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Fig.1 Construction of confidence words
1
1.2.2
Du °
)
» 10 03
: ( ()
1 9 0.3
()
) 1
1 ()
() Table 1 Examples of ( un) confidence words
: 1) TOP 20 TOP 20
“ ” 1 561 42 420
3 203 29 370
7 1.2 169 26 420
8.9 2) 142 24 344
141 24 116
127 22 747
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1 1.2.4
Table 1 Continues
TOP 20 TOP 20
120 22 645 Return.
120 21 516 : Agel_ , :
113 20 525 Tna,, :
112 20 472 Concen, ,
102 14 468 : Turnover,
97 12 428
85 11 765 6
74 10 967 Expense, .
73 10 664
69 10 265 1.3
68 10 005
68 9 404 A
52 9 067
47 9 066
1.2.3
¢ Length,
Con, , Uncon, , 38
Length,
() 2 619
il
Netconfidence, 1. 5% 55.2% 76
Con,;, — Uncon, , 14
NetConfidence; , = (1) 28.4% 0.018.
Length,
2
Table 2 Descriptive statistics
A: Mean Std. Dev. P1 P99 P25 P75
NetConfidence, , -0.314 0.049 -0.437 -0.193 -0.346 -0.282
Length,; , 221.11 376.75 38 2619 97 206
B: Mean Std. Dev. P1 P99 P25 P75
Return; ,/% 1.53 6.08 -15.94 19.46 -1.82 4.56
Concen; , 0.552 0.172 0.133 1 0.439 0.651
Age; ,/Month 76.06 41.38 28 195 43 101
Expense; , 0.018 0.021 0.003 0.186 0.011 0.018
Turnover; , 0.284 0.301 0.003 1.857 0.101 0.353
Tna; ,/Million 1 449.96 2 173.03 6.95 11 799.39 167.3 1 735
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2 3
2.1
2.1.1 Liu ' “Size and Value in
China”
CH3Alpha, ,,, . 3
0.925%
0.990% 0.
5 795% 0.788%.
1.56% 2.
4% 5%
(2 3)
3
3
Table 3 Manager” s confidence and fund’ s future performance
NetConfidence; , L 2 3 4 H H-L
0.795 0.867 0.900 0.947 0.925 0.130**
Return; ,,,
(1.627) (1.727) (1.752) (1.843) (1.802) (2.070)
0.788 0.871 0.952 1.018 0.990 0.202***
CH3Alpha; .,
(3.581) (13.750) (4.028) (4.064) (4.018) (2.811)
N 1%5% 10% Newey-West T
2.1.2 Fama-Macbeth N N N
Fama-Macbeth
36
) 4
4 5%
4 Fama-Macheth
Table 4 Fama-Macbeth cross—sectional regression
(1) (2) (3) (4)
Return; | Return; ., Return; | Return; |
. 0.010 3** 0.008 8** 0.011 3*** 0.009 7***
NetConfidence,
(2.22) (2.26) (2.78) (2.86)
CH3 NO YES NO YES
Controls NO NO YES YES
Observations 130 215 121 095 130 215 121 095
R? 0.006 0.011 0.073 0.074
NN 1%5% 10% Newey-West (Lag=4) T
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2.2 0. 103%
0. 118% 5%
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. 2.3
Alpha
5 ()
A, B. (0N D Liu ° v
3 .6 .12 .24 ( )
5 ()
3 ()
0. 148% 0.172% 5%
1% . 24 () Tone, , .
5
Table 5 Persistence test for the effect of manager’s confidence on fund’ s future performance
NetConfidence; , L 2 3 ‘ 4 ‘ H HL
A: 3
0.899 0.971 1.004 1.062 1.047 0.148**
Rezurni t+1 1+3
(1.967) (2.068) (2.103) (2.219) (2.184) (2.367)
0.956 1.031 1.088 1.137 1.128 0.1727%
CHSAZPhdi t+1 1+3
(2.884) (3.061) (3.180) (3.258) (13.230) (2.601)
B: 6
0.916 0.955 0.993 1.070 1.053 0.137**
Returnz t+1 t+6
(2.178) (2.246) (2.284) (2.441) (2.398) (2.438)
0.875 0.918 0.974 1.039 1.028 0.153**
CH3A[PhaL t+1 t+6
(2.673) (2.811) (2.857) (13.001) (2.943) (2.571)
C: 12
1.024 1.028 1.072 1.154 1.130 0.106**
Rdur”i t+1 1+12
(2.877) (2.885) (2.899) (3.105) (3.014) (2.073)
1.106 1.116 1.169 1.246 1.227 0.121**
CH3Alpha; 1y 11
(3.028) (3.079) (3.087) (3.274) (3.167) (2.123)
D: 24
1.114 1.121 1.160 1.242 1.217 0.103™*
Returni t+1 1+24
(4.427) (4.185) (4.189) (4.373) (4.348) (2.096)
1.208 1.223 1.269 1.345 1.326 0.118**
CH3Alphd,» t+1 1424
(4.517) (4.301) (4.281) (4.421) (4.386) (2.092)
ok R 1%5% 10% Newey-West T
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() Tone™ ) 3 (AVG).
Tone, , 5 5
. 6 ( NetConfidence" NetConfidence® . NetConfidence’
() NetConfidence* « NetConfidence™)
(HA) .
0.227% 2. 7% 7
1% : () 5%
() 0.167%
2%
Neg
() . Tone
() 0.258%
3.1% 5%
() 3 (30% 40% ()
30% )
5 3x5 .1
Neg Neu
3 ( Tone™ . Tone™™
6 ()
Table 6 Optimism ( pessimism) and fund’ s future performance
Tone; , L 2 3 4 H H-L
0.834 0.851 0.884 0.988 1.060 0.227 %%
CH3Alpha; ,,,
(3.821) (3.621) (3.927) (3.964) (4.083) (3.005)
HE N 1%.5% 10% Newey-West T
7 — ()
Table 7 Double sorted portfolio: Optimistic ( pessimistic) sentiment and fund manager’ s confidence
Tone™¢ Tone™" Tone™ AVG
0.649 0.758 1.038 0.815
NetConfidence"
(2.855) (3.572) (4.144) (3.629)
0.771 0.945 0.867 0.861
NetConfidence*
(3.502) (4.000) (3.397) (3.681)
0.957 0.866 1.066 0.963
NetConfidence®
(4.401) (13.560) (4.023) (4.038)
1.000 0.980 1.084 1.021
NetConfidence*
(3.883) (13.898) (4.224) (14.069)
0.908 0.914 1.124 0.982
NetConfidence"
(3.695) (4.014) (4.168) (4.011)
Ha 0.258** 0.156™* 0.086 0.167**
‘ (2.235) (2.025) (1.548) (2.542)

g ke ke ® 1%5% 10% Newey-West T
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3
3 5 3%5 .8
3.1 3 ( Length® .
3.1.1 Length" \Length") (AVG)
8
0.215%
1%
“ ” ( Length®)
0.
“ ” ( Length")
e 1% 0.360%
4.3%
9
( )
8 —_
Table 8 Double sorted portfolio: Text length and fund manager’ s confidence
Length® Length™ Length* AVG
NetConfidence! 0.886 0.785 0.680 0.784
¢
(3.612) (3.562) (3.171) (3.548)
NetConfidence® 0.868 0.841 0.915 0.875
etGonfi i
(3.534) (3.437) (4.189) (3.758)
NetConfidence’ 0.969 0.940 0.970 0.959
etConfiaence”
(3.842) (4.203) (3.971) (4.051)
NetConfidence® 1.046 0.990 1.039 1.025
etConfidence
(3.960) (4.095) (3.989) (4.071)
NetConfidence 0.940 1.017 1.040 0.999
(3.815) (4.193) (3.916) (4.018)
. 0.054 0.232%** 0.360 *** 0.2157**
(0.643) (2.769) (2.679) (2.926)
N 1%-5% 10% Newey-West T
3.1.2
13 Zhu 20
3
U 2 5 3%5 .9
. Liu 6
() 3 ( TNA® .

TNAY .TNA") (AVG)
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0.194%
2.3% 1%
( TNA™)
1% 3.3%
( TNA®) ( TNA®)
9 JRN—
Table 9 Double sorted portfolio: Fund size and fund manager’s confidence
TNAS TNAY TNA® AVG
0.826 0.760 0.796 0.794
NetConfidence"
(3.613) (3.613) (13.235) (3.561)
N 0.966 0.878 0.756 0.867
NetConfidence”
(4.249) (3.746) (2.934) (3.707)
0.909 0.977 0.985 0.957
NetConfidence®
(4.1606) (4.013) (13.758) (14.060)
0.899 1.112 0.998 1.003
NetConfidence®
(3.827) (4.268) (13.755) (4.032)
0.967 1.037 0.960 0.988
NetConfidence"
(4.304) (4.214) (3.434) (14.008)
0.141° 0.2777%* 0.1647* 0.194 7%
H-L
(1.747) (2.892) (2.203) (2.959)
NN 1%.5% 10% Newey-West T
3 2 [3 ”»
( ) 113 ”
[3 ”»
? Turnover, ,,,= a + b, X NetConfidence, , +
3.2.1 b, XReturn; ,_,, , +¢XConirol, , +
FundFE + TimeFE + ¢, (2)
Turnover, .,
“ S Conirol,, ( N
15 16 24
Return; ,_», ,
10 (0« (2 . (3

113

NetConfidence; , 1%
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Table 10 Manager” s confidence and fund’ s future turnover rate
(1) (2) (3)
Turnover; ., Turnover; ., Turnover; ,, |
. -0.045 8% -0.034 6 -0.034 8***
NetConfidence,
(-3.23) (-2.83) (-2.85)
-0.027 5%
Return; ,_»y,
( -11.00)
0.3967** 0.395 47
Turnover; ,
(141.33) (141.15)
-0.008 9° -0.013 5***
Lnage; ,
(-1.95) (-2.95)
1.624 87" 1.640 6
Expense; ,
(37.01) (37.37)
-0.027 8% -0.025 9***
Lntna; ,
(-32.31) (-29.56)
) -0.099 8*** -0.095 6***
Concen; ,
(-22.83) (-21.78)
0.265 577 0.777 177 0.764 87
Constant
(59.12) (30.27) (29.78)
FundFE YES YES YES
TimeFE YES YES YES
Observations 107 481 107 481 107 481
R? 0.576 0.685 0.685
T NN 1%5% 10%
3.2.2
Lan 7
« »” ( )
Shen "
Carhart :
Chen 7
Wermers > Kacperczyk — * . Shen
17
Cremers  Pareek *

.Pastor



11

— 113 —

11 e
Table 11 Double sorted portfolio: Historical returns and manager’ s confidence
BTM MID TOP AVG
A:
NetConfidence 0.472 0.820 1.212 0.832
(2.336) (3.779) (3.709) (3.688)
NetConfidence! 0.649 0.983 1.253 0.962
(3.126) (4.046) (4.224) (4.010)
. 0.177** 0.163" 0.041 0.130**
(1.983) (1.853) (0.416) (2.362)
B: 3
NetConfidence! 0.769 0.948 1.233 0.979
(2.230) (2.964) (3.384) (2.917)
NetConfidence! 0.930 1.150 1.254 1.107
’ (2.697) (3.275) (3.533) (3.180)
oL 0.161** 0.202** 0.021 0.127**
(2.336) (2.334) (0.239) (2.286)
C: 6
NetConfidence! 0.742 0.832 1.146 0.905
etConfidence
(2.165) (2.657) (3.168) (2.698)
NetConfidence! 0.889 1.040 1.119 1.012
(2.550) (3.023) (3.123) (2.889)
o 0.148*** 0.208 *** (0.027) 0.107 **
(2.727) (2.624) (-0.301) (2.035)
D: 12
NetConfidence! 1.067 1.048 1.285 1.135
(2.735) (3.001) (3.318) (3.046)
NetConfidence! 1.163 1.228 1.274 1.223
(2.95) (3.195) (13.300) (3.149)
L 0.096 ** 0.180** -0.011 0.088"
(2.43) (2.268) (-0.13) (1.784)
E: 24
NetConfidence! 1.266 1.152 1.265 1.230
o ¢
(4.098) (4.352) (4.869) (4.468)
NetConfidence” 1.340 1.295 1.363 1.335
etGonjiaence
(4.375) (4.312) (4.497) (4.395)
L 0.075** 0.143** 0.097 0.106**
(2.054) (2.104) (1.212) (2.171)
ke e 1%-5% 10% Newey-West T
5 3x5 11
3 ( BTM.
24 MID.TOP) (AVG)

24
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E 3 <6 W12 N 0.3 ()
24
NetConﬁdenceO‘WWge; 2)
() 0.4
0.130% NetConﬁdenceO'm"ly; 3)
24
5% 0.088% ()
: NetConﬁdence()rigi""l .
(TOP)
0 ( MID)
( BTM) 24
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Table 12 Robustness tests

NetConfidence L 2 3 4 H H-L
A: NetConfidence, ,
0.788 0.871 0.952 1.018 0.990 0.202***
CH3Alpha; .,
(3.581) (3.750) (4.028) (4.064) (4.018) (2.811)
0.75 0.84 0.92 0.98 0.95 0.207*
CH4Alpha, .,
(3.38) (3.58) (3.92) (3.92) (3.90) (2.79)
0.326 0.438 0.456 0.511 0.476 0.150**
FF5Alpha; .
(1.925) (2.561) (2.652) (2.940) (2.800) (2.043)
B: NetConfidence®3"ere
0.825 0.818 0.969 1.010 0.996 0.1717%*
CH3Alpha; .,
(3.722) (3.659) (3.998) (4.020) (4.071) (2.632)
0.794 0.780 0.927 0.977 0.958 0.164***
CHAAlpha; .,
(3.583) (13.445) (3.853) (3.917) (3.917) (2.463)
0.360 0.370 0.511 0.484 0.483 0.123"
FF5Alpha; .,
(2.146) (2.253) (2.916) (2.801) (2.778) (1.741)
C: NetConfidence®*"
0.878 0.913 0.932 0.933 0.961 0.083**
CH3Alpha; .,
(3.736) (4.019) (3.995) (3.831) (3.963) (2.276)
0.839 0.868 0.890 0.903 0.935 0.096***
CH4Alpha, .,
(3.553) (13.850) (3.836) (13.690) (3.870) (2.650)
0.403 0.479 0.435 0.418 0.471 0.069"
FF5Alpha; .
(2.384) (2.745) (2.716) (2.351) (2.806) (1.759)
D: NetConfidence? ¢!
0.884 0.847 0.908 0.956 1.022 0.138***
CH3Alpha; .,
(3.724) (3.661) (3.901) (3.976) (4.268) (2.927)
0.848 0.807 0.880 0.914 0.987 0.139***
CH4Alpha, .,
(3.629) (3.495) (3.755) (3.804) (4.097) (2.847)
0.383 0.384 0.471 0.471 0.499 0.116**
FF5Alpha; .
(2.318) (2.315) (2.731) (2.711) (2.857) (2.135)
NN 1%.5% 10% Newey-West
« »” )
1% 43% )

1%

3.3%
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Confidence of Chinese mutual fund managers and fund performance
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Abstract: This paper finds that fund managers’ confidence is a new factor in addition to the traditional opti—
mistic ( pessimistic) tone that affects the performance of Chinese mutual funds. This paper uses the annual
and semi-annual reports of mutual funds in China from 2010 to 2020 to construct fund managers’ confidence
indicators. The empirical results show that the managers’ confidence indicator has a positive predictive ability
for mutual fund’ s future performance. After being adjusted by the Chinese three-factor model the arbitrage
portfolio significantly earns an annualized excess return of more than 2.4%. Further fund managers’
confidence contains incremental information beyond the traditional optimistic ( pessimistic) tone. On average
arbitrage portfolios earn an annualized excess return of more than 2% when controlling for indicators of the
manager’ s optimistic ( pessimistic) tone. Finally managers’ confidence and “overconfidence” also distin—
guished. Confident fund managers are more committed to their investment philosophy and reduce the frequency
of future trades. Fund managers benefit from the fact that fund turnover decreases as confidence increases.

Key words: fund managers’ confidence; fund performance; predictive ability



