CHAPTER IV

RESARCH RESULTS

Investment Performance

Table 4.1 below shows the overall risk adjusted performance measures, mean
monthly return, beta value and coefficient of determination of the funds as a whole and
those of the market portfolio (KLSE CI).

Table 4.1 : Overall Results

Investment Mean Beta Coefficient of Adjusted Treynor Adjusted
Type Monthly Determination Sharpe Index Jensen’s
Return (%) Index Alpha
Unit  Trust 0.7307 0.711824 0.723203 0.049041 0.004319 -0.008211
Funds
Market 1.6692 1.0 1.0 0.149659 0.012290 0
Portfolio

As can be seen from Table 4.1, the unit trust funds as a whole performed worse
than the market portfolio as the performance measures of the unit trust funds such as
the Adjusted Sharpe Index, Treynor Index and the Adjusted Jensen’s Alpha are all
lower than those of the market portfolio. Even the mean monthly return of the funds
0f 0.7307% is less than that of the market portfolio of 1.6692%




Table 4.2 shows the the results of the individual unit trust funds. When the funds
are ranked according to the Adjusted Sharpe Index (Table 4.4), the best performer is
Fund 13 with a value of 0.128701 while the worst performer is Fund 19 with a value of
-0.117405. When ranked using the Treynor Index (Table 4.4), the best performer is
Fund 21 with a value of 0.011655 while the worst performer is Fund 16 with a value of
-0.013148. In the case of the Adjusted Jensen’s Alpha (Table 4.3), the best performer
is Fund 13 with a value of -0.000703 and the worst performer is Fund 16 with a value
of -0.025460. As can be observed, all the funds performed worse than the market
portfolio. Funds 14, 15, 16, 17, 18 and 19 all have negative Adjusted Sharpe Index
and Treynor Index. This means that these funds earned lower returns than the risk free
rate. It is interesting to note that all these funds are managed by the same management
company namely Asia Unit Trust Bhd. The best performing five funds (Funds 13, 3,
11, 6 and 7) ranked according to the Adjusted Sharpe Index and Adjusted Jensen’s
Alpha comes from the same management company namely ASM Unit Trust
Management Bhd. However the best performing fund using the Treynor Index is Fund
21 which is managed by Kuala Lumpur Mutual Funds Bhd

As can be observed, the different ranking methods produced slightly different
performance rankings. Spearman Rank Correlation Coefficients were calculated for
the different ranking methods namely : (1) between Treynor Index and Adjusted
Jensen’s Alpha - Table 4.3 (2) between Treynor Index and Adjusted Sharpe Index -
Table 4.4 and (3) between Adjusted Jensen’s Alpha and Adjusted Sharpe Index - Table
4.5. In all the above cases, the Spearman Rank Correlation Coefficients exceeds 0.9
and all of them are significant at the 0.05 level. This means that all the ranking
methods produces significantly similar performance rankings and that any of these
methods could be used for ranking purposes without substantial discrepancies.

Beta Values

Table 4.1 shows that the unit trust funds as a whole has a beta value of 0.711824
which is lower than 1.0 of the market portfolio. This means that unit trust funds are
less risky than the market portfolio

Table 4.2 shows that the fund which has the highest beta value is Fund 17 with a
value of 0.89476 while the fund with the lowest beta value of 0.593173 is Fund 3. It
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can be observed that all the funds have beta values that are less than 1.0 but exceeding
0.5. This results seems to confirm the notion that unit trust funds are less risky than
the market portfolio and offer security of capital for investors. -

Risks Diversification

The Coefficient of Determination (R?) of the funds as a whole as shown in Table
4.1 is less than 1.0. This means that the funds are less than perfectly diversified.
Nevertheless, the unit trust funds in the sample are quite well diversified portfolios
with an overall R? value of 0.723203.

Fund 9 has the highest R? value of 0.882874 and is thus the most well diversified
portfolio in the sample as shown in Table 4.2. However the least diversified portfolio
is Fund 16 with a R? value of 0.494470. Table 4.2 also shows that twenty out of the
twenty one funds in the sample have R” value in excess of 0.5.

Results when Funds are Grouped According to their Objectives

If the funds are grouped according to their objectives as shown in Table 4.6, the
average mean monthly return of the balanced, growth and income funds are 1.0063%,
0.2877% and 0.2678% respectively. Among them, the income funds post the worst
results while the balanced funds are the best performer.

The mean Adjusted Sharpe Index of the balanced, growth and income funds are
0.087341, -0.016288 and -0.003921 respectively. When performance is risk adjusted,
balanced funds again are the best performers while the growth funds are the worst
performers.

When ranking is by the Treynor Index, the mean values for balanced, growth and
income funds are 0.008098, -0.001992 and -0.001306 respectively. Again balanced
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funds are the best performer while the growth funds are the worst performer. This is
consistent with the results when ranking is by the Adjusted Sharpe Index.

The mean Adjusted Jensen’s Alpha for balanced, growth and income funds are -
0.004198, -0.014965 and -0.014034 respectively. Again similar results as the above
two methods of performance ranking is obtained.

The mean beta values of the balance, growth and income funds are 0.698432,
0.723481 and 0.763903 respectively. It appears that the balanced funds have the
lowest risks while income funds have the highest risks. This contradicts the fact that
income funds should have the lowest risks as they invest mainly in government
securities and bonds while growth funds have the highest risks as they invest in risky
stocks which have high capital gains potential. The balanced funds have a beta value
(0.698432) which is quite close to the value of 0.68 listed in Table 3.2 ie. balanced
funds seems to adhere to the funds’ stated objectives. The growth and income funds
have values that are quite different from those values in Table 3.2 and implies that they
do not adhere very well to their objectives.

The R? value of balanced, growth and income funds are 0.771399, 0.610801 and
0.747132 respectively. This means that balanced funds are the most well diversified
whereas growth fund are the least diversified.

Consistency of Funds Performance

Table 4.7 shows that when performance ranking is by the Adjusted Sharpe Index,
the Spearman Rank Correlation Coefficients (Rs) for the periods 1987 & 1988 and
1988 & 1989 are positive and significant at the 0.05 level. This means that funds that
performd well in the first year also performed well in the second year ie. the funds are
ranked similarly in both years. However for period 1989 & 1990, the Rs value was
significantly negative. This means that funds that performed well in 1989 performed
poorly in 1990 ie. the performance ranking had been reversed.

Table 4.8 and Table 4.9 both shows that the Rs values using the Treynor Index

and the Adjusted Jensen's Alpha are significantly positive for the periods 1985 &1986,
1987 & 1988 and 1988 & 1989. The only difference between these two tables and
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TABLE 4.7 : RANK CORRELATION OF PERFORMANCE RANKINGS FOR
ALL THE FUNDS USING THE ADJUSTED SHARPE INDEX

PERIOD SPEARMAN RANK T VALUE
CORRELATION COEFFICIENT

1984 & 1985 0.06316 0.26849
1985 & 1986 0.39091 1.85124
1986 & 1987 0.41299 1.97661
1987 & 1988 0.53506 276073 *
1988 & 1989 0.72338 4.56674 *
1989 & 1990 -0.58961 -3.18199 *
1990 & 1991 -0.37662 -1.77215
1991 & 1992 -0.03896 -0.16996
1992 & 1993 0.12987 0.57093

Note : * Significant at 0.05 level

TABLE 4.8 : RANK CORRELATION OF PERFORMANCE RANKINGS FOR
ALL THE FUNDS USING THE TREYNOR INDEX

[ PERIOD SPEARMAN RANK T VALUE
CORRELATION COEFFICIENT

1984 & 1985 0.04962 0.2108
1985 & 1986 0.64286 365822 *
1986 & 1987 0.42078 202184
1987 & 1988 0.62208 3.46326 *
1988 & 1989 0.51429 261389 *
1989 & 1990 -0.49351 -2.47331*
1990 & 1991 -0.35065 -1.63207
1991 & 1992 -0.01688 -0.0736
1992 & 1993 0.29091 1.32536

Note : * Significant at 0.05 level
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TABLE 4.9 : RANK CORRELATION OF PERFORMANCE RANKINGS FOR
ALL THE FUNDS USING THE ADJUSTED JENSEN'S ALPHA

PERIOD SPEARMAN RANK T VALUE
CORRELATION COEFFICIENT

1984 & 1985 0.05414 0.23001
1985 & 1986 0.62727 3.51081 *
1986 & 1987 0.42078 2.02184
1987 & 1988 0.62208 3.46326 *
1988 & 1989 0.51429 261389 *
1989 & 1990 -0.49351 -2.47331*
1990 & 1991 -0.35085 -1.63207
1991 & 1992 -0.02727 -0.11892
1992 & 1993 0.28701 1.30601

Note : * Significant at 0.05 level

TABLE 4.10 : RANK CORRELATION OF SYSTEMATIC RISKS (BETA)

FOR ALL THE FUNDS
PERIOD SPEARMAN RANK T VALUE
CORRELATION COEFFICIENT
1984 & 1985 0.42556 1.9952
1985 & 1986 0.33117 1.52986
1986 & 1987 0.30779 1.41009
1987 & 1988 0.61299 3.38182*
1988 & 1989 0.56494 298435
1989 & 1990 -0.02078 -0.09059
1990 & 1991 0.45325 221639 *
1991 & 1992 0.25065 1.12858
1992 & 1993 0.45974 2.25658 *

Note : * Significant at 0.05 level
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Table 4.7 is that an additional period 1985 & 1986 has a R value which is significantly
positive. Again during these periods, funds that performed well in the first year also
performed well in the second year and vice versa. Also in period 1989 & 1990, the Rs
value is significantly negative ie. there was a reversal in the performance ranking in
1990 compared to that of 1989.

The above three tables shows conclusive evidence that during the period 1987 to
1989, funds that performed well or poorly in one year repeated their performance in
the later years ie. there is consistency of performance. However the trend reversed in
the period 1989 & 1990. The three tables also shows that the three methods of
performance ranking gave very similar results.

Stability of Systematic Risks (Beta)

Table 4.10 shows the Rs values of the funds' systematic risks. It shows that for
periods 1987 & 1988, 1988 & 1989, 1990 & 1991 and 1992 & 1993, the Rs values
are significantly positive. This means that the funds' beta values that are high in the
first year are also high in the following years and vice versa. This means that the
relative ranking of the risks does not change considerably and in fact is quite stable in
ranking. However in the other years no significant results could be observed although
R values are positive.

For: ing Ability of I M S

Table 4.11 shows the Jensen's Alpha values which are tabulated in decreasing
magnitude. As can be seen from the table, all the values are negative. This means that
none of the investment managers have forecasting ability of security prices and that
they all performed worse than than the naive buy and hold strategy (market portfolio)
which has a value of 0.0.
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It can be observed that Funds 14, 15, 16, 17, 18, 19 and 20 have significantly
negative Jensen's Alpha. This leads to the acceptance of the H, hypothesis ie. these
funds' investment managers have poor forecasting ability. It would be interesting to
note that Funds 14, 15, 16, 16, 18 and 19 are all managed by the same management
company ie. Asia Unit Trust Bhd.

For the sample used in this study one third of the funds in fact performed poorly
consistently although the remaining two thirds of the sample performed better but still
could not beat the naive buy and hold strategy.

As far as this sample of unit trust funds is concerned, the result seems to dispel

the notion that unit trust managers have superior forecasting ability and in fact could
not predict the market

Impact of Fund Characteristics on Investment
Performance and Systematic Risks

When simple and multiple linear regressions were performed the following
significant relationships shown in Table 4.12 are obtained.

Table 4.12 : Significant Regression Equations

No. Equation R? F Value
1 o =-1.243325 X4+ 0.003148 0.27323 10.52642 *
2 B =-0.018606 X, + 0.936996 0.19805 6.9149 *
3 B =7.408317 x 107 X, + 0.546612 0.52098 30.45295 *
4 B =15.023057 x 10” X5 + 0.557829 0.54847 34.01151 *

Note : * Significant at the 0.05 level
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As can be seen in equation 1 in Table 4.12, the Jensen’s Alpha is negatively
related to the expense ratio albeit the relationship is weak with a R* value of 0.27323
This confirms the notion that high expense ratio tend to result in lower returns. This is
due to the fact that high expenses spent on investment analysis erodes the returns that
unit holders can earn.

Equation 2 in Table 4.12 suggest that the riskiness of the funds are negatively
related to the age of the funds although the relationship is weak with a R* value of
0.19805. This means that the older the funds the lower the riskiness. This means that
the older funds are more conservative in their fund managment whereas the newer
funds are more aggresive and invest in more risky stocks although it did not result in
higher returns.

Equation 3 in Table 4.12 suggest that the riskiness of the funds are positively
related to the size of the funds with a R? value of 0.52098 indicating a fairly strong
relationship. This equation implies that the larger funds have higher risks and vice
versa.

Equation 4 in Table 4.12 shows that the riskiness of the funds is positively related
to the portfolio turnover with a R* value of 0.54847 indicating a fairly strong
relationship. This means that funds that practice active trading probably invest in the
more speculative stocks of higher risks in an attempt to generate better returns over a
shorter time horizon. However not only were they not successful in earning higher
returns they only drove up their riskiness.
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