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Abstract
This paper provides a comprehensive analysis on the relationship between the mutual funds style consistency and performances in China. Using characteristic-based and factor-based analysis, our results indicate that mutual fund managers have stock picking talents over time, with relative weak ability to time the market. Style investments contribute the most to funds’ gross returns. Active funds exhibit lower style consistency but still realise better net returns compared to their passive counterparts. Results further suggest that mutual fund managers who concentrate their holdings in certain industries perform better after controlling for common risk factors. Therefore, we conclude that Chinese mutual fund managers have better industry selection ability. 
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[bookmark: _Toc528755727]1 Introduction
This paper attempts to investigate the relationship between mutual funds style consistency and performance in China. Since China’s capital market has risen to become the third largest in the world, the mutual fund industry in China is drawing increasing attention from academics, investors, and practitioners (Tang, Wang, and Xu, 2012). There is a large body of literature focus on mutual funds performances. For example, Gurber (1996) and Carhart (1997) document that actively managed funds underperform the passive funds. These results are further confirmed in some international markets, Cuthberston, Nizshce and O’Sullivan (2008) in the U.K., and Abdel-Kader and Qing (2007) in Hong Kong. On the other hand, little has been done to examine the relationship between the fund investment style consistency and the performance. As the world largest emerging market, the development of the mutual funds market in China has been relatively slow over the first ten years. However, after 2000 especially after China’s admission into WTO, it has experienced drastic growth. The total number of mutual funds have grown to 4,444 with a total funds asset value of 41.81 trillion yuan by the end of the 2nd quarter of 2017. Therefore, it is of great importance and interests to understand the mutual funds market in China in general, and this paper serves to offer a complete picture for that purpose. In addition, there are few research conducted on the investment style consistency and the mutual fund performance, particularly in the Chinese setting. Therefore, this study fills this gap and sheds some lights on the relationship between the mutual funds style consistency and performance, an area that has not been studied in more depth in China.
Mutual funds typically inform potential investors about their intended investment strategy by committing to a specific objective, usually referred as the fund investment style. The investment style is defined as a fund’s investment strategy or investment philosophy, which may fall into various categories based on their stated objectives. Sharpe (1992) reports that appropriate style classification enables investors to meet their desired objectives effectively. Such classifications categorise funds into different investment strategies based on certain criterion. However, early funds objective categories, which can be subjective and may not always reflect the actual representation of a fund’s actual holdings, appear to have fallen out of favour. Basu (1977) and Banz (1981) are the two pioneer studies examine the profitability of forming equity portfolios that emphasise on firm-specific attributes, such as price-earnings ratios and market capitalisations. Similarly, Roll (2003) explores the risk premium of portfolios sorted by the market capitalisation, the price-earnings ratio, and the price-book ratio, and concludes that using the traditional categories are inappropriate. Malkiel (1995) documents that a fund’s ability to outperform a benchmark also relates to its objective classification. 
Motivated by the seminal work of Brown, Harlow and Zhang (2009) for the US market, this paper uses the characteristics (size, value and prior return) variance score of funds underlying stock holdings for Chinese mutual funds, defined as “Holdings-Based Style Consistency” (HSC) score, to measure the mutual fund style consistency. A higher HSC score indicates a fund investment style is less consistent over time, while a lower HSC suggests a fund is more style consistent. Our results suggest that Chinese equity funds exhibit a certain degree of style inconsistency. In addition to stock characteristics, we use the industry allocation of a fund’s stock holdings as an alternative measure. Even though it is commonly believed that investors may reduce the portfolio idiosyncratic risk by widely diversifying their holdings across industries. However, fund managers may choose to concentrate their portfolio holdings if they believe they are well informed, which enables them to select certain stocks within some specific industries (Azriel & Miles, 1995). Results on previous studies are mixed on mutual funds industry allocations. Therefore, it remains unclear if Chinese mutual fund managers are skilled at stock picking for selected industries. We use the Industry Concentration Index (ICI) measured by the squared difference of industry weights between a fund and the market portfolio, to be a proxy for the fund industry concentration. We find active equity funds exhibit a relatively strong industry concentration, compared to the passive funds. Our study contributes to the existing literature by incorporating the industry concentration as an alternative dimension of the holding-based style consistent attribute to investigate the fund performance. 
 	Next, both the holding-based (Characteristic-based and Industry-based) and the factor-based (Carhart four-factor unconditional model and Ferson-Schadt conditional model) performance measures are applied to investigate mutual funds performances. The characteristic-based fund performance measure are decomposed into Characteristic Selectivity (CS), Characteristic Timing (CT) and Average Style (AS) to examine the institutional investors’ stock picking talent, the abilities to time the market, and the tendency to hold stocks with certain characteristics. Our results suggest that fund managers do carry significant stock-picking skills, and they are able to derive a relatively higher return if they maintain their holdings with certain characteristics for a particular time. The industry-based performance analysis examines whether funds managers are competent in industry selection, defined as Industry Stock Selectivity (IS), and their timing ability to select better-performed stocks within a particular industry, defined as the Industry Timing (IT). Our results suggest that funds managers are able to select stocks from well-performed industries. 
We then reclassify our sample funds into active/passive funds, using the actual ‘Trades’ and ‘Turnover’ proposed by Chen et al. (2000) and Pinnuck (2003), and conclude that Chinese actively managed funds exhibit statistically significant positive returns from the Carhart four-factor model. The abnormal return remains robust after controlling the time-varying macro-economic conditions (Ferson-Schadt model). Irrespective of whether expenses are deducted from the fund net return, abnormal returns from both the four-factor model and the F-S model provide consistent results after controlling these common risk factors.  
Furthermore, holding-based performance measures are employed to examine the relationship between the fund investment style consistency and the fund performance.  Our results indicate significant stock-picking skills from the fund managers with better funds performances, even after controlling for common risk factors. Our results also suggest that fund managers are able to select well-performing industries. However, these fund managers are far less adept at selecting stocks within these industries, illustrated by lower value of Industry Selectivity compared with Industry Timing over the same sample period. This is also confirmed by the regression result with relatively smaller abnormal return measured by Industry Timing. The quarterly stock holding data enables this study with a precise characterization of the style of the fund managers in stock selection. This also in turn, allows the precise design of a characteristic benchmark that control that style compared with the style defined from the fund net return after transactions cost. Another advantage of this study conferred with periodic stock holding data is that it allows the estimation of trading costs (Keim and Madhavan, 1997). In addition, with the calculation of fund realised net return, this chapter enables the analysis of the friction generated along with the implementation of the fund style investment (Wermers, 1997). Therefore, this chapter provides a precise analysis on mutual fund managers stock-picking talents, which was not possible with the dataset only containing either stock holdings data or net returns.
Thirdly, results in this paper also exhibit that actively managed funds differ substantially in style consistency and industry concentrations. By controlling fund characteristics (total net asset, turnover, fund flow, age and expense) the results from the multivariate regression indicate that fund managers can benefit from consistently ‘tilting’ their investment into groups of stocks with similar scores for size, value and past returns. This trading strategy produces superior future returns for funds with higher holdings-based consistency and it is statistically significant over the sample period. On the other hand, funds with higher industry concentrations produce greater future abnormal return.  These fund managers outperform funds with more diversified portfolio holdings. The style-performance relation examined by both the factor-based and holding-based fund performance measures consistently illustrate style consistency and industry concentration are positively correlated with fund returns. The results remain robust after adjusting the idiosyncratic risk.  
This study contributes to the existing literature in a number of ways. It explores the Chinese overall mutual funds with a more comprehensive scope. All funds categories, including equity funds, hybrid funds, bond funds and money market funds, are examined regarding their characteristics on the portfolio level and also their fund performance decomposition.  Furthermore, this study re-classify the Chinese actively managed funds by examining the magnitude of change in the portfolio weight of stock holdings to capture the exact trading activities of fund managers. Although the developed market has been explored for style investing, this study provides the first style-performance study of institutional investors in the Chinese equity market by employing a richer dataset for domestic funds with a longer time horizon from 1998 to 2017.  In addition, this paper also investigates the fund investment style not only from the perspective of the characteristics of fund stockholdings but also its industry concentration. It sheds extra lights on issues related to industry concentration as an alternative dimension of investment style. 
     
[bookmark: _Toc528755733]2 Data and Summary Statistics
[bookmark: _Toc528755734][bookmark: _Hlk513184484]2.1 Data
Quarterly equity holdings for all Chinese mutual funds are collected from CSMAR, for the period from June 1998 to June 2017. The dataset contains information on funds holding, fund categories, total net assets under management, and pre-defined investment objectives at the end of each quarter. The equity holding data for each fund has been cross-checked with Morningstar, Wind and Bloomberg to enhance its accuracy[footnoteRef:1]. Overall, there are 4,444 mutual funds in our sample including equity funds, hybrid funds, bond funds and money market funds. Our sample is free from survivorship bias. [1:  The Morningstar and Wind databases provide “snapshots” of mutual funds holding data on a semi-annual basis from June 2001 onwards. Bloomberg contains quarterly equity holding data for the period from December 2004 to June 2017. These alternative sources are used to ensure the accuracy and the completeness of the data collected from CSMAR.] 

In addition, the sample contains other fund characteristics data, such as monthly net asset value growth, expense ratios, equity weights, fund returns, fund trades and turnovers. Individual stock data and a number of macroeconomic indicators including monthly returns, market capitalisation, book-to-market ratio, treasury-bill yield, and corporate bond yield, are also collected from CSMAR for the same period.   
[bookmark: _Toc528755735]2.2 Summary Statistics
Table 1 presents summary statistics for all mutual funds during our sample period.  Panel A reports the number of funds in each category: equity funds, hybrid funds, bond funds and money market funds. An equity fund should hold at least 60% of equity holdings[footnoteRef:2]. A hybrid fund contains less equity holdings than an equity fund. For equity and hybrid funds, a fund is pre-specified as either ‘active’ or ‘passive’. The number of equity funds increased from 5 in 1998 to 839 in 2017, and the number of hybrid funds increased from 1 in 2000 to 2001 in 2017.  [2:  This threshold was increased to 80% in August 2015. ] 

Table 1 Panel B reports the total fund asset over the sample period. In 1998, the total fund asset was 23 Billion RMB, compared to 41,813 Billion in 2017. Panel C reports that, on average, equity funds contributed approximately 45% to the total funds market value, 34% came from hybrid funds, 8.8% from bond funds, and 23% from money-market funds. The weights of both bond and money-market funds experienced steady growth over the sample period. Open-end funds became popular after the non-tradable share reform in 2004. Panel D presents the average funds asset value under each category over the sample period. The average hybrid funds asset value is 3.16 billion, compared to 2.60 billion for equity funds. The money-market funds asset value is by far the highest with an average of 8.28 billion. 
Panel E calculates the annualised net fund flow over the sample period. The net fund flow is defined using Sirri and Tufano (2002). The fund flow reflects the percentage growth of the fund. In Panel E, on average, hybrid funds exhibit relatively higher flows at 5.07% than equity funds at 1.94%.  Flow into, or out of, mutual funds is related to the lagged measure of excess return (Chevalier & Ellison, 1997). Significant amounts of new flow may cause a manager to trade more frequently incurring more transaction costs. Edelen (1999) and Rakowski (2003) find that fund flow can constrain a fund manager from adhering to an optimal investment strategy. In addition, they find that a fund demonstrating style inconsistency may discourage further investment and, therefore, result in fund outflows. Therefore, fund flows are controlled when we evaluate the relationship between investment style and fund performance later.
[Insert Table 1 about here]
Table 2 Panel A presents descriptive statistics of the asset allocation of each mutual fund at the end of each quarter under each classification. Over time, equity funds are composed of 74% equity holdings. The passive equity funds have relatively higher weights of equity holdings at 80%, compared to 72% for active equity funds, suggesting that passive equity funds indeed put more weights on equity holdings. Hybrid funds, on the other hand, have 64.52% of equity holdings. However, on average, the passive hybrid funds only put 15.31% weights on equity holdings, compared to 65.43% from active hybrid funds. The high equity weight of active hybrid funds also highlights the need for further investigation into the reclassification of equity funds. In Section 5.4, the classification of active/passive funds will be redefined using actual trade and turnover data. Overall, the Chinese funds market invest 61.36% of their total assets in equity market. 
Panel B reports the average number of stocks held by each fund. On average, equity funds hold 54 stocks each quarter, and hybrid funds hold 38 stocks. The number of stocks held by passive funds is relatively higher than those held by active funds. This is consistent with Sapp and Yan (2008) that passive fund managers exhibit more diversified investments compared to active managers. Overall, there are 39 stocks are held per quarter over the sample period for all mutual funds.
[Insert Table 2 about here]
	Table 3 presents summary statistics of the mutual funds transaction costs over the sample period. There are two major components to fund expenses: sales charges and fund management fees.  Panel A provides information on the expense ratio for all mutual funds. Passive funds have relatively lower expense ratios than active funds. The expense ratio of active equity funds increases over time and reaches 3.32% in 2017 for active equity funds, 3.05% for active hybrid funds. Overall, hybrid funds have a higher expense ratio at 2.42% than equity funds at 2.11%.  The closed-end funds have a relatively higher expense ratio of 3.12% compared to the open-end funds of 1.99%. This is due to the higher front-end load of closed-end funds that are not redeemable. Panel B presents the fund loads for the entire sample. The fund load is calculated by dividing the sum of the initial sales charge (the front-end loads) and the deferred sales charge (the back-end loads) by the average fund asset value. The fund load exhibits a similar pattern as the expense ratio, with active funds have higher loads than passive funds due to frequent trading activities. 
[Insert Table 3 about here]
[bookmark: _Toc528755736]3 Methodology
In this study, we focus on two types of funds, the equity funds and the hybrid funds. Two approaches are applied to calculate the fund style consistency score: the Holdings-Based Style Consistency (HSC) score (also known as the characteristic-based style-consistency), and the Industry Concentration Index (ICI) score. We also use the characteristic-based and the industry-based approaches to calculate the fund returns. We then use the Carhart (1997) four-factor unconditional model and the Ferson-Schadt (1996) conditional model to examine the relationship between fund style consistency and performance.  
[bookmark: _Toc528755737]3.1 Style Consistency Score 
[bookmark: _Hlk513184548][bookmark: _Hlk513184784]The HSC measures a fund’s style consistency by examining how the characteristics of stocks held by a fund vary over time. Following Daniel et al. (1997) approach, all stocks listed in the Shanghai and Shenzhen stock exchanges are ranked into quintiles by three characteristics: size, book-to-market ratio, and prior-year return (momentum). This three-way ranking procedure results in 125 fractile portfolios with distinct combinations of size, book-to-market ratio, and momentum characteristics. Next, according to Brown et al. (2009), for each characteristic, a score of 1- 5 is assigned to a stock that falls into the quintile containing the lowest to the highest value of the particular characteristic. Then the weighed-average scores are calculated for size, book-to-market, and momentum for each mutual funds equity holdings on a monthly basis, as proposed by Kacperczk et al. (2005). Therefore, the standard deviation of a fund’s average score is used to capture how the characteristic ranking (holdings-based style consistency) varies over time. For each characteristic c:
                                   =                                                 (1)                     
where  is the weighted average characteristic ranking in month t-n and  is the mean of the monthly ranking score during a 36-month period. Then, the holding-based style consistency (HSC) score is computed as the following: 
                                           =   					  	(2)
A fund with a high HSC indicates low style consistency. A fund with a higher HSC is usually associated with a higher turnover. This method offers a better measure on the style consistency. Because the style drift may not necessarily be driven by significant trading among different stocks, unless it has distinct characteristic attribute.
Kacperczk et al. (2005) document that skilled fund mangers may exhibit superior performance by holding industry concentrated portfolios. Thus, we use the quarterly equity holdings to construct the Industry Concentration Index (ICI) proposed, as an alternative way to measure style consistency. There are six primary industries classified by CSMAR for all listed firms in China: Finance, Industrial, Public Utilities, Conglomerates, Commerce, and Properties[footnoteRef:3]. Each stock held by a mutual fund is assigned to one of the six industries. The ICI at time t for a mutual fund is calculated as the sum of the squared deviations of the value weight for each of the six industries held by a mutual fund, relative to the industry weights of the overall stock market. The ICI is zero if a fund has the same industry composition of stock holdings as the market portfolio. The ICI  increases when a fund becomes more concentrated in certain industries. Specifically, for each fund, the ICI is calculated as the following: [3:  Appendix Table A1 presents detailed information about these industries.] 

                                     =                                                               (3)
  is the value weight of stock holdings from industry j and is calculated using the total market value of all stocks from industry j held by the fund at time t, divided by the total equity value of the fund in the same quarter.  is the value weight of all listed A shares assigned into industry j at time t. The ICI captures the degree to which a mutual fund portfolio deviates from the benchmark market portfolio.  
[bookmark: _Toc528755738]3.2 Fund Performance Measures
We use both the holdings-based and factor-based approaches to measure the fund performance. The holdings-based approach contains three specific measures: fund hypothetical return (gross return), characteristic-based decomposition of the fund return, and the industry-adjusted return. The hypothetical fund return is calculated as the weighted average portfolio return of the equity holdings on the last day of each quarter until the last day of the following quarter when the portfolio is rebalanced. Using the hypothetical return (or the gross return) is considered to be a better way compared to the net return, for example, the mutual fund equity holdings can be directly evaluated as a “snapshot” and a benchmark can be developed to capture a fund manager’s investment style. Although the gross return sometimes overestimates the fund return, it provides an important insight into determining whether fund managers have superior stock picking and market timing abilities[footnoteRef:4].  [4:  As a comparison, the net return is also reported.
] 

Daniel et al. (1997) propose a characteristic-based fund performance measure known as the DGTW approach, by constructing a benchmark portfolio to match the characteristics of the equity holdings held by a mutual fund. The DGTW compares the return of the equities held by a fund to the return of a portfolio of stocks with similar characteristics. The DGTW approach is to decompose the fund overall excess return into three components: Characteristic Selectivity (CS), Characteristic Timing (CT), and Average Style (AS). These components are able to detect a fund manager’s stock picking and timing abilities. Similar to the DGTW method, we use Kacperczk et al. (2005) approach to calculate the industry stock selectivity (IS) and the industry timing (IT), in order to determine if a fund manager exhibits stock picking skills within certain industries. 
The various performance measures developed in this section including the fund gross  and net returns, CS, CT and AS, IS, and IT, are used as dependent variables to perform factor-based regression analysis, controlling for common risk factors using Carhart (1997) four-factor unconditional model and the Ferson-Schadt (1996) conditional model. The macroeconomic variables used in the FS model are: the 1-month Treasury bill yield, the dividend yield of the CSI 300 Index (a capitalization-weighted stock market index to replicate the performance of top 300 A-share stocks listed on the Shanghai and the Shenzhen stock exchanges), the Treasury yield spread, and the quality spread in the corporate bond market.  
[bookmark: _Hlk513184808][bookmark: _Toc528755739]4. Empirical Results
[bookmark: _Toc528755740]4.1 Style Consistency Score and Industry Concentration
Results in Table 4 indicate that equity funds exhibit a certain degree of style inconsistency, particularly for active funds with a HSC score of 1.1, compared to a HSC score of 0.74 for passive funds.  Hybrid funds exhibit similar HSC pattern, with HSC scores of 0.89 and 0.17 for active and passive funds, respectively. It is not surprising to see that the active funds are less style consistent than the passive funds. The HSC difference between active and passive funds is statistically significant, at the 10% for the equity funds and 5% for hybrid funds, illustrated in the last two columns in Table 4.
[Insert Table 4 about here]  
Table 5 presents results for the Industry Concentration Index (ICI). A higher ICI indicates a more concentrated industry allocation for a fund. Results in Table 5 suggest that both passive equity and hybrid funds display relatively lower ICI scores compared to active funds. The industry concentration is indifferent between the equity and the hybrid funds.
[Insert Table 5 about here]
[bookmark: _Toc528755741]4.2 Funds Gross and Net Returns
Table 6 presents the mutual fund gross return in Panel A and the net return in Panel B. In Panel A, the gross return for active hybrid funds yields the highest of 19.82% and the gross return for active equity funds is 19.42%. Results in Panel B suggest that active equity funds yield a net return of 13.56% and active hybrid funds of 13.43%.  Both the gross and the net returns from the active hybrid funds are much higher than the passive hybrid funds, even though the active funds exhibit relatively lower investment style consistency and higher expense ratio. This may indicate that fund managers may possess superior stock picking abilities, and it is sufficient to offset the relative higher transaction cost. Further explanation will be conducted from the regression analysis in Section 4.4. 
[Insert Table 6 about here]
The difference between the gross return and the net return indicates that the gross return tends to be substantially higher than the net return, but it also varies over time. In 2010, a relative high return year for stocks, the gross return is 23.74%, and 16.92% for the net return. These higher gross returns last for a number of years. On the other hand, for some years, fund net returns is greater than the gross returns, indicating funds non-equity holdings perform poorly over these years. Although non-equity assets presumably play a role as a buffer to manage investor inflows and redemptions (Wermers, 2000), however, these non-equity holdings contribute significantly to the poor performance of funds on a net return basis. 

[bookmark: _Toc528755742]4.3 Benchmark-Adjusted Fund Returns
4.3.1 Characteristic-Adjusted Performance
Table 7 summarises the DGTW fund performances over our sample period. Panel A presents the Characteristic Selectivity (CS) component return on an annual basis, weighed by the total net assets (TNA). Results indicate that, on average, fund managers select stocks that  outperform their characteristic-matched benchmark portfolios, as the TNA-weighted CS return for active equity funds is 4.77% during the sample period, with majority of the years exhibiting positive returns. Active hybrid funds exhibit an even greater return with an average of 6.96%, as opposed to a 1.39% return for passive hybrid funds.
Panel B reports the results on fund managers’ investment timing ability CT (Characteristic Timing) return. Results suggest that funds exhibit weaker timing abilities. The average CT for equity funds is 2.14% on an annual basis. Active equity funds and hybrid funds produce an average CT at 2.26% and 2.09%, respectively. Both are higher than the CT of their passive counterparts, suggesting that the outperformance from active funds may be due to the fund manager’s better timing ability.  These results are consistent with He, Cao and Baker (2015), which conclude a weak timing ability of Chinese fund managers. In addition, results in this section are also consistent with Yi, Liu, He, Qin, and Gan (2018), who conclude that only Chinese growth funds managers are able to time the market.
Panel C presents the third components of the characteristic-adjusted return, the Average Style (AS) over time. The AS captures a fund’s time-series average return over the benchmark portfolio that has the same characteristics. Results in Panel C indicate that the AS for equity funds is 12.59% and 9.54% for hybrid funds, and 12.81% for active equity funds and 10.90% for active hybrid funds. This is consistent with the results in Table 6 Panel A, both active equity funds and active hybrid funds offer relative greater returns. These results suggest that fund managers are able to experience a relatively higher return if they maintain their holdings with certain characteristics for a particular time-period, i.e. one-year horizon in this case. 
[Insert Table 7 about here] 
4.3.2 Industry-Adjusted Fund Performance
Table 8 presents the industry adjusted fund returns, including the Industry Selectivity (IS) in Panel A and the Industry Timing (IT) in Panel B. Results in Panel A suggest that industry adjusted return remain positive after adjusting the industry benchmark return from the previous quarter. However, there is only a 0.84% return attributed to the Industry Selectivity as reported in Panel A for equity funds, suggesting that fund managers may not have stock picking talent in selecting certain industries.      
Results in Panel B suggest that, although fund managers have weak ability in Industry Selectivity (IS), they do have the talent to time the market for certain industries, with a 3.51% industry adjusted return for the equity funds. This phenomenon is stronger for active equity funds with a 6.21% return, and 6.49% for active hybrid funds. Results in Table 5 suggest that these active funds also concentrate more in some industries with higher ICIs than passive funds. Since actively managed funds produce both superior gross return and net return as in Table 6, therefore, the active fund managers who have higher industry selectivity tend to concentrate more holdings within certain industries and generate superior returns. Kacpercayk et al. (2005) believe this better industry selectivity with high industry concentration maybe due to superior information held by the managers.
[Insert Table 8 about here]
[bookmark: _Toc528755743]4.4. Reclassification of Active/Passive Mutual Funds
The dataset from CSMAR provides relevant information on investment categories for equity and hybrid funds, i. e. active/passive funds. However, fund managers do not always keep their investment style as the funds initially defined. Kim & Shukla (1999) document that the stated objectives and categories of more than half of the funds differ from their original defined objectives, and over one third of the funds are indeed misclassified (also reported in Brown & Goetzamann, 1997, Dibartolomeo & Witkowski, 1997). Therefore, in this section we reclassify the fund investment style using the actual “Trade” and “Turnover”, proposed by Chen, Jegadeesh and Wermers (2000), and Pinnuck (2003). 
‘Trades’ is defined as the value-weighted change of each security held by a mutual fund j at time t. A large value of ‘Trades’ indicates a greater change in the market value of a fund’s stock holdings, therefore, a higher level of trading activities by a fund in the quarter. The weight of security i held by fund j at time t is measured as:
                                                                                                      (4)
where  is the price of stocks i at time t,  is the number of stocks held by fund j in stock i at time t, and N is the number of stocks held by each fund.   Therefore, ‘Trades” is defined as the change of the weight:
                                                                           (5)
 differs from  if there is any trading from t-1 to t. Intuitively, the latter value is the value of the starting portfolio if no trading took place during that quarter[footnoteRef:5].  These trades are further categorised as either purchases or sales, according to the sign of trades. A negative trade represent a ‘sale’ and a positive sign represent a ‘purchase’. Chen et al. (2000) conclude that trades provide more information that fund managers possess regarding future returns, as fund managers may continue to hold the same stock due to the friction involved in trading rather than future abnormal returns.  [5:  Both holdings and  are evaluated at the same price which enables the separation of the trade from the price momentum effects] 

We also use “Turnover” to analyse the extent to which fund managers rebalance their portfolio holdings. Thus, Turnover is defined in the same way applied by Morningstar, and for fund k during quarter t,
                     )/                                             (6)
Where  ( is the total value of stock purchases (sales) during quarter t by fund j, and  is the average total net assets of fund j in quarter t.  Chen et al. (2000) document that the dollar value of “buys” minus “sells” are the net inflow (or outflow) from investors (adjusting for the changes in cash holdings of funds). Chen et al. (2000) argue that this definition is able to capture the fund trading that without the influence from investors’ inflow or redemption through their trading.  
Table 9 presents the “Trades” and the “Turnover” of mutual funds stock holdings, to investigate the extent to which, and how often, fund managers change the portfolio weights on each stock they hold. Panel A reports “Trades” statistics, the average weight changes for stocks held by equity funds is 0.34%, and 0.33% for hybrid funds. The last two columns present the trades difference between active and passive funds. The trades of active hybrid funds is approximately 0.11% higher than the passive hybrid funds, and it is statistically significantly at the 1% level. However, equity funds display a different pattern, the trades of passive equity funds is greater than that of active funds, the difference is statistically significant at the 10% level.  
In Panel B, the “Turnover” of equity funds is 10.29% on average. The results also confirm that passive equity funds are indeed not “passive”. Instead, the turnover of passive equity funds is 1.51% higher than active equity funds, and it is statistically significant at the 10% level. This is consistent to the results from trades in Panel A. The turnover for active hybrid funds is 7.32% higher than that for passive hybrid funds, which is consistent with results in Panel A. Our results in Table 9 suggest that the passive equity funds exhibit significant higher trades and turnovers than active equity funds in China.
[Insert Table 9 about here]
We therefore use trades/turnover to reclassify our sample funds, including both the active equity funds and active hybrid funds, for the following analysis. Table 10 presents the summary statistics for the re-classified active funds, including ICI, HSC, characteristic-adjusted and industry-adjusted fund performances, and among other fund characteristics. The results in Panel A shows that the average natural logarithm of total net assets for these active mutual funds is 2.05, ranging from 0.12 to 2.5.   The average fund flow is 5.15% compared with the overall mutual fund average flow of 3.88%. The HSC varies from 0 to 7.6, representing distinct style drift scores. Style-consistent funds are differed from style-inconsistent funds regarding fund size, fund flow, expense ratio, number of trades, and fund turnover. In addition, these active funds has an average ICI of 0.26, ranging from 0.07 to 2.41. This represents a large cross-sectional variation with respect to the industry concentration levels. The average trades of re-classified active mutual funds increase from 0.38% to 0.53% per quarter, and the turnover remains at 7.26%. These active funds produce better annualized gross return and net return compared to the overall fund market. The characteristic-based performance measures indicates that funds managers are having better talent in timing the market for this new sample. The industry-based performance measures has been strengthen as well.  
Panel B presents the correlation matrix between the ICI, HSC and fund characteristics. The correlation in Panel B suggests that style-consistent funds have lower turnover and lower expense ratios. Industry concentrated funds exhibit higher turnover and higher expenses. This provides further evidence to show that Chinese mutual fund managers concentrate their holdings in certain industries. In addition, style-inconsistent and industry-concentrated funds are associated with lower fund age and have lower levels of assets under management.
[Insert Table 10 about here]
Table 11 presents the results of the unconditional and conditional factor models. The quarterly gross and net returns for funds from the stock holdings are examined. Each component of the holding-based fund returns, including the characteristic-based returns (CS, CT and AS) and the industry-based returns (IS, IT), are analysed as a comparison to fund gross returns.
Results in Panel A indicate that mutual funds generate statistically significant returns when using the Carhart (1997) unconditional model. The coefficients on the return remain significantly positive after adjusting for characteristic and industry benchmarks. The coefficient is 3.35% for the gross return, and 2.14% for the net return. The Carhart-adjusted CS measure for actively managed funds is 0.25%. This positive CS suggests that mutual fund managers are able to beat the benchmarks. Therefore, using the Carhart factors as a benchmark, fund managers still exhibit considerable selectivity abilities. The results are stronger for fund average style and industry timing that have returns of 2.89% and 1.15% respectively, and both are statistically significant at the 1% level. This indicates that maintain the stock investment in a certain style within one year or timing the holdings in some certain industries can produce positive abnormal returns.  Panel B presents the results for the FS conditional model, and results are consistent with findings from the Carhart unconditional model.  
[Insert Table 11 about here]
Table 12 reports the panel regression results on investment style and fund performance. The dependent variables used are: fund net returns, fund abnormal returns obtained from Carhart unconditional and FS conditional factor models, fund gross returns on stock holdings, characteristic-adjusted fund returns as represented by CS, CT and AS, and the industry-adjusted performances measured by IS and IT. This study follows two steps in the regression analysis. First, we estimate the loadings on market return, firm size, and momentum factors using the past 3-year monthly returns, under the conditional and unconditional models. Second, the various types of returns from the first step are used as dependent variable and we run the cross-sectional regression using the industry concentration index, holdings-based style consistency, and other fund characteristics as independent variables. All independent variables in the second step are lagged by one quarter, which mitigates potential endogeneity problems. This regression also controls for firm age and firm size, as well as fund flow to address its impact on asset price (Wemers, 2003).
 Results in Table 12 suggest that funds with a higher past HSC (the less style-consistent funds) tend to have lower future returns, as all estimated coefficient are negative and statistically significant. However, the ICI has a significant and positive impact on fund returns, as all coefficients are positive, except CT and IT. The positive relationship between ICI and fund returns suggest that funds with higher industry concentration perform better in the subsequent quarter. A positive IT indicates that stock picking talent are reflected by the industry selection. The positive coefficient on IS of equity funds implies that managers who concentrate their holdings on certain industries indicating stronger stock selectivity. Coefficients on turnover has a positive effect on funds returns, results are statistically significant, except for the IT. This indicates that a positive relationship between fund return and turnover. Coefficients on TNA are negative and statistically significant, except for CT. Coefficients on fund flow are positive. In addition, fund age is negatively correlated with fund returns.  
[Insert Table 12 about here]
In Table 12, we also use the appraisal ratio as the adjusted fund return, as documented in Treynor and Black (1973). Specifically the appraisal ratio is the return adjusted for the standard deviation of the residuals from the Carhart four-factor model. Results in the last column from Table 12 remain significant for the HSC, ICI, turnover, and fund expense. The overall results in Table 12 suggest that funds tend to perform well if they hold style consistent and industry-concentrated portfolios.   
[bookmark: _Toc528755744]5 Conclusion
Mutual fund performance has long been a major concern for both academics and practitioners.  The previous empirical work on the developed countries provide mixed evidence on evaluating mutual funds performances. Otten and Bams (2002) find the positive after cost alphas of European mutual fund industry, while the US studies conclude that mutual funds underperform due to high fund expense (Fortin and Michelson, 2002).  However, little has been done for emerging markets, particularly issues related to fund investment style consistency and funds performances. This study fills this gap and examines the relationship between style consistency and fund performance, using both factor-based and holding-based performance measures. Compared with the well-documented developed market, this is the first study providing comprehensive and complete evaluation on Chinese mutual funds markets.
Fund managers appear to stick on a certain groups of stocks with similar characteristics (i.e., size, value, and past return), which is defined as the “Investment Style”. We use the Holding-Based Consistency (HSC) score to measure the style consistency in this paper. We also use the Industry Concentration Index (ICI) as an alternative way to measure the style consistency. Our results suggest that funds maintain their selection on a particular set of style characteristic or concentrate their holdings in some certain industries generate greater returns. The results remain robust after adjusting the common risk factors from Carhart four-factor unconditional model and Ferson-Schadt conditional model.  
We then use factor-based and holding-based methods to measure fund performances.  There are two holding-based performance measures: “Characteristic-based performance measure” and the “Industry-based performance measure”. We then decompose the characteristic-based performance measures, and find that Chinese mutual fund managers somehow have stock picking talent and are able to time the market, also have the ability to select better-perform industries. For the relationship between style consistency and fund performance, we conclude that funds have higher returns if they have industry concentration and maintain a level of style consistency. This positive style-performance relation induce several implication and extensions.  It appears that the ability of funds managers to sustain a certain degrees of consistency to their designated investment style help to signal their skills to investors. Also, the results do not refute the possibility that managers who apply an explicit timing strategy can generate better returns. These suggest that the unintentional style drift can result in the inferior relative performance. Thus, funds managers can benefit from remaining style consistent and industry concentration to avoid chronically poor performance. Further research is warranted in examining how distinct the performance between industry diversified and concentrated funds by sorting the industry concentration index in a panel regression. Similarly, to the extent that the style consistency positively affect the fund performance, and what the magnitude is for the difference between the most style consistency portfolio and most style drift portfolio. More discussions can be conducted on the role of style consistent and industry concentration on portfolio-level return predictability. These issues are left for future studies.
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Appendix
Table A1. Industry Classification

	Six Industry Classifications
	Weight
	Twenty Industry Sub Classifications
	Weight

	1. Finance
	16.67%
	Currency Financial Service
	12.02

	

	
	Capital Market Service
	2.18%

	
	
	Insurance
	2.25%

	
	
	Other Financial Industries
	0.22%

	
	
	
	

	2. Industrials
	59.75%
	Mining Industry
	12.66%

	
	
	Manufacturing 
	41.68%

	
	
	Electricity, Heat, Gas and Water Production and Supply
	5.41%

	
	
	
	

	3.Public Utilities
	10.97%
	Transportation, Warehousing and Postal Services
	6.07%

	
	
	Leasing and Business Services
	0.95%

	
	
	Scientific Research and Technology Services
	0.13%

	
	
	Water, Environment and Public Facilities Management
	0.72%

	
	
	Education, Culture, Sports, and Entertainment
	1.17%

	
	
	Information Transmission, Software and Information Technology Services
	1.67%

	
	
	
	

	
	
	
	

	
	
	
	

	4. Conglomerates
	2.35%
	Agriculture, Forestry, Animal Husbandry and Fishery
	1.02%

	
	
	Building Decoration
	0.36%

	 
	
	Other Conglomerates
	0.97%

	
	
	
	

	5. Commerce
	3.88%
	Accommodation and Catering Industry
	0.26%

	
	
	Wholesale and Retail Trade
	3.62%

	
	
	
	

	6. Properties
	6.38%
	Civil Engineering Construction
	2.35%

	
	
	Properties
	4.03%




[bookmark: _Toc528755819]Table 1 Summary Statistics 
Summary statistics are presented for all Chinese mutual funds over the sample period. All mutual funds are classified under a distinct fund category: equity, hybrid, bond and money market funds. Panel A provides the number of funds for each calendar year under different fund categories. Panel B reports the total assets of funds under different classifications. Panel C provides the weight of each fund category that contributes to the overall funds market. Panel D presents the average asset value for each fund. Panel E calculates the fund net flow, which is defined as the net growth in fund assets. Formally, it is calculated as , where  is fund j’s total net assets or the dollar value of all shares outstanding at quarter t, and  is a fund’s return over the prior year. 
Panel A:  Number of Mutual Funds
	Year
	Equity fund
	Hybrid fund
	Bond fund
	Money Market fund
	Open-end fund
	Close-end fund
	All funds

	 
	Active
	Passive
	Total
Equity Fund
	Active
	Passive
	Total Hybrid Fund
	 
	 
	 
	 
	 

	1998
	5
	0
	5
	0
	0
	0
	0
	0
	0
	5
	5

	1999
	14
	2
	16
	0
	0
	0
	0
	0
	0
	16
	16

	2000
	29
	3
	32
	1
	0
	1
	0
	0
	0
	33
	33

	2001
	45
	3
	48
	1
	0
	1
	0
	0
	2
	47
	49

	2002
	53
	3
	56
	9
	0
	9
	2
	0
	13
	54
	67

	2003
	61
	7
	68
	24
	0
	24
	11
	1
	50
	54
	104

	2004
	73
	10
	83
	47
	0
	47
	15
	8
	99
	54
	153

	2005
	73
	15
	88
	77
	0
	77
	17
	24
	152
	54
	206

	2006
	81
	19
	100
	124
	0
	124
	24
	40
	234
	54
	288

	2007
	87
	23
	110
	187
	0
	187
	26
	40
	313
	51
	364

	2008
	77
	24
	101
	230
	0
	230
	51
	40
	390
	34
	424

	2009
	82
	44
	126
	281
	1
	282
	80
	43
	503
	30
	533

	2010
	102
	75
	177
	327
	8
	335
	96
	45
	628
	28
	656

	2011
	121
	121
	242
	401
	24
	425
	145
	49
	845
	28
	873

	2012
	137
	177
	314
	472
	29
	501
	229
	53
	1085
	27
	1112

	2013
	146
	226
	372
	551
	30
	581
	412
	89
	1446
	26
	1472

	2014
	173
	267
	440
	668
	31
	699
	515
	160
	1809
	23
	1832

	2015
	254
	429
	683
	1042
	32
	1074
	565
	204
	2534
	11
	2545

	2016
	296
	455
	751
	1532
	33
	1565
	856
	254
	3419
	29
	3448

	2017
	335
	504
	839
	2001
	34
	2035
	1219
	326
	4401
	43
	4444



















Panel B: Funds Total Assets (in Billion)
	Year
	Equity fund
	Hybrid fund
	Bond fund
	Money Market fund
	Open-end fund
	Close-end fund
	All funds

	 
	Active
	Passive
	Total   
Equity Fund
	Active
	Passive
	Total Hybrid Fund
	 
	 
	 
	 
	 

	1998
	23
	na
	23
	na
	na
	na
	na
	na
	na
	23
	23

	1999
	116
	12
	128
	na
	na
	na
	na
	na
	na
	128
	128

	2000
	242
	47
	290
	16
	na
	16
	na
	na
	na
	305
	305

	2001
	226
	40
	266
	13
	na
	13
	na
	na
	9
	270
	279

	2002
	282
	35
	317
	51
	na
	51
	8
	na
	82
	294
	376

	2003
	326
	50
	376
	120
	na
	120
	42
	0
	220
	318
	538

	2004
	458
	83
	541
	355
	na
	355
	38
	184
	769
	349
	1118

	2005
	448
	110
	558
	427
	na
	427
	52
	781
	1493
	326
	1819

	2006
	600
	125
	725
	833
	na
	833
	117
	580
	1732
	524
	2256

	2007
	1926
	663
	2589
	6163
	na
	6163
	204
	325
	8371
	940
	9311

	2008
	1440
	576
	2016
	5113
	na
	5113
	504
	833
	8129
	410
	8539

	2009
	1918
	1256
	3174
	6943
	2
	6945
	520
	1078
	11327
	471
	11798

	2010
	2163
	1979
	4143
	8176
	127
	8302
	696
	757
	13487
	505
	13992

	2011
	1919
	1995
	3914
	7382
	127
	7509
	1153
	1159
	13401
	434
	13834

	2012
	1692
	2228
	3920
	6641
	124
	6764
	2171
	2692
	15257
	386
	15643

	2013
	1587
	2245
	3832
	6737
	100
	6837
	3475
	3304
	17193
	341
	17534

	2014
	1405
	2399
	3804
	6499
	89
	6589
	3237
	10916
	24386
	236
	24622

	2015
	2331
	3616
	5947
	12214
	99
	12314
	4453
	20413
	42927
	258
	43185

	2016
	2019
	3035
	5054
	11473
	84
	11558
	8569
	26980
	51942
	308
	52251

	2017
	1386
	2067
	3452
	8308
	64
	8372
	8680
	21230
	41515
	296
	41813



Panel C: Fund Assets Weights of Total Fund Market (%)
	Year
	Equity fund
	Hybrid fund
	Bond fund
	Money Market fund
	Open-end fund
	Close-end fund

	 
	 
	 
	 
	 
	 
	 

	1998
	100.00
	na
	na
	na
	na
	100.00

	1999
	100.00
	na
	na
	na
	na
	100.00

	2000
	94.90
	5.10
	na
	na
	na
	100.00

	2001
	95.50
	4.50
	na
	na
	3.07
	96.93

	2002
	84.45
	13.50
	2.05
	na
	21.76
	78.24

	2003
	69.84
	22.27
	7.82
	0.06
	40.91
	59.09

	2004
	48.41
	31.73
	3.38
	16.48
	68.81
	31.19

	2005
	30.68
	23.47
	2.89
	42.97
	82.06
	17.94

	2006
	32.15
	36.94
	5.20
	25.71
	76.78
	23.22

	2007
	27.81
	66.19
	2.19
	3.49
	89.90
	10.10

	2008
	23.60
	59.87
	5.90
	9.76
	95.20
	4.80

	2009
	26.91
	58.86
	4.41
	9.14
	96.01
	3.99

	2010
	29.61
	59.34
	4.98
	5.41
	96.39
	3.61

	2011
	28.29
	54.28
	8.34
	8.37
	96.87
	3.13

	2012
	25.06
	43.24
	13.88
	17.21
	97.53
	2.47

	2013
	21.85
	39.00
	19.82
	18.84
	98.05
	1.95

	2014
	15.45
	26.76
	13.14
	44.33
	99.04
	0.96

	2015
	13.77
	28.51
	10.31
	47.27
	99.40
	0.60

	2016
	19.67
	22.12
	16.40
	51.64
	99.41
	0.59

	2017
	18.26
	20.02
	20.76
	50.77
	99.29
	0.71

	Average
	45.31
	34.21
	8.84
	23.43
	80.03
	19.97




Panel D: Average Total Assets (in Billion)
	Year
	Equity fund
	Hybrid fund
	Bond fund
	Money Market fund
	Open-end fund
	Close-end fund
	All  funds

	
	Active
	Passive
	Total Equity Fund
	Active
	Passive
	Total Hybrid Fund
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	1998
	2.06
	na
	2.06
	na
	na
	na
	na
	na
	na
	2.06
	2.06

	1999
	2.77
	2.95
	2.79
	na
	na
	na
	na
	na
	na
	2.79
	2.79

	2000
	2.55
	3.95
	2.71
	3.89
	na
	3.89
	na
	na
	na
	2.75
	2.75

	2001
	1.57
	3.34
	1.71
	3.14
	na
	3.14
	na
	na
	4.28
	1.71
	1.74

	2002
	1.42
	2.94
	1.51
	2.99
	na
	2.99
	3.85
	na
	3.41
	1.43
	1.64

	2003
	1.42
	2.37
	1.50
	1.79
	na
	1.79
	1.69
	0.33
	1.72
	1.47
	1.57

	2004
	1.67
	2.44
	1.76
	2.45
	na
	2.45
	0.69
	6.58
	2.40
	1.61
	2.09

	2005
	1.53
	2.08
	1.62
	1.61
	na
	1.61
	0.85
	10.02
	2.80
	1.51
	2.43

	2006
	1.97
	1.74
	1.93
	1.98
	na
	1.98
	1.38
	4.20
	2.15
	2.45
	2.21

	2007
	6.42
	7.45
	6.66
	9.13
	na
	9.13
	2.02
	2.03
	7.26
	5.43
	7.02

	2008
	4.97
	6.13
	5.25
	6.24
	na
	6.24
	3.27
	5.21
	5.83
	3.18
	5.61

	2009
	4.87
	7.18
	5.58
	5.26
	1.08
	5.25
	1.40
	5.14
	4.85
	3.18
	4.75

	2010
	3.85
	4.97
	4.32
	4.36
	3.52
	4.34
	1.33
	2.87
	3.85
	3.01
	3.81

	2011
	2.82
	3.11
	2.96
	3.28
	1.13
	3.17
	1.48
	3.97
	2.88
	2.61
	2.87

	2012
	2.15
	2.37
	2.27
	2.48
	0.78
	2.38
	1.87
	8.63
	2.56
	2.41
	2.55

	2013
	1.91
	1.80
	1.84
	2.16
	0.56
	2.07
	1.64
	6.88
	2.17
	2.55
	2.17

	2014
	1.55
	1.64
	1.60
	1.77
	0.49
	1.71
	1.14
	14.10
	2.47
	2.75
	2.48

	2015
	1.72
	1.67
	1.69
	2.27
	0.52
	2.21
	1.38
	17.97
	3.18
	4.10
	3.18

	2016
	1.18
	1.16
	1.16
	1.41
	0.43
	1.38
	1.96
	19.09
	2.81
	2.68
	2.81

	2017
	1.10
	1.07
	1.08
	1.10
	0.48
	1.09
	1.92
	17.20
	2.51
	1.92
	2.50

	Average
	2.48
	3.18
	2.60
	3.18
	1.00
	3.16
	1.74
	8.28
	3.36
	2.58
	2.95

	
	
	
	
	
	
	
	
	
	
	
	


Panel E: Fund Flow (%)
	 
	Equity fund
	Hybrid fund
	Bond fund
	Money Market Funds
	Open-end fund
	Close-end fund
	All funds

	Year
	Active
	Passive
	Total Equity Fund
	Active
	Passive
	Total Hybrid Fund
	
	
	
	
	

	
1998
	-7.07
	na
	-7.07
	na
	na
	na
	na
	-7.07
	-7.07
	-7.07
	na

	1999
	-0.04
	13.86
	0.85
	na
	na
	na
	na
	0.85
	0.85
	-0.04
	13.86

	2000
	27.94
	19.39
	22.37
	28.91
	na
	28.91
	na
	28.91
	28.91
	27.94
	19.39

	2001
	22.26
	24.88
	22.50
	29.99
	na
	29.99
	na
	22.69
	22.69
	22.26
	24.88

	2002
	11.27
	10.82
	11.24
	18.53
	na
	5.81
	10.35
	11.32
	11.26
	11.27
	10.82

	2003
	-16.84
	-6.11
	-16.08
	-13.09
	na
	-13.09
	14.42
	-18.64
	-8.84
	-16.84
	-6.11

	2004
	10.84
	9.28
	10.69
	16.86
	na
	16.86
	16.42
	10.76
	13.58
	10.84
	9.28

	2005
	-0.70
	-1.18
	-0.76
	2.95
	na
	2.95
	1.90
	3.05
	2.50
	-0.70
	-1.18

	2006
	17.06
	32.55
	17.91
	14.59
	na
	14.59
	15.64
	10.48
	13.06
	17.06
	32.55

	2007
	-24.46
	-20.16
	-23.63
	-22.38
	na
	-22.38
	-27.25
	-25.67
	-26.79
	-24.46
	-20.16

	2008
	-35.71
	-43.63
	-37.20
	-29.03
	na
	-29.03
	-39.72
	-44.57
	-40.22
	-35.71
	-43.63

	2009
	-25.91
	-28.07
	-26.04
	-29.92
	-27.39
	-29.12
	-28.14
	-23.15
	-29.73
	-25.91
	-28.07

	2010
	12.24
	21.43
	15.79
	5.36
	15.01
	8.04
	14.57
	10.05
	13.59
	12.24
	21.43

	2011
	13.40
	18.49
	14.70
	14.06
	-12.83
	13.96
	16.56
	11.41
	15.39
	13.40
	18.49

	2012
	2.06
	-1.33
	1.32
	6.93
	19.07
	7.17
	2.52
	1.65
	1.77
	2.06
	-1.33

	2013
	3.83
	2.45
	3.06
	19.89
	3.52
	1.57
	9.88
	7.34
	9.56
	3.83
	2.45

	2014
	-6.70
	-8.00
	-7.47
	-5.40
	-5.78
	-5.72
	-5.73
	-13.64
	-6.80
	-6.70
	-8.00

	2015
	26.85
	16.45
	20.20
	39.99
	15.25
	25.79
	20.47
	14.30
	20.05
	26.85
	16.45

	2016
	7.74
	2.87
	6.04
	21.74
	14.13
	16.26
	6.64
	5.44
	6.60
	7.74
	2.87

	2017
	11.67
	9.72
	10.48
	19.31
	17.60
	18.78
	14.27
	9.53
	13.16
	11.67
	9.72

	Average
	2.49
	3.88
	1.94
	7.74
	4.29
	5.07
	2.68
	0.75
	2.68
	2.49
	3.88




[bookmark: _Toc7101652]Table 2 Stock Holding and Equity Weight of Mutual Fund by Year
This table reports the descriptive statistics of the equity weight under different fund categories for the sample period 1998 to 2017. The results are presented for the value at the end of each calendar year. Panel A provides the average equity proportion to the total fund assets. Other assets of each fund are: fix income, depository receipts, deposit reserve, precious metals, REIT, and derivatives. Panel B provides the average number of stocks held by each fund for all Chinese mutual funds. They are broken down into different classifications in order to further investigate the equity investment of domestic institutional traders.

	 
	Equity Fund
	 
	Hybrid Fund
	 
	Bond Fund
	Open-end Fund
	Total Funds

	 
	Active
	Passive
	Total Equity Funds
	 
	Active
	Passive
	Total Hybrid Funds
	 
	 
	 
	 

	1998
	57.89
	na
	57.89
	
	na
	na
	na
	
	na
	57.89
	57.89

	1999
	72.34
	71.02
	72.23
	
	na
	na
	na
	
	na
	72.23
	72.23

	2000
	70.87
	73.57
	71.18
	
	70.64
	na
	70.64
	
	na
	71.16
	71.16

	2001
	54.32
	61.87
	54.9
	
	67.39
	na
	67.39
	
	na
	55.63
	55.21

	2002
	59.45
	63.36
	59.67
	
	49.26
	na
	49.26
	
	1.88
	60.32
	58.39

	2003
	65.25
	70.62
	65.7
	
	55.33
	na
	55.33
	
	8.23
	66.29
	59.61

	2004
	69.35
	73.98
	69.86
	
	60.31
	na
	60.31
	
	9.67
	71.32
	57.87

	2005
	69.86
	77.58
	71.04
	
	61.4
	na
	61.4
	
	10.03
	70.24
	55.21

	2006
	72.87
	84.11
	75.02
	
	71.8
	na
	71.8
	
	9.54
	72.58
	58.07

	2007
	73.18
	84.97
	75.88
	
	75.24
	na
	75.24
	
	8.69
	71.54
	61.29

	2008
	64.98
	81.91
	69.13
	
	64.74
	na
	64.74
	
	3.5
	61.22
	52.79

	2009
	75.52
	86.72
	78.97
	
	76.87
	93.33
	76.89
	
	8.52
	71
	66.98

	2010
	74.84
	87.85
	80.21
	
	75.55
	3.06
	74.19
	
	9.42
	72.2
	66.39

	2011
	77.12
	87.62
	82.18
	
	74.55
	2.11
	71.22
	
	6.76
	72.05
	64.46

	2012
	78.24
	86.75
	82.84
	
	74.12
	0.97
	70.89
	
	6.59
	72.23
	66.99

	2013
	76.99
	86.34
	82.55
	
	71.11
	2.13
	67.96
	
	6.37
	68.32
	66.92

	2014
	79.39
	86.63
	83.8
	
	69.07
	9.42
	66.89
	
	6.71
	66.62
	65.8

	2015
	79.00
	83.35
	81.64
	
	59.02
	8.07
	57.45
	
	7.62
	67.66
	58.96

	2016
	81.09
	83.77
	82.7
	
	50.22
	9.48
	49.41
	
	8.04
	49.73
	55.65

	2017
	83.10
	85.23
	84.38
	
	51.05
	9.26
	50.37
	
	9.04
	46.66
	55.37

	
	
	
	
	
	
	
	
	
	
	
	

	Average
	71.78
	79.86
	74.09
	 
	65.43
	15.31
	64.52
	 
	7.54
	65.84
	61.36




	Panel B :Average Number of Stocks Held by Fund


	Year
	Equity fund
	Hybrid fund
	Bond fund
	Open-end fund
	Close-end fund
	All funds

	 
	Active
	Passive
	Total Equity Fund
	Active
	Passive
	Total Hybrid Fund
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	1998
	18
	0
	0
	0
	0
	0
	0
	0
	18
	18

	1999
	11
	4
	0
	0
	0
	0
	0
	0
	10
	10

	2000
	56
	35
	43
	46
	0
	46
	0
	0
	54
	54

	2001
	29
	13
	22
	48
	0
	48
	0
	22
	29
	29

	2002
	56
	75
	57
	44
	0
	44
	14
	41
	58
	55

	2003
	32
	30
	28
	23
	0
	23
	9
	22
	33
	28

	2004
	35
	44
	38
	31
	0
	31
	14
	31
	35
	32

	2005
	49
	55
	54
	42
	0
	42
	20
	43
	47
	44

	2006
	32
	38
	31
	29
	0
	29
	15
	28
	34
	30

	2007
	32
	37
	37
	44
	0
	44
	17
	40
	30
	38

	2008
	37
	42
	39
	40
	0
	40
	12
	36
	35
	36

	2009
	39
	69
	52
	42
	47
	42
	16
	39
	42
	40

	2010
	49
	130
	87
	60
	37
	60
	26
	61
	62
	61

	2011
	33
	75
	56
	36
	31
	36
	9
	37
	39
	37

	2012
	36
	80
	62
	37
	43
	38
	9
	41
	44
	41

	2013
	34
	80
	63
	33
	33
	33
	7
	40
	40
	40

	2014
	32
	82
	64
	33
	47
	34
	9
	40
	21
	40

	2015
	52
	108
	87
	43
	65
	44
	14
	54
	48
	54

	2016
	43
	79
	65
	34
	53
	35
	13
	42
	21
	41

	2017
	48
	85
	71
	42
	60
	42
	17
	47
	26
	47

	Average
	38
	61
	54
	39
	46
	38
	14
	39
	36
	39
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Table 3 Transaction Costs, Expense Ratios and Loads of Mutual Funds
Table 3 presents summary statistics of mutual funds transaction costs over the sample period. There are two major components of fund expenses: sales charges and fund management fees. Sales charges include the initial subscription fee (front-end load and back-end load), purchase fees, redemption fees and fund conversion fees. Fund management fees contain a variety of administrative and operating expenses which include account auditing fees, custodian services and marketing expenses. Panel A provides the results on the expense ratio for all mutual funds under different classifications. The expense ratio is the annual fee that all funds charge their shareholders. It is the percentage of assets deducted each fiscal year for fund expenses, including 12-1 fees, management fees, administrative fees, operating costs and all other asset-based costs incurred by the fund. Portfolio transaction fees and brokerage costs are not included in the expense ratio. Panel B documents the fund loads of all Chinese mutual funds from 1998 to 2017. The load is calculated by dividing the sum of the initial sales charge (as the front-end loads) and the deferred sales charge (as the back-end loads) by average fund assets. 

Panel A: Expense Ratio (%)
	 Year
	Equity fund
	 
 
Hybrid fund
	Bond fund
	Money Market fund
	Open-end fund
	Close-end     fund
	All funds

	 
	Active
	Passive
	Total Equity Fund
	Active
	Passive
	Total Hybrid Fund
	 
	 
	 
	 
	 

	
1998
	na
	na
	na
	na
	na
	na
	na
	na
	na
	na
	na

	1999
	na
	na
	na
	na
	na
	na
	na
	na
	na
	na
	na

	2000
	na
	na
	na
	na
	na
	na
	na
	na
	na
	na
	na

	2001
	2.10
	na
	2.10
	2.50
	na
	2.50
	na
	na
	2.23
	na
	2.23

	2002
	0.99
	0.90
	0.97
	1.16
	na
	1.16
	0.62
	na
	1.02
	na
	1.02

	2003
	1.13
	1.17
	1.14
	1.03
	na
	1.03
	1.26
	0.36
	1.04
	na
	1.04

	2004
	1.90
	1.27
	1.75
	1.16
	na
	1.16
	0.77
	0.36
	1.21
	na
	1.21

	2005
	1.23
	0.93
	1.08
	1.24
	na
	1.24
	0.83
	0.30
	1.00
	na
	1.00

	2006
	3.12
	2.39
	2.86
	2.91
	na
	2.91
	1.45
	0.54
	2.40
	na
	2.40

	2007
	2.93
	2.11
	2.67
	2.83
	na
	2.83
	1.48
	0.67
	2.41
	na
	2.41

	2008
	2.90
	2.09
	2.65
	2.84
	na
	2.84
	1.50
	0.67
	2.39
	na
	2.39

	2009
	2.86
	2.00
	2.47
	2.75
	1.46
	2.74
	1.49
	0.66
	2.33
	na
	2.33

	2010
	2.87
	1.84
	2.34
	2.72
	1.61
	2.68
	1.48
	0.67
	2.29
	na
	2.29

	2011
	2.79
	1.87
	2.27
	2.70
	1.43
	2.63
	1.50
	0.68
	2.25
	na
	2.25

	2012
	2.72
	1.84
	2.19
	2.66
	1.35
	2.59
	1.39
	0.68
	2.11
	na
	2.11

	2013
	2.71
	1.71
	2.06
	2.65
	1.32
	2.58
	1.35
	0.67
	1.98
	na
	1.98

	2014
	2.85
	1.62
	2.08
	2.69
	1.31
	2.64
	1.31
	0.64
	1.95
	3.35
	1.95

	2015
	3.60
	1.91
	2.55
	3.44
	1.73
	3.40
	1.53
	0.63
	2.55
	2.29
	2.55

	2016
	3.22
	1.75
	2.32
	3.21
	1.60
	3.18
	1.58
	0.59
	2.38
	3.65
	2.39

	2017
	3.32
	1.75
	2.38
	3.05
	1.64
	3.03
	1.48
	0.59
	2.30
	3.20
	2.31

	Average
	2.54
	1.70
	2.11
	2.44
	1.50
	2.42
	1.31
	0.58
	1.99
	3.12
	1.99

	
	
	
	
	
	
	
	
	
	
	
	










Panel B: Fund loads (%)
	Year
	Equity fund
	 
 
Hybrid fund
	Bond fund
	Money market fund
	Open-end fund
	Close-end fund
	All funds

	 
	Active
	Passive
	Total Equity Fund
	Active
	Passive
	Total Hybrid Fund
	 
	 
	 
	 
	 

	
1998
	na
	na
	na
	na
	na
	na
	na
	na
	na
	na
	na

	1999
	na
	na
	na
	na
	na
	na
	na
	na
	na
	na
	na

	2000
	na
	na
	na
	na
	na
	na
	na
	na
	na
	na
	na

	2001
	2.10
	na
	2.10
	2.50
	na
	2.50
	na
	na
	2.23
	na
	2.23

	2002
	0.99
	0.90
	0.97
	1.16
	na
	1.16
	0.62
	na
	1.02
	na
	1.02

	2003
	1.13
	1.17
	1.14
	1.03
	na
	1.03
	1.17
	0.16
	1.00
	na
	1.00

	2004
	1.90
	1.27
	1.75
	1.07
	na
	1.07
	0.77
	0.14
	1.14
	na
	1.14

	2005
	0.98
	0.93
	0.96
	1.03
	na
	1.03
	0.57
	0.00
	0.78
	na
	0.78

	2006
	1.43
	1.36
	1.40
	1.20
	na
	1.20
	0.51
	0.02
	1.00
	na
	1.00

	2007
	1.15
	1.10
	1.14
	1.09
	na
	1.09
	0.46
	0.00
	0.91
	na
	0.91

	2008
	1.16
	1.04
	1.12
	1.08
	na
	1.08
	0.47
	0.00
	0.89
	na
	0.89

	2009
	1.11
	1.08
	1.10
	1.00
	0.86
	1.00
	0.37
	0.00
	0.84
	na
	0.84

	2010
	1.11
	0.97
	1.04
	0.97
	1.01
	0.97
	0.35
	0.00
	0.83
	na
	0.83

	2011
	1.02
	1.00
	1.01
	0.95
	0.83
	0.95
	0.37
	0.00
	0.82
	na
	0.82

	2012
	0.99
	0.93
	0.95
	0.94
	0.74
	0.93
	0.37
	0.01
	0.76
	na
	0.76

	2013
	0.97
	0.81
	0.87
	0.94
	0.68
	0.93
	0.39
	0.01
	0.70
	na
	0.70

	2014
	1.11
	0.72
	0.87
	0.99
	0.64
	0.97
	0.33
	0.01
	0.68
	1.80
	0.68

	2015
	1.86
	0.97
	1.31
	1.80
	1.06
	1.78
	0.56
	0.01
	1.25
	0.94
	1.25

	2016
	1.45
	0.80
	1.05
	1.66
	0.92
	1.64
	0.68
	0.00
	1.14
	1.98
	1.15

	2017
	1.53
	0.78
	1.09
	1.54
	0.86
	1.53
	0.63
	0.02
	1.09
	1.56
	1.09

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Average
	1.29
	0.99
	1.17
	1.23
	0.84
	1.23
	0.54
	0.03
	1.00
	1.57
	1.00
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Table 4 Holding-based Mutual Fund Style Consistency Measures: HSC 
This table reports style consistency statistics for the mutual fund sample over the period from June 1998 to June 2018. Fund style consistency is evaluated by two approaches: Holding-based and return-based measures. Panel A show the results on HSC which is computed as the average style characteristic volatility of the fund’s security holdings by = , and  = , where  is the weighted average characteristic ranking in month t-n and  is the mean of the monthly ranking score during the 36-month measurement period. 
	 
	Equity fund
	 
	 
	Hybrid fund
	HSC Difference

	Year
	Active
	Passive
	Total Equity Fund
	Active
	Passive
	Total Hybrid Fund
	Equity Funds
	Hybrid Funds

	1998
	0.15
	na
	0.15
	na
	na
	na
	na
	na

	1999
	0.39
	0.03
	0.35
	na
	na
	na
	0.36
	na

	2000
	0.65
	0.43
	0.63
	0.29
	na
	0.29
	0.22
	na

	2001
	1.12
	0.8
	1.1
	2.07
	na
	2.07
	0.32
	na

	2002
	1.13
	0.79
	1.12
	0.26
	na
	0.26
	0.34
	na

	2003
	1.22
	0.58
	1.16
	0.54
	na
	0.54
	0.64
	na

	2004
	1.09
	0.51
	1.02
	0.61
	na
	0.61
	0.58
	na

	2005
	1.2
	0.55
	1.09
	0.76
	na
	0.76
	0.65
	na

	2006
	1.95
	1.28
	1.82
	1.37
	na
	1.37
	0.67
	na

	2007
	1.73
	1.14
	1.62
	1.03
	na
	1.03
	0.59
	na

	2008
	1.59
	1.13
	1.48
	0.95
	na
	0.95
	0.46
	na

	2009
	0.88
	0.54
	0.76
	0.75
	na
	0.75
	0.34
	na

	2010
	0.82
	0.56
	0.71
	0.78
	0.28
	0.77
	0.26
	0.50

	2011
	1.41
	1.03
	1.22
	1.26
	0.18
	1.19
	0.38
	1.08

	2012
	1.23
	0.68
	0.92
	1.11
	0.18
	1.06
	0.55
	0.93

	2013
	1.18
	0.58
	0.81
	1.03
	0.11
	0.98
	0.6
	0.92

	2014
	0.74
	0.43
	0.55
	0.74
	0.13
	0.72
	0.31
	0.61

	2015
	0.79
	0.50
	0.61
	0.72
	0.14
	0.70
	0.29
	0.58

	2016
	1.50
	1.38
	1.43
	0.94
	0.19
	0.92
	0.12
	0.75

	2017
	1.27
	1.07
	1.15
	0.87
	0.17
	0.86
	0.20
	0.70

	Average
	1.10
	0.74
	0.98
	0.89
	0.17
	0.88
	0.36*
	0.72**
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Table 5 Industry Concentration Index
This table presents the Mutual fund Industry Concentration Index (ICI) and fund performance after adjustment of industry return. Panel A reports the average quarterly fund ICI from 1998 to 2017. ICI at time t for a mutual fund is computed as the sum of the squared deviation of value weights for each of six distinct industries held that mutual fund from the industry weights of a share stock market portfolio, as =  , where  is the weight of stock holding from the same industry relative to the total nest asset of fund i at quarter t and  is the corresponding industry stocks weight relative to the total a share stock market. Panel B and C report the holding-based industry-adjusted fund performance.  Panel B display the result of IS, industry stock selectivity measure, which is the variable to test fund manager’s stock picking skill among the same industry and it is calculated as . IT is defined as the industry timing measure, investigating the managers’ ability to invest in superior industries.  IT is computed as ),  where  is portfolio weigh of the stock held by fund j of a certain industry at quarter t, and  is the market portfolio industry return at quarter t-1. All the returns are expressed at a quarterly frequency and the portfolios are rebalanced quarterly.
	 
	Equity fund
	 
	 
	Hybrid fund
	ICI Difference

	Year
	Active
	Passive
	Total Equity Fund
	Active
	Passive
	Total Hybrid Fund
	Equity Funds
	Hybrid Funds

	1998
	0.26
	na
	0.26
	na
	na
	na
	na
	na

	1999
	0.35
	0.20
	0.22
	na
	na
	na
	0.15
	na

	2000
	0.21
	0.13
	0.14
	0.19
	na
	0.19
	0.08
	na

	2001
	0.29
	0.24
	0.25
	0.23
	na
	0.23
	0.05
	na

	2002
	0.34
	0.30
	0.30
	0.32
	na
	0.32
	0.03
	na

	2003
	0.33
	0.28
	0.28
	0.24
	na
	0.24
	0.06
	na

	2004
	0.36
	0.26
	0.27
	0.25
	na
	0.25
	0.11
	na

	2005
	0.37
	0.28
	0.29
	0.32
	na
	0.32
	0.09
	na

	2006
	0.29
	0.23
	0.24
	0.30
	na
	0.30
	0.06
	na

	2007
	0.20
	0.22
	0.22
	0.17
	na
	0.17
	-0.03
	na

	2008
	0.22
	0.15
	0.17
	0.15
	na
	0.15
	0.07
	na

	2009
	0.28
	0.24
	0.25
	0.29
	0.19
	0.26
	0.04
	na

	2010
	0.39
	0.30
	0.34
	0.34
	0.30
	0.33
	0.09
	0.5

	2011
	0.25
	0.24
	0.24
	0.34
	0.20
	0.20
	0.01
	1.08

	2012
	0.25
	0.18
	0.22
	0.32
	0.21
	0.26
	0.07
	0.93

	2013
	0.32
	0.25
	0.29
	0.29
	0.25
	0.25
	0.07
	0.92

	2014
	0.34
	0.21
	0.29
	0.30
	0.23
	0.24
	0.13
	0.61

	2015
	0.30
	0.23
	0.27
	0.30
	0.24
	0.25
	0.07
	0.58

	2016
	0.24
	0.14
	0.20
	0.38
	0.21
	0.30
	0.10
	0.75

	2017
	0.23
	0.12
	0.19
	0.42
	0.20
	0.33
	0.11
	0.7

	Average
	0.29
	0.22
	0.25
	0.28
	0.23
	0.25
	0.07*
	0.76*
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Table 6 Mutual Fund Return
Mutual fund annualized returns are presented in this table.   Panel A presents the fund hypothetical return which is calculate by the weighted stockholding’s return on the basic of quarterly. Panel B provides, each year, the annualized total net assets weighted net return of a mutual fund calculated from the annual net asset value growth with dividend reinvested.  Every fund existing during a given quarter (and having a complete data record) is included in the computation of that quarter’s return measure regardless whether the fund is survival or not from the end of that quarter. These quarterly buy-and-hold returns are compounded to give the quarterly rebalanced annual returns reported as below.
Panel A: Mutual Fund Annual Gross Return%
	 
	Equity fund
	Hybrid fund
	Gross Return Difference

	 
	Active
	Passive
	Total Equity Fund
	Active
	Passive
	Total Hybrid Fund
	Equity Funds
	Hybrid Funds

	1998
	-0.11
	na
	-0.11
	na
	na
	na
	na
	na

	1999
	12.37
	-1.27
	10.12
	na
	na
	na
	13.64
	na

	2000
	28.41
	14.38
	26.31
	22.09
	na
	22.09
	14.03
	na

	2001
	-10.91
	-7.83
	-9.28
	-20.17
	na
	-20.17
	-3.08
	na

	2002
	8.96
	-8.17
	6.75
	-0.76
	na
	-0.76
	17.13
	na

	2003
	58.22
	40.56
	54.24
	58.97
	na
	58.97
	17.66
	na

	2004
	-27.23
	-17.52
	-23.77
	-14.23
	na
	-14.23
	-9.71
	na

	2005
	0.13
	-4.62
	-0.89
	8.26
	na
	8.26
	4.75
	na

	2006
	51.54
	55.22
	55.66
	49.52
	na
	49.52
	-3.68
	na

	2007
	-5.49
	-3.74
	-4.34
	25.78
	na
	25.78
	-1.75
	na

	2008
	-22.81
	-26.7
	-21.97
	-36.98
	na
	-36.98
	3.89
	na

	2009
	66.83
	75.75
	62.67
	46.56
	28.7
	46.26
	-8.92
	17.86

	2010
	23.74
	-1.78
	8.15
	19.19
	0.56
	18.91
	25.52
	18.63

	2011
	-15.09
	-9.17
	-12.05
	-14.47
	-2.02
	-13.84
	-5.92
	-12.45

	2012
	39.86
	68.69
	45.33
	37.22
	0.82
	35.34
	-28.83
	36.4

	2013
	36.83
	6.82
	9.49
	27.58
	-1.24
	26.22
	30.01
	28.82

	2014
	78.86
	54.28
	73.42
	76.36
	14.86
	55.15
	24.58
	61.5

	2015
	34.08
	29.42
	31.06
	20.22
	3.62
	19.8
	4.66
	16.6

	2016
	5.99
	4.9
	5.01
	28.62
	0.77
	26.25
	1.09
	27.85

	2017
	24.28
	19.85
	20.97
	23.01
	5.76
	20.29
	4.43
	17.25

	Average
	19.42
	15.21
	16.84
	19.82
	5.76
	18.16
	17.26*
	17.26*





















Panel B: Fund Annual Net Return (%)
	 
	Equity fund
	Hybrid fund
	Net Return Difference

	 
	Active
	Passive
	Total Equity Fund
	Active
	Passive
	Total Hybrid Fund
	Equity Funds
	Hybrid Funds

	1998
	na
	na
	na
	na
	na
	na
	na
	na

	1999
	na
	na
	na
	na
	na
	na
	na
	na

	2000
	na
	na
	na
	na
	na
	na
	na
	na

	2001
	-12.62
	na
	-12.62
	-21.13
	na
	-21.13
	na
	na

	2002
	8.07
	-8.43
	7.83
	-1.68
	na
	-1.68
	16.50
	na

	2003
	51.64
	35.82
	49.96
	52.9
	na
	52.9
	15.82
	na

	2004
	-25.06
	-16.29
	-23.17
	-15.58
	na
	-15.58
	-8.77
	na

	2005
	0.11
	-5.19
	-0.11
	7.24
	na
	7.24
	5.30
	na

	2006
	42.34
	49.64
	47.24
	42.2
	na
	42.2
	-7.30
	na

	2007
	-6.88
	-3.95
	-5.01
	18.48
	na
	18.48
	-2.93
	na

	2008
	-27.19
	-27.12
	-26.79
	-38.48
	na
	-38.48
	-0.07
	na

	2009
	47.72
	60.6
	57.08
	33.76
	24.51
	33.58
	-12.88
	9.25

	2010
	16.92
	-2.46
	7.22
	13.97
	0.47
	13.84
	19.38
	13.5

	2011
	-17.88
	-9.46
	-11.12
	-14.56
	-2.73
	-14.2
	-8.42
	-11.83

	2012
	29.02
	56.05
	39.42
	27.32
	0.71
	26.18
	-27.03
	26.61

	2013
	26.85
	5.66
	8.67
	20.27
	-2.08
	19.45
	21.19
	22.35

	2014
	56.38
	45.49
	48.58
	55.82
	12.91
	40.59
	10.89
	42.91

	2015
	21.81
	23.8
	22.01
	13.26
	2.99
	13.07
	-1.99
	10.27

	2016
	4.06
	4.05
	4.06
	19.43
	0.65
	17.91
	0.01
	18.78

	2017
	15.18
	15.27
	15.21
	15.03
	4.68
	13.14
	-0.09
	10.35

	Average
	13.56
	13.34
	13.44
	13.43
	4.68
	12.21
	1.23**
	15.80*




























Table 7 Characteristic-Adjusted Mutual Fund Returns: CS, CT and AS 
This table displays the results for the DGTW (1997) as the decomposition of the overall return of a fund into a Characteristic Selectivity measure (CS), a Characteristic Timing measure (CT) and an Average Style measure (AS). DGTW (1997) requires the formation of 125 passive portfolios as the investment benchmark, by grouping all common stocks listed on the China A share market into quintiles according to size (market value), book-to-market ratio, and momentum (return of a stock in the previous year) as the sequential sorting. Panel A presents the CS, which denotes the measure of stock selection ability, and is calculated by adjusting the stockholding fund returns from the benchmark that is matched to each of the funds’ stock holdings every quarter along with the three dimensions mentioned above. CS is calculated as , where  is the portfolio weight on stock j at the end of quarter t - 1,  is the quarter t buy-and-hold return of stock j, and  is the quarter t buy-and-hold return of the characteristic-based benchmark portfolio that is matched to stock j at the end of quarter t - 1. Panel B displays the CT, the measure of style-timing ability and is calculated as . The AS is designed as the measure to capture the return earned by a fund due to a fund’s titling to select stocks with certain characteristics, which is calculated as .The returns are expressed at a quarterly frequency and the portfolios are rebalanced quarterly.
Panel A: Characteristic Selectivity (CS) %
	 
	Equity fund
	 
	 
	Hybrid fund
	 
	 
	Net Return Difference

	Year
	Active
	Passive
	Total Equity Fund
	Active
	Passive
	Total Hybrid Fund
	Equity Funds
	Hybrid Funds

	1998
	-16.14
	na
	-16.14
	na
	na
	na
	na
	na

	1999
	-0.36
	-1.5
	-0.64
	na
	na
	na
	1.14
	na

	2000
	15.12
	13.42
	14.78
	19.86
	na
	19.86
	1.7
	na

	2001
	-9.08
	-7.24
	-7.99
	-18.7
	na
	-18.7
	-1.84
	na

	2002
	-4.86
	-4.74
	-4.79
	-14.22
	na
	-14.22
	-0.12
	na

	2003
	6.18
	2.62
	5.84
	13.5
	na
	13.5
	3.56
	na

	2004
	-7.86
	-2.9
	-6.08
	-1.12
	na
	-1.12
	-4.96
	na

	2005
	-18.18
	-8.32
	-16.71
	-8.52
	na
	-8.52
	-9.86
	na

	2006
	7.26
	8.18
	7.97
	23.4
	na
	23.4
	-0.92
	na

	2007
	9.36
	7.86
	8.03
	15.76
	na
	15.76
	1.5
	na

	2008
	-3.7
	-5.04
	-3.98
	-13.4
	na
	-13.4
	1.34
	na

	2009
	9.16
	8.1
	8.84
	8.12
	1.32
	8.1
	1.06
	6.8

	2010
	9.42
	-1.2
	5.23
	4.62
	0.36
	4.52
	10.62
	4.26

	2011
	-11.76
	-8.52
	-10.8
	-10.86
	-2.28
	-10.38
	-3.24
	-8.58

	2012
	23.46
	34.2
	28.42
	20.82
	0.36
	19.64
	-10.74
	20.46

	2013
	38.1
	-1.64
	24.58
	29.88
	-0.96
	28.29
	39.74
	30.84

	2014
	9.72
	7.86
	8.24
	16.92
	3.72
	16.33
	1.86
	13.2

	2015
	17.98
	12.14
	15.32
	8.7
	2.52
	8.52
	5.84
	6.18

	2016
	4.06
	5.6
	4.44
	18.16
	0.36
	17.78
	-1.54
	17.8

	2017
	17.58
	15.12
	17.37
	12.36
	7.08
	12.27
	2.46
	5.28

	Average
	4.77
	3.89
	4.10
	6.96
	1.39
	6.76
	1.98*
	10.69*










Panel B: Characteristic Timing (CT) %
	 
	Equity fund
	Hybrid fund
	Net Return Difference

	Year
	Active
	Passive
	Total Equity Fund
	Active
	Passive
	Total Hybrid Fund
	Equity Funds
	Hybrid Funds

	1998
	1.35
	na
	1.35
	na
	na
	na
	na
	na

	1999
	2.29
	0.05
	2.29
	na
	na
	na
	2.24
	na

	2000
	-0.31
	-0.05
	-0.3
	-0.83
	na
	-0.83
	-0.26
	na

	2001
	-0.57
	-0.05
	-0.52
	-0.57
	na
	-0.57
	-0.52
	na

	2002
	-1.4
	-0.73
	-1.35
	-1.4
	na
	-1.4
	-0.67
	na

	2003
	11.54
	8.42
	11.23
	10.19
	na
	10.19
	3.12
	na

	2004
	-7.85
	-5.98
	-7.59
	-4.47
	na
	-4.47
	-1.87
	na

	2005
	2.55
	1.72
	2.39
	1.92
	na
	1.92
	0.83
	na

	2006
	18.2
	12.58
	17.11
	16.9
	na
	16.9
	5.62
	na

	2007
	-8.37
	-9.62
	-8.63
	-7.54
	na
	-7.54
	1.25
	na

	2008
	-4.11
	-3.48
	-3.95
	-4.68
	na
	-4.68
	-0.63
	na

	2009
	9.41
	16.17
	12.17
	9.46
	6.14
	9.36
	-6.76
	3.32

	2010
	-0.36
	-6.34
	-3.12
	-0.47
	-0.16
	-0.47
	5.98
	-0.31

	2011
	-0.99
	-0.83
	-0.94
	-1.09
	0.08
	-1.04
	-0.16
	-1.17

	2012
	3.8
	7.49
	5.98
	3.8
	0.1
	3.64
	-3.69
	3.7

	2013
	-0.73
	-6.4
	-4.21
	-1.04
	-0.1
	-0.99
	5.67
	-0.94

	2014
	15.5
	33.38
	26.36
	13.36
	2.5
	13
	-17.88
	10.86

	2015
	2.96
	-9.72
	-4.68
	1.98
	-0.52
	1.92
	12.68
	2.5

	2016
	-0.05
	-4.84
	-2.91
	0.02
	0.05
	0.03
	4.79
	-0.03

	2017
	na
	na
	na
	na
	na
	na
	na
	na

	Average
	2.26
	1.77
	2.14
	2.09
	1.01
	2.06
	0.54
	2.24*















Panel C: Average Style (%)
	
	Equity fund
	Hybrid fund
	Net Return Difference

	Year
	Active
	Passive
	Total Equity Fund
	Active
	Passive
	Total Hybrid Fund
	Euity Funds
	Hybrid Funds

	1998
	14.68
	na
	14.68
	na
	na
	na
	na
	na

	1999
	10.44
	0.18
	9.89
	na
	na
	na
	10.26
	na

	2000
	13.6
	1.01
	13.24
	3.06
	na
	3.06
	12.59
	na

	2001
	-1.26
	-0.54
	-1.08
	-0.9
	na
	-0.9
	-0.72
	na

	2002
	15.22
	-2.7
	13.04
	14.86
	na
	14.86
	17.92
	na

	2003
	40.5
	29.52
	39.42
	35.28
	na
	35.28
	10.98
	na

	2004
	-11.52
	-8.64
	-11.16
	-8.64
	na
	-8.64
	-2.88
	na

	2005
	15.76
	1.98
	14.04
	14.86
	na
	14.86
	13.78
	na

	2006
	26.08
	34.46
	31.12
	9.22
	na
	9.22
	-8.38
	na

	2007
	-6.48
	-1.98
	-5.4
	17.56
	na
	17.56
	-4.5
	na

	2008
	-15
	-18.18
	-14.33
	-18.9
	na
	-18.9
	3.18
	na

	2009
	48.26
	51.48
	47.62
	28.98
	21.24
	28.8
	-3.22
	7.74

	2010
	14.68
	5.76
	5.22
	15.04
	0.36
	14.86
	8.92
	14.68

	2011
	-2.34
	0.18
	-1.08
	-2.52
	0.18
	-2.42
	-2.52
	-2.7

	2012
	12.6
	27
	15.24
	12.6
	0.36
	12.06
	-14.4
	12.24

	2013
	-0.54
	14.86
	1.24
	-1.26
	-0.18
	-1.08
	-15.4
	-1.08

	2014
	53.64
	13.04
	49.82
	46.08
	8.64
	25.82
	40.6
	37.44

	2015
	13.14
	27
	15.42
	9.54
	1.62
	9.36
	-13.86
	7.92

	2016
	1.98
	4.14
	2.24
	10.44
	0.36
	8.44
	-2.16
	10.08

	2017
	na
	na
	na
	na
	na
	na
	na
	na

	Average
	12.81
	9.92
	12.59
	10.9
	4.07
	9.54
	10.53*
	10.79***














[bookmark: _Toc528755826]Table 8 Industry-Adjusted Fund Returns
Panel A: Industry Selectivity %
	 
	Equity fund
	 
	 
	Hybrid fund
	Net Return Difference

	Year
	Active
	Passive
	Total Equity Fund
	Active
	Passive
	Total Hybrid Fund
	Equity Funds
	Hybrid Funds

	1998
	0.13
	na
	0.13
	na
	na
	na
	na
	na

	1999
	1.69
	0.02
	1.55
	na
	na
	na
	1.67
	na

	2000
	1.4
	2.41
	1.51
	6.13
	na
	6.13
	-1.01
	na

	2001
	2.05
	1.59
	2.02
	3.24
	na
	3.24
	0.46
	na

	2002
	0.35
	0.39
	0.36
	0.23
	na
	0.23
	-0.04
	na

	2003
	-2.26
	-0.83
	-2.14
	-1.76
	na
	-1.76
	-1.43
	na

	2004
	0.02
	0.26
	0.04
	-0.21
	na
	-0.21
	-0.24
	na

	2005
	-1.43
	-0.29
	-1.26
	-0.58
	na
	-0.58
	-1.14
	na

	2006
	-4.11
	-1.82
	-3.7
	-2.68
	na
	-2.68
	-2.29
	na

	2007
	2.11
	3.15
	2.34
	2.76
	na
	2.76
	-1.04
	na

	2008
	5.72
	4.34
	5.38
	4.97
	na
	4.97
	1.38
	na

	2009
	1.21
	0.64
	1.04
	1.09
	0
	1.09
	0.57
	1.09

	2010
	2.52
	0.63
	1.73
	2.31
	0.07
	2.27
	1.89
	2.24

	2011
	0.8
	-0.57
	0.14
	0.46
	0.08
	0.44
	1.37
	0.38

	2012
	-2.04
	-2.14
	-2.1
	-1.94
	-0.05
	-1.85
	0.1
	-1.89

	2013
	3.61
	3.01
	3.25
	4.28
	0.03
	4.11
	0.6
	4.25

	2014
	3.55
	0.34
	1.56
	3.96
	0
	3.82
	3.21
	3.96

	2015
	-4.79
	-2.77
	-3.56
	-2.26
	-0.92
	-2.22
	-2.02
	-1.34

	2016
	11.92
	7.69
	9.39
	7.83
	0.85
	7.7
	4.23
	6.98

	2017
	-0.91
	-0.8
	-0.84
	-0.62
	-0.26
	-0.62
	-0.11
	-0.36

	Average
	1.08
	0.8
	0.84
	1.51
	-0.02
	1.49
	0.32
	1.7*

















Panel B: Industry Timing %
	 
	Equity fund
	Hybrid fund
	Net Return Difference

	Year
	Active
	Passive
	Total Equity Fund
	Active
	Passive
	Total Hybrid Fund
	Equity Funds
	Hybrid Funds

	1998
	4.8
	-1.67
	4.91
	na
	na
	na
	na
	na

	1999
	5.98
	3.39
	5.55
	12.01
	na
	12.01
	2.59
	na

	2000
	-3.35
	-4.33
	-3.48
	-11.74
	na
	-11.74
	0.98
	na

	2001
	-4.42
	-3.18
	-4.34
	-5.2
	na
	-5.2
	-1.24
	na

	2002
	-3.83
	-2.13
	-3.71
	-4.47
	na
	-4.47
	-1.7
	na

	2003
	-1.02
	-0.57
	-0.96
	-1.8
	na
	-1.8
	-0.45
	na

	2004
	-7.43
	-5.36
	-7.18
	-7.41
	na
	-7.41
	-2.07
	na

	2005
	8.05
	4.55
	7.39
	6.5
	na
	6.5
	3.5
	na

	2006
	35.73
	28.02
	34.09
	36.46
	na
	36.46
	7.71
	na

	2007
	-46.52
	-41.68
	-45.32
	-47.71
	na
	-47.71
	-4.84
	na

	2008
	28.83
	26.65
	28.22
	27.41
	na
	27.41
	2.18
	na

	2009
	3.09
	-2.84
	0.54
	2.69
	8.71
	2.74
	5.93
	-6.02

	2010
	-5.56
	-6.98
	-5.94
	-6.23
	0.72
	-5.98
	1.42
	-6.95

	2011
	-8.88
	-6.16
	-7.48
	-8.36
	-5.53
	-8.19
	-2.72
	-2.83

	2012
	22.05
	15.78
	18.27
	22.57
	9.57
	21.99
	6.27
	13

	2013
	31.21
	16.18
	21.81
	31.54
	16.56
	30.94
	15.03
	14.98

	2014
	25.56
	18.87
	21.77
	31.4
	16.58
	30.84
	6.69
	14.82

	2015
	71.53
	36.66
	49.92
	69.78
	36.66
	68.83
	34.87
	33.12

	2016
	-37.77
	-53.8
	-47.35
	-30.56
	-36.89
	-30.68
	16.03
	6.33

	2017
	na
	na
	na
	na
	na
	na
	na
	na

	Average
	6.21
	1.13
	3.51
	6.49
	5.8
	6.36
	5.01**
	8.31**


















[bookmark: _Toc528755827]Table 9 Mutual Fund Trading Activity: Trades and Turnover
This table presents the measures for trading activity captured by examining the stockholdings of all mutual funds.  Panel A reports the summary statistics for the measure on whether mutual funds are being actively or passively traded by applying Trades. It is calculated as the portfolio weight change for each stock held by funds on a quarterly basis and reports the average value of this change at a portfolio level for each year. Accordingly, Trades is defined as , where  is the weight of security i in the portfolio of fund manager j at time t. Panel B summarises the measure of Turnover; whether funds are trading more frequently at a portfolio level. ‘Turnover’ is calculated as)/ by taking the proportion of the minimum total value of stocks purchased or sold for fund net assets during quarter t at a portfolio level.
Panel A: Trades %
	 
	Equity fund
	Hybrid fund
	Trades Difference

	Year
	Active
	Passive
	Total Equity Fund
	Active
	Passive
	Total Hybrid Fund
	Equity Funds
	Hybrid Funds

	
1998
	2.21
	na
	2.21
	na
	na
	na
	na
	na

	1999
	1.01
	1.60
	1.04
	na
	na
	na
	-0.59
	na

	2000
	1.01
	1.00
	1.00
	1.42
	na
	1.42
	0.02
	na

	2001
	0.13
	-0.07
	0.10
	-0.02
	na
	-0.02
	0.20
	na

	2002
	0.08
	-0.02
	0.03
	0.42
	na
	0.42
	0.10
	na

	2003
	0.32
	0.31
	0.32
	0.70
	na
	0.70
	0.01
	na

	2004
	0.19
	0.08
	0.12
	0.42
	na
	0.42
	0.11
	na

	2005
	0.10
	0.36
	0.18
	0.37
	na
	0.37
	-0.27
	na

	2006
	0.20
	0.09
	0.16
	0.53
	na
	0.53
	0.11
	na

	2007
	-0.13
	0.28
	-0.06
	0.27
	na
	0.27
	-0.40
	na

	2008
	0.06
	0.13
	0.07
	0.13
	na
	0.13
	-0.07
	na

	2009
	0.20
	0.36
	0.21
	0.27
	0.53
	0.27
	-0.16
	-0.25

	2010
	0.25
	0.28
	0.26
	0.18
	0.06
	0.17
	-0.03
	0.12

	2011
	0.17
	0.24
	0.18
	0.16
	0.03
	0.15
	-0.07
	0.13

	2012
	0.17
	0.16
	0.17
	0.17
	0.01
	0.16
	0.01
	0.18

	2013
	0.10
	0.09
	0.09
	0.17
	0.01
	0.17
	0.01
	0.16

	2014
	0.18
	0.12
	0.15
	0.20
	0.06
	0.20
	0.06
	0.14

	2015
	0.34
	0.37
	0.36
	0.17
	0.01
	0.16
	-0.03
	0.16

	2016
	0.08
	0.03
	0.05
	0.12
	0.00
	0.12
	0.05
	0.12

	2017
	0.17
	0.10
	0.13
	0.24
	-0.01
	0.23
	0.07
	0.24

	Average
	0.34
	0.29
	0.34
	0.33
	0.08
	0.33
	-0.05*
	0.11***

	
	
	
	
	
	
	
	
	
	
	









Panel B: Turnover %       
	Year
	Equity fund
	Hybrid fund
	Turnover Difference

	 
	Active
	Passive
	Total Equity Fund
	Active
	Passive
	Total Hybrid Fund
	Equity Funds
	Hybrid Funds

	
1998
	3.06
	na
	3.06
	na
	na
	na
	na
	na

	1999
	4.51
	4.31
	4.50
	na
	na
	na
	0.2
	na

	2000
	6.71
	2.12
	6.27
	0.36
	na
	0.36
	4.59
	na

	2001
	14.18
	2.55
	13.25
	5.99
	na
	5.99
	11.63
	      na

	2002
	19.75
	7.51
	19.07
	2.51
	na
	2.51
	12.24
	na

	2003
	16.27
	2.71
	15.18
	3.74
	na
	3.74
	13.56
	na

	2004
	13.68
	5.51
	12.74
	9.04
	na
	9.04
	8.17
	na

	2005
	19.64
	6.66
	17.64
	12.42
	na
	12.42
	12.98
	na

	2006
	11.94
	8.01
	11.17
	10.75
	na
	10.75
	3.93
	na

	2007
	0.99
	1.59
	0.91
	3.33
	na
	3.33
	-0.60
	na

	2008
	4.76
	2.54
	4.21
	3.52
	na
	3.52
	2.22
	na

	2009
	2.58
	2.89
	2.49
	5.37
	0.01
	5.36
	-0.31
	5.37

	2010
	5.99
	7.73
	6.74
	6.84
	0.32
	6.71
	-1.73
	6.52

	2011
	10.34
	12.79
	10.28
	11.11
	0.49
	10.58
	-2.45
	10.62

	2012
	13.37
	21.61
	15.00
	14.61
	0.61
	13.92
	-8.24
	14.00

	2013
	8.01
	46.40
	14.48
	14.78
	0.36
	14.07
	-38.39
	14.42

	2014
	9.05
	25.45
	11.19
	9.07
	2.10
	8.74
	-16.40
	6.97

	2015
	7.93
	24.14
	11.86
	4.62
	0.99
	4.48
	-16.21
	3.63

	2016
	18.78
	27.37
	19.16
	5.93
	3.16
	5.31
	-8.59
	2.78

	2017
	14.16
	19.40
	13.55
	3.10
	1.48
	3.05
	-5.24
	1.62

	Average
	10.29
	12.17
	10.64
	7.06
	1.06
	6.88
	-1.51*
	7.32***
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Table 10 Summary Statistics of Re-Classified Active Funds
Panel A presents the summary statistics of the actively managed mutual funds including all the equity funds and actively-managed hybrid funds in this research. Panel B presents the Pearson correlation coefficients between the main variables used in the regression analysis. “Fund flow” is calculated as the percentage growth of the fund in excess of the growth that would have occurred had no new funds flowed, with all dividends being reinvested. HSC is the holdings-based style consistency measure that is calculated as the average style characteristic volatility of a fund’s security holdings for the most recent 36 months. CS, CT and AS are components of fund performance achieved by adjusting the characteristic benchmark to capture a fund manager’s stock selection ability, short term style timing ability and long term investment style tendencies. ICI is the Industry Concentration Index that measures the extent of stocks held by mutual funds that are concentrated in a certain industry. It is calculated by the sum of stock industry weights difference between the fund and market portfolio. IS and IT are the industry adjusted fund returns that measure the industry stock selectivity measure and the industry timing measure respectively. ‘***’, ‘**’ and ‘*’ represent significance at the 1%, 5% and 10% levels for the two-tailed test.

Panel A Summary Statistics
	Variable
	Mean
	Std Dev
	Minimum
	Maximum

	Log_TNA
	2.050
	0.163
	0.12
	2.5

	Fund Flow (%)
	5.15
	12.98
	-69.73
	44.32

	HSC (%)
	1.086
	0.747
	0
	7.60

	ICI(%)
	0.26
	1.65
	0.07
	2.41

	Trades (%)
	0.53
	0.77
	-0.60
	9.53

	Turnover(%)R
	7.26
	15.378
	0
	25.34

	Expense(%)
	2.61
	0.80
	0
	6.18

	Log_Age
	1.74
	0.74
	0
	2.89

	Fund Return (%)URN%
	13.33
	34.29
	-63.30
	133.66

	Fund Gross Return
	18.21
	59.38
	-46.98
	119.80

	AS (%)
	11.24
	27.88
	-33.29
	74.21

	CT (%)
	4.84
	25.41
	-27.89
	48.78

	CS (%)
	2.94
	17.88
	-18.27
	36.74

	IS (%)
	1.11
	15.97
	-10.27
	28.58

	IT (%)
	6.23
	58.06
	-61.92
	77.67













Panel B: Correlation Matrix
	
	Log_TNA
	Fund Flow
	HSC
	ICI
	Trades
	Turnover
	Expense ratio 
	Log_age
	Fund Net Return
	Fund Gross Return
	AS
	CT
	CS
	IS
	IT

	Log_tna
	1
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Fund flow
	-0.013***
	1
	
	
	
	
	
	
	
	
	
	
	
	
	

	HSC
	-0.022***
	-0.049***
	1
	
	
	
	
	
	
	
	
	
	
	
	

	ICI
	-0.059**
	-0.068*
	0.061***
	1
	
	
	
	
	
	
	
	
	
	
	

	Trades
	-0.050***
	0.086***
	0.121***
	 -0.008**
	1
	
	
	
	
	
	
	
	
	
	

	Turnover
	-0.031***
	0.006*
	0.096***
	 0.017
	0.004*
	1
	
	
	
	
	
	
	
	
	

	Expense ratio
	0.088***
	-0.006**
	0.023***
	0.048**
	-0.090
	0.130***
	1
	
	
	
	
	
	
	
	

	Log_age
	0.033**
	0.094***
	-0.185***
	-0.059***
	0.111**
	0.044**
	-0.165**
	1
	
	
	
	
	
	
	

	Fund net returnTURN
	-0.038***
	0.067***
	-0.001***
	0.005**
	0.122***
	0.003***
	-0.016***
	0.062***
	1
	
	
	
	
	
	

	Fund gross return RETURN
	-0.005**
	0.045***
	-0.062**
	0.004**
	0.136***
	0.007***
	-0.094***
	0.065***
	0.636***
	1
	
	
	
	
	

	AS
	-0.031**
	0.072***
	-0.031*
	-0.001*
	0.007*
	0.070***
	-0.110***
	0.077***
	0.122***
	0.113***
	1
	
	
	
	

	CT
	-0.032***
	0.063***
	-0.118***
	0.014
	0.019***
	0.040***
	-0.019***
	0.061***
	0.100***
	0.093***
	0.077***
	1
	
	
	

	CS
	-0.011**
	0.044***
	-0.011**
	0.025
	0.038***
	-0.007*
	-0.009**
	0.018***
	0.060***
	0.062***
	0.147***
	0.129***
	1
	
	

	IS
	-0.017***
	0.021***
	-0.053***
	0.062*
	0.112***
	0.014**
	-0.004*
	0.019***
	0.028***
	0.030***
	0.047***
	0.035***
	0.037***
	1
	

	IT
	-0.029***
	0.107***
	-0.068***
	0.015*
	0.036***
	-0.002
	-0.019***
	0.171***
	0.190***
	0.155***
	0.132***
	0.128***
	0.126***
	0.235***
	1

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


[bookmark: _Toc528755829]








Table 11 Factor-Based Regression
This table reports the abnormal returns and the factor loading from the Carhart (1997) four-factor model of actively managed mutual funds for the period 1998 to 2017. The first column shows the dependent variables as different fund performance measures. The fund net return is calculated from the quarterly change of fund total net assets. Fund gross return is calculated from the TNA-weighted average return of stocks held by this fund. Fund gross returns are decomposed as Characteristic Selectivity (CS), Characteristic Timing (CT) and Average Style (AS) by adjusting to characteristic benchmarks to capture a fund manager’s stock selection ability, style-timing ability and long term investment style tendencies. The CS is calculated as the difference between the time t return of the portfolio held at t-1 and the quarter t return of the quarter t-1 matching the control portfolio. The CT is calculated as the deduction for the quarter t return of the quarter t-5 matching the characteristic portfolio for each stock from the quarter t return of the quarter t-1 matching the characteristic portfolio for each stock. AS is calculated as the sum of each stock held by a fund at the end of quarter t-5, matching with the characteristic-based benchmark portfolio, and multiplied by the end of the quarter t-5 portfolio weight of that stock. IS and IT are the industry adjusted fund returns that measure the industry stock selectivity measure and the industry timing measure respectively. Panel A shows the unconditional abnormal returns and other factor coefficients before and after expenses. Panel B summarises the conditional abnormal returns according to Ferson and Schadt (1996), adding the macro-economic variable to the original four-factor model, including the lagged 1-month treasury bill yield, the lagged dividend yield of the aggregate A share market, the lagged measure of the slope of the term structure, and the lagged quality spread in the bond market. The returns are expressed at a quarterly frequency and the portfolios are rebalanced quarterly. All coefficients are presented followed by time-series t statistics. ‘***’, ‘**’ and ‘*’represent significance at the 1%, 5%, and 10% levels, respectively.
Panel A: Unconditional Regression:  Carhart Four-Factor Model Results
	 
	Abnormal Return
	Market
	Size
	Value
	Momentum

	Dependent Variable
	Before Expense
	After Expense
	Before Expense
	After Expense
	Before Expense
	After Expense
	Before Expense
	After Expense
	Before Expense
	After Expense

	Fund Net Return
 
	0.0214***
	0.0204***
	0.7015***
	0.6865***
	0.1251**
	0.1240**
	-0.2560***
	-0.2471***
	0.0357***
	0.0287**

	
	(4.67)
	(4.45)
	(7.32)
	(7.16)
	(2.14)
	(2.12)
	(-7.37)
	(-7.11)
	(2.62)
	(2.11)

	Fund Gross Return
	0.0335***
	0.03273***
	0.4755***
	0.4598***
	0.0562**
	0.0464*
	-0.2353***
	-0.2250***
	0.0713***
	0.0629***

	
	(3.26)
	(3.19)
	(4.33)
	(4.19)
	(2.09)
	(1.73)
	(-6.05)
	(-5.79)
	(4.84)
	(4.27)

	CS
	0.0025**
	0.0021*
	0.1553**
	0.1452**
	0.0512***
	0.0439***
	-0.0441***
	-0.0393***
	0.0052**
	0.0049*

	
	(2.07)
	(1.74)
	(2.38)
	(2.23)
	(4.21)
	(3.61)
	(-3.94)
	(-3.51)
	(1.98)
	(1.87)

	CT
	0.0018*
	0.0015
	0.1015***
	0.1008***
	0.0075**
	0.0053*
	-0.0224*
	-0.0023***
	0.0011
	0.0010

	
	(1.93)
	(1.61)
	(3.23)
	(3.21)
	(2.65)
	(1.87)
	(-1.67)
	(-1.68)
	(0.88)
	(0.80)

	AS
	0.0289***
	0.0277***
	0.2048***
	0.1988**
	0.0017***
	0.0012**
	-0.1624***
	-0.1712***
	0.0628**
	0.0618**

	
	(3.16)
	(3.03)
	(2.67)
	(2.59)
	(2.21)
	(1.56)
	(-3.29)
	(-3.47)
	(2.04)
	(2.01)

	IS
	0.0098*
	0.0078*
	0.3414***
	0.3333***
	0.0132*
	0.0123
	-0.0756***
	-0.0842***
	0.0231**
	0.0203**

	
	(2.66)
	(2.12)
	(4.43)
	(4.32)
	(1.66)
	(1.55)
	(-2.75)
	(-3.06)
	(1.70)
	(1.49)

	IT
 
	0.0115***
	0.0105**
	0.1209***
	0.1137***
	0.0275***
	0.0230***
	-0.1489**
	-0.1283*
	0.0337*
	0.0285

	
	(3.78)
	(3.47)
	(6.79)
	(6.38)
	(4.31)
	(3.60)
	(-1.96)
	(-1.69)
	(1.78)
	(1.51)



Panel B: Conditional Regression:  Ferson-Schadt Model Results
	 
	Abnormal Return
	Market
	Size
	Value
	Momentum
	Macro-Economic Variables

	Dependent Variable
	Before Expense
	After Expense
	Before Expense
	After Expense
	Before Expense
	After Expense
	Before Expense
	After Expense
	Before Expense
	After Expense
	Before Expense
	After Expense

	
	
	
	
	
	
	
	
	
	
	
	
	

	Fund Net Return
	0.0212***
	0.0201***
	0.7023***
	0.6879***
	0.1267**
	0.1134*
	-0.2558***
	-0.2687***
	0.0479***
	0.0455***
	0.0017
	0.0023*

	
	(4.63)
	(4.38)
	(7.32)
	(7.18)
	(2.17)
	(1.94)
	(-7.36)
	(-7.73)
	(3.51)
	(6.91)
	(1.5)
	(1.81)

	
	
	
	
	
	
	
	
	
	
	
	
	

	Fund Gross Return
	0.0325***
	0.0317***
	0.4796***
	0.4645***
	0.0643**
	0.0553**
	-0.2343***
	-0.2240***
	0.0954***
	0.1082***
	0.0088**
	0.0093***

	
	(3.16)
	(3.08)
	(4.37)
	(4.23)
	(2.39)
	(2.06)
	(-6.02)
	(-5.76)
	(6.48)
	(14.88)
	(2.62)
	(2.77)

	
	
	
	
	
	
	
	
	
	
	
	
	

	CS
	0.0022*
	0.0019
	0.1565**
	0.1464**
	0.0504***
	0.0500***
	-0.0438***
	-0.0395***
	0.0051*
	0.0140***
	0.0027**
	0.0025**

	
	(1.82)
	(1.57)
	(2.40)
	(2.24)
	(4.14)
	(4.11)
	(-3.91)
	(-3.52)
	(1.94)
	(5.40)
	(2.55)
	(2.43)

	
	
	
	
	f
	
	
	
	
	
	
	
	

	CT
	0.0017*
	0.0015
	0.1022***
	0.1001***
	0.0073***
	0.0068**
	-0.0213
	-0.0235*
	0.0011
	0.0010***
	0.0010
	-0.0030*

	
	(1.82)
	(1.61)
	(3.25)
	(2.58)
	(2.58)
	(2.40)
	(-1.59)
	(-1.75)
	(0.88)
	(4.73)
	(0.69)
	(0.61)

	
	
	
	
	
	
	
	
	
	
	
	
	

	AS
	0.0275***
	0.0259***
	0.1989***
	0.1877**
	0.0015*
	0.0014***
	-0.1633***
	-0.1597***
	0.0613***
	0.0036**
	0.0050***
	0.0034***

	
	(3.01)
	(2.83)
	(2.59)
	(2.45)
	(1.95)
	(1.82)
	(-3.31)
	(-3.24)
	(1.99)
	(2.50)
	(4.58)
	(3.11)

	
	
	
	
	
	
	
	
	
	
	
	
	

	IS
	0.0091**
	0.0090***
	0.3269***
	0.3212***
	0.0128
	0.0112
	-0.0745***
	-0.0766***
	0.0228*
	0.2988***
	0.0016***
	0.0012

	
	(2.47)
	(2.44)
	(4.12)
	(4.05)
	(1.61)
	(1.41)
	(-2.71)
	(-2.79)
	(1.68)
	(5.37)
	(1.24)
	(0.93)

	
	
	
	
	
	
	
	
	
	
	
	
	

	IT
 
	0.0112***
	0.0109**
	0.1167***
	0.1086***
	0.0366***
	0.0324***
	-0.1455*
	-0.1202*
	0.0429*
	0.0705***
	0.0031*
	0.0021

	
	(3.73)
	(3.63)
	(6.55)
	(6.10)
	(4.21）
	(3.72)
	(-1.92)
	(-1.58)
	(1.75)
	(2.87)
	(1.67)
	(1.13)
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Table 12 Investment Style and Fund Performance: Regression Evidence
[bookmark: _GoBack]This table summarises the coefficients of the quarterly panel regression of fund performance with fund investment style consistency, the industry concentration index and other fund characteristics as control variables from 1997 to 2017. The general form of the panel regression is =+  + + + + +. The dependent variable, PERF, measures the quarterly performance that is calculated as the abnormal return from the Carhart four factor model for 36 months of lagged data. By adding the macroeconomic variable, the Ferson-Schadt model (1996) is employed for conditional regression to calculate conditional abnormal returns.  The holdings-based adjustment of fund performance for CS, CT and AS for the characteristic benchmark and IS, and IT for industry benchmarks, use the same calculation as the previous part. The independent variable of Industry Concentration Index (ICI) is calculated as =   and the holdings-based style consistency score is computed as =. The appraisal ratio is calculated as dividing the abnormal return by the standard deviation of the residuals from the four-factor model. All regressions include year dummies and the Newy-west test for the autocorrelation. All coefficients are presented followed by t statistics. ‘***’, ‘**’ and ‘*’represent significance at the 1%, 5%, and 10% levels, respectively. 
	　
	Dependent Variable

	　
	
	Four-Factor Abnormal Return
	
	Characteristic-adjusted Fund Return
	Industry-adjusted Fund Return
	

	
	
	
	
	
	
	
	

	　
	Fund Net Return
	
CH
	FS
	Fund Gross Return
	CS
	CT 
	AS
	IS
	IT
	Appraisal Ratio

	HSC
　
	-0.0852***
	-0.0811***
	-0.0873***
	
-0.0831***
	-0.0120*
	-0.051*
	-0.0161**
	-0.0399*
	-0.0148*
	
-0.0067***

	
	(-4.05)
	(-4.22)
	(-3.84)
	(-3.38)
	(-1.69)
	(-1.65)
	(-2.53)
	(-1.69)
	(-1.68)
	(-2.91)

	
	
	
	
	
	
	
	
	
	
	

	ICI
　
	0.0281*
	0.0023**
	0.0019**
	0.0212*
	0.0011*
	0.0013
	0.0017**
	0.0077*
	0.0070
	0.0069***

	
	(1.68)
	(2.19)
	(1.67)
	(1.73)
	(1.80)
	(1.12)
	(1.87)
	(1.80)
	(1.02)
	(2.85)

	
	
	
	
	
	
	
	
	
	
	

	Turnover
　
	0.0482**
	0.0302**
	0.0032*
	   0.0501**
	0.0012
	0.0021**
	0.0018***
	0.0039*
	0.0015
	0.0264**

	
	(2.01)
	(2.16)
	(1.83)
	(2.47)
	(1.07)
	(2.19)
	(3.12)
	(1.66)
	(1.53)
	(2.32)

	
	
	
	
	
	
	
	
	
	
	

	TNA
　
	-0.6436***
	-0.4259*
	-0.4756
	-0.5279**
	-0.1015*
	-0.0914
	-0.2250*
	-0.0258
	-0.3647
	     0.0067

	
	(-2.91)
	(-1.95)
	(-1.56)
	(-2.30)
	(-1.77)
	(-1.12)
	(-1.74)
	(-1.64)
	(-1.40)
	(1.49)

	
	
	
	
	
	
	
	
	
	
	

	Fund Flow
　
	0.2527
	0.1646*
	0.1698
	0.1381
	0.0471*
	0.0043
	0.0359**
	0.0527**
	0.0692***
	0.0018

	
	(1.36)
	(1.74)
	(1.27)
	(1.22)
	(1.73)
	(1.06)
	(2.01)
	(2.21)
	(1.54)
	(1.19)

	
	
	
	
	
	
	
	
	
	
	

	Expense
　
	-0.6560**
	-0.5323*
	-0.6234*
	-0.3163*
	0.0014***
	-0.0335***
	-0.2261*
	-0.0034*
	-0.3835***
	-0.3412**

	
	(-2.88)
	(-2.26)
	(-1.92)
	(-1.78)
	(1.25)
	(-1.71)
	(-1.84)
	(-1.10)
	(-2.49)
	(-2.11)

	Log_age
　
	-0.5650***
	-0.5324***
	-0.5766***
	-0.4972***
	-0.1032**
	0.1027
	-0.3026***
	0.0037
	-0.2775*
	-0.0146**

	
	(-2.33)
	 (-3.84)
	(-3.11)
	(-2.81)
	(-2.39)
	(1.62)
	(2.96)
	(1.06)
	(1.77)
	(-2.03)

	
	
	
	
	
	
	
	
	
	
	

	No. of obs
	45572
	43332
	43322
	43322
	43310
	43220
	43220
	43318
	43220
	43322

	
	0.253
	0.312
	0.312
	0.213
	0.308
	0.185
	0.247
	0.152
	0.158
	0.250




