The Information Value of Fund Rating and Fund Award

Abstract

An issue of concern to mutual fund investors is the information content
of fund rating and award, which they may use in an attempt to select funds
meeting their investment objectives. The common use of fund rating and
award in mutual fund advertising suggests that mutual fund companies
believe investors care about this information. However, few studies have
reported on the effects of fund rating changes and there has been no academic
article, to my knowledge, that examines the information value of fund award.
The main purpose of this study is to assess the reaction of mutual fund
investors to the announcement of fund rating changes and fund award. More
importantly, the study contributes to the literature by relating winning funds’
post-performance to the trading behavior of fund managers. Besides, this
study tries to establish the extent to which ratings lead and/or ‘cause’
changes in money flows.
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