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THE IMPACT OF MALAYSIAN UNIT TRUST FAMILY MEMBERSHIP 

ON INVESTORS RISKS AND RETURNS 

 

ABSTRACT 
 

This study examines the effect of unit trust investments within a fund family as opposed 

to across fund families in relation to the risk and return to the investors in Malaysia. The 

sample consists of 222 funds in 15 fund families. The study period is between 2003 and 

2009. This study focuses on three aspects of risk and return of unit trust investment in 

relation to investing within a fund family or across families. The first part analyses the 

diversification benefits in terms of return correlation and its causes. This study finds 

evidence of unit trust returns being more closely related within fund families than 

outside the fund families. For this reason, investing in funds managed by the same unit 

trust family may not lead to a reduction of portfolio risk. It is also found that combining 

Islamic and conventional funds could bring additional risk reduction benefits. The 

money market funds stand out as a good diversification to other funds. The second 

aspect studied is the persistence in fund performance. This is done by examining the 

hot-hand phenomenon at unit trust fund family level, rather than at the individual fund 

level. The study finds evidence of short-term (monthly and quarterly) positive 

performance persistence, or the hot-hand phenomenon. However, the persistence 

disappears when a longer rolling period of six months and one year are considered. The 

hot-hand effect is generally associated with the relative superior performance in that 

industry as a whole. However, this study found weak evidence of hot-hand fund 

families, provide high excess returns to investors. Finally, this study examines the 

spillover effects, that is, the extent to which investors’ capital is affected by the 

existence of a star fund in its family. Surprisingly, the evidence suggests that investors 

are not responsive to the star performing identity of funds in the same family. The 

finding suggests that a strategy of star-creation may not be a viable approach to attract 

market share in this industry in Malaysia. Possible reasons underlying the results are 

explored and these include families’ past performance, size of the fund family and that 

the number of funds in the family.  
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ABSTRAK 
 

 

Penyelidikan ini menguji kesan pelaburan unit amanah dalam sesebuah syarikat 

pengurusan unit amanah berbanding dengan pelaburan secara rentasan dalam syarikat-

syarikat pengurusan unit amanah yang berbeza, dengan melihat risiko dan pulangan 

bagi pelabur-pelabur di Malaysia. Sampel terdiri daripada 222 unit amanah dalam 15 

syarikat unit amanah yang berbeza. Tempoh kajian adalah dari tahun 2003 hingga 2009. 

Kajian ini memberi fokus kepada tiga aspek risiko dan pulangan pelaburan unit amanah. 

Bahagian pertama tesis ini menganalisa faedah kepelbagaian dari segi korelasi pulangan 

dan punca-puncanya. Hasil kajian ini mendapati bahawa perhubungan yang kuat wujud 

di kalangan pulangan unit amanah dalam sesebuah syarikat pengurusan yang sama 

berbanding dengan syarikat- syarikat unit amanah yang berlainan. Maka dengan ini 

dapat dirumuskan bahawa pelaburan dalam unit amanah yang diuruskan oleh keluarga 

unit amanah yang sama tidak mampu mengurangkan risiko portfolio. Kajian ini juga 

mendapati bahawa penggabungan dana patuh Syariah dan konvensional boleh 

memberikan manfaat dari segi pengurangan risiko. Aspek kedua yang ditinjau ialah 

ketekunan prestasi dana, iaitu sama ada kejayaan sesebuah syarikat unit amanah dalam 

sesuatu tempoh dapat diteruskan pada tempoh berikutnya. Hal ini dilakukan dengan 

meneliti fenomena hot-hand pada peringkat syarikat unit amanah dan bukan di 

peringkat unit amanah individu. Kajian ini mendapati bahawa ketekunan prestasi wujud 

dalam jangka masa pendek (bulanan dan suku tahunan). Sebaliknya, ketekunan prestasi 

ini akan luput bagi tempoh ulangan yang lebih lama, iaitu enam bulan dan satu tahun. 

Kesan hot-hand umumnya dikaitkan dengan prestasi relatif yang unggul dalam industri 

tersebut secara keseluruhannya. Penyelidikan ini menunjukkan bahawa syarikat unit 

amanah yang hot-hand kurang mampu memberikan pulangan luar biasa yang tinggi 

kepada pelabur. Akhir sekali, kajian ini meneliti kesan limpahan, iaitu sejauh mana 

modal pelabur dipengaruhi oleh kewujudan unit amanah bertaraf bintang dalam suatu 

syarikat. Anehnya, hasil kajian mendapati bahawa pelabur tidak responsif terhadap 

prestasi unit amanah berkadar bintang atau unit amanah berkadar bintang yang lain 

dalam syarikatnya. Penemuan kajian mendapati bahawa strategi penciptaan unit amanah 

bertaraf bintang mungkin bukanlah pendekatan yang berkesan untuk menarik pelaburan 

dalam industri amanah saham di Malaysia. Di antara sebab-sebab yang mungkin 

mempengaruhi dapatan ini ialah prestasi lampau syarikat, saiz keluarga unit amanah dan 

jumlah unit amanah yang terdapat dalam syarikat tersebut. 

 

 

 

 

 

 

 

 

 



 

 

iv 

 

 

ACKNOWLEDGEMENTS 

 
 

This thesis would not have been completed without the support of many people. First 

and foremost, I truly appreciate the financial support from the University of Malaya. 

 

My deep gratitude should go to my supervisor Professor Dato’ Dr. Mansor Md. Isa for 

his constant support given to me throughout my PhD study, even though he left for 

another country towards the end of my study, he coached me entirely until my final 

submission of the thesis. I thank him for his constructive advice and guidance, the 

precious time he spent and his valuable encouragement to me. He is such a dedicated 

mentor.   

 

I would also like to express my sincere gratitude to my late supervisor Dr. M. Fazilah 

bin Abdul Samad for her valuable support and guidance. Her encouragement kept me 

moving forward. She is such a loving supervisor. I would like to thank my supervisor 

Dr. Nurul Shahnaz Ahmad Mahdzan for her support. I sincerely thank Professor Dr. 

Idris bin Jajri for his valuable suggestions and advice.  

 

A special note of gratitude goes to Professor Dr. Obiyathulla Ismath Bacha 

(International Centre for Education in Islamic Finance, Malaysia), Dr. Gurmeet Singh 

Bhabra (University of Otago, New Zealand), Dr. Piman Limpaphayom (Chulalongkorn 

University, Thailand), Associate Professor Dr. Rubi Ahmad (University of Malaya, 

Malaysia) and Dr. Roselee Shah Shaharudin (formerly in University of Malaya, 

Malaysia) for their constructive comments and suggestions during the University of 

Malaya’s PhD colloquium and proposal defence sessions. 

 

I am grateful to all my fellow friends who lent their support – thank you for your 

encouragement and support. A special thank you is extended to Yap Kiew Heong, who 

was my biggest inspiration for embarking on my doctoral studies. I am greatly indebted 

to my cousin Teoh Kheng Wan for her encouragement and assistance provided in all 

aspects.   

 

My final and greatest debt goes to my beloved husband for his unconditional love, 

support, understanding and patience. Without him, I would not be able to fulfil my 

dream. I am especially indebted to my parents, who instilled in me the value of 

education. I would like to thank them for their constant support. I am grateful to my two 

princesses who spark my life with fun and laughter and keep me sane. 

 

 

 

 

 

 

 

 



 

 

v 

 

TABLE OF CONTENTS 
 

 

ABSTRACT ii 

ABSTRAK iii 

ACKNOWLEDGEMENTS iv 

LIST OF TABLES ix 

LIST OF FIGURES xi 

    

CHAPTER 1   INTRODUCTION  

    

 1.1   BACKGROUND OF THE STUDY 1 

 1.2  PROBLEM STATEMENT 4 

  1.2.1 Funds Commonality Within A Unit Trust Company 6 

  1.2.2 Performance Persistence of Fund Family 9 

  1.2.3  Star Performers And The Spillover Effect 10 

 1.3 RESEARCH QUESTIONS 12 

  1.3.1 Research Question 1 12 

  1.3.2  Research Question 2 14 

  1.3.3 Research Question 3 17 

 1.4  RESEARCH OBJECTIVES 19 

 1.5  SIGNIFICANCE OF THE STUDY 20 

 1.6   CONTRIBUTION OF STUDY 23 

 1.7  DEFINATION OF TERMS 25 

 1.8   ORGANISATION OF THE DISSERTATION 26 

    

CHAPTER 2   UNIT TRUSTS IN MALAYSIA  

    

 2.1.  INTRODUCTION TO UNIT TRUSTS 28 

  2.1.1 What is Unit Trust? 28 

  2.1.2 Benefits of Investing in Unit Trusts 29 

  2.1.3 Fees 31 

  2.1.4 Types of Funds 32 

 2.2. THE STRUCTURE OF UNIT TRUSTS  35 

  2.2.1 Unitholders 35 



 

 

vi 

 

  2.2.2 Management Companies 35 

  2.2.3 Trustee 36 

  2.2.4 Regulator 37 

 2.3. THE DEVELOPMENT OF UNIT TRUSTS IN MALAYSIA 38 

    

CHAPTER 3   LITERATURE REVIEW  

   

 3.1.  INTRODUCTION 51 

 3.2.  THEORETICAL DEVELOPMENT 51 

  3.2.1. The Theory of Unit Trust Portfolios 52 

  3.2.2. Capital Asset Pricing Theory 57 

  3.2.3. Performance Measurement Theory 60 

  3.2.4. Efficient Market Hypothesis 66 

  3.2.5. Behavioural Theory of Finance 70 

 3.3.  EMPIRICAL EVIDENCE 76 

  3.3.1.  Research on Fund Family Strategies 76 

  3.3.2. Research on Portfolio Diversification 85 

  3.3.3  Research on Unit Trust Performance 87 

  3.3.4  Research on Performance Persistence 93 

  3.3.5  Research on Fund Flows and Performance 112 

  3.3.6  Empirical Evidence of Behavioural Finance 127 

  3.3.7  Evidence in Malaysia 134 

 3.4   CHAPTER SUMMARY 140 

    

CHAPTER 4   RESEARCH DESIGN, DATA AND METHODOLOGY 142 

   

 4.1  INTRODUCTION 142 

 4.2   RESEARCH DESIGN 142 

  4.2.1. Theoretical Framework 142 

  4.2.2. Development of Hypothesis 146 

 4.3 DATA 160 

  4.3.1 Data Description 160 

  4.3.2  Survivorship Biased Issue 169 

 4.4  METHODOLOGY 169 

  4.4.1  Return Calculation 169 



 

 

vii 

 

  4.4.2  Return Correlation  171 

  4.4.3  The Magnitude of Common Stockholdings 177 

  4.4.4  Family Performance Persistence 179 

  4.4.5 Star phenomenon and Spillovers Effect 187 

    

CHAPTER 5   RESEARCH FINDINGS  

   

 5.1.  INTRODUCTION 199 

 5.2  IMPACT OF UNIT TRUST FAMILY MEMBERSHIP ON 

INVESTORS RISK 

199 

  5.2.1  Fund Return Correlations -  Group by Conventional 

Objective 

199 

  5.2.2  Funds Return Correlation – Group by Fund Types 202 

  5.2.3  Funds Return Correlation – with Sub-sample Periods 204 

  5.2.4  Common Stockholdings 212 

  5.2.5  Conventional Versus Islamic Funds 215 

 5.3  PERFORMANCE PERSISTENCE 227 

  5.3.1  Family Performance Persistence 227 

  5.3.2  The Significance of Performance Persistence to 

Investors 

248 

 5.4   FUND FLOWS, SPILLOVER EFFECT AND STAR 

PHENOMENON 

255 

  5.4.1  Spillover Effects in Fund Family 255 

  5.4.2   Star phenomenon in Fund Family 267 

 5.5  SUMMARY 280 

    

CHAPTER 6   SUMMARY AND CONCLUSION  

   

 6.1  INTRODUCTION 287 

 6.2 SUMMARY OF RESEARCH FINDINGS 287 

 6.3  IMPLICATIONS OF THE STUDY 291 

  6.3.1  Implications for Theory 291 

  6.3.2  Implications for Investors 292 

  6.3.3  Implications for Unit Trust Management Companies 294 

  6.3.4  Implications for Regulator 295 



 

 

viii 

 

  6.3.5  Implications for Academics 296 

 6.4.  LIMITATIONS OF THE STUDY 297 

 6.5  FUTURE RESEARCH 299 

 6.6  CONCLUSION OF THIS STUDY 300 

  6.6.1 What Is The Impact of Unit Trust Family Membership 

on Investors Risk? 

301 

  6.6.2  To What Extent the Efficient Market Theory Hold in 

the Unit Trusts Industry at the Funds Family Level In Terms 

of Performance Persistence? 

304 

  6.6.3  To What Extent the Behavioral Theory of Finance 

Able to Explain the Behavior of Unit Trusts Investors in 

Emerging Markets Such As Malaysia? 

307 

  6.6.4  The Overall Conclusion 310 

  

BIBLIOGRAPHY 315 

  

APPENDIX A : Glossary of Terms and Abbreviations 335 

  

APPENDIX B : List of Unit Trust Management Companies in Sample 337 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

ix 

 

LIST OF TABLES 

 

NO. TITLE OF TABLE PAGE 

Table 2.1 Descriptive Statistics on Units Trusts in Malaysia, 1992 - 

2010, April 

43 

   

Table 2.2 Net Asset Value of Mutual Fund as a Percentage of Total 

Market Capitalization for Selected Countries as at 2007 

44 

   

Table 2.3 Total Net Assets of Mutual Funds of Numerous Countries, 

2007 (Millions of U.S. dollars) 

45 

   

Table 2.4 Mutual Fund Industry of ASEAN Countries, 200 46 

   

Table 2.5 Descriptive Statistics on Units Trusts Families and 

Approved Fund Size in Malaysia, 30 October 2008. 

48 

   

Table 2.6 Average Number of Stocks Held (Between the Periods 

December 2007 to May 2008) 

49 

   

Table 2.7 Net Assets of Value by Type of Funds (April, 2010) 50 

   

Table 4.1 Number of Funds in Sample by Objectives 162 

   

Table 4.2 Descriptions of Main Objectives of Classification 163 

   

Table 4.3 Malaysian Unit Trust Management Companies  163 

   

Table 4.4 Unit Trust Funds Included in The Study 167 

   

Table 4.5 Descriptive Statistic for Funds, 2003 – 2009 168 

   

Table 4.6 The Correlation Matrix of Fund Objectives 172 

   

Table 4.7 Two-by-two Contingency Table 181 

   

Table 4.8 Flow Growth Regression Model With Funds Attributes 189 

   

Table 4.9 Flow Growth Regression Model With Family Attributes 193 

   

Table 5.1 Returns Correlation By Objectives Within And Across Unit 

Trust Management Companies, January 2003 - June 2009 

202 

   

Table 5.2 Returns Correlation by Type of Funds (Equity, Balanced and 

Bond) Within and Across Fund Families, January 2003– 

June 2009 

204 

   

Table 5.3(a) Returns Correlation by Objectives Within and Across Unit 

Trust Families, for sub-period Jan 2003 - May 2006 (Stable) 

206 

   



 

 

x 

 

Table 5.3(b) Returns Correlation by Objectives Within and Across Unit 

Trust Families, for Sub-period June 2006 to December 2007 

(Bull) 

208 

   

Table 5.3(c) Returns correlation by objectives Within and Across Unit 

Trust Families, for sub-period January 2008 - March 2009 

(Bear) 

209 

   

Table 5.4 Summary of Results Showing Significance of Return 

Correlations Within and Between Fund Families 

211 

   

Table 5.5 Common Holding of Stocks for Funds Within and Across 

Funds Families 

215 

   

Table 5.6 Return Correlations Difference By Objectives Within And 

Across Unit Trust Families, Differentiating The Shariah 

Objective And The Conventional Objective, January 2003 - 

June 2009 

217 

   

Table 5.7 Equity Fund Returns Correlation by Objectives Within And 

Between Unit Trust Management Companies, January 2003 

- June 2009 

222 

   

Table 5.8 Common Holding of Stocks by Objectives Within And 

Between Unit Trust Management Companies, January 2003 

- June 2009 

226 

   

Table 5.9(a) Fund Families Performance Persistence Contingency Table 

of Ranked Unit Trust Family Returns over the Consecutive 

Month, January 2003 - January 2010 

231 

   

Table 5.9(b) Fund Families Performance Persistence, Contingency Table 

of Ranked Unit Trust Family Returns over the Consecutive 

Month, January 2003 - January 2010, (Only the 

Conventional Funds) 

236 

   

Table 5.9(c) Fund Families Performance Persistence, Contingency Table 

of Ranked Unit Trust Family Returns over the Consecutive 

Month, January 2003 - January 2010, (Only the Islamic 

Funds) 

237 

   

Table 5.9(d) Fund Families Performance Persistence, Contingency Table 

of Ranked Unit Trust Family Returns over the Consecutive 

Quarter, January 2003 - January 2010 

244 

   

Table 5.9(e) Fund Families Performance Persistence 

Contingency Table of Ranked Unit Trust Family Returns 

over the Consecutive Six-Month, January 2003 - January 

2010 

245 

   

Table 5.9(f) Fund Families Performance Persistence 

Contingency Table of Ranked Unit Trust Family Returns 

246 



 

 

xi 

 

over the Consecutive Years, January 2003 - January 2010 

   

Table 5.10 Comparing the Average Returns of the Top-half Fund 

Families with the Bottom-half 

248 

   

Table 5.11 The Fund Family Performance Persistence and the Overall 

Superior Performer – Comparison of the Repeat Winning 

Ratio, Win-win Ratio and Lose-lose Ratio and the Excess 

Returns Earned by Each Fund Family 

251 

   

Table 5.12 Excess Returns of Performance Persistence Fund Family 253 

   

Table 5.13 Correlation between Excess Returns and Performance 

Persistence 

255 

   

Table 5.14 Correlation Matrix of Dependent and Independent Variable 

by Fund 

258 

   

Table 5.15 Pooled Regression and Fixed Effect (group) Regression 

Model using Fund’s Attributes 

259 

   

Table 5.16 Spillover Effects in Mutual Funds Families in Malaysia 266 

   

Table 5.17 Correlation Matrix of Dependent and Independent Variable 

by Fund Family 

269 

   

Table 5.18 Pooled Regression and Fixed Effect (group) Regression 

Model using Fund Family Attributes 

270 

   

Table 5.19 The Star-fund Effect on Family-level New Money Growth 279 

   

Table 5.20 Summary Result of Flow Growth at Fund-level and at 

Family-level 

282 

   

Table 5.21 Summary of All Findings 283 

 

 

 

LIST OF FIGURES 

 

NO. TITLE OF FIGURE PAGE 

   

Figure 2.1 The Structure of Unit Trusts 38 

   

Figure 4.1 Theoretical Framework 143 

   

Figure 4.2 Bursa Malaysia Kuala Lumpur Composite Index from 

January 2003 to June 2009 

175 

 


