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An Empirical Study on the Momentum and
Contrarian Strategies of Mutual Funds

XIE Chi, YU Xiang, ZHOU Hu

(College of Business Management , Hunan University, Changsha 410082, China)

Abstract: Applying the behavioral finance theories and a modified GTM
model, this paper forms winner and loser portfolios based on the excess re-
turns of heavily held shares over the Shanghai Stock Exchange Composite
Index. The empirical test (from January 1999 to March 2006) of 24 open-
end mutual funds and 49 close-end mutual funds shows that: in terms of
trading strategy, mutual funds managers in our country generally act as mo-
mentum traders, and tend to buy past winners, especially those stocks
which have positive excess returns over the Shanghai Stock Exchange Com-
posite Index; and tend to sell past winners, in other words, they adopt a
“buy high sell high” strategy. The momentum estimate is significantly lar-
ger in case of new stock entry, showing that fund managers tend to adopt
positive {eedback strategy when forming a portfolio.

Key words: mutual funds; momentum; contrarian strategy; positive
feedback trading (Ffx%4%.8 %)
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term, and monetary supply is {it to the medium target of China’s monetary
policy; the inflation targeting is a worthy lesson in the long term.
Key words: monetary demand {unction’s stability; long-run monetary
demand; shout-run monetary demand; international capital flow
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