
Fund Analysis/Selection



Active versus passive management

FAJ , 1991



Strategic versus tactical asset allocation
FAJ , 1991 FAJ , 2000



3° goal:
Ex post performance evaluation



Return =  (Risk, Skill, Luck)
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Determinants of mutual fund returns



• Standard deviation

• Downside risk

• Tracking error (volatility)
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Risk measures
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The risk and return trade off



• Sharpe ratio
•Sortino ratio
•Information ratio

The risk adjusted performance measures
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The Sharpe ratio



The Sharpe ratio: efficiency and risk



The Sharpe ratio with negative excess returns



Other risk adjusted performance measures
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The information ratio is computed as the
Sharpe ratio using the benchmark instead of
the risk free rate

The information ratio
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Approaches to style analysis

“Investment style is now the dominant principle used to
classify, analyze, and deploy equity portfolios. Investment
research firms classify equity funds for ratings and other
purposes into categories based on investment style. Institutional
investors, consultants,financial investors, and individuals use
investment style as a criterion for selecting funds, either to
achieve diversification or make style bets. In response to the
emphasis that investors place on investment style, many equity
mutual funds identify themselves as being of a certain style by
using phrases such as “mid-cap growth” or “small
companyvalue” in their names”.

P. Kaplan, in Holdings-based and Reterns-based Style Models



Approaches to style analysis

 Official classification and benchmark are not able to
provide a reliable information about the investment style of the
fund
The objective of style analysis is to investigate the portfolio
choices made by the manager and to build peer groups of
homogeneous funds
Holdings-based style analysis is a “bottom-up” approach in
which the characteristics of a fund over a period of time are
derived from the characteristics of the securities it contains at
various points in time over the period.
Returns-based style analysis is a statical approach based on 
a regression of mutual fund returns against a basket of passive 
indexes.



Returns-based Style Analysis
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subject to constraints:


