CHAPTER 6

CONCLUSION %\Y.
S

6.1 Introduction Q
The objectives of this thesis were to investigate three iiSMating to mutual

fund families — fund family performance, fund family flo d ture' performance of
star fund families. Fund families have increased in imp cere ew‘ost of the
e fund families h&\ﬁe)\;‘n;ny
m% We@nds. The
first objective was to examine the performance of the Ide ily b&tigaﬂng the
managers' selectivity skills and mark '%ability fo mic@‘ﬂsed families and

T}ct of star and poor on

conventional-focused families. In a@sn to ex\meTh
N

fund family performance. Fina%nvestfbate !und <'ng(n?lies appear persistent in
their performance. \ -

mutual funds work under their umbrella. This is b

advantages, such as liquidity, diversification,

D

N

The second obje%ce thesiI;j} iﬁv@ate the behaviour of fund family
. New

flows calculated by, N{mone)‘ W }
behaviour and e@j I
i naa
to im&igate the spillover effect of star (poor) funds on

| X | |
the mily. It is argued a@fhether the existence of star (poor) funds contributes
t Nw of funds itself or to the flow of peer funds in the same fund family. The

& . .
ey growth is used to proxy investor

S maéélection decisions. Then, to explore how

n@ er fund family attributes contributed to the
Y

nalysis extended to compare the spillover effect of Islamic star (poor) funds and

onventional star (poor) funds.
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The third objective of the thesis was to investigate the future performance of star

fund families. First, to examine whether the star (poor) funds in the fund famil
the future performance of these fund families as investors would expect. If@fund
family is positive and significant with the fund family flows, the i ion is that
investors anticipate a fund family with star funds to truly outperfor in the future.
Second, to investigate the star fund holding persistency, which m examine if star
%ytt us in the future.

fund families have the capability of preserving their star fu

Finally, to detect the characteristics of star fund familie t help to sustain the future
23

star situation. é | _\‘-}
b \j("

6.2 Thesis Summary \Y. \ %\T

This thesis comprised six ch S. Chapter 1

information that explained the foc%the stu \th p@*then highlighted the
Sl

research problem and question

entified t Obje%i/ of the thesis. Finally, it

presented a brief outline of Q;ﬁhind‘ hesis% pter 2 started by offering an

overview of the histor ion, principles, a{nd@velopment of Islamic finance. It
F &

served as a broad thggretical |a \gq eptugbackground for the understanding of

Islamic financ% nerak F, {hj\ﬁ!articular. This chapter then provided

¢

background &Due mutual f d,funéi‘a%ily, and the definitions of star fund and star
ka

fund fa%

study,— Malaysia, SaudiArabiad;rdonesia, and Pakistan.
N

NN
lly,jthe c Pter pré?nted a brief background of the countries under

\mpter 3 offered the theoretical and empirical literature about the mutual fund

d try and fund family industry, including Islamic mutual funds. The chapter began
i

th the theoretical and empirical literature on performance starting with a discussion

on the performance measurements, evaluation techniques, and the related theories. The
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empirical literature about the performance was divided into three parts, first, literature
about the managers' selectivity and market timing ability. Second, literature ab?'me
fund and fund family attributes and their impact on the performance. Th|@Mture
about performance persistence. After that, the chapter focused on the ma;u,p on flow

and investor behaviour. First, reviewed the flow-performance relatl ip at the fund
level, and then the contribution of star and poor phenomena the d family flows.
Focused on how these phenomena influence and other att sen f d family flows
and investor selection decisions. The chapter also reviewed th Wabout the
spillover effect to see how star and poor phenomena t the flow, p’ee_&@ds in
the same fund family. Finally, the chapter ed thef re @Gt future
performance, started at the fund level to s h er in tors h@me ability to
select funds that are able to earn posﬂ% sinthe f . At @%&md family level,
only found one study that examine contrib s r -hu poor phenomena to

the future fund family perform f

Chapter 4 described rqi data co on roc and research design in the
nd f

analyses used to exam%

performance of the QKfund fr

parts to assess fund ily ce Itz%‘ted with measuring performance in two

amily p rl: fund family flows, and future

'

e firs Qmpmcal methodology included three

main way! 1Vity s IIs an ma'rk@(?ung ability. For this, six measures related to

selectivi @v mgan_r }etur@an excess return, the Treynor ratio, the Sharpe

ratlmm)ne factor alpha, an@Carhart four-factor model are used. Two measures

market timing ability — Treynor-Mazuy and Henriksson-Merton models are

& . In the second part, used fixed and random effect regression to examine the impact
f

star and poor funds on fund family performance. In the last part, used a contingency

table to track the persistent performance of the fund families. The contingency table
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was used to determine the frequency with which winning and losing funds maintain
their rating over subsequent time periods. The persistence test refers to the SW
winners and losers at a given period and their status in the subsequent perl(d’}

The second empirical methodology concerned fund family flows‘FNnet assets
used to calculate the new money growth of fund families and used arhart four-
factor model as a performance proxy. The star and poor fund fa s identified by
ranking all the funds in the families according to the Carh rtc r model. Then,
followed the previous studies to identify the star and p und; i dwilt the top

5% of funds based on the four-factor adjusted return

e star funds, Thé @5%

thKJo s. I@ﬁ“ defined
e Witbél:golst one poor

S @onsidered. These

ﬁ@vvs, the impact of fund

N,

family attributes on their flow cond, the spi ver@ct of star (poor) Islamic

fund and star (poor) convenili 1 M g@l regression is used to run all

the regressions related |r|ca part hb 11@ and last empirical methodology

investigated the %formt Kd}(tamllles in two ways. Used pooled and
0 rumall

panel regressio r rela@‘lﬁ the last empirical part.

This tEe&@ntri tes t Ilt@(are by providing new concepts (Islamic and

usedrf '5) h@elghted average of all funds in the fund family

of funds based on the four-factor adjusted re

families with at least one-star fund as a star w i

fund as a poor fund family. Two asp\ nd fami

were the contribution of the star an fund fa

to the total net a@’is calculated. Then, if the weighted average of

conmye onal funds in the fund family is less than 33%, then consider this fund family

Q lamic focused family, while if the weighted average of conventional funds in the

d family equal 33% or more, then consider this fund family a conventional focused

family. The Islamic-focused family is one whose Islamic funds constitute at least 67%
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of its total net assets, while the conventional-focused family is one whose Islamic funds

constitute less than 67% of its total net assets. Islamic and conventional fund wws

were compared in three aspects: fund family performance, fund family floxA@Jture

performance of star fund family. -\

Chapter 5 presented the findings on fund family performance, f amily flows,
and future performance of the star fund family. In fund family performance, our results
SCn

showed that the fund family managers take benefit from ta']es provided by

families, and thus have good selectivity skills. The res emo stWt the fund
3

n proyided mofe @Y;for

family provided more diversification and liquidity, a

the managers. The results also reported t

i% am i%Wnanagers

outperform conventional-focused familiesAwhic at Isla@;qund family

managers have better selectivity skillwzan d f@ managers. Both

types of fund families exhibited po@ket timl\th ty @s consistent with the

N
ates'fhat od di\zé?lfication when forming

modern portfolio theory, whi

<

ensure that Sharia sc% ill not im f'e' m@‘r costs on investors in Islamic
d &
vedthat the fund f

investment. The re also sri t % amilies used their strategies and

&
investment portfolios redu Mnd ' 0 perfoﬁance. In addition, the results
cn

attributes to improve their p ce. F ample, the strategy of having star funds
¢

in the fund f:&bas this pro

!
ed a @%3 indication of the skills of the management
N
to the.str ‘gy ofilémng new funds, which is shown in the results as
Y-

~+
>
@D
=

ositive relationship b@v’een the number of funds in the fund family and their
N

p \hance. The results also indicated that Islamic-focused family performance was

essraffected by fund family attributes than conventional-focused family performance.

his is because of the restrictions on Islamic investments.
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Finally, the results documented evidence about the performance persistence, but
it was short and only up to one month. Results indicated that the investors in t
family can use past information for up to one month as a beneficial @their
investment decision-making process. The theoretical implication o ffects of
persistent better performance seen in fund family one-month data is that the efficient

market hypothesis in this market may be in its weak form and thatthe market is less

effective in knowledge. Such finding does not invalidate i ien' market theory,

because success consistency evidence is found for up to onth. estors are
3

not well-informed, so there is relatively weaker com ion among inf rn’e(i'\@estors

trying to compete with the surplus created by tr ed% ers\j’-(v~
In fund family flows, the results provided eyiden VIOUS @E’gentity and a
inv@s do perceive that

,@3 returns. In addition,
N

spillover effect in the fund families. Rw icated tha
the historical superior performance%d proml\‘&ge

the disposition effect does not‘% the ﬂJ 'Iies(’(/ rket. Funds that make a

profit are retained, and funqihdo ] ISpos . The investors in the fund

families become more isticated and they; reln@ahurryto sell the winning funds.
4 F &

This result is sistent\gast resgﬁve heuristic theory where investors

appear to be excessively positi 't pas{\ﬁﬁﬁners' results and excessively pessimistic

¢
about past | &)esult . In it\%n(.tiﬁ? Prospect Hypothesis suggests that people

N
judge g% losseg'diff Ptly anc{?hat they value gains more than losses. When one

IS Qi WO equivalent choi%\With a possible benefit option and a potential loss
o%fgﬁ,\heir decision would be based on the expected benefit rather than the loss, even
hough both options produce identical economic results. However, results find that
aving an Islamic poor-performing fund does not have a similar negative spillover

effect on the money flow of peer funds within the fund family. This result suggests that
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Islamic investors are less responsive to poor fund performance, in line with the loyalty

of Islamic investors. While conventional investors are responsive to pow

performance. This is because, conventional investors do not standardise reStri son
their investments, and their ultimate goal is diversification and profit.

The results confirmed that the fund family attributes carry significant weight in

the investment decision in fund families. This is because th iWs used the top-

m then choose the

down approach, which means that they choose the fund fa

funds from the fund family. Finally, the results provide fievel evi ewmt results

concluded that there is an asymmetric response in the

X
of peer fun oih&@ence
of Islamic star and poor performing funds in th

m% sul%& not find

an asymmetric response in the flows of pe 0 trui presence of, Y;ntional star

and poor performing funds in the funm |y> é
In the future performance of tar fun g t A& Its concluded that a

N
performance persistence exist und-ﬁamil evel Q}v@ investors select a fund

from a star fund ownership‘i'mm esults als orted that the fund families
with star fund holding pabilit
4
n

ily:
%}is‘ten@’hold a star fund in the future and
fu

S
'3
gamily a greater chance of maintaining

that some fund fami attributT N

their star fund fﬂ tus
3 ‘

' re. F(v-%'dation of the presence and persistence of
ancelis a critical teetjé?the Efficient Market Hypothesis. Evidence

managerial r
\
of perfo%%ersiie ce Puld s@ort the rejection of an efficient market in a semi-

stro m. The existence of@éstors capable of expectation and making abnormal

‘@dicates that the market is not completely informationally efficient.
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6.3 Contribution and Policy and Industry Implications
This study contributes significantly by providing beneficial informatio
fund families to investors, regulators, and managers. This study focuses o@main

issues related to the fund families. The significant contribution (ﬂ* study is

categorized into two sub-sections as follows: ?

6.3.1 Contribution to Mutual Fund Literature Y. '

This thesis contributes to the mutual fund literat Speci IIWIormance
and flows of Islamic-focused families (IFF). The IF inition ado llsi@n‘z;ria-
compliant screening practices. The most freq pli@ d oo\fﬁg Sariah-

compliant screening is at a level of 33%NIFF

constitute at least 67% of its total net& ;sh addition;
the study of the spillover effect usi@JSe new t%\enxs

@

Islamic poor fund (IPF). % “ Qs
&
Firstly, this is the first stud inl gataithe p mance and flows of Islamic-
focused families (IFI%a dition,
4

managers' selectivitysand tlmlrl

e Isla.@:gquity funds

9y

knowledge, thisds th

the fund fa '&@l.ES eciall{ip
gd

NN
ability % CRF,.Je foum&hat the IFF outperformed CFF, which mean IFF

inv were rewarded with higher risk-adjusted returns compared to CFF investors.
g

ttheéﬁétivity skills and market timing ability at

!
Vi e‘a comparison between selectivity and timing

:Er Its encourage investors to invest in families that focus on Islamic funds. A
rimary purpose of Islamic Sharia is achieve fairness, trust and transparency, while
mphasizing socio-economic development and financial inclusion. The Sharia literally

meaning a clear path to be followed and observed promotes first the principle of profit-
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loss sharing between financial institutions and entrepreneurs, thus emphasizing the
spirit of cooperation in business which would help absorb the weight of Ios?!m
sharing it equitably. (ﬁ\
Secondly, this is the first study that investigates the spillover eff slamic vs
conventional star (poor) funds on the money flows of the fund family¢™ Although the

presence of conventional star funds, the contribution of t

contribution of the presence of Islamic star funds was similar to the @entribution of the
e;nce'of Islamic poor

funds was opposite to the effect of the presence of conventional poo . Whereas,

the presence of poor Islamic funds did not lead to ws from t ur’d y, in

S I’% ageqaaﬁagers to

lunch more Islamic funds. This will openssaew seam\h 0 rtunir,jé\g:the mutual

fund family, especially Islamic-focusewi). é

A
A
f S
6.3.2 Practical Contributio q 43.
The present study IOFOVJQ' :&ful TM@N% important issues related
iti

to the fund family for ers inithe tdaNbd industry. The results obtained
4 ’ &

will help fund fam’i@agers i \m (.sprategies to attract more money flows.

According to thQQ , fu i '

to the fund f:wwher the Idlamic @ tors direct their money to the families with

NN
they do }punia&}oor-performing funds in the fund family. The

contrast to the presence of conventional poor fu

man@! are able to expect the appropriate funds

star fun

Yv
res%;&[ained from the fut@iferformance of the star fund family part will help

@s to identify the important fund family characteristics that help the managers to
t

G ain their star status. According to the results, past returns and the number of funds
the fund family are the important characteristics that will help the fund family to

maintain its star status.
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The results show the fund family performance and characteristics information are
important for investors to help them make fund investment decision makirwhe
findings of performance persistence found short-term persistence for up t o\onth.
That will help investors, which means that investors can use past inform% for up to
one month as a beneficial part of their investment decision-making proeéss. In addition,
the results of persistence in Malaysia were attractive, the sMund short-term

persistence for up to six months in Malaysia. That gives erce to investors,

especially international investors. .\d
oy

The results obtained from the fund family flow ill help thei elstgfg 00se
better families from which to pick the funds. t % Ilo@p-down

t indi idual@gs-from these

families. According to the presented résults, the presenc tar @S in families is an

indication of the skill of the mana@t tea@? pr; y@ better performance,
which facilitates the decision-m%roces@ fori estoz:?
The results obtained m\me spi Iﬂ%‘g/ @/ill help investors also. Most
Nolll

of the investors prefer % eenifun :)'f'th@me fund family rather than move
s N
between families o i¢kds in OI e seﬁb'costs and fees. Therefore, investors

approach, they choose fund families first w sel

are interested ingknowing t as er effect between star funds and other

S
p !
funds in th wamil . Thellrestilts: shdwed the presence of a spillover effect in
% NN

families% gives'iqoejz';s gr comfort in moving between funds in the same
Y-

fun ily instead of the morec%ﬁensive option; moving between families.

N

\Nnally, the results provide an indicator that regulators (security exchange or self-
egulatory organization) should encourage fund management companies to make family

nking information available in addition to mutual fund ranking. This will reduce the
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time and research cost, and then this makes investors more confident in the decision-

X
K\

There are some limitations to this thesis. First, the scope of the thésis was limited

making process.
6.4 Limitations and Directions for Future Research

to four Islamic countries from the Middle East and South SN (Saudi Arabia,
Malaysia, Indonesia, and Pakistan). So, this study provides aCe b‘t not conclusive

results. So, the recommendation for future research I sear Wxtend the

@
research to other Islamic countries. Especially co@%at contain id1 @er of
s b 4§
N

Islamic funds. \
Second, the scope of the thesis was i@: euTit nds, a@&clude other

types. The equity funds category is the% terms o ent@%ompared to other

categories. So, the recommendation@ﬁjture @gr e@h may use other types
S

of funds such as balanced fund morQey maprket. <3.

Third, the scope of thii(\/vieslaji e the@‘amily flows. In the countries
under study, the imp% S were em R)eo\bet fund family flows). So, the
2
earc

0
recommendation forfuture reseia N gay use actual flows depending on data

availability. &
N O ,?b
Forth, Eh is only foc es‘Gn &9 ontribution fund family characteristic to the

S
fund famifl ormance. ’the re@‘nmendation for future research is research may

P
cong’ﬂ&'nc uding governanc@d ownership structure influence on the fund family

p \Mnce.

S
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