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Mutual Fund Performance Evaluation with
Parameter Estimation Risk Consideration

Student : Kun-Fong, Liang Advisor : Dr. Jian-Heng, Du
Dr. Chih-Hsien, Lo

Institute of Finance and Information

National Kaohsiung University of Applied Science

Abstract

Sharpe ratio and information ratio are popular mutual fund performance
measures among practitioners; however, most applications ignored the estimation of
theses two measures. If the return series of mutual funds satisfy the normal and 11D
assumptions, we do not need the bias correction problems when estimating Sharpe
ratio and information ratio. However, when return series violate the normal
distribution assumption, we must correct the bias when estimating these two
performance measures. To discuss if estimation bias correction for Sharpe ratio and
information ratio may influence the mutual fund performance ranking, we us the
monthly return series of mutual funds registered in Taiwan. We find that bias
corrections indeed have large impact on the fund performance ranking. Thus, we
suggest that investors must take the estimation risk into consideration when applying

Sharpe ratio and information ratio as their mutual fund picking criteria.

Keywords: Sharpe ratio, Information ratio, Estimation risk, Bias correction
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