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		Abstract

		We study the use of stochastic discount factor (SDF) models in evaluating the investment performance of portfolio managers.  By constructing artificial mutual funds with known levels of investment ability, we evaluate a large set of SDF models.  We find that the measures of performance are not highly sensitive to the SDF model, and that most of the models have a mild negative bias when performance is neutral.  We use the models to evaluate a sample of U.S. equity mutual funds.  Adjusting for the observed bias, we find that the average mutual fund has enough ability to cover its transactions costs.  Extreme funds are more likely to have good rather than poor risk adjusted performance.  Our analysis also reveals a number of implementation issues relevant to other applications of SDF models. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Farnsworth,  Heber and Ferson,  Wayne E. and Jackson,  David and Todd,  Steven K., Performance Evaluation with Stochastic Discount Factors (February 2002). NBER Working Paper No. w8791,  Available at SSRN: https://ssrn.com/abstract=300753
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Heber  Farnsworth

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Rice University  ( email )

			

			
			
				
				
				
					6100 South Main Street
Houston, TX  77005-1892
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Wayne E. Ferson (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Southern California  ( email )

			

			
			
				
				
				
					2250 Alcazar Street
Los Angeles, CA  90089
United States

				

				
			

			
				
				
					HOME PAGE: http://www-rcf.usc.edu/~ferson/
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						David Jackson

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Carleton University - Eric Sprott School of Business  ( email )

			

			
			
				
				
				
					1125 Colonel By Drive
Ottawa, Ontario K1S SB6
Canada
613-520-2600 x2383 (Phone)
613-520-4427 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Steven K. Todd

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Loyola University of Chicago  ( email )

			

			
			
				
				
				
					820 North Michigan Avenue
Chicago, IL  60611
United States
(312) 915-7218 (Phone)
(312) 915-8508 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       72

			

		
		
		
			Abstract Views

			    1,769

		

		
		 
		
			Rank

			  109,045

		

		
	


	
		
            
            	        1 Citations
		

	

	
		
			
				       56 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NBER Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NBER Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           12,242

                                    

                                    
                                        PAPERS

                                           32,662

                                    

                                

                                
                            

                        

                    

                
	
                    Capital Markets: Asset Pricing & Valuation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Asset Pricing & Valuation eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,021

                                    

                                    
                                        PAPERS

                                           32,392

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Risk Taking by Mutual Funds as a Response to Incentives

                        
                            By
                                
                                
                                    
                                    Judith A. Chevalier
                                     and 
                                
                                    
                                    Glenn Ellison
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Mutual Fund Flows and Performance in Rational Markets

                        
                            By
                                
                                
                                    
                                    Richard C. Green
                                     and 
                                
                                    
                                    Jonathan Berk
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Mutual Fund Flows and Performance in Rational Markets

                        
                            By
                                
                                
                                    
                                    Richard C. Green
                                     and 
                                
                                    
                                    Jonathan Berk
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Career Concerns of Mutual Fund Managers

                            
                                By
                                    
                                    
                                        
                                        Judith A. Chevalier
                                         and 
                                    
                                        
                                        Glenn Ellison
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Career Concerns of Mutual Fund Managers

                            
                                By
                                    
                                    
                                        
                                        Judith A. Chevalier
                                         and 
                                    
                                        
                                        Glenn Ellison
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Persistence of Risk-Adjusted Mutual Fund Performance

                            
                                By
                                    
                                    
                                        
                                        Edwin J. Elton, 
                                        
                                    
                                        
                                        Martin J. Gruber, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Are Some Mutual Funds Managers Better than Others? Cross-Sectional Patterns in Behavior and Performance

                            
                                By
                                    
                                    
                                        
                                        Judith A. Chevalier
                                         and 
                                    
                                        
                                        Glenn Ellison
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Hot Hands in Mutual Funds:  the Persistence of Performance, 1974-87

                            
                                By
                                    
                                    
                                        
                                        Darryll Hendricks, 
                                        
                                    
                                        
                                        Jayendu Patel, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Mutual Fund Styles

                            
                                By
                                    
                                    
                                        
                                        Stephen J. Brown
                                         and 
                                    
                                        
                                        William N. Goetzmann
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Value of Active Mutual Fund Management: An Examination of the Stockholdings and Trades of Fund Managers

                            
                                By
                                    
                                    
                                        
                                        Narasimhan Jegadeesh, 
                                        
                                    
                                        
                                        Hsiu-lang Chen, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
			
				
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.163 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

