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Investigation of investor biases in the mutual funds
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The purpose of this study is to examine whether the relationship between the
target company held by the mutual fund and the financial group having the mutual fund affects portfolio
holdings and Berformance of the mutual fund. Our primary findings indicate that there is no systematic
relationship between fund holdings and financial group membership. However, when we focus on the IPO
firms, several interesting findings emerge. Regarding underwriting of IPO stocks, our empirical results
are consistent with the conflict of interest hypothesis - main banks in financial group use their private
information obtained from previous lending relations to underwrite low-quality IPOs. As for allocation of
IPO stocks, when the conflicts of interests are concerned, financial groups are extremely careful not to
allocate IPO stocks to mutual funds, possibly fearing the government’ s intervention.
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Year Total
Pamel Az full IPC sample and IPOs with lendine relation by vear.
All PO N
PO with lending relation 120
#a of [POs with lending relation 3205
Pamel B: IPOs underw ritten by limancial growps by vear.
Und_\B 27
Und CB 67
Und [B 224
Pamel C: TP0s with lending rd ations are all ocated to mutaal funsds.
Full sample 157
Und WD 11
AfEliared fzeds calv 0
Leaflimed famds ondy 11
Both 0
Und CB L
Affiliared famds celv 1
Urnaffilizted fimds ondy 30
Both 5
Und [B 110
Affiliated fimds celv 3
Unaffiliated fimds onldy 29
Both 18
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