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This paper avoids the problem of benchmark selection by employing a new approach to evaluate the performance of mutual funds. The selectivity and the timing ability of 40 open-end and closed-end funds in Taiwan are tested. We proxy the timing ability of individual fund as the cointegration relationship between the fund's overall percentage holding of stock and the lagged index of market. A significant cointegration relationship implies that the fund managers rebalance portfolio ahead of market trend. The selectivity is judged by the cointegration between fund's percentage holdings of individual industry sectors and indexes of corresponding sectors one period later. We found that only about 1/3 of open-end funds show market timing ability. The percentage holdings of the rest of funds either are unrelated to the market index or even move in the opposite direction. Similar results apply to closed-end funds in spite of their flexibility in controlling cash reserves. Of eight tested industry sectors, no fund shows more than 4 pairs of cointegration relationship between the percentage holdings by sectors and the lagged indexes of the corresponding sectors, which implies an unsatisfactory selectivity ability. For open- end funds, the frequency distribution of selectivity by industrial sectors is very similar to that of close-end funds, implying that both types of funds receive the same information and process in the similar manner. Also, it is interesting to note that funds with good timing ability do not necessarily show superior selectivity, and vice versa. In summary, the evaluation using our new approach indicates that the mutual funds in Taiwan generally do not possess dominant ability in timing or selectivity.

