .

C 12 C 36 S 12

CVA® . CcvA*®  SA™
Liu = “Size and Value in China” (
SVQ) N
adj
)
@« ”»
adj
¢.§ gDS
adj
s @S
5 ®,
( Excess Re-
turn ER)
( CAMP) (SVC)
T )
A B Cohen
@
1
Table 1 Summary statistics for key measures
Al g,
CA? CVA? A3 CVA% 543% SVA%

R 6.64¢ 6.70°¢ 3.57° 3.30° 3.11¢ 2.35 4.28¢
(3.23) (4.31) (2.41) (2.72) (1.87) (1.52) (3.30)
6.79¢ 7.14¢ 3.66" 3.62¢ 3.18° 2.62¢ 4.50°

CAPM
(3.37) (4.78) (2.55) (3.20) (1.99) (1.78) (3.58)
sve 9.06° 8.31°¢ 6.17¢ 5.45°¢ 7.12° 6.17¢ 7.05¢

- (4.28) (4.96) (4.70) (4.63) (4.90) (4.39) (5.76)

B: Cohen  (12005)

R 5.69° 6.36° 5.16° 4.71° 4.41° 4.16" 5.08¢
(2.80) (3.47) (2.71) (2.77) (2.24) (2.22) (2.99)
5.96° 6.88¢ 5.30¢ 5.13¢ 4.41° 4.25° 5.32°

CAPM
(3.01) (3.94) (2.89) (3.19) (2.28) (2.32) (3.24)
sve 8.95¢ 9.17¢ 9.43¢ 8.27° 10. 06° 9.47¢ 9.23¢

) (3.87) (4.36) (4.75) (4.60) (5.53) (5.52) (5.21)

Ci o,
CA" 1.000 0.626
CVA" 0.892 1.000 0.613
CA%® 0.555 0.492 1.000 0.751
CVA*® 0.517 0.556 0.900 1.000 0.746
SA% 0.406 0.348 0.812 0.714 1.000 0.700
SVA% 0.384 0.393 0.744 0.785 0.920 1.000 0.704
D: o g,
0.448 0.408 0.342 0.312 0.390 0.360 0.377
0.450 0.407 0.333 0.306 0.389 0.359 0.374
ab ¢ 90% \95%  99%
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Table 2 Performance of correlation-adjusted measures
A:
cA? cvA? cA* CVA* 5A% N/
ER 9.44°% 9.79¢ 4.42 4.35 5.50 4.65 6.36
(2.45) (2.60) (1.21) (1.14) (1.51) (1.23) (1.92)
9.68" 11.15° 5.31 6.57° 5.76 5.80 7.38"
CAPM
(2.44) (3.04) (1.45) (1.85) (1.58) (1.56) (2.27)
sve 15.25°¢ 16.35°¢ 12.88°¢ 13.67¢ 14.49¢ 14. 14 14.46¢
(3.95) (4.56) (3.63) (3.99) (4.39) (4.08) (4.74)
B:
ER 2.81 3.09 0.84 1.04 2.39 2.30 2.08
(1.14) (1.17) (0.31) (0.34) (0.97) (0.83) (0.93)
2.89 4.01 1.65 2.95 2.58 3.18 2.88
CAPM
(1.12) (1.53) (0.59) (1.04) (1.03) (1.16) (1.30)
p— 6.19" 8.04° 6.70° 8.22°¢ 7.37¢ 7.97°¢ 7.41°¢
' (2.43) (3.35) (2.43) (2.94) (2.88) (2.84) (3.52)
ab ¢ 90% \95%  99%
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Table 3 Performance of correlation-adjusted measures
L 3 H H-L L 3 H H-L
ca® cvar
R 9.76 14.46° 19.21° 9.44° 9.73 14.24° 19.52¢ 9.79°
(1.44) (2.12) (2.63) (2.45) (1.36) (2.11) (2.83) (2.60)
AP -0.19 4.68" 9.48¢ 9.68" -0.77 4.55" 10.39¢ 11.15¢
( -0.10) (2.02) (2.60) (2.44) (-0.37) (2.01) (3.05) (3.04)
“ve 0.28 8.23¢ 15.53¢ 15.25¢ -0.11 7.94¢ 16.24¢ 16.35¢
(0.16) (4.28) (4.80) (3.95) ( -0.06) (4.22) (5.42) (4.56)
CA® cvA®
R 11.84¢ 13.76° 16.26" 4.42 11.67 13.41° 16.01° 4.35
(1.73) (2.06) (2.30) (1.21) (1.59) (2.03) (2.44) (1.14)
AP 1.68 4.17° 6.98¢ 5.31 0.84 3.88¢ 7.41° 6.57°
(1.01) (1.84) (1.90) (1.45) (0.41) (1.73) (2.20) (1.85)
“ve 1.28 7.85¢ 14.16° 12.88¢ 0.82 7.30° 14. 49¢ 13.67°
(0.90) (4.17) (4.34) (3.63) (0.47) (3.96) (4.87) (3.99)
SA% SVA3S
R 11.14¢ 13.89° 16. 64° 5.50 11.74¢ 13.48" 16.39° 4.65
(1.68) (2.07) (2.30) (1.51) (1.69) (1.99) (2.36) (1.23)
1.32 4.26° 7.08¢ 5.76 1.47 3.80 7.26" 5.80
CAPM
(0.80) (1.81) (1.95) (1.58) (0.81) (1.60) (2.07) (1.56)
Sve 0.20 7.95¢ 14.69¢ 14.49¢ 0.64 7.47° 14.78¢ 14. 14¢
(0.14) (4.17) (4.74) (4.39) (0.39) (3.75) (4.95) (4.08)
ab ¢ 90% 95%  99%



— 116 — 2022 11

2 _—
Fig. 2 Cumulative return of arbitrage portfolio: Comparison of correlation-adjusted and original measures
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Table 4 Double sorted portfolio: Performance of ¢/ after controlling ¢
oL ‘ oM ‘ oH Avg. oL oM oH Avg.
cA? CVA”?
"L -0.83 1.23 4.50 1.63 -1.49 0.95 3.36 0.94
eI M 2.37 3.83 7.63 4.61 1.92 4.46 7.24 4.54
U H 4.15 7.14 11.04 7.44 4.46 7.79 12.32 8.19
HoL 4.98¢ 5.91° 6.54° 5.81° 5.95° 6.84° 8.96° 7.25°
(1.65) (2.11) (2.12) (2.01) (2.09) (2.44) (3.02) (2.59)
Sve 9. 56¢ 9.36° 10. 00° 9.64¢ 10.13¢ 10.34¢ 12.74¢ 11.07°
(3.26) (3.54) (3.36) (3.48) (3.64) (3.94) (4.62) (4.20)
cA% cvA*
e L 1.00 2.95 4.16 2.70 0.85 1.90 2.98 1.91
"I M 2.57 3.91 5.66 4.05 2.00 4.38 6.51 4.30
U H 4.12 5.46 8.16 5.91 4.58 6.92 7.87 6.46
3.12 2.51 3.99 3.21 3.73 5.02¢ 4.90° 4.55
-t (1.04) (0.89) (1.35) (1.12) (1.30) (1.76) (1.72) (1.64)
Sve 8.76° 8.38° 9.63° 8.92¢ 8.26° 10.95° 10.18° 9.80°
(2.96) (3.14) (3.36) (3.23) (2.97) (3.97) (3.74) (3.69)
54% svA%*
" L 0.69 2.70 4.13 2.50 1.14 2.81 3.76 2.57
oI M 3.19 3.68 6.04 4.30 2.91 3.54 5.81 4.09
oI H 4.73 5.22 7.70 5.88 4.53 5.53 7.93 6.00
4.04 2.52 3.57 3.38 3.39 2.72 4.17 3.43
-t (1.33) (0.95) (1.25) (1.22) (1.07) (0.98) (1.44) (1.19)
Sve 11.11° 8.56°¢ 9.20¢ 9.63¢ 10.31¢ 8.54° 9.25¢ 9.37¢
(4.03) (3.61) (3.41) (3.82) (3.45) (3.36) (3.39) (3.51)
ab ¢ 90% 95%  99%
5 4 6.5%
o0& ol ol " CAPM SVC
(ER) 1% 0. 36
(SR) CAPM SvVC
(& ") ( 2% )

. CA®  CVA" SVC 1% 0.
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Table 5 Portfolio performance of signal combination

(1) ¢ (2) " (3) o& " (4) ol o4 (3) - (1) (4 - (1)
CA”
ER 18.84 21.50 25.46 19.26 6.62 0.42
SR 0.720 0.781 0.903 0.731 0.864 0.159
CAPM 9.37¢ 11.87¢ 15.79° 9.76¢ 6.42° 0.39
(2.73) (2.92) (3.63) (2.76) (3.03) (0.51)
Sve 14.41° 18.49¢ 23. 00 15.34¢ 8.59¢ 0.92
(4.94) (5.02) (5.85) (4.95) (3.79) (1.30)
CVA"?
ER 18.39 21.26 25.27 18.89 6.88 0.50
SR 0.781 0.838 0.973 0.783 0.835 0.164
CAPM 9.38¢ 12.42¢ 16.39° 9.93¢ 7.01° 0.55
(3.85) (3.34) (4.13) (3.45) (3.09) (0.67)
Sve 12.47°¢ 18.74¢ 22.99° 14.48° 10.51°¢ 2.01°
(5.67) (5.62) (6.23) (5.61) (4.71) (2.57)
CA*
ER 16.99 17.73 19.24 16.94 2.25 -0.06
SR 0.650 0.655 0. 690 0.650 0.306 -0.021
CAPM 7.23" 8.30° 9.76" 7.38" 2.53 0.14
(2.37) (2.05) (2.25) (2.23) (1.25) (0.20)
Sve 13.15° 16.53¢ 19.01° 13.99° 5.86° 0.84
(5.22) (4.54) (4.69) (4.98) (2.94) (1.23)
CcvA*
ER 15.49 17.16 18.39 16.01 2.90 0.52
SR 0.657 0.712 0.736 0.681 0.326 0.162
CAPM 6.34¢ 8.89" 10.00" 7.23¢ 3.66 0.88
(2.84) (2.41) (2.54) (2.62) (1.54) (1.02)
Sve 10. 24 16.75¢ 18.17° 12.69° 7.93¢ 2.45°
(5.37) (5.11) (5.12) (5.27) (3.50) (3.12)
SA36
ER 16.28 16.73 17.99 16.12 1.71 -0.16
SR 0.621 0.605 0.632 0.611 0.260 -0.068
CAPM 6.43" 6.99° 8.15¢ 6.38¢ 1.72 -0.05
(2.15) (1.75) (1.91) (1.95) (0.95) ( -0.08)
sve 12.98¢ 15.68¢ 17.96° 13. 54¢ 4.98¢ 0.57
(5.48) (4.58) (4.94) (5.09) (2.77) (0.84)
N7
ER 15.93 17.11 19.56 16.11 3.62 0.17
SR 0.641 0.655 0.747 0. 642 0.484 0.063
CAPM 6.52" 8.06" 10.67 © 6.86" 4.16¢ 0.34
(2.40) (2.07) (2.62) (2.21) (1.96) (0.44)
Sve 11.91° 16.63¢ 19.77° 13.39° 7.87¢ 1.49¢
(5.35) (4.91) (5.35) (5.23) (3.68) (1.96)

ab ¢ 90% \95%  99%
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Table 6 Fama-MacBeth regression

CcA"? CVA?
0.24° 0.13 0.01° 0.00
¢ (6.54) (2.54) (5.64) (1.70)
i 0.02°" 0.03" 0.00° 0.00°
¢ (2.26) (2.03) (2.11) (1.85)
5., 0.00 0.01 0.01 0.00 0.01 0.01
(0.72) (1.19) (1.30) (0.74) (1.21) (1.33)
5., 0.00 0.00 0.00 0.00 0.00 0.00
( -0.52) (0.02) ( -0.25) ( -0.24) (0.11) (0.02)
0.00 0.00 0.00 0.00 0.00 0.00
e (1.02) (0.49) (0.69) (0.71) (0.46) (0.36)
R-square 18.7% 24.8% 26.0% 18.1% 24.2% 25.4%
A% CVA*
0.25¢ 0.15°¢ 0.01°¢ 0.01°¢
¢ (9.14) (3.94) (7.14) (5.83)
i 0.05" 0.06° 0.00° 0.00
¢ (2.26) (1.86) (1.69) (1.36)
B 0.00 0.01 0.00 0.00 0.01 0.01
(0.61) (1.22) (1.01) (0.77) (1.13) (1.18)
0.00 0.00 0.00 0.00 0.00 0.00
o (0.17) (0.45) (0.35) (0.10) (0.18) (0.21)
5 0.00 0.00 0.00 0.00 0.00 0.00
e (0.90) (0.45) (0.46) (0.66) (0.28) (0.20)
R-square 17.4% 21.4% 22.2% 17.3% 24.0% 24.8%
5436 N7
0.26° 0. 20° 0.01°¢ 0.01°¢
¢ (9.04) B (9.32) (7.45) B (6.92)
i ) 0.03" 0.02° ) 0.00 0.00
¢ (1.94) (1.76) (0.36) (0.15)
B 0.00 0.00 0.00 0.00 0.01 0.01
(0.61) (1.02) (1.04) (0.83) (1.36) (1.56)
B, 0.00 0.00 0.00 0.00 0.00 0.00
(1.01) (0.19) (0.83) (0.91) (-0.02) (0.55)
0.00° 0.00 0.00 0.00 0.00 0.00
e (1.65) (0.86) (1.60) (1.40) (0.60) (1.20)
R-square 17.4% 24.4% 25.2% 17.3% 24.4% 25.3%

90% \95%  99%
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Table 7 Robustness tests
A
CA"? CVA®Z A3 CVA3® SA% SvA3® 60 120 240
R 9.51°¢ 9.39¢ 4.63 2.80 6.09¢ 4.40 6.14" 5.54%
(2.69) (2.77) (1.38) (0.81) (1.75) (1.26) (2.05) (1.97)
CAPM 9.85¢ 10.89° 5.42 5.06 6.36° 5.53 7.19 6.51°
(2.71) (3.36) (1.63) (1.64) (1.84) (1.62) (2.47) (2.40)
Ve 15.00¢ 15.68¢ 12.28¢ 11.46° 14.89¢ 13.45¢ 13.80¢ 12.53¢
- (4.23) (4.97) (3.67) (3.80) (4.70) (4.24) (4.98) (4.72)
B:
R 8.92¢ 9.21¢ 4.15 4.50 5.07 4.86 6.12¢ 5.55¢ 5.02¢
(2.35) (2.60) (1.16) (1.24) (1.42) (1.28) (1.92) (1.92) (1.86)
CAPM 8.91° 10.28¢ 4.45 6.25¢ 5.17 5.68 6.79" 6.22° 5.58°
(2.29) (2.94) (1.23) (1.80) (1.41) (1.49) (2.15) (2.18) (2.11)
Ve 13.43¢ 14.25¢ 11.39¢ 12.30¢ 13.52¢ 13.66° 13.09¢ 12.47¢ 11.49¢
- (3.51) (4.12) (3.22) (3.63) (4.07) (3.84) (4.38) (4.55) (4.47)
C: SVC
R 4.69° 5.76" 4.17 3.81 3.67 3.07 4.19° 4.16° 4.41°
(1.67) (2.28) (1.52) (1.43) (1.30) (1.10) (1.72) (1.84) (1.99)
CAPM 4.96¢ 6.61° 3.88 4.23 3.52 3.31 4.42¢ 4.45¢ 4.77"
(1.69) (2.56) (1.42) (1.55) (1.23) (1.17) (1.79) (1.95) (2.14)
Ve 9.77¢ 10.61¢ 9.73¢ 9.41°¢ 9.83¢ 9.63¢ 9.83¢ 9.97¢ 10.39¢
- (3.45) (4.27) (3.56) (3.49) (3.84) (3.82) (4.19) (4.48) (5.06)
ab 90% \95%  99%
14. 46%
5 7.05%.
Fama-MacBeth
2005  ~2019
( FOF)
FOF

6.36%
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A correlation-adjusted measure for the management ability of mutual funds
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Abstract: Because of the chasing of mutual funds after the historical performance and the randomness in the
short-+erm performance of funds capital can easily flow into funds that are not equipped with effective manage—
ment ability. This paper proposes a fund performance measure adjusted by the correlation of daily excess
returns and performances of all other funds and investigates its predictive ability of funds’ return. With six
different performance measures the evidences show that the correlation-adjusted measures can significantly
predict funds’ future return in cross-sections. The annual return spread of portfolios based on correlation-ad—
justed measures is 14.46% on average after controlling for China’ s threefactor model which is significantly
higher than original measures. The correlation between original and correlation-adjusted measures is only about
38% and the predicting ability of correlation-adjusted measures cannot be eliminated by controlling original
ones. The implication of our findings is the correlation-adjustment approach erases the noises in the funds’ re—
turn and refines the common management ability from original measures. This approach contributes to the im-
provement of allocation efficiency of fund flows and to alleviating the problem that performance chasing is
seriously impacted by the advance of online information technology.

Key words: correlation adjustment; managerial ability measurement; chasing historical performance; Chinese

mutual funds



