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Fund Investors' Chasing Behavior and Fund Momentum
LU Zhen
(Zhongrong International Trust)
Abstract This paper measures the fund momentum of each mutual fund using the increase in annualized yield
once a stop-loss strategy is introduced. Only when the autocorrelation coefficient in the process of generating fund
returns exceeds the Sharpe ratio of the fund itself can stop losses improve returns. Back-testing shows that stock funds
generally have momentum. By analyzing the impact of the proportion of shares held by individual investors and the
changes in shares held by individual investors on fund momentum, it is found that funds with higher proportions of
shares held by individual investors tend to have greater momentum, though there is an inverse causal relationship
between the two. After further controlling the characteristics of the fund, it is found that the irrational behavior of fund
investors in "chasing up and killing down" is an important source of fund momentum.
Keywords Mutual Funds, Fund Momentum, Behavioral Finance, Stop Losses
JEL Classification G12 G14 G23
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