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Investors buy units from the managers ot lhe fund at the offer price and can choose to sell

them back laler to ihe managers at the bid price These prices are published dailv in our local

newspapers and are calculated daily based on the current underlving value ot the portfolio

heLd by the managers

The unique feature of a unit lrust is lhat it establishes a tripariite relationship between thre€

parties nameiy the investors (unit holders), the inveshent manager and ihe tfuslee Thir'

unique relaiionship is governed by the trust deed which spelis oul the rights' duties anc

responsibilities of each party The investors mav be individuaLs, companies or institutions

which invest funds in the irust with the hope of generating returns in the form of dividends

and/or capital gains The investn ent nanager is suallv a public conpanv which is responsible

for the daiLy investment operation lt adninisters and manages the portfolio of investments

and maintains a market for the units The ttustee is afliliated to major banks or nsurance

companies and gran$ approval for the purchase of securities and hold the purchased sec'rrrtre!-

Thc trustee monilors the fund nanagers. naintains a register of unit holders and ens res

rhat aLl ihe terms ofthe trust deed are stnclly adnereo Io'

Thc advanlages of unit trusts are : the small capital outla]' reqrlired tor investment' benefits

of risk diversificaiion, securirv of capital. access to the serlices of professional investment

nanagers. liquid and readily marketable units as thc fund nanagers are obligated to r€'

pufchase the units.

The objecrives of this study are I

1. 'to evaluate the historical pedormance (January 1984 to Decembcr 1993) of a sanrple ot

twentv one unit trusr funds in Malavsia (See Appendix 1) and to rank theif petfolmance

2. To evaluate tle degree ofisk diversilication of the lunds

3. To evaluate the consislency ofihe investnrenl performance and the stabilLtl ofthe fund('

market risks over hme

4. To dcterminc ifthe funds adhere to their srated objectives

5. To delermine ifthe lund danagers havc ihe ability to predict security pnces

6. To detcrine the impaci of lund characteristics such as age, size ol fund expense ratio

an.l portfolio iunover on investment performance and the markci risks ol the funds

LITf

Ehpi
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Empiricrl Studies in Singapore and MalaJsia

KohandKoh(l98Tlanalysed19uDittrust!inSingaporeorerafivevearperiodfroml980io

1984. They found that growth funds that were expccred to yield thc highesr rerums and to

have the highesr dsk relalivc 1cl lhc olhcr typc ol itrnds do no1 have the high€si rclLrrns Dor do

they possess the highest risk. Ihjs means that ihe rclurns ard risk characleristics of these

unit trusts are noi full) consistenl whh their sralcd objecriles. Tlre tunds did or achicvc a

h'gh degree oi divenilicaLnnr and we.e unable to outpcrform rhe mark€i wilh some furds

hal,ing ncgative Adjusted Shalpe lndex (ASl). This mcans ihat rhey carncd returns rhat are

less rhan ihe avcragc risk trcc rale. Thc incone luDds outpcrlormed the balanccd aDd grolvth

funds bul noDe oi the groupings could out pedbrm th. marker. Ihe sanplc of fu.ds was no.

able to report consisteni pe brmance over time as rbe Speannan Rank Cofrelation (Rs) for

the diftereni pairs of years was nol signiticanl.

Lcc (1993) did a siudy on 21 unit trusts in Singapore over a file lrcar period fron 1986 to

1990. Her rcsuhs arc sinilar to those ol Koh and Koh (1987). She showed thal the tunds'

slslcmalic risk levels wefe quite stable over time alLhorgh rhey wcrc nol coDsislent wirh thc

lands. s!a1ed objectives.

Chua (1985) did ar empirical ltudv that covefed a LcD year period tuom 1974 to 198.1of lt
M alaysian unil lrusl lunds. On I hc avcragc. thc tun ds outperformcd th e Jnarkei. Thc Rsvaluei

tor ihe Sharpe lndex and lle lieynof trdex for thc two sub periods 1914 ro 1979 and 1919

ro 1984 lvere signilicanl inclicaling fairll consisLcnt perlornancc over time. Thc uDit rrusri

appeared ro adhere kr their slaled objectives and had also peribrmcd thc; ri!k conrrol and

divclsification tasks reasonably \rell. Fund characLeristics such as size, expense rario and

pofttblio turnover werc all Degativelv corr.lated 1lr perlormance. Sjmple regrossion aralysis

showcd thar alllund chafacteristics studied were reason.tLrl) good predlcrors ofthe pertbrnancc

'neasure. 
Anong thc lund characlerislics studied. the average porttblio lurDover had rhe

highcsl cxplanatorl power for the pertbrmance rncasure. This mean\ rhar high perfornancc

funds tend io rclaLc to thosc $ith low crpense ratios, low asset size (net asscr value) low

porllolio turnover Hence, invesllileni managers can inprove perfbrnance by reducing crpcnscs.

managirg smallcr funds as \1cll as atoicling actile rrading which orly resulls in excessile

expense on brokerage. On average. Jensen's Alpha showed thaiihe unil rrust fundswere abte

b predict securit! prlces well enough to outperforn the nallc buy and lold sirarcgy.
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DIt - Estimate of dividends received by rhe markel portfolio m in month t (obrained

from gross dividend yield records of the KLSE CI and markel capitalisalion

figures) expressed in the same scale as the lcvelofthe KLSE CI

= The monthly contiruously compounded risk free rate ofinterest for month t

= The trield lo maturity rate ofthe 90 day Treasury Blll for monih I as the prcxy for the

dskless rale of interest

Measurenenr of Risk

Two measures of risk are used for thc analysis in lbis studv. Tfie first measure ls the srandarc

deviarion ofhisrorical returns as shown in equahon 4.

(4)

\'

4
N

Rri =0r+BrR, + e,' (5)

f -J".N rR,-R,)- "

,=, N1 l

Thc sccond measure of risk ls the beta coefficient (Py' of lhc unil lrust- This is the slope or

the characreristic line (equalion 5) obtained by regrcssing the monihly returns of the unlt trust

with respect 1(r the monthly rerurns ofthe market portfolio m.

Rate ofrerurn ofthejtlr uni! trust at time r

Mean ofthe rate of rerurn for thejth unit irust

Nunber of obse ations

Regression intercepl

Slope of characteristic line

Retu on uoit trust in month t

0i
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Tr€ynor Index

The Treynor Index (TI) is siven in equarion 8.

Risk Premiun

CaptolMatke\ Rerie\| Ul. J Na.2,1995

Ri Rr
(E)

SystematrL Risk Pj

pj = Bera coefficient obtained from the slope ofthe characteristic line ofthe unit trust

Jensent Alpha and Adjust€d Jensen's Alpha

Jensen restated the original cbaracteristic line of eq arion 5 in risk premiurn form instead of

the return. Equation 9 defines the Jensent characteristic line in riskpremium form.

\,t - R1r = A; + Bj (R-.r ' Rr,J + Uj.r (e)

U:.,

Regression slope coeffrcient

Residual risk premiun for jth unil trust ai time i which is unexplained by tbe

regression, E(Uj,r) = 0.

Jensent Alpha cannot be used to rank the perfornance of differenl asseis unless it is risk

adjusted by dividing by Bi as defined in equation 10

= Jensent Alpha ofunit trustjobtained ftom the regression inrercepr

c
Adjusted Jensent Alpha (A,\) = 

-
Bj

(r0)

i.i-f

ry'

D€gree of Risk Diversific{tion of Unit Trusts

The degree of risk diversification of a fund may be measured b"\, ihe Coefficient ol

Deternination, R'z of the regression equation 5. The closer the R2 value io 1 .0 the highcr the

degree of diversification. The Rr is theoretically the proportion of the total variance of tb€

retums of a portfolio which is explained by lhe narket portfolio.
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qualitatively by Coates (1978) asThere are basically six types ol fund objectives stated

shown in Table 1 below :

Table 1 : Obi€ctives of Unit Trust Funds

Fund Obj€ctive Dennition

1. Income Funds

2. Balanced Funds

3. lncome Growth Funds

4. Growrh lncome Funds

5. Growth Funds

6. Maninum Capital Gains

Funds thar prolide as liberal a current income trom

investncnt as possible

Funds that minimise risk and at the same time

retain sone possibilitics forlong lerrn growth and

Funds thal placc slightly nore emphasis on currenl

income than on growth

Funds thal emphasise growlh more than curreDt

Funds that view incone as only a secondary or

Funds that palr low or no dlvidends and invesr ln
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H0 : The lnvestment perfornrance of the unit trust equals that ol the marker portfolio

Thus if ihe unii irust manager has an ability to forecast securily prices. the intercept Aj in

equation 14 will be positive (Aj > 0). This rcpresents the avcrage lncremental rate of return

on rhe portfolio per unit ol time which is due solely !o lhe managert abilily to forecasl

fut re securities prices. ln contras!. a naive buy and hold strategy can be expected to yieLd a

zero intercept (Aj = 0). in addition, lf rhe ,nanager is not doing as well as the naive bl11, and

hold stralegy. Ajwill be negative (Aj < 0).

The leasi square regression of monthly returns for each year provides the dispersion of the

sampling distribution of the intercep!. Aj. Futhefmore lhe sanpling distibution of the

estimaie. Ar is a Student t disrriburion with 0r 2) dcgrecs of lreedon1. The iesl of significance

oi the forecasting ability of iDvestment rnanagers involled the testing of ihe followine RI!E.{]

T:F

Hr : The investment perfornrancc ol ih€ unit trust is better or worse than that of the

market porttolio ie. 4 > 0 or Aj < 0 respectivcly.

Impacl of Fund Chrrucleristic on Investment Perfornance and Sysl€matic Risks

It ls ol interest to determinc \{heiher rhe various tund characteristics are as$cirted with

invcshlcnt pe.formance. Some of the frnd characieristics to be lnvestigated in this study are :

(it

0)

(iii)

In this srudy. the above independcnt variables are individually regressed agains! the

investment performance measures such as thc Adjusled Sharpc Indcx (ASI). Trcynor Indcx

(TI) and the Jensen's Alpha (o). Thrs is achieved by simple linear regression to see if any

Age of lhe funds which is neasured by thc numbcr ol)e.rrs sincc connncnccnent (X1)

Size of the funds as neasured by ihe net asset value ofthe fund (xr)

Portfolio turnover which is neasured as t|e sum of the proceeds lrom invesrment

sold and cor! ofinvesiment purchased (X3)

Expense ratio \ihich is the ratio of the managetnent expenses/tees to the ne! asset

value of the rund (X4)
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Risk Dive(ificstion

The Coefficient ofDeterminaiion (R') of the funds as a whole as shown in Table 4 is less than

L0. This means that rhe funds are less ihan perfectly diversified. Nevertheless. the unit trust

funds in the sample are quite well diversified po folios with an overall Rr value of 0.723203

(rable 3).

Fund t has rhe highest R'?value and is thus the rnost well diversified po folio in the sample

\"hile the least diversified portfollo is Fund 16.

Results when Funds are Grouped According to their Obj€ctives

If the funds are grouped according to their objectives as shown in Table 6, the average rnean

monthly return of tbe balanced, growth and income funds are 1.0063%, 0.28'/ /% 
^r'd

0.2678% respectively. Among then,the inconefundspost the worst resulls while the balanced

funds are the best Pertormers.

When performance is risk adjusted using ihe Adjusted Sharpe Index, Treynor Index and the

Adjusred Jensen\ Alpha, all ihe three neasures produce similar results with the balanced

funds being the best performers and the growth funds being the worsl performers.

Tbebeta lalueshowsthat the balanced tunds have the lowesl risk while inconefundshave the

highest risk. Tbis contradicts the fact lhat lncome funds should have the lowest risk as they

invest mainly in government securities and bonds while growth funds have the highest tsk as

they invest in risky stocks which have high capital gains potential. The balanced funds have a

beta value (0.698132) which is close to the vahc of 0-68 listed in Table 2 indicating thar

balanced funds scen to adhere 1o lheir stated objectives. The growth and incone funds

have values that are different from the values in Table 2 implying that they do not adhere

very well ro their objeciives.

The R'? value shows thar the balanced funds are rhe nost well diversiiied whereas growth

funds are the least diversified.

Consislency ofPe omrnce of Funds

Table 7 shows that when periormance is ranked by the Adjusted Sharpc lndex, the Spearman

Rank Corelation Coefficient (Rs) for the perlods 1987 & 1988 and 1988 & 1989 are positive
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and sjgnificant al the 0.05 level. This neans that funds that perfon'nd well in the filsl year

also perforned well in tbe second year ie. the funds are ranked similarly in both years

However for lhe period 1989 & 1 990. the Rs value was significantiy negative. This means

that the funds' performancc rankings bave reversed.

Sinilar results were obtain€d using rbe Treynor Index and the Adjusled Jensens Alpha. as

shown in Table 8 & 9. This provides conclusive evidence that tbr ihe period 1987 to 1989.

funds that performed well or poorly in one year repeatcd their peiformance in later years.

Howcver the irend was relerscd for the period 1989 & i990.

Slability of Systematic Risks (Beta)

Table 10 shows the Rs values of the funds systematic risks. It shows rhat for the periods 1987

& 1988. 1988 & 1989, 1990 & 1991 and 1992 & 1993. the Rs values are significantly

posiiive. This mears thal the funds'beta values that are high in the tirsl ycar are also high in

rhe follo$ing years. This tneans ihat the relalive ranking of the risks does not change

considerably and is q ite siable.

Forecssfing Ability of Investment Managen

As can be seen from Tablc IL, all the Jensen's Alphas are negarive This neans thatnone ofthe

investment managers has forecasting ability of security prices and rhat t|ey did not perforn1

beuer than tbe naive buy and hold stralegy (market portfolio) which has a value of0 0

It can be observed tbal Funds 14, 15. 16, 17. 18. 19 and 20 have significanily negative Jensent

Alpha. This leads to the acceplance of llre Hr hypothesis that the inveshcnt ma.agers have

poor forecaning ability

As far as this sample of unit trust funds is conce.ned. the resuli seems to djspel lhe nolion thal

ni1 trust managers have superior forecasting ability.
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Table 9 : Rank Correlalion of Performance Rankings for
all lhe Funds using the Adjusled Jensen's Alpha

tu

Nole : * Significant at 0.05 level

Table l0; Rank Correlation of Syst€maiic Risks (Bela)
for aU th€ Funds

Note: * Signiiicant at 0.05level

Period Sp€lrman Rank
Con€lslion Coefiicient

T Value

1984 & 198s

1985 & 1986

1986 & 1987

1987 & 1988

1988 & 1989

1989 & 1990

1990 & 1991

1991 & 1992

1992 & 1993

0.05,114

0.62',72',7

0.120'78

a.62208

0.51129

-0.49351

-0.35065

-0.02727

0.28701

0.23001

3.51081 +

2.42184

3.46326 '
2.613E9 +

2.4',7331+

-7.63201

-0.11892

1.30601

Pe o't Speaman Rsnk
Correlation Coeffcient

T Value

1984 & 1985

r98s & 1986

1986 & 1987

1987 & 1988

1988 & 1989

1989 & 1990

1990 & 1991

l99l & 1992

1992 & 1993

0-,12556

0.33r t7

0.30779

0.61299

0.56494

-0.02078

0.,15325

0.25065

0.4597,1

t.9952

1.52986

] 41009

3.381112 *

2.98435 *

-0.09059

2.21639 4

1.12858

2.25658 +
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Inpact ofFund Charactc.istics on Investnent Performance and Systenatic Risks

When sinple and m ltiple linear rcgressions were performed the follosing signiticant

relationships shown in Table 12 arc obtarned

Table 12: Significsnt Regressiotr Equations

Note : * Significanl at the 0 05 level

As can be seen in equalion I in Table 12, the JeDsen's Alpha is negativelv related lo the

expense ratio. However, lhe relationslrip is weak with a R2 value of 0 27323 Hence a high

expense ratio tends to result in lower retums This is duc to the fact that high expenscs spent

on investnent aDalysis erode the returns that unft holders can earn'

I l 
'\

Equarion 2 in Table i2 suggests that the riskrness ot the

age of the funds although the relationslrip is we'k with

that lhe older funds are Less risky and more conservatrve

the newer funds are more aggressive and invesl in nore

result in higher retu s.

lunds are negaiivell, related to ihe

a Rr value of 0.19805. This means

in iheir fund management whereas

risky stocks $hich however did noi

Equation 3 in fable 12 suggesls that the riskiness of the funds are positivel)i related to the

size ofthe funds wirh a R'?value of 0 52098 indicaiing a fairll' sirong relationship Tlisequatior

implies lhat the largef funds ha\re highcr risks and vrce versa

Equation4 in Table 12 shows thaithe riskiness of the funds is positilcl) relatcd to the portfolio

turnover wilh a R'? value ot 0 54847 which indicatcs a fairllr strong relatiolrship This means

Equalion RZ F Yalu€

I

2

3

1.2,13325 Xr + 0.003148

-0.018606 X1 + 0.936996

7.408317 x 10 
e x, + 0.546612

5.02305? x l0'xr +0.557829

o.2:7323

0.1980s

0.52098

0.54E17

10.52642 +

6.9149 *

30.45295 +

3,1.01151*
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The study suggests that invesiment managers can improve their performance by reducrng

iheir expenses on securiiies analysis so that investors can enjoy better relurns h also shows

that rhe Larger funds and tbose that are involred in active trading are more riskv while rhc

older funds are less riskl Hence investors can use such variables as age' size and tradirg

practices in seleciing and investing in the funds thar suit thcir degrec of risk aversron

The major inplications raised by the research are that (1) unil trust f nds shouLd strive to

keep costs down in the lighl of the managers' inabilitv to benefit ftom rcsearch aciivities'

(2) investors should be wary of managels' claims of superior pertbrmance as nanv of their

claims are over optinistic and not based on salisfactorv mcasures. and (3) unii trust managers

should possibly spend nore lime on detining objectives with regard to risk and return'

explicitly srating their fundt objectivcs to the public and formulating porlfolios to nalch
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APPENDIX2

LIST OF UNIT TRUST FUNDS IN MALAYSIA
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\I

III

Funds managed by Anb-Malaysia Unit Trust Bhd

1. Arab Malaysian Gilis

2. Arab-Malaysian First Fund

3. The Malaysia GroMh Fund

4. Tabung Ittikal Arab-Malaysian

Funds managed by Arsb-Malaysian Property Trust Bhd

1. Arab-Malaysian First Properly Trust

Funds managed by Asia Unit ftust Bhd

1. Malaysian Investnent Fund

2. Malaysia Progress Fund

3. Tabung Ananah Bakti (Malaysia Security Fund)

4. Malaysia Be4aya Fund

5. Malaysia Equity Fund

6. Malaysia Commerce Fund

Funds managed by Palaburan Horta Tsn8h Nasional Bhd

1. Amanah Hana Tanah PNB

Fnnds mansged bt Amanrh Saham Bumiputra Bhd

1. Amanah Saham Bumiputra

Funds rnanaged by Ananah tuhsm Nssional Bhd

1. Ananah Saham Nasional

Funds msnaged by Amanah Saham Mar. Bhd

1. Kumpulan Modal Bumiputra yang Pertama

2. Krmpulan Modal Burniputra yang Kedua

3. Kumpulan Modal Burniputra yang Ketiga

Dste of launching

213n77a6

2311/88

28t1189

78t72t92

Date of lauching

2U2t66

!6t10

t1t5t17

st5n6

2u!82

2411181

Date oflaunching

January 1991

Date of launching

1981

Dste of lau.chirg

9At6a

19Dl69

7n7169
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x)(In

)o(Iv

xv

XIv Funds msnaged by Amanth Sth|m K€dah Bhd

1. Tabung Amanah Saham Kedah

Funds mamg€d bv BBMB Unir ltust Managenenl Bhd

1. BBMB Unit Trust Fund

2. BBMB Prime Fund

trunds manag€il by BHLB Pacilic Trust Manogem€nt Bhd

1. BHLB Pacific Double Growth Fund

2. BHLB Pacific Emerging Cornpanies Growth Fund

Funds mamg€d by BIMB Unit Trust M rsg€m€nt Bhd

1. Amanah Saham Baflk lslam Filst Fund

xv

XVIII Funds monsgetl by Comnerce Property Trust Managen Bhd

1. First Malaysia ProPerty Trust

xvI

xv

Dat€ o{ launching

212194

14l5l9r

Dat€ oflsunching

1515191

7015194

Date of launching

79n/94

Dst€ of lnunching

1519192

Date of launching

2913181

1llr2l84

213192

24177193

2514194

2514194

Dste of launching

2613192

19t9194

Dal€ of launching

August 1990

xIx funds manag€d by DCM'RIiB Unit Ttu3t Manag€ment Bhd

1. DCM-RHB Dynamic Fund

Funds msnaged by K ala LumPur MulMl F|rnd Bhd

1. Kuala Lumpur Savings Fund

2. Kuata LumPur Growth Fund

3. Kuala Lumpur lndex Fund

4. Kuala LumPur lndusiry Fund

5. Kuala Lumpur Aggressive Growth Fund

6. Kuala Lumpur Regular SaYings Fund

Funds managed bv Mavban Manag€ment Fund Bhd

1. Mayban Unit Trust Fund

2. Maybar Balanced Trust Fund

XXII Funds manag€d bv Mayban koperty Tnst Fund Bhd

1. Mavban Property Trust Fund One (unlisted)
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