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Unit trusts were filst introdu€ed in Malaysia in 1959' with the establishment of the Malayan

Unit Trust Limited by the Australian Cooper B.othels. At that time' the company managecl

4 funds. but il has since 1969 ceased to manage any funds Uniil recently' the go{'th of

the unit trust industry in Malaysia has been slow which, among other factors' was due

mainly ro lack of awareness on the part of investors about the salient features ol investment

in unit trusts. the close regulation by the governrneni and lack of convenient facilities for

investors to invest in unit trusts The second unit trust was only introduced some 7 years

later in 1966. This was followed by tunanah Sahain MARA Berhad (ASM) a vear later

in 196?. Another 10 years lapsed before MIC Unit Trust Berhad launched its first tund in

1977. This was followed by the launch of 2 other major Iunds iIt 1981 As at 31/1293 there

were 16 unit trust management companies in Malaysia managing a total of 41 funds There

were also three foreign companies namely, Singapore Unit Trust, Schroders and DBS Asset

Management Ltd. managing 6, 2 and 8 funds respectively. The unit hust industry in Malaysia

cunently accounts for 5% of total share market capitalisation. The industry is expected to

play a morc important role in the ecoromy and garner at least 2070 of market capitalisation

by the year 2000. ln developed countries, unit trusts play a more signiJicant role accounting

for at least 40% of total market capitalisation (refer to Tabte 1). At present, Amanah Saham

Nasional and Amanah Saham Bumiputera together account for 9470 of the total market

capitalisation of the unit tnst industry in Malaysia

A OBJECTIVES OF UNIT TRUSTS

Unit trusts can be classified into various categories based on their stated objectives in the

prospectuses filed with rhe Registrar of Conpanies (ROC). These are gowth' income,

balanceal and prcpety trust tunds.The pdmary objective of a gro*th fund is to achieve higher

retums through capital gains at higher risks. A large proportion of such funds is invested

in high-growth common stocks or small companies which ofler good Prospects of growth'
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availability of composite measues of perfonnance This section reviews the findings of some

of these studies. Sharpe (1966) studied 34 mutual funds for the period 1954-63 and found

that, o$ the average, mutual fund did not outperform the market (the Dow Jones Industrial

Average or DJIA). Only 11 out of lhe 34 mutual tunds had higher Sharye Index value

rhan the DJIA.

The evidence on mutual tund performance discussed by Jensen (1968) indicaies not onry

that tle 115 mutual funds examined were on average not able to predict security prices

welt enougi to outpeform a buy-the markeland_hold policy' but also that there is very

little evidence that any individual fund was able to do significantly better than that whicl

was expected from mere random chance lt is also impo(ant to note that the conclusions

discussed hold even when the retums on fund werc measured gross of management

expenses (i.e. on the assumption that book-keeping, research and other expenses exc€pl

brokerage commissions were obtained free) Thus, on average, the funds apparently werc

not quite successful in recouping even their brokerage expenses. Howeve! the issue of

diversification was the main consideralion.

Koh and Kee (1990) rcsearched hto some aspecls of the performance of unit trusts in

Singapore for the period 1980 to 1984 and concluded that the unit trusts in Singapore

underyerformed the market, were poorly-diversified, recorded inconsistent peformance

over time and ahat the actual retum and risk characteristics were not entirely consistent with

the objectives stated in the prosPectus. Arifl and Johnson's (1990) study on the pertormance

of 14 unit trusts in Singapore for the period 1984 to 1989 using weeklv dividend adjusted

returns found that there is room for further diversification of the composition of the funds

The fund marage$ select low_beta stocks which suggests that they place safety as liftt

pdrciple and therefore limit the extent of diversific-ation benefits. Finally' the pertormance

oI the funds for the 6 yea$ suggest that, on average, they did not do better than the market

port{olio given the transaction cost and an econonic price for the services of pooling and

managug the small investo$' funds

Fith (1977) analysed the performance of 72 unit trusts in the United Kingdom using the

capital asset pricing nodel and Sharye's reward-variabilitv index for the period 1965 to

1975. The results show that, on average, managers of unit trusts in the United Kingdorn

have not been able to forecast share prices accuraaely enough to outpeform a simple buy
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the unit trust on the rctum on the market index' The rcturn on the unit trust is estimated

cnpital Markets Retiew vol. i No. 2, 1995

(r)

(2)

NAVt - NAVI-I +Dt+ Ct

R=
NAV!I

where Dt is the dividend or cash disbursement at time t

Ct is the capital gain disbursement at tlme t

NAVI is the Net Asset Value at time t

NAVI r is the Net Asset Value one petiod before time t

The return on tle market index is measued as follows:

I, - \-r

Ssl = sIlN/(N+0.7s)l

I

I

lur

where It = Market index in time pedod t

1..1 = Market index one period before time t

The two composite Perfomance measures which make use of the matket index and

treasury bill rate combination are the Treynor Index and the Jensen Ex-Post Alpha

measure. However, their use in portfolio evaluation had been criticised {89]!G9?)} n'tt

commented on the necessity of deriving the actual composition oI the market podolio

before any reliable perfomance evaluation can be carried out One perfolmance measwe

that is not affected by Rolh critique is the Sharpe Index Howevel the haditional Sharpe

Index was founal to be a biased measure bv Miller and Gehr (1978) Subsequentlv, Jobson

and Korkie (1981) overcame tlis problen bv introducing t}Ie adjusted Sharpe Index

which is used in this study and expressed in the following equation:-
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Table 2

Returns and Risk Prolile of Unil Trusts: Total and Mslsysian Sanple

Tabte 2(a)

Reaurns and Risk Profile of Foreign Unit Trusls

Capnnl r.fu'ke^ R?\teN hl I 
^"o 

2 lao5

Thc i

(b)

Table

\'lala'

(ii) l

One

R-squ

\fi:
R-sr

(a) Total and the Malaysian SamPl€

Table 2 shows tha! for both the total and the Malavsian sample the growlh trusts vield the

highest returns per uflit of risk neasured in tefms ot standard deviation (172 and 11'5

respecrively) comparcd to the income lrusts (10 and 9.7) and the balanced l sts (94 and

8.1). However the risk per unii of returns is highest for ihe balanced trusts (106 and 123

Total
Sarnple

Malaysian
Sample

Growth Balance Growth Balanced

0.067 0.032 0.068 0.06 0.03 0.06

Mear Std.
De\l

3.9 t.2 1.2 5.2 3.1 7.4

Relurns

Std. Dev

t1.2 10 11.5 9.1 8.1

Mean
Eleta

0.53 0.41 0.63 0.63 0.44 0.5

Growth Balanced

Mean Retu'ns 0.16 0.0,1 0.0s

Mean Sld. Dev 6.3 3.3 ,1.I

o{ srd. Dev. )5.4 D.2 t).2

Mean Beta 0.81 0.39 0.51



tzl p

q.II I

3qt p

aldu€s uels,{EtEl{ pus lBrol :srsorJ, rlun Jo arns"aN trolr8rglsra'rro

€ atqEr

'(E)€ pu€ t salqEJ uI Pssn?uuns 'rE

satdues-qns puE etdu€s prol 3qi Jo rlis4Els arDnbs'd aqJ- (elqEu€^ lusputdapul 3q1l

xapu! ravElu :ql uo surnl:r aql qlrl\ (alqEu€^ luopuadap 
'qt 

esnrl ltun uo surnlar :)qr

Surss.rSar iq pal€urlsa sr rttslltN arEnbs'd aqJ, I 010 morJ !'suBr q'Iqa tllsllEls arsnbs-H

eqt iq psns€.ru sr lsnq E Jo uorlE tlrsraArp Jo '3fap 
aql surnl3r erolu puE IsIr lsal

raJa.rd pFord. asra^! {su Srrleq srolss^ul sailrnr3s }o raqunu 33rEI P Lu uoll"Jl}Nra^'p

q5norqr nsu oltoluod ]o uolpnpar ?q1 sI stsml 1run ur 8ullle^ul lo el}?Lraq cq1 Jo auo

\Dn{ rlu I Jo uo||Erulsrtrrc Jn rrrB:d rlll

'\:rrrl rrp r':qr ro lo.ruor || u Lor' \rrJn

3sol. E stulrl?a dlut€ln.:^Il.3fqo ulnloj_nsu palBrs rleql a^eqre ol nsn! llun uElstr€lEl\

eqr io ilrrrqEur.qJ'sa^ll3a!qo p.l€1s rraql qlltr]\ luaDlsuoi 3r€ spun] qr{or8 u8larcr

Jo s lsraFBrEqr surnisl puY Isu aqr iluo l€ql orrirpul sSurpuq :saqJ- lsnri sluoiol 3r{r

uEql rtsll puE sunlor riqirq 3^"q slsnll pa'uEIEq 3q.[ slsnll p3i!"lEq pue cuosur 3q1 oi

p:r€duor )su lssq8lq puE sunlar lsiqSlq aql r^lrq esnll q$\orB aql lEqr saoqs (q)Z clqEf

\F|uI llun u8!aro{ {q'

s.^IFalqo p3rEl:

rrcqlqlhlualsrsuo.ul3rtslsn!ollsIPlPt\lsqlpo€aldu"sl3ro1:qtJos'r1su'ttorEq:
urnlir pu! tsrr .qt leql ilcllur stFsar as'qf srnsD'ru Isrr 'ql 

s? Elaq:utsn pi'uesqo eli

srlnslr r"lltuls slsn4 p3lu€lsq eqr u€ql {s! raaol puE suml'r rsaol :^eq slsml stuotul 3q L

'(r8 puE 8s) srsrul qr^\ol8 puE (€0I puE 00I) slsn! lluotu! 3qt or parEdruot (Ila^Ilrads':

F
it,t:;
r

,nPtta tuas:bsiDlDN ut eerJrtun.lt ))uoalaltJ tt
69



60
Captol Mdtke! R.\er ral J N' 2 1445

Tsble 3(a)

Dive$ification Measurc of Unii Trusts: Foreign ssmple

Growth Balanced

Mean R square 0.28 0.26 0.38

(a) Total Sample and Mtlaysian Unit Trust

For the toial sample, Table 3 shows the mean R_square statistic of the 54 unit trusts ranged

between 0.30 for the balanced funds to 0 36 for tbe growth funds Thirtv nine (72 %) of rhe

unit trusts were not weLl diversified with R-square values beiow the 0 5 cut-off point The

results show that although growih trusls are marginally betler diversified lhan other

categories. none of the categories achieved rhe expected level of diversification

The Malaysian unir trusts show similar results Twentv six ou1 of 3? funds in the sample

( 70.3%) had a low degree of diversification None of the tr sts achicved an acceptable level

of diversification, although the growth trusts were thc most diversified (R-square=0451

compared to income trusts (029) and balanced trusts (028) The low R square values lmpr)

that the degree of diversification of unit lrusts is lower than that expected This might be

duelotbevariousinvestmenlconstraintsfacedbyunittrusimaDagersand/orthemanager\

srrategy to sacrifice divcrsificaiion to earn higher ret rns Some of these constra ts were rne

maximum uoits allowed for each trust is only 100 miltion The imst can nvest only nt

authorised Malaysian assets and the level of liquid asseis in a unii trust fund must be at leasr

15% of the value o{ the fund. Since loth March 1994' the Securities Commission has issued

a new set of guidelines

(b) Foreign Unil Trusls

Table 3(a) shows that rhe balanced funds are the most dilersified (0 38) compared to lhe

growth funds (0.28) and thc incone tunds (0 26) Onlv four (23 s%) out of a sample of 17

foreign funds enjoyed a reasonabie (R square greater than 0 5) degree of diversificatiou'

These findings imply that. in general, lhe forejgn trusrs did not achieve the expected levcl

ot diversification (greater than 0 5) Therefore investors could be belter off in buving stocks

across the board themselves or buving a portfolio which replicales onc of the conmonLy

usedbroad.basedstockindices'ThediversificalionlevelofbothMalaysianandforeignunir
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Table 4(s)
Risk Adj$ted Retums of Unit ftus$: troreign Sample

(1988-19E2)

Growth Income Balanced

Returns -0.025 0.100 0.113

Twenty six funds had negative retumi another 26 had positive retums but these were

significantly lower than the retums on the risk-ftee heasury bills (6570). TVo trusts

outperformed the isk-free laie and the market return (1?%)i one is a local groMh Iund

(80%) and the other, a foreign balanced fund (307"). Classified in te.ms of their objective,

the growth funds outpeformed the balanced and income hmds for the Malaysian sample

For the total and foreign sample the balanced funds performed better' From the totar

sample, only two funds had an average retum above the dsk-free rate and the market retum

for the period of study. This finding suggests that despit€ the reliance on professional

investment manage$, unit trusts afe not able to generate an expected reasonable dsk-adjusted

retum. These findirys arc consistent with the pedormance of unit trusts wodd wide (Firtl-

(1977), Koh and Kee (198?), Ippolito (1989) and Cumby and Glen (1990)). The

underpeformance evidenced in this study could be due to the various rcstdctions imPosed

by the authorities on unit trusts with iegard to amount and the avenues for investment and

the conseffatism of the management. The decision by the Securities Commission to amend

the investment guidelines on unit trust funds is timely, alld pefinent and should improve the

investment performance of unit husts

The literature on the perfomance of unii trusts conjectures that managers of unit tnlsts

do sacrifice divenification in pursuance of higher rerurns with more dsky investments. The

findings in this study suggests that 12"/" ot the sampled trusts were poorly diversified

(Table 3), the risk relatively low (Table 2) and the dsk-adjusted returns low (Table 4), which

are inconsistent witl tlle conjecture.

(iv) Consistency of P€donmnc€

Assuming that investors are risk averse and utility maximisers, they would prefer not only

a high retum per unit of risk but also consistency of good perfomance over time. Given

the investment opportunities avarlable, a supe{or management team should not only be

able i,
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performance is not consisteni over time. The actual return and risk characteristics of the

funds are inconsistert with their stated objectives. The findings on foreign managed trusts

in Malaysia were similar io their Malaysian counterparts- These iackadaisical performance

of unit trusts ir Malaysia cannoi be attributed to the lack of profitable investment

opportunities in the economy as the economy has sreadily grown since 1988. A more relevant

explanation could be the regulaiory constraints imposed on the amount and the type of

invesrmenls allowed. The strict adve ising code for the unit trust industry also contributed

to its slow growth as public awareness is still low Besides siatutory requirements, the

management facto! is also an important ingredient for a successtul performance. Since all

unit trusrs are subjected io the same regulations, the superior perfornance of two of the 54

funds analysed is probably due to their superior management. A pro-active role by

management in investment strategies would certainly boost the financial pedormance of

R
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9. MIC UNIT TRUST BERHAD

MlC Investmenl Fund one

MIC Invcshent Fund Two

MIC lrveshent Fund Three

First Fund

11. MAYBAN MANAGEMENT BERHAD

Mayban Unjt Trust Fund

12, PELABURAN JOHOR BERHAD

Tabung Pelabu.an

Amanalr Sahan Johof

16. C

Singa

10. MBF UNIT TRUST MANAGEMENT BERHAD

12tO7 t1',l

15/05/81
01 /82

Balanced

Crowth

Balanced

Balanced

Balanced

Balanced

Growih

Balanced

Balanced

Growlh

Growlh

Crowth

Growth

Grow!h

Growth

Growth

Growth

Growlh

02/05/91

06t03 192

1980

15 105 192

FOREIGN FUND MANAGEMENT COMPANIES

13. SINGAPORE UNIT TRUST LTI)

Singapore Commerce and Industry

Singapore savings

Singapore Progress

Singapore Security

Singapore Inl'esrrnent

Singapore EquitY

14, SCHRODERS MANACEMENT LID
Schroder South East Asia Fund

15. DBS ASSET MANAGEMENT LTD

Shenton Twin City Fund

Japan Growth Fund

Shenton Thrift Fund

Shenton Income Fund

Shenton Asia Pacific Fund

Malaysia Growth Fund

Mendaki Growth Fund

US Cro'ttr Fund

30/11/63

26i06/65
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2u04175

10t01t19
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11 i06/84
03/12i85
t2t06tE7
30/12/88
13/03/90
07 t02 190
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