
CHAPTER IV
R E S U L T S

This chap te r d isp lays the results of the s tudy on Investor behavio r in Thai Equity  
Funds using the m ethodo log ies exp la ined in chap te r 3. The organ iza tion o f th is chap te r  

is d iv ided into five key find ings which consis ts o f 1.Results on investor behav io r on fund  

flows, 2.The returns and aftermath of flows, 3 .Performance o f new m oney portfo lios, 4. 

Investor tim ing o f mutual fund investments, and 5 .Equity funds as market sen tim ent 

ind ica to r Empirical results are sum m arized into tab les a ttached onto each re levant 
section.

Table I shows the basic statis tics o f Thai equ ity funds that are open -ended  funds  

with no specia l restric tions such as LTF, RMF, and industry spec ific  funds, tha t were in 
operation during the observation period June 2000 th rough Augus t 2004. This is the  

datase t used fo r all observations. Monthly returns and month ly flows o f the entire fund  

industry is d isp layed , and are ca lcu la ted  in two ways. First is the equa l-w e igh ted  
average. It is ca lcu la ted  by averaging the month ly re turns and month ly flows o f all funds  

in a g iven month, then annualiz ing the month ly returns thoughou t the entire g iven year. 

Second is the va lue-we ighed average. It is ca lcu la ted  by we igh ting  the returns and  
month ly flows by the total net assets o f each fund in a g iven month period , then  

annualiz ing the month ly returns thoughout the entire g iven year.

Data shows that money flows into equ ity  funds at a negative re la tionsh ip w ith  

short-term  in terest rates (14-day REPO rate o f The Bank o f Thailand) or tha t lower 

in terest rates causes money to shift into equities.

4.1 Investor behavior observed on fund flows

Am ong 98 equ ity  funds in Thailand, investors have d iffe ren t views, d iffe ren t 
pre ferences, d iffe ren t investm ent appe tites acco rd ing  to each fu nd ’s cha rac te ris tics . 
Investors react to spec ific  in formation they have on a ce rta in  fund by buying or se lling  

units o f that fund, creating  fund flows in and out o f these open -end  funds. These fund  
flows when measured and com pared  w ith fund cha rac te ris tics , can de te rm ine wha t 
causes investors to make the ir movements.
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Table I
Equity Fund Basic S ta tis tics

Basic statistics of all open-end, non-industry specific, non-special purpose, Thai equity funds for 
individual investors existing during June 2000 to August 2004 are presented. Data, survivorship 
and selection-bias free, are available from the Association of Investment Management Companies 
(AIMC). The table provides year, number of funds, number of funds created and closed, return of 
Thai stock market and net return using both total net assets average and equal-weighted average 
while weights are updated at the end of every month. Panel A shows summary statistics of 
number of funds in each year. Panel B shows the basic statistics of returns on both total net asset 
weighted average and equal-weighted average. Panel c  shows the basic statistics of money flows 
on both total net asset weighted average and equal-weighted average. Panel อ shows the 
relationships that changes in interest rates and market returns have on aggregate fund flow 
towards equity funds. The plain numbers are the coefficients of each independent variable while 
the number in parentheses below each coefficient is its respective p-values.____________________

Panel A. Summary s ta tis tics  fo r  equity fund universe
Year Number o f funds Funds created Funds closed
2000* 82 0 0
2001 85 3 2
2002 85 2 2
2003 89 4 7

2004“ 87 6 3
By August 31, 2004 status:
Funds in operations 
Funds closed -

84

All funds = 98
‘ June 2000 to December 2000 
** January 2004 to August 2004

Panel B. Basic s ta tis tics  o f returns
SET return TMA-Avg net retL 'iil EW-Avg net return

Year (% per year) (% per year) (% per year)
2000* -3313% -30.14% -28.13%
2001 11.84% !'ร. 40% 8.77%
2002 15.70% 20.05% 28.89%
2003 114.30% 109.42% 108.18%

2004“ -27.14% -17.48% -17.79%
‘ September 2000 to December 2000 
“  January 2004 to August 2004
Note: Yearly net return of funds is calculated from annualizing the average monthly return.

Panel c. Basic s ta tis tics  o f flows
TNA-Avg money flow s EW-Avg money flows

Year (% per year) (% per y«ar)
2000* -11.64% -7.88%
2001 -7.28% -6.23%
2002 -8.32% -11.37%
2003 77.89% 19.29%

2004“ 3.72% -1.03%
‘ September 2000 to December 2000 
“  January 2004 to August 2004
Note: Yearly money flow of funds is calculated from annualizing the average monthly money flow.
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Table I - continued
Panel D. Relationship o f aggregate flow s to  equity funds effected by market returns and

interest rates
Independent Variable Coeffic ien t
Intercept 0.109

(0 .001)"*
Market Return 0.124

(0.161)
14-day REPO interest rate -67.177

(0 .002)*"
‘ "S ignificant at 99% confidence level 
"S ignificant at 95% confidence level 
‘ Significant at 90% confidence level

4.1.1 Investor reaction to past return
The firs t cha racte ris tic  is the most ques tioned  cha rac te ris tic  wh ich  is whe ther 

investors se lec t funds to invest based on past returns o f funds. As tab le  II shows, the  

re la tionsh ip  of fund flows canno t be exp la ined  by the pe rfo rm ance  o f fund returns in the  
prev ious period t-1 but can be exp la ined by the pe rfo rm ance  o f fund returns in longer 
la gged  pe riods o f t-2 and t-3. This can be exp la ined from  the fa c t tha t pe rhaps a sing le  

m onth ’s return is not enough to conv ince  investors to invest based  on past perform ance. 

Also, last m onth ’s fund perform ance is not in formation tha t w ou ld  qu ic k ly  sp read  to all 
investors. It genera lly takes longer time fo r p rio r fund pe rfo rm ance  to be advertised  and  
becom e w ide iy  aware by the pub lic .

Results show a negative re la tionsh ip  between flows and past re turns o f months t- 
2 and t-3. This exp la ins tha t e ither investors do not p re fe r to  invest in funds tha t ju s t had  

a good  run as the ir ho ld ings now con ta in  stocks tha t have en joyed supe rio r returns and  

now have lim ited upside, or tha t investors who were o rig ina lly  ho ld ing  these funds are  

now se lling  the ir units to realize the profits m ade by supe rio r pe rfo rm ance  in the past 
coup le  o f months.

4.1.2 Investor reaction to past abnormal return
More soph is tica ted  investors are aware tha t raw  returns do not measure skill of 

fund m anagers as these m anager m igh t be load ing  up in certa in  s tocks tha t are more  
sen titive  to certa in cond itions unde r the CAPM 1-facto r m odel, the Fama-French 3-facto r  
model, and the Carhart 4 -fac to r model. So a lpha from  these m ode ls are tes ted  as the
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abnorm al re turns tha t each m anager genera tes du ring  each month. Results show  that

investors do not base the ir investment dec is ions on any a lpha or abnorm al return.
Table II

The Relationship o f Fund Flows to Past Characteristics in Thai Equity Funds
The relationship between money flows in and out of Thai equity fund and its relationships with 
independent varaibles as the fund's raw returns, which is defined (NAVj, - NAVjM)/NAVit_ 1, 
the fund's management fees (including trustee fees and registerant fees), the standard deviation of 
the funds weekly returns for the past 12 weeks, and the Log of the funds total net asset size of the 
prior month. The observation period is from September 2000 to August 2004. Besides t-1, 
relationships with characteristics of further lagged periods of t-2 and t-3 are examined under its 
respective columns. The plain numbers are the coefficients of each independent variable while the 
number in parentheses below each coefficient is its respective p-values.

Independent Variable t-1 t-2 t-3
Intercept -0.013 -0.014 -0.013

(0.001)“ * (0.000)*“ (0.000)***
Raw Returns -0.001 -0.003 -0.004

(0.596) (0.021)“ (0.004)***
Management Fees -5.359 -5.486 -5.712

(0.000)“ * (0.000)*“ (0.000)***
std. dev. of weekly returns -0.002 -0.009 -0.012

(0.479) (0.004)*** (0.000)***
Log lag TNA 0.002 0.002 0.002

(0.000)*“ (0.000)*** (0.000)***

Adjusted R2 8.50% 9.04% 9.56%
Number of observations 3908 3810 3712

Flow is further compared to Alpha1 of the previous calendar year along with fund characteristics. 
Results show that Flow has no significant reaction to previous year's alpha for the CAPM, Fama- 
French, and Carhart models.

’Alpha(a) or abnormal return is estimated on 12-month calendar year intervals, a  for the CAPM 1 factor model is estimated 
from (Return, = a  + P(RMRF,) + e). a  fo r the Fama-French 3 factor model is estimated from (Return, = a  + Prmri^RM RF,) + 
Phml(HML,) + Psmb(SMB,) + e). a  for the Carhart 4 factor model is estimated from (Return, = a  + Prmrf(RM RF,) + Phml(HML,) + 
Psmb(SMB,) + bPRivRfPPf VR,} + e).

‘ ‘ ‘ Significant at 99% confidence level 
“ Significant at 95% confidence level 
‘ Significant at 90% confidence level

4.1.3 Investor reaction to management fees
The m anagem ent fees row in Table II show  s ign ificance  that m oney w ou ld  flow  in 

the oppos ite  d irec tion  w ith expense fees. These fees inc lude m anagem en t fees and  

trustee fees tha t investors have to pay and w ou ld  be deduc ted  from  the fu n d ’s NAV. 
Investors s im p ly  op t fo r funds w ith lower expense ratios as they do not see the



superio rity  in prem ium  funds that charge h igher m anagem en t fees, so they wou ld  

ra ther save costs s ince they have an indiffe rent on estim a ting  fund perform ance.

4.1.4 Investor reaction to fund size
Results from  the Log lag TNA row in Tab le  II show  tha t s ize does matter. 

Investors p re fe r large funds ra ther than small funds as la rge funds are gene ra lly  more  
re cogn ized  by investors. They wou ld  feel more secu re  and have more con fid ence  in 

putting money in a large re liab le fund that many o ther investors a lso put m oney in, ra ther  
than try a sm a lle r fund that is not as popular.

4.1.5 Investor reaction to fund riskiness
Fund riskiness or smoothness returns is anothe r measure tha t funds often use as 

a m arketing tool as they believe that investors d is likes riskiness and pre fers funds that 

are less vola tile . Results from  tab le  II when m easured w ith the s tanda rd  dev ia tions of 
week ly returns fo r lagged  period t-1 show  no s ig n ificance  in reaction to riskiness. 
However, when m easured aga ins t s tandard  dev ia tions o f weekly returns fo r lagged  

pe riods t-2 and t-3 show  a s ign ificance  that investors avo id  investing in funds w ith more  
vo la tile  returns and pre fe r to invest in sm oother and less risky funds.

The fund m anagers ’ assum ptions are indeed co rre c t tha t investors smooth  
re turns and less risky funds.

4.1.6 Performance of the whole fund company
When tested w he ther investors care abou t the pe rfo rm ance  o f o ther funds unde r  

the sam e fund com pany or looking at the pe rfo rm ance  at the fund  com pany level, 

results as in Tab le III show  no s ign ificance  both when w e igh ted  equa lly  am ong funds  

under the m anagem ent com pany or we igh ted  by TNA o f each fund. The results are  
in line w ith results when looking at the ind iv idua l fund pe rfo rm ance  level.

2 8



2 9

Table III
The Relationship o f Fund Flows to Past Characteristics in Thai Equity Funds and Performance

of the Asset Management Companies
The relationship between money flows in and out of Thai equity fund and its relationships with 
independent varaibles as the raw returns from funds under the particular asset management 
company, which is measured (NAVj, - NAV, ,.1)/NAV| (.1 for each fund then weighted to calculate 
returns at the company level, the fund's management fees (including trustee fees and registerant 
fees), the standard deviation of the funds weekly returns for the past 12 weeks, and the Log of the 
funds total net asset size of the prior month. Panel A weights the returns equally among funds in each 
asset management company. Panel B weights the returns by value or TNA of each fund in the asset 
management company. The observation period is from September 2000 to August 2004. The plain 
numbers are the coefficients of each independent variable while the number in parentheses below 
each coefficient is its respective p-values.

Panel A. Equally Weighted
Independent Variable Coefficient
Intercept -0.0 i 3 

(0.001)“ *
Raw Returns -0.002

(0.282)
Management Fees

(0 000)“ *
std. dev. of weekly returns -0.002

(0.451)
Log lag TNA 0.002

(0.000)***

Adjusted R2 8.46%
Number of observations 3900

Panel ธ. Weighted by TNA
Independent Variable Coefficient
Intercept -0.013

(0.001)“ *
Raw Returns -0.00..

(0.240)
Management Fees -5.348

(0.000)***
Std. dev. of weekly returns -0.002

(0.445)
Log lag TNA 0.002

(0.000)***

Adjusted R2 8.46%
Number of observations 3908

' “ Significant at 99% confidence level 
“ Significant at 95% confidence level 
'Significant at 90% confidence level

4.1.7 Grouping returns into deciles
Measuring whether money flows into funds w ith supe rio r pe rfo rm ance by  

g roup ing  funds into dec iles show that the top  two dec ile s  (top 20% ) o f funds w ith the
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h ighes t net return in the p revious month wou ld  rece ive no ticeab le  positive  in flow  in the  

subsequen t month. W hile funds in the bottom  dec ile  (bottom  10%) w ith the lowest net 

retun in the previous month wou ld  suffer fund outflow  in the subsequen t month. Results 

are shown in Tab le IV.

เท the normal data set o f 98 funds, dec ile  2 (top 11-20% ) ou tpe rfo rm ed the top  

dec ile  (top 10%) but when exam ined into data, I found tha t a pa rticu la r fund  in dec ile  2 

expe rienced  a g igan tic  pe rcen tage  w ise inflow. Flows caused  the fund  to doub le  in s ize  

du ring  one month, then trip le  เท size เท the ad jacen t month. This caused  the in flow  of 
dec ile  2 to be superio r than decile  1. A fte r th is fund was rem oved from  the dataset, 

dec ile  2 wou ld  still show  positive inflow but at a s ligh tly  less result when com pared  to the  
top  decile .

This supports  the assumption tha t m oney flow s into funds w ith superio r return  

and out of funds w ith in ferio r return. It a lso shows tha t a m edium  perfo rm ing  fund is more  

like ly to experience outflow  than inflow. It can be im p lied  tha t investors are more like ly to  
invest during the launch o f the fund, then g radua lly  cash ing  out on the ir investments.

4.1.8 Commercial hanks attract funds
Results from  Tab le V show that the dum m y va riab le  BANK show  sta tis tica l 

s ign ificance  o f positive coe ffic ien t. This exp la ins tha t com m erc ia l bank a ffilia ted funds  
can a ttract investors fa r be tte r than non-com m erc ia l bank a ffilia ted funds. G ive c red it to  

the banks ’ large custom er base and marketing channe ls tha t stand alone mutual fund  
m anagem ent com pan ies canno t match.

4.2 Returns aftermath to flows
4.2.1 Returns to net money flows
Results from  Panel A  of Table VI show tha t when using raw fund returns as the  

return variab le , the is positive corre la tion to m oney flows. However, when com paring  
w ith the benchm arked return of raw returns less m arket return, results show  no 
s ign ificance  in corre la tion to money flows. The reason tha t raw return reacts w ith flow s is 
tha t heavy inflows and outflows genera lly happen unde r ce rta in  market cond itions w h ich
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raw returns y ie ld  a s im ila r d irec tion  to m arket returns fo r all funds. A  market 

benchm ark is needed to d is tingu ish funds tha t ou tperform  or underperfo rm . W hich when  

com pared  w ith the benchm ark, excess return canno t be exp la ined by net flows of 

previous periods.

Table IV
Simple Test o f Flow Portfolios Ranked by Past Return

10 Portfolios of funds are created by grouping funds by each fund's return for the previous month into 
decile rankings. A comparison between the top decile portfolio and the bottom decile portfolio is 
conducted, recalibrating monthly according to previous returns, to see whether funds that attract top 
money flow outperformed funds with bottom money flows. The observation period is from October 
2000 to August 2004. The plain numbers are the avarage monthly fund flow as a percentage of 
previous month's TNA, while the number in parentheses below each return is its respective t- 
statistics. Panel A included all 98 funds while Panel B excluded one fund in particular which had a 
three-fold and a one-fold monthly inflow in two consecutive months.

__________________________Panel A. Included all funds_____________________
Portfo lio__________________________________ Average Monthly Flow t-sta tis tic
Decile 1 (Top Return ,.1) 2.6% (2.64)"*
Decile 2 5.4% (1.30)
Decile 3 -0.7% (0.66)
Decile 4 0.0% (0.02)
Decile 5 0.1% (0.22)
Decile 6 -0.6% (1.51)
Decile 7 -0.4% (2.06)"
Decile 8 -0.2% (0.48)
Decile 9 -0.6% (2.11)"
Decile 10 (Bottom Return ,.1) -1.3% (3.57)"*

Decile 1 - Decile 10
(Top Return ,.1 - Bottom Return ,.1)

3.9% (3.66)***

"Panel B. Excluded Fund INGTEF
Portfolio Average Monthly Flow t-statistic
Decile 1 (Top Return ,.1) 24% (2.67)***
Decile 2 2.1% (1.40)
Decile 3 -0.9% (0.66)
Decile 4 0.0% (0.01)
Decile 5 -0.1% (0.04)
Decile 6 -0.6% (1.44)
Decile 7 -0.4% (1.78)*
Decile 8 -0.2% (0.61)
Decile 9 -0.7% (2.54)**
Decile 10 (Bottom Return ,.1) -1.3% (3.25)***

Decile 1 - Decile 10
(Top Return ,.1 - Bottom Return ,.1)

3.7% (3.69)*"

"'S ignificant at 99% confidence level 
"Significant at 95% confidence level 
‘ Significant at 90% confidence level



3 2

Table V
Attractiveness o f Funds that are Affiliates o f Commercial Banks

A comparison between Thai mutual funds of seven asset management companies that are affiliates 
of a commercial bank and funds of remaining seven asset management companies that are not. The 
comparison is observed from money flows in and out of the funds and its relationships with 
independent varaibles as the fund's raw returns, which is defined (NAVj, - NAVj,.1)/NAVj ,.1, 
the fund's management fees (including trustee fees), the standard deviation of the funds weekly 
returns for the past 12 weeks, and the Log of the funds total net asset size of the prior month. A 
dummy variable of bank or non-bank is inserted. The observation period is from September 2000 to 
August 2004. The plain numbers are the coefficients of each independent variable while the number 
in parentheses below each coefficient is its respective p-values.

Independent Variable Coefficient
Intercept -0.016

(0.000)"*
Bank (Dummy Variable) 0.003

(0.000)"*
Raw Returns -0.001

(0.408)
Management Fees -2.499

(0.000)***
std. dev. of weekly returns 0.001

(0.711)
Log lag TNA 0.002

(0.001)"*

Adjusted R2 10.50%
Number of observations 3282

" ‘ Significant at 99% confidence level 
"Significant at 95% confidence level 
‘ Significant at 90% confidence level

4.2.2 Returns to gross money flows
A s  s h o w n  in T a b le  V I P a n e l B , re tu rn s  d o  n o t h a v e  a  r e la t io n s h ip  w ith  g ro s s  

f lo w s . B o th  ra w  re tu rn  a n d  b e n c h m a rk e d  re tu rn  o f  ra w  re tu rn  le s s  m a r k e t  re tu rn  d o  n o t  

s h o w  re la t io n s h ip  w ith  g ro s s  f lo w s . T h is  im p lie s  th a t  f lo w s  c a u s in g  m a n a g e r s  to  a d ju s t  

th e ir  c a s h  p o s it io n s  is a m in im a l a m o u n t  a n d  d o  n o t e f fe c t  th e  p e r fo rm a n c e  o f  fu n d s .  T h e  

lo a d  fe e s  c o l le c te d  is  a ls o  n o t s ig n i f ic a n t  e n o u g h  to  m a k e  th e  d if f e r e n c e  to  N A V .

4.3 Performance of new money portfolios
T h is  s e c t io n  s h o w s  th e  re s u lts  o f  th re e  d i f fe r e n t  m e th o d s  o f  m e a s u r in g  

p e r fo rm a n c e  o f  n e w  m o n e y  p o r t fo l io s  w h ic h  th e  p e r fo rm a n c e  o f  th e s e  n e w  m o n e y  

p o r t fo l io s  is  a  m o d e l o f  w h e th e r  fo l lo w in g  th e  f lo w  o f  m o n e y  c a n  c r e a te  a b n o rm a l re tu rn

to  in v e s to rs .
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Table VI
The Relationship o f Returns to Past Characteristics in Thai Equity Funds

The relationship between monthly returns of Thai equity fund, measured by
(NAVit - NAVj,'1)/NAVjt-1, and its relationships with independent varaibles as money flow in or out of 
the funds, the fund's management fees (including trustee fees and registerant fees), the standard 
deviation of the funds weekly returns for the past 12 weeks, and the Log of the funds total net asset 
size of the prior month. The observation period is from September 2000 to August 2004. Panel A 
considers only the net money flows into funds. Panel B separately considers both net money flows 
into funds as well as gross flows in and out of funds. The plain numbers are the coefficients of each 
independent variable while the number in parentheses below each coefficient is its respective p- 
values. Column Rp computes the underlying regression using raw fund return as monthly return.

Column Rp-Rm uses the market return as a benchmark to compare returns. Excess return to market
(raw returns - market returns) is computed instead of raw returns._______________________________
________________________________Panel A. Net Money Flows_______________________________
Independent Variable ____________________________R]J_______________Rp-Rm
Intercept 0.064 -0.015

(0.002)*“ (0.010)***
Net Money Flow 0.028 0.004

(0.013)“ (0.457)
Management Fees 10.471 2.500

(0.008)“ * (0.155)
std. dev. of weekly returns -0.006 -0.029

(0.858) (0.021)**
Log lag TNA -0.007 -0.002

(0.003)*“ (0.070)*

Number of observations 3908 3908

Panel B. Net Money Flows and Gross Money Flows
Independent Variable Rp Rp-Rm
Intercept 0.063 -0.017

(0.003)*“ (0.078)*
Net Money Flow 0.028 0.004

(0.016)** (0.419)
Gross Money Flow 0.000 0.000

(0.598) (0.357)
Management Fees 10.865 2.745

(0.006)*** (0.121)
Std. dev. of weekly returns -0.005 -0.029

(0.871) (0.022)*
Log lag TNA -0.007 -0.002

(0.004)*** (0.057)*

Number of observations 3907 3908

“ ‘ S ig n if ic a n t a t 9 9 %  c o n f id e n c e  le ve l
“ S ig n if ic a n t a t 9 5 %  c o n f id e n c e  le ve l
‘ S ig n if ic a n t a t 9 0 %  c o n f id e n c e  le ve l
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4.3.1 Estimated by simple grouping method
S im p le  g r o u p in g  is  a  t r a d in g  s t r a te g y  th a t  fo llo w s  th e  f lo w  o f  m o n e y  b y  c r e a t in g  a  

z e ro  in v e s tm e n t  p o r t fo l io ,  ta k in g  a  lo n g  p o s it io n  in  fu n d s  w ith in  th e  to p  d e c i le  ( to p  1 0 % )  

o f f lo w s  a n d  ta k in g  a  s h o r t  p o s it io n  เท fu n d s  w ith in  th e  b o t to m  d e c i le  ( b o t to m  1 0 % ) o f  

f lo w s . T h is  s t r a te g y  h e d g e s  o u t e f fe c ts  o f  m a r k e t  re tu rn s  a n d  m e a s u re s  o n ly  th e  e x c e s s  

re tu rn s  b e tw e e n  fu n d s  w ith  in f lo w s  a n d  fu n d s  w ith  o u t f lo w s . R e s u lts  f ro m  T a b le  V II s h o w  

th a t  th e  to p  d e c i le  h a s  a  h ig h e r  re tu rn  th a n  th a t  o f  th e  b o t to m  d e c i le  a n d  th a t  th e  z e ro  

c o s t  p o r t fo l io  w o u ld  e n jo y  p o s it iv e  re tu rn . T h e  te s t  w a s  d o n e  b o th  w ith  f lo w s  o f  p e r io d  t-1  

a n d  t-2  a n d  b o th  te s ts  s h o w  s im i la r  re s u lts .

A n  o b s e rv a t io n  is  d o n e  b y  te s t in g  w ith  f lo w s  d u r in g  th e  s a m e  p e r io d  a s  th e  

re tu rn  o r  p e r io d  t. T h e  o b je c t iv e  o f  th is  is  to o  s e e  w h e th e r  m o n e y  f lo w  c a u s e s  th e  e x c e s s  

re tu rn s  a n d  re s u lts  s h o w  n e g a t iv e  re tu rn s  c a u s e d  b y  f lo w s . T h is  c a n  b e  b e c a u s e  w h e n  

n e w  m o n e y  e n te r s  th e  fu n d s ,  it r e m a in s  a s  c a s h  u n t il th e  m a n a g e r  c a n  a llo c a te  th e m  to  

s u ita b le  s e c u r it ie s .  T h e s e  in f lo w s  g e n e r a l ly  c o m e  in  m o n th s  w ith  p o s it iv e  m a r k e t  re tu rn s ,  

th e re fo re ,  c a u s in g  th is  n e w  c a s h  to  m is s  o u t  o n  m a r k e t  g a in s  a n d  c a u s in g  th e  fu n d  to  

u n d e rp e r fo rm  o th e r  fu n d s  w ith  le s s  c a s h  in f lo w s .

4.3.2 Estimated by Portfolio regression method : Zheng (1999)
T h e  p o r t fo l io  r e g e s s io n  m o d e l g r o u p s  th e  fu n d s  in to  p o r t fo l io s  f i r s t  th e n  ru n n in g  

th e  re g re s s io n .  R e s u lts  f ro m  T a b le  V III s h o w  th a t  th e re  is  n o  s ig n i f ic a n t  d i f f e r e n c e  in  

p e r fo rm a n c e  b e tw e e n  th e  fu n d s  w ith  p o s it iv e  f lo w  a n d  n e g a t iv e  f lo w s . M o s t p o r t fo l io s  d o  

n o t s h o w  a s ig n i f ic a n c e  in  e x c e s s  re tu rn s ,  a lp h a  f ro m  th e  C A P M  m o d e l a n d  a lp h a  f ro m  

th e  F a m a -F re n c h  m o d e l.

4.3.3 Estimated by Fund regression method : Gruber (1996)
T h e  fu n d  re g e s s io n  m o d e l ru n s  th e  re g re s s io n  o f  th e  w h o le  m a r k e t  f i r s t  th e n  

g ro u p in g  th e  a lp h a s  in to  p o r t fo l io s .  T h e  re s u lts  a re  s h o w n  in  T a b le  IX. A lp h a  f ro m  b o th  

th e  C A P M  m o d e l a n d  F a m a -F re n c h  3 - fa c to r  m o d e l s h o w  s im i la r  re s u lts  th a t  p o s it iv e  

c a s h  f lo w  p o r t fo l io s  h a v e  h ig h e r  a lp h a  th a n  n e g a t iv e  c a s h  f lo w  p o r t fo l io s .  B o th  v a lu e  

w e ig h te d  a n d  e q u a l ly  a m o n g  p o r t fo l io s  s h o w  c o n c u r r in g  re s u lts .



H o w e v e r ,  w h e n  d iv id in g  fu n d s  in to  u p p e r  a n d  lo w e r  5 0 %  o f  a ll f lo w s ,  th e  

re s u lts  s h o w  ล re v e rs a l th a t  th e  lo w e r  5 0 %  h a s  a  h ig h e r  a lp h a  th a n  t o p  5 0 % . B u t w h e n  

t h o u g h ly  e x a m in in g  th e  d a ta s e t ,  it w a s  fo u n d  th a t  a b o u t  7 0 %  o f  th e  f u n d s  h a v e  n e g a t iv e  

c a s h  f lo w s  s o  th a t  a b o u t  h a lf  o f  th e  u p p e r  5 0 %  g r o u p  is a c tu a l ly  a  n e g a t iv e  f lo w  fu n d .  

T h e s e  m id d le  f lo w  fu n d s  c a u s e d  th e  a lp h a s  o f  th e  u p p e r  5 0 %  g r o u p  to  b e c o m e  lo w e r .
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Table VII
Performance of New Money Portfolios Estimated by Simple Grouping Method

10 Portfolios of funds are created by grouping funds by each fund's money flow into decile rankings. 
Three different money flow periods are examined one at a time at each observation. Flowt groups 
funds by the same month's money flows. Flow,.1 groups funds by the previous month's money flows. 
Flow,.2 groups funds by the previous month's money flows. A zero investment portfolio is created by 
taking a long position on the top decile portfolio and a short position on the bottom decile portfolio, 
recalibrating monthly according to money flow. The observation period is from October 2000 to 
August 2004. The plain numbers are the annualized return of each portfolio, while the number in 
parentheses below each return is its respective t-statistics.

Portfolio
Flow Period Examined

t t-1 t-2
Decile 1 (Top Flow) 18.4% 25.0% 30.1%

(1.75)* (2.19)** (2.19)**
Decile 2 18.5% 17.6% 11.0%

(1.72)* (1.94)* (1.87)*
Decile 3 17.3% 25.0% 24.1%

(1.90)* (2.22)** (2.20)**
Decile 4 19.9% 24.7% 27.0%

(■ ■ 71)* (2.22)** (2.18)**
Decile 5 13.3% 24.3% 14.1%

(1.82)* (2.00)** (1.34)
Decile 6 22.8% 19.4% 26.4%

(2.06)** (1.95)* (2.01)**
Decile 7 20.0% 21.1% 24.8%

(1.69)* (2.03)** (2.03)**
Decile 8 21.8% 27.4% 23.5%

(1.82)* (2.24)** (1.94)*
Decile 9 25.2% 24.8% 29.2%

(2.23)** (2.23)** (2.29)**
Decile 10 (Bottom Flow) 30.2% 22.0% 27.4%

(2.38)** (2.01)** (2.11)**

Decile 1 - Decile 10 -11.8% 3.0% 2.7%
(Top Flow - Bottom Flow) (0.54) (0.14) (0.12)

" ‘ S ig n if ic a n t a t 9 9 %  c o n f id e n c e  le ve l
" S ig n i f ic a n t  a t 9 5 %  c o n f id e n c e  le ve l
‘ S ig n if ic a n t a t 9 0 %  c o n f id e n c e  le ve l

j f l  cl  \ ๆ3  (อาไ
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Performance o f New Money Portfo lios Estimated by Simple Excess Returns and Risk-Adjusted 
Returns Using the Portfolio Regression Approach

The excess return is calculated as Rrt - Rmt, where Rj, is the return of portfolio / between time t  and 
time t - 1 , and Rm, is market return, the return on the value-weighted SET index. The f-statistic in 
parentheses tests the performance difference between the particular portfolio and the average mutual 
fund. The f-statistic in brackets test the performance difference between the particular portfolio and 
the market. Alpha! is calculated from the time series regression of portfolio returns on the single 
factor model: Rp, - Rft = ctp + Pp(Rmt - Rft) + ept. Rp, is the rate of return of portfolio p in month f , Rft is 
the risk-free interest rate in month f, dp is the abnormal return of the model, and Pp is the factor 
loading of the market factor. The f-statistics in parentheses tests whether alpha! is significantly 
different from zero. Alpha3 is calculated from the time-series regression of the abnormal portfolio 
returns on the excess of market return and mimicking returns for the size (SMB) and book-to-market 
equity (HML) factors

: Rp, - Rft = dp + PprmrfRMRM, + PpsmbSMB, + PphmlHML, + e pt. The excess market return, RMRF, is 
the difference between the return of the SET index and the 14-day REPO yields. SMB is the return on 
the mimicking portfolio for the common size factor in stock returns. HML is the return on the 
mimicking portfolio for the common book-to-market equity factor in stock returns. RMRF, SMB, and 
HML are constructed according to the descriptions in Fam .1 and French (1993). bp is the factor 
loading of the corresponding factor. EW denotes equally weighted, and cw means that the individial 
fund returns are weighted by their corresponding new money amount. New Money = TNAit - TNAj,.! * 
(1+Rit), where TNA is total net assets. For panel ร, the f-statistics in parentheses test whether the 
performance difference! between the positive! and tile negative portfolios is significantly different from 
zero. The observation period is from January 2001 to August 2004.

T a b le  V III

Panel A. Portfolio Performance
Portfolios Excess Return A lphai Alpha3

1. Average fund

2. Weighted by total net asset

3. Positive cash flow (EW)

4. Negative cash flow (EW)

5. Positive cash flow (CW)

6. Negative cash flow (CW)

7. Upper 50 percent of all cash flow (EW)

0.002 0.005 0.005
(NA)
[0.12]

(1.33) (1.09)

0.002 0.006 0.005
(0.02)
[0.15]

(1.49) (1.21)

-0.000 0.002 0.002
(0.13)
[0.00]

(0.53) (0.36)

0.002 0.005 0.004
(0.02)
[0.15]

(1.75)* (1.01)

0.003 0.004 0.003
(0.49)
[0.17]

(0.94) (0.67)

-0.007 -0.002 -0.006
(0.54)
[0.39]

(-0.24) (0.78)

0.003 0.006 0.005
(0.05)
[0.18]

(1.58) (1.19)

0.001 0.004 0.004
(0.06)
[0.07]

(1.02) (0.95)
8. Lower 50 percent of all cash flow (EW)
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Panel B. Performance Difference between the Positive and Negative Portfolios
Excess Return 

Mean Difference

__________________________________ T a b le  V II I - c o n t in u e d ___________________________________

Portfolio 3 - Portfolio 4 -0.002
(-1.22)

Portfolio 5 - Portfolio 6 0.010
(0.56)

Portfolio 7 - Portfolio 8 0.002
(0.11)

“ 'Significant at 99% confidence level 
“ Significant at 95% confidence level 
'Significant at 90% confidence level

4.4 Investor timing of mutual fund investments
The observation o f investor tim ing at the agg rega te  level o f all mutual funds  

show that during the 48-month observation, passive hold investor outperform  active  buy-  

sell investors, as shown in Table X. While when observed  in d iffe rent tim e spans o f 
rolling 24-month, results show  tha t 19 out of 24 poss ib le  observa tion goes in favo r o f the  

hold investor. The buy-sell investor w ins 5 out o f the 24 observations. Iron ic ly the pe riods  
that buy-sell investors w in is the periods from  late 2001 to late 2003. It ends du ring  the  

time that heavy inflows com e in and market en joys a massive return. But in normal 
conditions and in the longer run, the hold portfo lio perform s better.

This is ju s t a p re lim inary observation on agg rega te  mutual fund investm ents and  

tim ing. It cannot measure the tim ing skills of a s ing le  or g roup o f investors as trad ing  

data fo r each invid idua l is unavailable. There are d iffe rence in each investo r’s 

investment horizon and magnitude. O ppos ite  d irec tions o f flows which are com ing  from  
a d iffe rent ind iv idua l can o ffset each other. เท o rde r to accu ra te ly  s tudy investor tim ing  

skill, spec ific  in formation on ind iv idua ls is necessary to com pare  returns and movements  

of investment tim ing,

The Treynor-Mazuy approach is not a good observation either, as returns of

each fund is treated equally while the returns to aggregate mutual funds are driven the

absolute value of return created by of each fund which is dictated by size as well.



3 8

Performance o f New Money Portfolios Estimated by Risk-Adjusted Returns Using the Fund
Regression Approach

Alpha, is calculated as the weighted average of the realized alphas of the individual funds obtained 
from the time series regression: Rj, - Rft = (Xp + Pp(Rmt - Rft) + e pt. Rit is the rate of return fund i in 
month 1 1 Rmt is market return, the return on the value-weighted SET index, Rft is the risk-free interest 
rate in month f, dp is the abnormal return of the model, and Pp is the factor loading of the market 
factor. Alpha3 is calculated as the weighted average of the realized alphas of the individual funds 
obtained from the time series regression : Rpt - Rft = ap + ppRMRFRMRM, + ppSMBSMB, + PphmlHML, + 
e pt. The excess market return, RMRF, is the difference between the return of the SET index and the 
14-day REPO yields. SMB is the return on the mimicking portfolio for the common size factor in stock 
returns. HML is the return on the mimicking portfolio for the common book-to-market equity factor in 
stock returns. RMRF, SMB, and HML are constructed according to the descriptions in Fama and 
French (1993). Pi is the factor loading of the corresponding factor.

The f-statistics in parentheses tests the performance difference between the particular portfolio and 
the avarage mutual fund. The f-statistics in brackets tests the performance difference between the 
particular portfolio and the market. EW denotes equally weighted, and cw means that the individial 
fund returns are weighted by their corresponding new money amount. New Money = TNAit - TNAi,t-1 
* (1+Rit), where TNA is total net assets. For panel B, the f-statistics in parentheses test whether the 
performance difference between the positive and the negative portfolios is significantly different from 
zero. The observation period is from January 2001 to August 2004.

T a b le  IX

Panel A. Portfo lio Performance
__________Portfo lios_________    A lphal
1. Average fund 0.005

(NA)
[1.36]

2. Weighted by total net asset 0.005
(1.39)
[1.35]

3. Positive cash flow (EW) 0.007
(8.25)***
[1.21]

4. Negative cash flow (EW) 0.005
(6.31)***
[1.33]

5. Positive cash flow (CW) 0.008
(6.97)***
[1.12]

6. Negative cash flow (CW) 0.007
(4.19)***
[1.24]

7. Upper 50 percent of all cash flow (EW) 0.004
(5.58)***
[1.43]

8. Lower 50 percent of all cash flow (EW) 0.006
(9.05)***
[1.29]

Alpha3
0.005
(NA)
[1.39]
0.005
(1.38)
[1.38] 
0.006

(7.90)***
[1.25]
0.005

(6.62)***
[1.36]
0.007

(6.49)***
[1.16]
0.006

(4.20)***
[1.27]
0.004

(5.95)***
[1.46]
0.006

(9.18)***
[1.32]
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T a b le  IX  - c o n tin u e d

Panel B. Performance Difference between the Positive and Negative Portfolios
A lphal_____________ Alpha3

Portfolio 3 - Portfolio 4 0.001 0.001
(6.44)“ * (-6.08)*“

Portfolio 5 - Portfolio 6 0.001 0.001
(2.49)“ (2.26)**

Portfolio 7 - Portfolio 8 -0.002 -0.002
(10.30)*“ (10.65)“ *

“ ‘ Significant at 99% confidence level 
“ Significant at 95% confidence level 
‘ Significant at 90% confidence level

4.5 Equity funds as market sentiment indicator
When examining aggregate fund flows against market returns as a sentiment 

indicator that equity fund investors drive stock market returns through their investment in 
mutual funds, results as in Table XI show there is no significant correlation between fund 
flows into equity fund and market returns. The result is not surprising as equity funds 
represent a very' small proportion4 of total money invested in the stock market. Foreign 
investors, retails investors, and hybrid funds shifting into equities are more likely the 
drive to market movement.

As Warther (1995) did, the flows are able to separated into expected and 
unexpected flows. The best autoregressive fit for predicting expected flows is 
regression with ARMA(2,3), as shown in Panel c. However, when examining only 
unexpected fund flows results still show that there is no sentiment relationship between 
market returs and unexpected fund flows into equity funds.

4 As o f early 2005, only 79 billion baht is invested in pure equity funds which accounts for 1.6% o f approximately 5 trillion baht in SET 
market capitalization.
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Table X

Return Comparison Between Hold and Buy-Sell Mutual Fund Investors
The aggregate investor in mutual funds is being measured whether they have timing skill to time the 
market. Panel A compares aggregate investor return in mutual funds by comparing two trading 
strategies. The Hold (passive) strategy is simulated by comparing month-by-month NAV. Outstanding 
units adjusted by adding units to inflows and subtracting units to outflows at current NAV price. NAV -  
(TNA / Units outstanding). Monthly Return = (NAV, - NAV,.1)/NAV,.1. The Buy-Sell (active) strategy 
measures changes in TNA of each period, excluding TNA changes from flows. Monthly Return -  
(TNA, - TNA,.r FLOW,_ 1)/TNA,. This approach considers the size of each fund and considers 
aggregate investors to vaiue-weight among the funds. A single 48-month observation and twenty-four 
rolling 24-month observations are displayed. Panel B uses the Treynor-Mazuy (1966) approach to 
examine aggregate investor timing ability investing in mutual funds by running a regression of each 
fund return compared to the market return and the square of market return. This approach does not 
consider the size of each mutual fund and consider aggregate
investors to equal-weight among the funds. The observation period is from September 2000 to August 
2004 for all observations

Panel A. Active vs. Passive Approach io  Investor Timing
48 month observation

Strategy
Annualized Returns 

(% per year) t-statistic
Hold Strategy 18 36% 1.54

Buy-Sell strategy 17.99% 1.49

Rolling 24 month observations

Strategy

Average
Annualized Returns 

(% per year)

Observations with  
Superior 

Performance
Hold Strategy 20.91% 19

Buy-Sell strategy 20 .74% 5

Excess return from Hold strategy 
(Hold Strategy - Buy-Sell strategy)

0.17%

Total Observations 24

Panel B. Treynor-Mazuy Approach to Investor Timing
Independent Variable Coefficient t-statistic
Intercept 0.005 8.908“ *

Market Return 0 .866 125.06“ *

(Market Return)2 -0.027 -0.54

‘ ‘ ‘ S ig n if ic a n t a t 9 9%  c o n f id e n c e  le ve l
“ S ig n if ic a n t a t 9 5 %  c o n f id e n c e  le ve l
‘ S ig n if ic a n t a t 9 0 %  c o n f id e n c e  le ve l
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Table XI
Aggregate Money Flow o f Mutual Funds as an Indicator to Market Sentiment

Aggregate money flow of mutual funds is examined against market returns for whether Flow can be 
an indicator to market sentiment. Panel A is a regression between the aggregate money flow towards 
mutual funds and the return of the market in each month. The plain numbers are the coefficients of 
each independent variable while the number in parentheses below each coefficient is its respective p- 
values. Panel B examines lagged variables of money flow to generate the best fit model predicting 
expected money flows. Thus, Unexpected flows -  (Total flows - Expected flows). The best 
autoregressive fit is AR(2) as expected flows, which is displayed in column (A). There is also a 
moving average fit of MA(3) so the best fit regression ARMA(2,3) is displayed in column (B). The plain 
numbers are the coefficients of each independent variable while the number in parentheses below 
each coefficient is its respective p-values. The observation period is from July 2000 to August 2004. 
The correlogram showing best fit ARMA(2,3) is shown as figure c.

Panel A. Total Flows
Independent Variable Coefficient
Intercept 0.011

(0.338)
Aggregate FLOW 0.285

(0.181)

Panel ธ. Expected and Unexpected Flows
Independent Variable (A) (B)
Intercept 0.016 0.016

(0.208) (0.215)
Expected FLOW 0.064 0.011

(0.895) (0.721)
Unexpected FLOW 0.391 0.420

(0.138) (0.159)

Root Mean Square Error 0.044 0.039

Figure c. Correlogram showing best f it ARMA(2,3)
Sample: 2000:07 2004:08 
Included observations: 50

Autocorrelation Partial Correlation AC PAC Q-Stat Prob
.........

I 1 1 0.532 0.532 14.990 0.000
I w m 1 SB 2 0.511 0.319 29.145 0.000
I 1 1 1 3 0.410 0.086 38.428 0.000
I 1 1 4 0.315 -0.024 44.019 0.000
I M l 1 1 1 5 0.233 -0.045 47.163 0.000
I 1 m 1 6 0.007 -0.284 47.166 0.000
I 1 11 1 7 -0.024 -0.076 47.201 0.000
I 1 1 1 ! > 8 -0.058 0.051 47.407 0.000
I 1 1 1 11 9 -0.062 0.094 47.649 0.000
I 1 1 ■  1 10 -0.027 0.136 47.697 0.000

“ ‘ S ig n if ic a n t a t 9 9 %  c o n f id e n c e  le ve l
“ S ig n if ic a n t a t 9 5 %  c o n f id e n c e  le ve l
‘ S ig n if ic a n t a t 9 0 %  c o n f id e n c e  le ve l
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