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The flow—performance relationship of overseas equity
funds invested in China

Yaping Wang* (Shandong Technology and Business University)

Abstract

This paper evaluates the flow—performance relationship of overseas equity funds invested
in China. Considering the growth cycle of China's stock market and market conditions, this
paper investigates the fund's performance-cash flow sensitivity to understand the reaction of
Korean investors. The empirical findings are as follows. First, in order to analyze the sensitivity
of past performance and net cash flow of overseas equity funds invested in China, the past
1 month, 3 months, 6 months and 12 months' performance as the performance measurement
period to measure the impact of past performance on cash flow, the results show that there
is a significant positive (+) relationship between fund performance and cash flow. Second, from
the perspective of China's public fund industry, considering the growth cycle of China's stock
market, the relationship between fund performance and cash flow is verified by stages. During
the opening period of China's stock market (2016-200), there is a significant positive relationship
between fund performance and net cash flow. Thirdly, to use the piecewise linear regression
model to test the robustness of the flow—performance relationship and convexity is observed
for the relationship between fund performance and cash flow. Fourth, considering the stock
market of China's uncertainty and great variability, according to the stock market states, the
high past performance portfolio of overseas equity funds is more sensitive to cash flow during
the period of high market risk premium. By analyzing the cash flow of overseas equity fund
investors invested in China, the investment decisions of individual investors and the scope of
investors' understanding of trading behavior can be more deeply understood.

Key words: Overseas equity funds investing in China, Flowperformance relationship;, Convexity
Article history : Received 10 May 2021, Revised 10 June 2021, Accept 14 June 2021

JEL Classification : G11
* Corresponding author, Assistant Professor, Department of Accounting, Shandong Technology and Business University,
China (E-mail: wangyaping@sdtbu.edu.cn).

20| EXtE sHoIFA

re

E9| datet

rol
oy
[on
Ol
el
>

65



