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ABSTRACT

This study utilizes capital asset pricing model (CAPM) and T&M quadratic term
regression model to judge the management skills of fund managers with combined error.
A total of 70 mutual funds in Taiwan are chosen and analyzed for this research. To
reflect changes in stock market structure, the time period selected is from January 2000
to December 2010 and is divided into four stages, namely, bull + bear market, range
bound market, bull market, and bear market. This study seeks to explore the following
relations and discuss if mutual funds are the ideal underlying assets:

1. The relationship between fund managers’ stock selection and timing selection

skills and fund performance.

2. Whether changes in stock market structure affect fund managers’ stock selection

and time selection skills.

Findings from this research indicate that fund managers, during the entire chosen
period, period adjusted for range bound market, or upward trending market, are found to

possess stock selection skills. On the contrary, when the stock market appears to be in a
Il



downward trend, it is found that fund managers significantly underperformed relative to
the market. This underperformance could be the result of portfolios under management
containing assets that have high unsystematic risk resulting in portfolios that are
less-diversified, and thus leading to mutual funds generating greater losses than the
market in a downward trend.

We find that most funds which have positive time selection skill are also negative
for time selection skill. This may indicate that the timing of security selection of these
funds are often inappropriate, for instance, buy when market is trending upwards and
sell when market is in a downward trend. Hence, we can conclude that there remains

room for improvement on fund managers’ time selection skills in Taiwan.

Key words: mutual fund, stock selection skill, time selection skill
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