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Does Mutual Fund’ s Risk Affect Investors’ Sensitivity to Its Performance?

HE Peifei' ZHANG Wei-giang' LIU Chun' WANG Zheng-wei’
(1. School of Economics and Management Tsinghua University —Beijing 100084  China; 2. PBC School of
Finance Tsinghua University Beijing 100083 China)

Abstract: Using panel data of open-end mutual funds from 2005 to 2011 this paper investigates how the volatili—
ty of mutual fund performance affects investors’ sensitivity to its performance. After validating the positive rela—
tionship between mutual fund flow and performance we find that: (1) the volatility of performance will dampen
mutual funds’ positive “flow-performance ” relationship: the more volatile the past performance is the less
strongly the flows respond to it; (2) The dampening effect of volatility on mutual funds’ “flow — performance ”
relationship is not the same for mutual funds in different performance ranges: it is strongest in funds with inferior
performance and weaker in funds with middle performance for star funds with superior performance the volatility

even has a strengthening effect.
Key words: finance; mutual fund flows and performance; fixed effect model; volatility of mutual fund performance
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