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Does Active Share Explain Taiwanese
Mutual Fund Performance?

Chiuling Lu
Department of International Business, National Taiwan University
Ching-Fa, Chang
Graduate Institute of Business Administration, National Taiwan University

Yang-Pin Shen

College of Management, Yuan Ze University

Different from prior studies, our empirical results show a significantly
positive relationship between active share and fund performance for Taiwanese
mutual funds. We also find that tracking error is significantly negative correlated
with future fund performance. Consequently, contrary to previous literature, our
evidence suggest that aggressive stock selections in certain way can add value to
fund performance. We further use active share and tracking error to sort mutual
funds into twenty five groups and find that “stock pickers” with high active share
and low tracking error outperform the benchmark. The return of “stock pickers”
is higher than the “closet indexers” by 3.85% after all expenses. Although the
average actively managed mutual fund has underperformed its benchmark index,
certain actively managed stock pickers enhance fund performance significantly,
which indicates that the distinction between fund management styles is critical to

investors.

Key Words: Mutual Funds, Active Share, Tracking Error, Active Management,
Fund Performance, Fund Management Strategy, Fund Management
Style.
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