
Home / Journals / Studies in Economics and Finance / Volume 28 Issue 1

/ Predictable patterns in ETFs' return and tracking error

To read this content please select one of the options below:

Access through your institutionAdd to cart 
32.00€ (excl. tax) 

30 days to view and

download

Access and purchase options

Abstract

Purpose

The purpose of this paper is to assess whether exchange‐

traded funds (ETFs) can beat the market, as it is expressed

by the Standard and Poor (S&P) 500 Index, examine the

outperformance persistence, calculate tracking error, assess

the tracking error persistence, investigate the factors that

induce tracking error and assess whether there are

predictable patterns in ETFs' performance.

Design/methodology/approach

The author uses a sample of 50 iShares during the period

2002‐2007 and calculates the simple raw return, the Sharpe

ratio and the Sortino ratio, regresses the performance

differences between ETFs and market index, calculates

tracking error as the standard deviation in return differences

between ETFs and benchmarks, assesses tracking error's

persistence in the same fashion used to assess the ETFs'

outperformance persistence, examines the impact of

expenses, risk and age on tracking error and applies dummy

regression analysis to study whether the performance of

ETFs is predictable.

Findings

The results reveal that the majority of the selected iShares

beat the S&P 500 Index, both at the annual and the

aggregate levels while the return superiority of ETFs

strongly persists at the short‐term level. The tracking error

of ETFs also persists at the short‐term level. The regression

analysis on tracking error reveals that the expenses charged

by ETFs along with the age and risk of ETFs are some of the

factors that can explain the persistence in tracking error.

Finally, the dummy regression analysis indicates that the

performance of ETFs can be somehow predictable.

Predictable patterns in ETFs' return and tracking

error

Gerasimos G. Rompotis 

Studies in Economics and Finance

: 1086-7376

Article publication date: 8 March 2011

Permissions 

ISSN

(International

Standard

Serial

Number.)

DOWNLOADS

 3950

Access and authentication: Please visit our page. Close 

Welcome Guest user

Advanced searchEnter your search terms here 

We are using cookies to give you the best experience on our website, but you are free to manage these at any time. To

continue with our standard settings click "Accept". To find out more and manage your cookies, click "Manage cookies".

Accept  Manage cookies 

https://www.emerald.com/insight/
https://www.emerald.com/insight/sitemap/publications#journals
https://www.emerald.com/insight/publication/issn/1086-7376
https://www.emerald.com/insight/publication/issn/1086-7376/vol/28/iss/1
https://connect.liblynx.com/go/emerald?sachoose=1&target=https%3A%2F%2Fwww.emerald.com%2Finsight%2Fredirect%3Ftarget%3Dhttps%253A%252F%252Fwww.emerald.com%252Finsight%252Fcontent%252Fdoi%252F10.1108%252F10867371111110534%252Ffull%252Fhtml
https://www.emerald.com/insight/search?q=Gerasimos%20G.%20Rompotis
https://www.emerald.com/insight/publication/issn/1086-7376
https://emeraldpublishinggroup.freshdesk.com/support/solutions/articles/36000213997
https://www.emerald.com/insight/advanced-search


Emerald

logo

      

© 2024 Emerald Publishing

Limited

Services

Authors

Editors

Librarians

Researchers

Reviewers

About

About Emerald

Working for Emerald

Contact us

Publication sitemap

Policies and

information

Privacy notice

Site policies

Modern Slavery Act

Chair of Trustees governance

statement

Accessibility

Originality/value

The findings of this paper may be of help to investors

seeking investment choices that will help them to gain

above market returns. In addition, tracking error‐concerned

investors will be helped by the findings of the paper. Finally,

the findings on return predictability can also be helpful to

investors.
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