
1. Introduction 

1.1 Motivation 

Mutual fund is a good investment tool that several small investors can gather their 

assets to a large fund, which is operated by a professional fund manager. In the United 

States, it is a famous investing tool and there are forty-three percent of U.S. families 

invest mutual funds. Moreover, in the United States, the mutual fund has become the 

second largest financial sector in 1996. Having said that, because of the limited 

budget of investors, it is critical to select mutual funds of best performance and make 

the correct investment decision when facing numerous mutual funds. 

Many scholars use some techniques to predict the performance of mutual funds, 

such as DeBondt and Thaler (1985) who suggested the constrain strategy to achieve 

the outperformance; Jegadeesh and Titman (1993) found that we can get the 

outperformance through momentum strategies; Lee and Swaminathan (2000) 

developed the momentum life cycle theory to predict the strength and persistence of 

stock price in the future; Kao and Schumaker (1999) employ the RPA ( a data-mining 

method; also known as Classification and Regression Tree, CART) to discuss the 

relationship between macroeconomic variables and the value-growth spread.1

In this article, we would like to search for an effective method to select the mutual 

                                                 
1 Value-growth spread is the subsequent 12-month difference between returns to the Russell 1000 Value 
and Russell 1000 Growth indexes (that is, value minus growth) for the January 1979 through June 1997 
study period. 
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funds in Taiwan’s stock market. In Taiwan, we often select mutual funds of high-tech 

stock to invest, because we typically assume its high performance. Hence, it is 

interesting to discuss whether the mutual funds with better performance restrict their 

investment only to the high-tech stocks. Following Kao and Schumaker (1999), this 

paper builds a decision tree by CART to analyze and predict the performance of 

mutual funds in Taiwan. 

We will discuss the evaluation and prediction of mutual funds in Taiwan mutual 

fund market. Of most importance is that we try to build a steady tree based on 

learning sample, and select the outperformed mutual funds from the testing sample by 

the estimated classification rule. Our main purpose is to construct a fund of funds to 

reduce the unsystematic risk and gain the abnormal return efficiently. 

In conclusion, we realize that the mutual fund is a good investing tool. Moreover, 

in these papers as mentioned above, there are many scholars who would like to find 

the most useful method to evaluate or predict the returns of mutual funds, such as 

momentum effects or size effect. We would like to use the most information which we 

can get to study the performance of mutual funds in Taiwan mutual fund market. 

Therefore, the data-mining method of RPA will be superior method. 

The reminder of this paper is organized as follows. Next section discusses the 

relevant literature. In the section 3, we will discuss the estimation procedures of the 
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RPA model, and the data we use. Section 4 presents the empirical results. Finally, the 

last section contains summary and conclusions. 
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