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Abstract

The objective of this research is to analyze how Taiwan equity fund top holdings
change in bull markets and bear markets. There are three topics. First, this research
study the changes of Taiwan equity fund managers’ stock selection preferences, and
whether these changes could result in abnormal returns. Second, if preference
changes are related to some financial indicators, whether selecting stocks by these
indicators may lead to abnormal returns. Finally, this research test whether abnormal
returns are from stock selection or time selection abilities by Chang and Lewellen

method.

Samples are monthly top 5 holdings and quarterly total holdings of all Taiwan
equity funds from June 2006 to December 2008. I analyze the holding data to find top
20 holdings of Taiwan equity funds, and combined them to create one protfolio,
called “Taiwan equity fund major holding portfolio.” This research explores the
holdings change in both bull and bear markets, and test the stock selection and the

time selection ability of this portfolio by Chang and Lewellen method.

This research discovers three important points. First, equity funds prefer large,
high P/E ratio, and low cash dividend ratio stock in bull markets, and they prefer the
opposite characters in bear markets. Second, this research study the source of
abnormal returns from the portfolio holdings, finding that high P/E and low cash
dividend ratio stocks outperform in bull markets, and underperform in bear markets..
Third, this research find time selection ability is the key to earning abnormal returns.
In bull markets, fund managers prefer high P/E ratio or low cash dividend ratio stocks,
which also have higher f and result in higher profit. However, fund managers prefer

low P/E ratio and high cash dividend stocks in bear markets, which also have lower



f and result in lower downside scales. Finally this research gives some suggestions

to the practice.

Key Words : Mutual Fund Holding, Time Selection Ability, Abnormal Returns,

Financial Indicator, Bull Market, Bear Market
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% 3-1-2 HERAF et uEr GIAT)

AR RFTES BER I EFEE
RFe e A ¥l LEHEP RFosHp 4 Shik psp
2006 & 6 k| -4.38% 0.46% -4.84% -1.87% 0.46% -2.33%
2006 = 7 k| 13.41% 5.44% 7.97% 13.61% 5.44% 8.17%
2006 = 8 k| 8.85% 1.39% 7.46% 9.44% 1.39% 8.05%
2006 = 9 k| -2.28% 7.30% -9.59% -2.14% 7.30% -9.45%
2006 F 10 | 3.09% 2.26% 0.82% 3.35% 2.26% 1.08%
2006 & 11 *] 4.99% 4.17% 0.82% 5.85% 4.17% 1.67%
2006 F 12 | 12.55% 3.25% 9.31% 13.03% 3.25% 9.78%
2007 = 1 k| -0.82% 0.62% -1.43% 0.14% 0.62% -0.47%
2007 = 2 k| 4.75% -1.45% 6.20% 4.99% -1.45% 6.44%
2007 = 3 k| 8.78% 6.27% 2.51% 9.35% 6.27% 3.07%
2007 = 4 k| 3.73% -0.87% 4.60% 4.31% -0.87% 5.18%
2007 & 5 k| 19.71% 7.92% 11.78% 19.88% 7.92% 11.96%
2007 = 6 k| 15.25% 14.61% 0.64% 15.93% 14.61% 1.32%
2007 = 7 k| 0.12% -7.82% 7.95% 1.26% -7.82% 9.08%
2007 = 8 k| 13.12% 1.78% 11.34% 13.82% 1.78% 12.04%
2007 = 9 k| 1.74% 5.43% -3.69% 2.60% 5.43% -2.83%
2007 & 10 | -4.57% -6.44% 1.87% -3.77% -6.44% 2.66%
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2007 & 12 k| 2.40% 3.83% -1.43% 2.38% 3.83% -1.45%
2008 F 1 k] -1.07% -6.55% 5.48% -1.39% -6.55% 5.16%
2008 = 2 k| 7.04% 3.76% 3.27% 7.41% 3.76% 3.64%
2008 = 3 k| 7.49% 9.35% -1.86% 7.87% 9.35% -1.48%
2008 = 4 k| 8.09% 2.60% 5.49% 8.52% 2.60% 5.92%
2008 = 5 k| -8.77% -9.82% 1.05% -8.67% -9.82% 1.15%
2008 = 6 | -11.55% -14.14% 2.58% -11.25% -14.14% 2.89%
2008 = 7 k| 11.65% 7.90% 3.75% 12.12% 7.90% 4.22%
2008 = 8 | -10.20% -15.47% 5.27% -10.08% -15.47% 5.39%
2008 F 9 £ -13.89% -13.14% -0.75% -13.67% -13.14% -0.54%
2008 & 10 | -12.68% -15.57% 2.90% -11.79% -15.57% 3.78%
2008 = 11 *] -1.52% 3.62% -5.14% -1.05% 3.62% -4.66%
2008 & 12 | -5.64% -6.35% 0.71% -5.71% -6.35% 0.64%
L 1.81% -0.48% 2.29% 2.31% -0.48% 2.79%
A 4R o 54.57% -21.88%  94.77% 79.89% -21.88%  126.61%
ELR R 31.58% 27.44% 17.35% 31.60% 27.44% 17.15%
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