Project title: Mutual Fund Performance Evaluation and Equity Index Basis Forecasting

Abstract:

This capstone project contains two topics, fund selection based on mutual fund
evaluation and rating system, and equity index basis forecasting. There are three sub-
groups working on the fund selection topic, each focusing on one fund type, stock fund,
bond fund and enhanced index fund (“EIF”), and one sub-group working on the basis

forecasting topic.

The first three sub-groups analyzed the mutual fund historical data to predict their
future performance including excess return, excess return volatility and maximum
drawdown. We selected the well-performed funds as the top choices of FoF portfolios.
These funds should have higher excess returns and lower risks than the market average,
so that investors with different risk preferences could have a clear idea on the fund
reallocation operation and frequency. The same goes with poorly-performed funds.
Investors should avoid investing in them, or short them accordingly if they have already

possessed them.

For evaluating fund performance, we calculated the weighted average of the factors
influencing the fund profitability as the fund score and ranked them. We then developed
the rolling-window backtesting system to observe the long-term performance of factor
combination and weight calculation mechanism. As a result, the best model of the three
sub-groups generated satisfying results. The well-performed fund portfolios have
higher excess return than average in 85% of the backtesting periods, with incremental
returns of higher than 2%, and the risks are also steadily lower than average. Finalizing
the parameters of evaluation and rating system, we utilized it into fund selection and

provided investors with the recommended funds per their unique request.



The basis forecasting sub-group focused on the prediction of change in CSI 500
index futures basis. Specifically, we aimed at the change in dominant contract basis five
trading days away. The forecasting process takes a series of steps from defining
dominant contracts, calculating basis and change in basis, collecting and consolidating
potential factors, modeling, evaluating the models, and rolling-window backtesting.
The multiple regression model taking factors “previous settle” and "hold" as
independent variables is concluded to be our final model, with a high prediction
accuracy of 1.17 and stable performance over the years. By utilizing the model, the

company can sufficiently reduce the cost of hedging.

Team composition:

There are four sub-groups in our project, 3 under the mutual fund performance
evaluation group, which we call the fund selection group, and 1 under the basis

forecasting group.
Fund Selection:
Stock Fund: Chai Yu, Yu Ange
Bond Fund: Shao Yiting, Xu Li
Enhanced Index Fund: Hu Zimeng, Liu Zhuoyu

Basis Forecasting: Qiu Shihan, Tang Chenglin

Corporate Partner Introduction:

Corporate Basic Information

Beijing Prism Private Fund Management Co., Ltd. (hereinafter referred to as “the
company” or “the client”) was established in July 2021 and completed the registration
of securities private fund manager in September of the same year (Code NO.P1072534).

The team is formed by professional and experienced members and focuses on FoF



investment by quantitative methodologies. The team integrates the capabilities of
outstanding managers in all fields of the market, and provides customers with one-stop

allocation solutions.

Corporate Investment Process

The company adheres to the top-down investment philosophy. The first step is asset
allocation. The allocation process focuses more on risk rather than return. In the first
step, assets are allocated into several general asset classes like stock, bond, and
commodity, and some strategy classes like CTA, arbitrage, etc. The general allocation
is dynamically adjusted all the time while the fund managers will consider several main
indicators like the basis of the stock index futures. The allocation process can also be
viewed as a combination of strategic allocation (reflecting investors’ needs) and tactic

allocation(like time selection).

The second step is fund selection. In the second step, the company designed a
comprehensive fund evaluation and rating system based on the characteristics of
different strategy classes. The system helps us select the best from hundreds of funds in
the same category, by considering various dimensions of these funds, such as

management team performance, strategy effectiveness, product design, etc.
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