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ARA]g Fo| Stk AAe] dufe} YHu|Eo 49 Fama and French(1993)¢] 381
Yo w o] 7hsstith ofstell A= 2zt Hy)r;qgg] oo} AAA efulof sl Arg g
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\/ (r— T)Zf(r)dr

ASTR= AKAR, = (14)
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Fund Performance Evaluation Based
on Post Modern Portfolio Theory”

Bongjun Kim** - Woobaik Lee***

Abstract

We estimated the performance of mutual funds using performance indicators based on the post
modern portfolio theory (PMPT indicators). PMPT indicators can segregate downside risk from
total risk unlike performance measures based on the modern portfolio theory (MPT indicators).
We diagnosed the validity of these indicators by evaluating portfolios constructed by MPT and
PMPT indicators. The main results are summarized as follows.

First, more than 90% of domestic mutual funds rejected normal distribution hypothesis in the
Shapiro-Wilk test. This suggests that mutual funds composed of various asset classes and portfolios
have high skewness and kurtosis risk that are not captured by normal distribution. Therefore,
we applied NIG(negative inverse Gaussian) distribution to estimating PMPT indicators. NIG
distribution is known to capture high—order moment risk.

Second, we found high within—-group correlation and low between-group correlations for MPT
and PMPT indicators. This implies that fund performance estimation can be very different according
to risk attitudes of fund investors and investment styles of fund managers.

Third, we constructed zero cost portfolio by short selling funds with high performance indicator
and buying funds with low performance indicator. These portfolios showed the high—quality of
distribution property and outperformed KOSPI index in terms of MPT and PMPT indicators.

Fourth, we conjecture that the reversal of MPT and PMPT performance indicator is related
with portfolio pumping behavior of fund managers. In other words, fund managers have reasonable
mncentive to temporarily inflate the net asset value of mutual fund through window dressing because
portfolio management ability is evaluated by net asset value (NAV) at the time of evaluation.
We conclude that this incentive induces fund managers to have short-term myopia and causes
ex—post poor performance after the evaluation period.

Keywords : Post-Modern Portfolio Theory, Performance Indicators, Contrarian Strategy, Downside
Risk, Fund Performance Evaluation
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