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Abstract

Objective: Iranian mutual funds’ average turnover rate stood at 330% in the years
from 2001 to 2007. Such a high rate could lead to excessive trading costs for
investors without necessarily bringing in high returns. The goal of this paper is to
estimate transaction costs and examine their effect on the performance of the
funds.

Methods: In addition to the explicit costs of trading such as transaction taxes and
commissions, there are other, implicit, components such as bid-ask spread and
price impact which are harder to compute and less recognized by investors. This
paper used high frequency (tick-by-tick) trade and limit order book data, as well
as the hand-collected quarterly holding and trading data for a sample of Iranian
equity mutual funds to estimate the aforementioned trading costs. Then, the effect
of trading costs on the risk-adjusted fund returns was examined using the four-
factor alpha as our proxy.

Results: Funds understudy spend on average 11% of their AUM annually on
trading costs which is a considerable amount in comparison to their return
(15.6%), during the sample period. The present study found no significant effect
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of trading costs on the funds’ performance in the sample. However, during the
subperiod of 2013-2014, a negative and significant relationship was discovered

between them.

Conclusion: As the obtained results of the present study proved, more trading
activities of the Iranian fund managers’ do not lead to higher returns; accordingly
a high trading volume generates only enough excess return to offset the associated
transactions costs.
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