CHAPTER 4

4.1 Introduction

DATA AND METHODOLOGY %\

In this chapter, the data used in this thesis as well as theﬁ)\gﬂgs are presented.

It also reiterates the research questions and hypotheses, i ition t') discussing the

methodology and formulae used to test them. HypotheSes, wer dw‘for each
. . . N

research question. Section 4.2 discusses the data ethodalo I‘te&"to fund

family performance, Section 4.3 fund family flyéectio.% e pe&@ﬁwance of

X
star fund family, and Section 4.5 overall sifw. ‘1 é

4.2 Fund Family Performance C‘) \T ,<\
0

S
Three main hypotheses e sub-hypotheses \Q&a developed for the first
\ RN
research question (How is % rmln of mutualfunds at the fund family level?)
based on theoretical an% al Iits'r Méﬁ{ﬂ?ﬂame. Section 4.2.1 presents the

research question wothesis pmenéoétion 4.2.2 data and sample selection,
rip

Section 4.2.3 d\ no i Se 4.2.4 selectivity skills models, Section
' &
4.2.5 market,timing ability eI!, S@:}lon 4.2.6 fund family performance and star

>
(poor) del, &n ion 4‘& Shows fund family performance persistence

Y—v
N
melmA
N "
di Research Question and Hypothesis Development

Fund family performance measured using two approaches. First, selectivity skills,

which reflect the fund manager’s ability to select a mispriced assets. Second, market
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timing ability, which measures the manager’s ability to time and reacts to market
movements. This section also seeks to investigate the impact of star and poor f

fund family performance. Finally to exploring performance persistence@fund

family level. The first question as follows:

RQ1: How is the performance of mutual funds at the fund family lev Q

Fund families act as financial intermediaries that offer a n of mutual funds
marketed under a common brand and through common in 'and distribution
channels (Bhattacharya et al. 2013). Due to its structlre, a fund
economies of scale in distributing, servicing, and@wg its gyxc!nﬂ%’c} more
flexibly relocate its resources in response to op Tj.nl (C| 2018;

Benson et al. 2008; Kempf & Ruenzi 200 \) 0\

The investigation on the portfoho& ification and fund @Iy performance is

grounded on the Modern Portfoll y qu\y 19 und that a diversified
f 4]
portfolio induces risk-reductl eflts als |dent|t@' the relationship between

risk and return that maxim?b expicted turn b@d on a given market risk level.
The extent to which d%catlon r u'oedb%‘ is dependent on the correlation
between asset ret e |mdact mcludu@a new asset into the portfolio is more

important that total |sk apseL)Q_;other words, purchasing an asset with a

relatlvely |gh IS t||| hwhile if its returns are weakly correlated to
those r ssets int d‘l‘oh@\\arkowitz (1952) showed that investment involves
the n of securities and "Ht combination of assets, as well as right timing.
‘é o cater to different investors, fund families offer a considerable amount of funds,

Uh with its own strategy (Gaspar & Massa 2006; Ritter & Zhang 2007). According to

Bhojraj et al. (2011), there are many advantages to investing in funds within a single

fund family. Fund family are can be a “one-stop” market for investors as they offer a
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multitude of funds. They also open more alternatives for fund family managers when
they exercise selectivity skills and timing ability. All these are consistent vwm
modern portfolio theory, which states that returns can be maximized by% ing
into assets that provide the highest expected return based on a given le arket risk
(Markowitz 1952). Y'

Adrianto et al. (2019) showed that funds with a good performance track record
signals the skills of its fund managers and the fund family’ a rial'team. They also

added that the information about the ability of the fun ily t qunds with

23
good financial performance is valuable because it indicates the ski s'of_\ﬂh}fund

ne@/estment

ing \-gers the right

family’s managers. All of these features

opportunities and may reduce search and inw

choices, the right diversification, a& Ee)

discussion, the first hypothesis for tﬁ%ction ca\*d%u K ollows:

N
H1: Fund family managers exhiii sel&:tivit ills atg(?narket timing ability.
N \{o
Families constituted YW@ or mic @ds according to the weighted
|
average of total net ass%identifi as Islami

of the funds mar@w thes* fhs arzéajmic funds. Studies at the fund level

mentioned th N{nic unﬁj ptha@als in addition to traditional goals, like
?Q 4

i0 et a@olz; Rahim & Masih 2016; Azmi et al. 2018).

@sed families (IFF). That is, most

religious apdethies goals (
This is eflected ﬁ1 ag’a whele. Previous studies have stated that such goals may
Iin'\ ills and abilities of*&?]agers in choosing and following market fluctuations
‘@wer et al. 2013; Makni et al. 2015). Consequently, the skills and abilities of IFF

0 expected to be lower than those of conventional focused family (CFF). Based on

these discussions, the following hypothesis was developed:
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H1a: Selectivity and timing ability of Islamic focused family (IFF) differs from

conventional focused family (CFF). Yv

Fund families issue many new funds to increase the fund family s i pr0|t
economies of scale. The increase in funds and size of the families is a positive indicator

for investors, signalling the efficiency and skill of managers (Adr%Zl 2019). Most

fund families employ the star fund strategy to attract inve nd then improve

d that fund families

ell kM invgitors.

Therefore, investors would evaluate the attribute e nd famili efgreht(?)osing

performance (Nanda et al. 2004). Joo & Park (2011) e

continuously issue new funds and that these funds are n

which funds they will invest in (Benson et al ). 'I‘has\al xplalv?Ls‘/z\:vhy fund

families seek to improve their reputation tw ways) such/as ha&%tar funds and

increasing their size. At the same tlme g oor fu in tI@und family could

provide a bad signal about the aq&gx a@ent team, which may
affect the overall fund family %cwe‘funq&my attributes like having
star and poor funds is imp?&beca e t fund@mly investors follow the top-
down approach. This hat |nv tor |;pt££1/ se fund families before deciding

which individual @gchoosle Soyxfrom tz@ ove discussion, the second hypotheses
foll ¥

can be develoEN~ : @)
H2: Ha star (poar) f

nd family impact positively (negatively) on
s mentioned above, % investment objectives differ between Islamic and

tlonal managers, which may affect the investment decisions of Islamic

Onagers Islamic managers are ready to give up some traditional goals, such as

diversification and returns, in order to achieve religious and moral goals (Mufioz et al.
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2015; Hammami & Oueslati 2017). This may also affect the how the star and poor funds
impact on Islamic focused family performance. Based on these discussiow

following hypothesis was developed: (ﬁ\

H2a: The impact of having star (poor) funds on performance is di between

Islamic and conventional focused family. ?

Fund families attract investors by advertising the superid?ﬂerical performance
of their star funds. It is therefore assumed that past performal prov'des meaningful

information to both investors and fund managers. Some%authars (e.g=¥Grinblatt &

N
Titman 1992; Brown & Goetzmann, 1995; Grub% argue that#past !Jeﬁgr‘?nance

d pe&fll:rz;ance are

expected to continue their upward trajeccwweveor\ C & t (1999) were

unable to substantiate this argument
families. Fama, (1970) stated that icie et cqgws (EMH) holds, then
@
analysing past returns WouldK e mwsiﬁﬁ%osits that security prices
reflect all available informatione rhar’ (199%) xplz@d that performance persistence
o
is a result of difference%penses dtr sgctig/ osts and load fees, not the stock-

O

A

&

g8 th&()ﬁre is heterogeneity in the average fund
'

performan@ d fa;i?an thakﬁ_substantial portion of this heterogeneity is due

aﬂopteﬁthe fund family level. This will check whether

N
families are more SI&Ded than others. Skilled fund families may be able to
an environment where the average returns of funds in the fund family are
sistently higher (or persistently lower) than the average returns of funds in other fund

families. So, the third hypothesis developed as follows:
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H3:  Well-performing (bad performing) fund family continue to perform well (badly)

in the subsequent periods. Yv
In general, Islamic managers take into account both financial and:r‘@wancial

considerations in investment decisions. Additionally, Islamic mutual funds (IMFs) are

an important niche of the fund market, characterised by sele%zmpanies with

certain environmental, social, and religious criteria. It is nOT whether Islamic

managers perform differently than conventional managers th

e (bvera e of non-
financial objectives (Kempf & Osthoff, 2007; Jones et al.  C arf.hmj & KQe.dlrl
2016). Alijani & Karyotis (2019) indicate that i@nd manag arLoﬁa?)thers

L 4
may be subjected to different business, sw-and vir enta{;:'(z):]straints.

speﬁsﬂ\isation skills.
&

Specifically, these managers concentrat it efforts on ene km@ fund; hence, they

may better know their smgularltle spo@? Th f@nmal and non-financial

purposes of IMF investors (A aI 2018). Based on the§|scu55|ons the following

Consequently, the IFF manager mayc orm due

hypothesis was developed

H3a: Performance %ce inl m| Oﬂ:@mlly (IFF) is different from the
conventlo edf |I F)

l c,)O

&

Data % s V("
Adata were sourced b}&gloomberg, which provides news and comprehensive

% IMFs and other Islamic instruments. The initial sample was 160 fund families

odlﬁerent countries (Table 4.1) between January 2007 and December 2018. To

compare the performance of these fund families, two benchmarks were also collected

4
422 D Selection

\ .
¥
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from Bloomberg. They were the FTSE Global Islamic Index, used as a global Islamic
benchmark, and FTSE All-World Index used as a global conventional benchmaYMe
latter was chosen as it offers the most comprehensive coverage of global equi kets
(Wilson & Jones 2002). The three-month T-bill rate of each country d'&gd, similar
to Elfakhani et al. (2005), the three-month T-bill rate are used was used. This measure

has been employed by various studies on mutual fund perforEMonthly returns

were calculated using the following formula:

price;; — price;;_;
Return;, = —— :
Ml pricei, t ' C}
(4.1) 2 X
N

where P; , is the price of fund i in period @J 1i

Sample Selection

Table 4.1 shows that there %fug‘d%vind

q
Saudi Arabia has 41 fund fam% % of dor@as 29 fund families 18%,

Malaysia has 21 fund fﬂilw an’l Pa
1

countries have altogether fur% ili ,nfep@senting 65% of the total, and 802

@
equity mutual fun@ﬁ% oflotal uity @I funds. So, the selected initial sample

N

was 104 fund mfr m Sau '?rhbig.gd’alaysia, Indonesia, and Pakistan.

& | e
:

Rkt
N
N

AN
%O% equity mutual funds.

&
nh 543 fund families 8%. These four

e

N
\C.)
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Table 4.1: Number of Families and Equity Funds of Different Countries (2018)

Country f’:&ﬁ; ]Ig\llj 213: Country No of family ~ No of
Australia 1 5 Qatar 2
Bahrain 2 12 Singapore 4
Bangladesh 3 7 South Africa 6
Cayman Islands 3 9 Sri Lanka 2 5
Egypt 2 9 Saudi Arabia 41 234
France 1 6 Ireland 1 3
Guernsey 1 6 Japan 1 5
Hong Kong 1 5 Jersey 2 8
India 3 11 Kuwait N 6
Indonesia 29 170 Luxembourg 12
Malaysia 21 267 Thailand 7
Mauritius 1 5 Turkey 2 5
Morocco 2 8 UAE 2 ' 8
Oman 1 5 UK 5
Pakistan 13 131 USA ]\d 6
@
Total funds 10 I \T
Total families 16 ’ t‘)
Sourc berg Database
The equity funds data collected from t BIo b e;z-one of the

limitation of thesis is the availability of d% hat

from the population is checked. The to%

and the Islamic equity funds sa m

table 4.2. For sample and pop

Re 4.2: P'pula

entative ofthesample

|tyf ds e 15,62% of all population,

0,
/000 sla opq]guon that summarize on

end A

@mple

detalls

Ta
pulatloaf ;
II Fun s unds ( ,~ All Funds

Sample
Country Islamic Funds
Saudi Arabia % 162 137
Malaysia 125 &) 170 88
Indonesia 170 | 49 O 83 44
Pakistan 6 87 50
Total 2 " 403 502 319

I

t, follow

)

Source: Bloomberg Database

o

g H'unte‘ﬁ'('et al (2020) families with just one or two equity

mtﬂ$d5 are excluded beﬁc;ge of the small size of these families, resulting in the

‘émple shown in Table 4.3. Table 4.3 reports the final sample used in this thesis,

luded four countries (Malaysia, Saudi Arabia, Indonesia, and Pakistan). The final

sample consists of 70 fund families that contain 502 equity mutual funds. The number
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of equity funds chosen from the population depends on two criteria. First, according to
the data availability on the Bloomberg database. Second, the age of funds, tw
whose launch date was after January- 2016 has been excluded. Islamic e \utual
funds represent 64% of the total sample equity mutual funds, i.e. 319';@“0 equity
mutual funds. The table also shows that the number of fund famlllesWdl Arabia is
25 fund families contain 162 equity mutual funds, and the numbe Islamic equity
mutual funds is 137 funds represent 84% of total equity m Y;s in Saudi Arabia.
In Malaysia, the number of fund families is 20 fund fam cont inwiy mutual

funds, and the number of Islamic equity mutual funds

funds fepres ntﬁ@@fvt:)tal

equity mutual funds in Malaysia. In Indonesia,

beﬂ miligs s 14 fund
en?f IStamic eqé;gutual funds

is 44 funds represent 53% of total equiwﬂa funds in ea@hally, the number

of fund families in Pakistan is 11 fL@jmilies c\m?? @*mutual funds and the

N
number of Islamic equity mutu%s SO%nds prese&(%?% of total equity mutual
funds in Pakistan. \ l ¥$
Table 4.3: Fun% an E‘q ity s o e Four Sample Countries
Country  Nurhper of I1 fund (ﬂumber of Islamic % of Islamic
'% ,é funds funds
Malaysia 7 N 88 52%
Saudi Arabi 25 2, O 137 84%
Indonesia a% 14 F Séj) 44 53%
Paklst 11 50 57%
319 64%
RS
N . . :
ure 4.1 show the m@ber of fund family, total equity funds, and Islamic

‘@ und on the four countries under study. The figure explains the majority of

Oamlc equity funds number in the sample. The percentage is 64% of the total number

of equity funds as its show in the Table 4.3. The data and sample are will be used for

families contain 83 equity mutual funds, an

all three objectives.
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FUND FAMILY AND MUTUAL FUNDS NUMBER

M Family mTotal Funds ™ Islamic Fund v

502
319
170
162 5,
88 83 87 20
44 50
25 20 I 14 I 11 I

SADIA ARABIA MALAYSIA INDONESIA PAKISTAN OVERALL

Figure 4.1: Number of Fund Family, Total Funds,*and | arMs
N
1S

Definition of Islamic- and Conventional-Focus ily \" \,‘T
\q
P

This thesis contributed to the Iitefw rBYidin new epts Islamic
C

focused family (IFF) and convention ed famili FFOirst, calculate the

weighted average of all funds in t &j famwn @-\e total net asset. Then
if the weighted average of con\% eq i":y funds in t@)nd family less than 33%,
the fund family is consider ic flc%zy@le if the weighted average of
conventional funds in % fa@m

conventional foc@ily. 'IPe
funds constitutaeQe t 67 i total(ril’tQ assets, while the conventional focused
‘ ¢ C,)

family is t Islamic s constitute 67% or less of its total net assets. Islamic

qu 33!% ore, fund family is consider as

ic foc family is one whose Islamic equity

\
and cow al fac jamil@re compared in three aspects: fund family

per ce, fund family rovvé:}]’d future performance of star fund family.
%\is definition adopted using Sharia-compliant screening practices. Previous
Q les indicate that the most frequently applied threshold on the Sariah-compliant
creening is at a level of 33% (Obaidullah 2005; Derigs & Marzban 2008). The

reasoning behind this rule is based on the Hadith: The Prophet PBUH [8] advised Abu
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Bakr not to donate more than one-third of his wealth, and commented that “One third

is too much. Yv
After applied that, the final sample related to Islamic and conventi@used
family showed on Table 4.4. Table 4.4 shows that all families in Sau ja are IFF

that due to the percentage of the total net assets of conventional equityfunds less than
33% in these families. The number of funds in the IFF is mor tmmer of funds in
the CFF. That due to the number of IFF is more than the n r(f CEF, which reflect

the Islamic nature of the market on the sample because t ple 'nc.hdgdur Islamic
L ]

around th 0r’d._{aj>?e~4.4

mp@ ocC umies have
he vﬁorl \ g

| o) N
Table 4.4: Islamic and Con\M Fund Focused Fa Profile

Country IFF N. of F%in IF FF 4~ N.of Funds CFF
Saudi 25 El o "0 Q}‘ 0

countries contain more 65% of equity Islamic mutual

also shows that Saudi Arabia and Malaysia le

—t
=
@D
Q_)
=
«
D
wn
—
>
c
3
o
@D
=
o
—
7}
jab)
3,
(]
3
c
—
c
I
—r
c
>
o
w

Malaysia 8 €« 1= 95
Indonesia 5 \ 34 9 49
Pakistan 3 3 é 54
Total 41 s ! o0 198

Figure 4.2 sj@e nun]b i ‘a&dlconventional focused family and the
number of equiw ine \:;;if fur@(milies in the four countries under study.
The figure@ the aj‘ ri o(f@cs')numbers in the IFF. The number of equity

15804

N
C 0 19@uity funds in the CFF. The number of IFF is 41
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M Islamic Fund Family (IFF) ® Fundsin IFF ® Conventional Fund Family (CFF) Funds in CFF

L4
304
198
162
95
75
49 54
25 I 34 33 e BT
8 12 5 9 3 8 I
l o0 - | - I [ ] — I - I
SAUDI ARABIA MALAYSIA INDONESIA PAKISTAN TOTAL
N
Figure 4.2: Number of Islamic and Conventio used Family tl'eidgauity
Funds 2

Yv
\ N
z o
Definition of “Star” and “Poor” Fund F N °'}
This thesis focuses on the fund&evel and star fun@mily phenomena;

- )
therefore, it is important to define ‘star amil 6& the fund level, Nanda
.; )

NS

et al. (2004) have defined star\s as the.top 5% of fu{@fbased on the three-factor
R
adjusted return over the er’ag twelve hs. "I@y also define families with at

(
least one-star fund as a%.l d fan}' " ( ?1@ and those with at least one-poor
fund as a ‘poor fLKwy’ (quu ). é‘j

Nonethe!éwe thesis § on @ families, not star funds. Borrowing the

J;

2 9

definitions%i' studies: in this thesis; star funds are the top 5% funds, while poor
funds aw
exaﬁ&

N
ttom€ anda e@\ 2004; Joo & Park 2011). This thesis attempts to
e contribution of s \rqd poor funds to the fund family. After applied that

the sample related to star (poor) Islamic and conventional focused family as

Omwed on table 4.5.

Table 4.5 summaries the number of star IFF (number of Islamic star funds), and

the number of poor IFF (number of Islamic poor funds). In addition, the number of star
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CFF (number of conventional star funds), and the number of a poor CFF (number of

conventional poor funds). Yv

Table 4.5: Summary of the Star and Poor IFF and CFF Profile (2037%)

Star Poor

(Fund) (Fund)

: : Star IFF  Star CFF  Poor IEF oor CFF

2007 15 (25) 15 (25) 10(15)  5(10) 5) 6 (10)
2008 15 (25) 16 (25) 9 (15) 6 (10) 10 ( 6 (10)
2000 15 (26) 15 (25) 9 (16) 6 (10) ) 5 (10)
2010 14 (26) 15 (25) 8 (16) 6 (10) 15) 6 (10)
2011 14 (25) 13 (26) 8 (15) 6 (10 1 )' 5 (10)
2012 14 (25) 15 (26) 8 (15) 6 ( 10, (1 5 (10)
2013 15 (25) 14 (25) 10(15)  5(10) 9/(15) 5 (
2014  15(25) 14 (25) 10(15) 5 5@
2015 16 (25) 15 (25) 11 (15) 0 ! “5(10)
2016 16 (25) 15 (25) 10 (15) 0 7610
0) ~'5 (10)

2017 15(25) 14 (25) 9 (15)
2018 16 (25) 14 (25) 9 (15) i?(m)-\\wL (15)4 7~ 4 (10)

S

>
S/

attributed to the fact that the s&% the thesi eﬁresg&the Islamic society, then

most of the participants caY} Isllw 0 ucts@ then helps us to analyse the
contribution are seekir\% in thi}bc.t; l 0’

2 %
Figure 4.3 &me staf a or fué&émily profile, including Islamic and
e

mili end@f}%(he 2018 year. The figure presents that

conventional f
oQK . C—)
number of nd funds.is o(e t@ star CFF and funds. However, the number of
NN
poor IF ds i%mﬁ»Zan pog:%FF and funds also. For star and poor fund family
deta&appendix 3. \Q’

113



FUND FAMILY, ISLAMIC, AND CONVENTIOANL STAR PROFILE

(2018)
4
2525
18
wn
i
10
8 8 8 99 00
™~
6 5
< 4 4 4 4
3 ) ) I32)
1 B TR |
e | - | | Y |
SAUDI MALAYSIA INDONESIA PAKISTAN OVERALL

M Star Funds ® Poor Funds M Isl.Star Fund ® Isl.Poor Fund ® Conv. Star Fund ® Conv.Poor Fund

- P \

Y
Figure 4.3: Islamic and Conventional Focused F \er (Poor) Brofile

4.2.3 Description of Variables J
AN

This subsection presents g@nitio \er cﬁdent, independent, and
@
control variables used to asses\ familgerf@aﬁc@

Dependent Variable N

- - .' ' % -
According to mo ous stugl s op'the Qn' family performance (Nanda et al.
2004; Tower & Z&}@OS; o K go]é!remachandra et al. 2012; Antonio et

al. 2019), fun w pe fo‘rm

belonging@_ e fund fami ass@d using eight measures. These eight measures
will be 4@ n l{eJ sé\

N |
:I' th%(w ghted average of all equity mutual funds

ed i 0 ections.

A \}
\
%\ndent Variables

r and Poor Fund Family
Star fund family is a dummy variable equals one if a fund family has at least one

star fund and zero otherwise. Poor fund family is a dummy variable equals one if a fund
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family has at least one poor fund and zero otherwise. It’s expected that the star fund
provides good signal about the management team of fund family, and hw'nle
management team to improve the overall fund family performance. At th(s%@llme,
poor fund expected to provides bad signal about the management tea d family.
Hunter et al. (2020) indicate that star fund offerings earn significantly*wigher abnormal
returns, star fund offerings significantly improve fund family returns, fund family
managers have a strong incentive to both obtain star &L

ro deploy their

manageable resources to maintain their star funds’ status: \d
®

N4
| S
Past Performance ' 4 \Y

N

Past performance is an essential component in o&gan tiona sion-making

and behavioural theory of the firm h Feigen Z@Lages 2008). It

generally refers to the historical p ance ﬁlgfa ijqz\ereve (2003) viewed
N,
past performance as an indicatr%/ weﬁ' a company eéf%nd should perform. The

variable relates to the intri '%ﬂity [ organiz t@and provides a criterion for
;e

organizations adapting% rnal e ;%énh@aatz etal. 2001; Melnyk & Flynn
’ &
2010). \ | e @)
r

Moreovergpast perfo

vide ?ﬁﬁfght into past managerial and operational
¢ J (.?]
activities, a , aywell,a fou atﬁn @ e planning of future strategy (Stephen et al.

NN
2009). % as a Stron achm& with sustainable growth and decision-making

proQResearchers have po\s‘ge'd a positive relationship between past performance

a%\mnizational profitability (Hu et al. 2011). Good past performance tends to make
rgani

zations and managers to become more conservative in their tactical approaches
nd risk-taking behaviors, which may lead to stable, sustainable growth in

organizational performance (Tower & Zheng, 2008).
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Control Variables
Fund Family Age (FFA)

Fund family age is a proxy measure of the families’ ability to su i\‘nidst
intense competition. The starting point of a fund family’s age is %ch date.
Belgacem & Hellara (2011) and Agnesens (2013) argued that young funds are less
competitive due to their minimum experience and substantial marketing costs. The
correlation between fund family age and performance w &:

ref?re, be positive;

older funds tend to have superior performance. Ga et al. SA) find

T y . | Mg
statistically significant and positive for old familie statisticall |d1|f_\6®1 and
negative for young families. This indicates t sta@ ck @d of old

X X
1 m

families allows them to help young fundw oun@ilies it’s the
esur@fy in an attempt to

i)Q lation between fund

relatively older funds that the fund faw to favou

create flagship funds. Hunter et al. @3 USA) %‘&weg

S
family age and fund performan wasqnsig ] leant, Q.
\ N\’w

\oll IFINS
Fund Family Size (FF(,) S

Fund family *Kreferiﬁ of: Q{ under management (AUM) by a
particular fund @Big th 're abdt-}&d offer more investment opportunities to
investors at_lower prices, and ei;m@%aars are also equipped with good selectivity
and tim@'@tﬂ j 'al. 20160?.\Fund family size and performance should thus

sales

hav sitive relationship. @#so, a large fund family may also perform poorly

b \its managers are unable to optimally manage it (Marc-André 2016). Funds with
aEr

Q fund families will pay special attention to trade commissions and benefit from
igher lending charges, larger fund families can use the same economic data and experts

to interpret data across many funds, leading to economies of scale and higher returns
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(Malhotra & McLeod, 1997; Chen et al. 2004; Tower & Zheng, 2008; Ferreira et al.
2012; Cici et al. 2018). Even so, a large fund family may also perform poorly T!e

its managers are unable to optimally manage it (Berk & Green, 2004; Marc@iom;

Filip, 2018). A
X

Number of Funds in Fund Family (NF)
It refers to the number of funds managed by a fund i C furd family with a

large number of funds may offer more investment oppertuniti sWed costs,

L ]
at the pum ofc&@?tuent
ha\t/mnevenly

ance@g;tence. This
anc@hnter etal. (2020)

i 'Vb*relationship between

and Gasper et al. (2006) and Yaqo@jl. (201 \ndgp

the number of funds and fund péyce. “« Qs
&
\ ~
N
| X |3 $
Total Risk (TR) S
4 2 &)
rdd

Total risk is Wnualizie
over the sampleéAcc '
risk calcula @ the tra‘ns se"ofe} atrix of returns over 3 years. Markowitz's
portfoli% (1952).Indi ?ed th-ubw.t\e portfolio with the maximum expected return

is net_nécessarily the one wi@himum variance (or risk). Treynor (1965), Sharpe

>
S/

(% mand Jensen (1968) were the first to evaluate fund performance in relation to risk.

6 pe (1966) concluded that there are differences among funds, and to a major extent,
0

uld be explained by differences in expense ratio, skill, and past performance. Jensen

(1968) shows the funds returned worse when adjusted for systematic risk. Chang (2004)



showed that small funds with low beta and low standard deviation provide investors
with higher returns. Accordingly, funds with low risk were shown to give higher !
Peterson et al. (2001), concluded that risk positively affecting perforr@%\.They
believe that investors are rewarded for taking on risk in the long run™Pui, & Ruzita,

(2012) showed the same results, the risk positively and significantlyyinfluences fund

performance. : V
4.2.4  Selectivity Skills Models .\d
'Y
This subsection describes the techniques used sess the se ti{itx\%kﬂs of
fund family managers. This section also incl % ra d excess
returns. In this section, three main hypothesw reeG‘Jb othes@gr.e developed

to answer the first main research ques are the p ma mutual funds at

the fund family level?). Chapter thrée in,section 2 Wag 4Q\hasstated that mutual
N
S

fund performance is usually ma%J ing 'stoc ct&q’gﬂodels, otherwise known
™

as risk-adjusted measures.ﬁ 0 thl nly ‘g@models in recent empirical
papers are the Sharpe(rati eyner ratio, Jen

4 ’ &
Carhart’s four-fact h@el. Itﬁm sed éﬁ.measures to evaluate performance at

the fund familydevel."¥he re a p‘lfe’d to two samples: first, the overall fund

¢
family inclu g@ivid I cou ry‘gar@}? and second, Islamic focused family (IFF)
% N
Versus %' nal focus ’famil',&CFF). Similar to previous studies, fund family
perfﬂﬁ

ce was calculated a@ﬁveighted average of all funds in the fund family.

ﬁem’balpha, Fama-French model, and
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Raw Returns and Excess Returns
Following Nanda et al. (2004) and Adrianto et al. (2019), raw returnsvﬂe

returns for each fund family. It is the summation of the vale-weighted av@f the

raw returns of all equity funds in the fund family: A

n z
FR, = z W * Raw returs; N
i=1
4.2) 5 i '
where FR; is the raw returns for the fund family; W; ghe weight of fundsi aIdUQ!Qd by

. | S
the TNA of fund i divided by the TNA of fund fa ; and N‘I'S the berY~ nds in
the fund family. Excess returns are measured using the f M equation:

Excess re\% FR ,
\T Y
S
o A
where FR; is the raw returns\ und Mer rﬂg tand Ry, is the risk-free
’ N

A
The Sth% ) ratio™yis h u@eﬂy used measure to rank mutual fund
performanQi&expre ed ef ing equation:
' 4
:40 I

@; FR, — RF,

Uf am,t

~

(4.3)
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where FR; is the mean return of the fund family over period t; RF; is the risk-free rate

of returns over period t; and oy, ¢ Is the standard deviation of the mean excessw

of the fund family. \

Treynor Ratio (1965) Y.
The Treynor (1965) ratio is similar to the Sharpe ratlow sk-free rate is

subtracted from fund family returns, but the result is di 'deme beta instead of

standard deviation. The beta is a measure of systematiesrisk between 'the d family
and market index. The ratio is expressed thus: ' \
| S
Yv
Treynor, = \ N

(4.5) Q/ '1 {\T

where FR; is the mean returns of th% family ?I’I &_b% is the risk-free rate

N
of returns over period t; Bram eta.co efﬁ nt fokﬁc? fund family. The beta is
R
estimated using the followi ‘é\
|
oV ( RM)

\ TR

v NS
o ('} . %(SQ
%eas r{:)} iti {&Sgetween a fund family and the market. It is
obtain %&wdmg th covar%‘g'e' between the returns of the fund family and the
t (a s indicated by a be\hmark) with the variance of the market returns. The
6 Ing figure indicates the degree of association between the fund family and the

rket; a score lower than one means that the fund family tends to be less volatile than
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the market. As for the result of the Treynor ratio: a higher ratio suggests that the fund

X
g

Jensen's alpha (1968) is the first measure of risk-adjusted rettgns used in this

family has a higher ranking and better performance.
Single Factor CAPM Model (Jensen, 1968)

section. The alpha measures risk-adjusted abnormal perfor aM the market by
zse

capturing the abnormal excess returns of a fund family. It djas follows:

ensen Alpha = FR, — RF, = a; + M, —RF, € g
J p t t i+B t t) f ,t' L}Y'
4.7 S
P 4
\ \/‘Z~
where FR, is “the returns of the fund family; i ree ra the returns;

est <énsitivity between
O

the excess returns of the market benvﬁmsk with Ehﬁ\ongfa i ]géxi captures any excess
% 2

error.Jensen’s alpha measures the

over- or underperformance Xd f re s positive and significant, it

means that the fund fa% er pe‘r' rmi J,ﬁg@'ﬁng that its managers manage to

generate extra returnSidue to thfl \ckselect' bility.
N | (50
¢ 2 C,)

FF Three-f: odel (1993 (_/
\
F% Fre ?3) a@ach accounts for different factors. Their model

'QJensen’s model an G@ﬁrporates additional parameters: size and book-to-

1
\/alue. It is expressed as follows:

m?e
0 FRt - RFt = (Xl + ﬂl(RMt - RFt) + ﬁZSMBt + ﬁ3HMLt + gfam,t

(4.8)

bu
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where FR; is the mean return of the fund family over period t; RF; is the risk-free rate
of returns over period t; RM, is the return of the relative market benchmark; 5?75
the difference in return between a small-cap portfolio and a large-cap portf '\eriod
t; HML, is the difference in return between a portfolio of high-book-ﬂ*ket and a
low-book-to market at period t; 5; measures the sensitivity between eret and the

Nassociated with

fund family (if positive and significant then the fund family i

market movement); 3, is a coefficient that measures fund xpclsure (if positive
and significant then the fund family is associated with small-cap alwgc@ B
is a coefficient that measures fund family exposure itive and s fltamcmen the

fund family is exposed to high-book-to-market vd; an ai‘. es s(&&gelection

L - W\
ability (if positive and significant, then tew faml'ﬂ‘ has “superi ock selection

ability). é

: 6 ’
Carhart’s Four-factor Model (%

R

4]

e

Carhart (1997) expa FF three-factor

factor. The model is d% follows: ‘,l

FR, — RF, =Q}(RM® + ﬁz@st + BsHML, + BoMOM, + &5qm
X
*9) N ,? S
. *

where : difffrabcwgais r%_(_n between high and low momentum (lagged one

yea ) at period t; and \h’e coefficient that measures fund family exposure, if
N

el by adding the momentum

C€<//L§

positive’and significant then the fund family is exposed to high momentum. The factors
& e four-factor models are not easily available, so this thesis used the data available
n the Fama and French website, which, in turn, employs the FSTE All-World database

to construct monthly for the four-factor risk factors. Fama and French website provide
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the data for the four factors depend on the region, international, and some of the
developed countries. This thesis uses international data from the website. The?m
used by some previous studies such as (Hou et al. 2011; Hammami & Ou \017)

Fama & French (2012) show that this model performs well in explﬂ!‘&expected

returns. Q
4.25 Market Timing Models z '

In this thesis, two market timing models were . Tre noquy (TM)
@

odels! ass v'h& Y;und
ca% ' etwg%~ safe and
0 futur\e ket r@xr'ents Over

(1966) and Henriksson & Merton (HM) (1981). T
family managers have the ability to strategica

risky securities based on their predlctl

performing fund families are able to f ry and ex teg@ he two measures
are applied to two samples: first, t erall ﬁu yi 'B‘es individual country
sample; and second, Islamic fo |I 'KIFF) ersus <éﬁ\’/entlonal focused family
(CFF). , -\A

!
ﬁg e}%g regression technique as follows:

The modelapprexima arkel(l:)&r(ng of fund families by squaring market
¢
%: FR, “RF, & a; ¥ B;RM, — Ry + y;(RM; — RF, )* + &rqm
4 @

re FR; is the mean return of the fund family over period t; RF; is the risk-free rate
f returns over period t; RM,is the return of the relative market benchmark; a; measures

selectivity ability; y; . indicates market timing (if positive and significant then the fund
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family is successful and exposure to the market is increased when markets are doing
well). Treynor and Mazuy argued that if the above regression is carried out me!
RF;as the dependent variable, and the estimated value of the parameter yl@ asa
measure of the market timing ability of the fund manager. If the fund mﬂﬂ& is unable
to time the market correctly, then the estimated value of y; should n&tzlgnlflcantly

different from zero. Their argument was that when the fund a emMis not attempting
to time the market and concentrating only on stock selec av age beta of the
portfolio over time should remain fairly constant, and lots o excess
returns versus that of the market's excess return@we ngjd &BY'

straight line Y.
(\/: | '5?
Henriksson and Merton (HM) Modew O

s@%%t for market timing

[<%)

In addition, for robustness, mploy a %

N
ability following Henriksson a%on 1'981) his nl%gpls estimated using OLS
’ \

regression as follows:

where FR; i an r turn thJ fucd&?amlly over period t; Ry, is the risk-free rate
of retur et periodf; ‘athe I'Eéu\ rn of the relative market benchmark; a; measures
seI ab|I|ty, 6; is the ma@ timing coefficient; D, is a dummy variable that take
a fone if the market returns is positive and zero otherwise; and &¢4., ; is the error

. Henriksson and Merton proposed a similar but simpler model to test the market
iming abilities of the fund manager. In their model took a more qualitative approach to

market timing. They assumed that the market timers are required to forecast whether
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RM; — RF; (up-markets) or forecastRM, — RF;; (down-markets) and select a fund beta
accordingly (a large value if the market is expected to do well, i.e., when RM, ?F{;

(upmarkets) and a small value otherwise, i.e., whenRM, < RF,. (0\

4.2.6 Fund Family Performance and Star (Poor) Funds q
This section explains how hypothesis two was tested. hypothesis examines
the influence of having star and poor funds on performa nd ]amily, IFF, and

CFF using the pooled least square and panel fixed/ran effe Mn models.

‘\Yv

Other fund family attributes were used as control variables, they ar nd fa_@w age,

number of funds in the fund family, fund familyssi otaj{ ly r@_agrange
X
e mode

Multiplier (LM) tests used to choose betwe

of random effect. Then, the Durbin-@an test U
panel static model for each regres@jn panel\m}$e ausman test was used to
ﬁy N,

distinguish between the model s%effec"i s andsthe m f random effects.

model was used to e reIatiI) etwee@e’ variables using two types of sample.
First, the overallfund famil 'inclne)é’mdividual country analysis; and second,
¢

Islamic f0§%amil (IEF vé'rme}c?onventional focused family (CFF). The
t

NN
relation% ested usi e fo@ing panel regression model:
: g

F‘\ ¢+ B1FRp ¢4 + .BZNFf,t—l + B3FFAf 1 + BuFFSp i1 + BsTRf 4

E + BeSF dummyf‘,f_1 + B,PF dummyf't_1 + &
S
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where FR; , is the fund family f performance at time t; FRy ., is the past fund family f
performance; and ¢, is the error term, FFAs,_, is the log number of years SI

fund’s family inception; NF¢,_, is the number of funds in the fund famil

the fund family size; TRy, is the total fund family risk; SF dummyft 1 ISadummy

variable that takes the value of one if the fund family has a star fu% ero otherwise;

PF dummyy,._, is a dummy variable that takes the value of oY#ue fund family has

NY.
4.2.7 Fund Family Performance Persistence

This sub-section explains how hypothesw Wa‘Ne\ @( persistent
performance, a contingency table has bee(Wn acc‘:ard ngget al. (1999).

a poor fund and zero otherwise.

This table has previously been used etzmann bots@(1994) Brown &
Goetzmann (1995), Malklel v@v‘o ﬁr similar studies. The
contingency table was used t e n yv&&vhlch winning and losing
funds maintain their rating subs’q e @ds The persistence measure

indicates to the status (%ers andglose m‘ ecmc period and their status in the

subsequent perlo erforlnanc of eac nd family was assessed on a rolling

monthly basis We r@‘? cporeL)ﬁg\Jto each fund family monthly returns. This

thesis eva d the average mo hly.&wrns of equity funds in a fund family between
Januar nd Dece er£018
th returns were us‘e&?o maximize the number of observations. It was based

premise that the fund managers strive on a monthly basis to outperform their

Ors. To ensure a valid comparison, only equity funds were included in the analysis.

Specifically, the analysis covered only fund families with two or more equity funds.
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The returns of the fund family were then ranked, and the median return was made as the
benchmark. The performance of the families was also evaluated on a roII|n
annual and annual bases. This was intended to evaluate the length tlng
performance in winners and losers alike. The outcome of this analymAgmvestors
to explore if past returns can be used as a guide in the selection of fun Y'

The fund families were classified into four groups: (1) superiorén one month and
in the following month (WW); (2) inferior in one month %

h
(LL); (3) superior in one month and inferior in the fo ing \h{\d) and (4)
inferior in one month and superior in the following m . Famili s'vh@unds

re C@Brlzed as

wer@sers” A two-
eth@e winners (W) or

e following month

“winners”, while those with an average ret

by-two table of fund family returns Wwa

losers (L) in a given period were aI ners ( ers yﬁ‘n subsequent periods.
N,

“Hot-hand” is defined as at WIQIS in wen(lQ th and in the succeeding
month, while “cold-hand” i tho thal/ a glv Ahonth and in the subsequent
month. The former % p03| e r |§t ; whereas the latter negative
persistence. The 2 ntmgenl: |IIus d in Table 4.6.

Repeat-wi er the 'und Iles being winners in two consecutive

months,whe r eat l sersn h?‘ratej fund families being losers in two successive

months hancff r ynd fa@y to repeat its superior performance in the next

perlnq&gmflcantly higher tharT)SO percent, it is considered as a hot-hand fund family.

at winner ratio is calculated as the count of winning in two consecutive months

0%) divided by the sum of WW and LL (WW / (WW + WL)).
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Table 4.6: Contingency Table

Period (t+1)
Winner Loser Total &
Winner WW+
Period (t) WwW WL %

loser LW LL WL
Total WW+LW WL+LL WW+ +LL

Following prior studies (Brown & Goetzmann 1995; Malkiel 1995; Cheng et al.

1999) z-scores were used to test statistical significance. Re eaWrs and losers were

“

fu’n(ﬁ‘amily to
’ b4

win in the subsequent period is above 0.50 indicates }\p@ @rformance

persistence. Otherwise, if the value is beIW it at tlZi nd family may

first calculated, then the z-scores for both were com z@s used to
di
0

examine the significance of return persistence. It follows a hormal i utibr)\vzi'th a
mean of zero and standard deviation of one. If t nce of a winn
nce

—+

f p&@nance persistence.

perform poorly in the next period, suggesting th abser?
a

The z-statistic of the repeat winnigrat' IS 8{”%

Lt41—Ltp

/Ltp(l—P)
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Where L;,, is the fund family’s count of losing in period t+1; L; is the fund family’s

total count of losing in period t; and P is the probability of the fund family tc?!ut

losing. \

Performance persistence (or absence thereof) is significant if the g z-score
is larger than the critical value of 1.645. The calculation of the ratio and'its z-score was
similar for both winners and losers. Since the random variable z“of the number of
continuously winning funds follow a binomial distributio ,p),'it is possible to

determine the probability of persistent winning (ratio o 5). The Wf winner-
"AX

WS an appr rr{ite_g&-\) rmal

on% Iargﬁasitive z-

in the,@;z\rving period.
inn@%comes a loser. If

winner (Wt+1) becomes larger. The random variable

distribution with a mean of zero and standar

S
be zero. Small z-statistics are d ifﬂo cl r«patt&t/gs can be observed in the
returns. This method was mor , all fund @ sample includes individual
m

country; and second, | ie, focused famil (IF‘F)ﬂb'sus conventional focused family
4 ¢ &
(CFF). \ | NS é./
A S

N
\ P ' CO(J
4.3 FundE ily Flo 4 (_/
\
IrQs, ion, three iin hyp&eses and one sub-hypothesis were developed to
ik

a second main resea{.h\)cfuestion (How is the relationship between flow and
p nce of mutual funds at the fund family level?). The hypotheses were developed
rom both theoretical frameworks and empirical literature. Fund family flows are the

ovement of cash into or out of a fund family when investors purchase or sell their

mutual fund units. Section 4.3.1 presents the research question and hypothesis
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development. Section 4.3.2 discusses the description of variables. Section 4.3.3
discusses the star (poor) funds and new money growth rate of fund families.

4.3.4 discusses the measurement of the spillover effects of star funds. (ﬁ\

4.3.1 Research Question and Hypothesis Development Y'

The main research question for this section concerns the investigation of the flow-
performance relationship at the fund family level. At the &;I,'the relationship
between the two variables is generally linear, which mea at fu deorm well

"y
rly tend to_e p¢ri§®nore

rre@ 201%‘25upta &
cchi? 2 . g
To test the flow-performance relati nsHb’ at the miI@el, it is necessary

in\fugj f 'l?*affects its new money

growth, and whether this effedéiated'{o th I or r fund or also to other
&
Yquestion

constituent funds. Based onis%terzl two Was formulated:

tend to obtain higher inflows, while those performin

outflows (Sirri & Tufano 1998; Lynch 2

Jithendranathan 2012; Filip & Pochea 2015%Cas

o

to determine whether having a star 0(@3 fun

/

RQ2: How is the relw between flo ;ﬁdﬂ@formance of mutual funds at the
s &
& @)

fund famil/ygw ' %
Some fu Mllle ar‘e p .attra)t ore capital than their peers (Ciamarra &
5 3

uch aph nonémy happen because its constituent funds, or the
@Z:mo

fund familyitself, are’p é:vestors (Adrianto et al. 2019; Nanda, et al. 2004;

N
K Servaes 1999). It 'c'r?éasonable to assume that the popularity of a fund or

Hornstein,

mily depends on its superior yield. Therefore, to attract more capital inflows, the

Owd or fund family must convince investors that its future yield is positive as signaled

by its good past performance (Zheng 1999; Khorana & Servaes 2005; Kaniel et al.

2007).
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There is evidence that fund families try to create star funds (Nanda et al. 2004).
This strategy is useful as star funds can increase the inflow of new money into t
family. Having a star fund is expected to induce spillover effects, attractin n\pital
not only into the star fund but also to other funds owned by the fund f&ﬂ&There are
two possible explanations for this phenomenon. First, the performance\@f the star funds
may signal to investors of the good management quality and r. sMapability of the
fund family. Second, perhaps due to media attention, a E

y with a star fund

becomes more visible, reducing the searching costs of investors ( irWno 1998).
3

Yv

From a behavioural viewpoint, Barber et al. ) argued iﬁv_@s are
influenced by representativeness heuristics, i pu% to @é overly
Y.

optimistic decisions. For that reason, investoss tend to mTke Ir inv, ent decisions

al f@ke arrives to the

conclusion that investment decisio generaﬁd i tj@lly, motivated by the
N,

based on the past performance of m i f;)ds. Behavi

fear of losing. It is thus reason xpec? that Star fur(x(/ ould attract create more

new money inflows into a tﬂs‘hﬁmy’l} Lt *éo reasonable to suppose that

poor funds have the o;% fect. From t :ab iscussion, the fourth hypothesis
’

&
was developed: \ l 2% é./
H4:  Astar (@&wstit cont@és positively (negatively) to fund family

!
gro h‘ 4 (')

new h .
N @b
I esis, the hmil'ﬁs are classification into two types according to the

N
fur\ ed on the fund fam@ Islamic focused family, the fund family focused on

% mutual funds according to the total net asset of these funds. Since the financial

Oective of Islamic investors is differs (Hamilton et al. 1993). The prediction is the star

and poor contributes to the new money growth of the Islamic focused family differs

from contributes to the new money growth of the conventional focused family. This
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hypothesis is motivated by the existence of non-financial constraints which affect the
flow-performance relationship for Islamic mutual fund (IMF) (Azmi et al. 2018)YE!E
non-financial constraints may prevent Muslim investors from directing th@ey to
families that contain conventional star funds, which affects the impac presence
of conventional star funds on new money of fund families. So, mothesm was
developed:

H4a: The contribution of existence star (poor) funds to | mnfy growth differ

from CFF new money growth.

By generating or closing a star fund, a family cjl ltsé?perlor
performance and induce spillover effects, dlvert esto italto ot nds in the
fund family. A few studies have examlnechthe p‘ase fa ig nd can attract

to the sa fund@uly (Massa 1998;

more capital inflows to other funds be

et al Zb e(& Huij 2007). Investors

the %fund may hold the same
A

Sirri & Tufano 1998; Zhao 2004;
that are confident with the

perception for other funds

fund attracts the |nflow% money‘:lto

fund~family. In other words, the star

po(njs)g funds: this is the spillover effect.

If the inflow of ca | e stz* fun es cannlballzmg the cash flows of other
non-star funds e fun f n?‘vg_money growth of the non-star funds in the
star fund f I be than su@ar non-star funds in other families.

F |I|es se ﬁl acti marketlng strategies to induce positive spillover

in the fund famlly\tﬁese include fund proliferation, market segmentation,
|ng use of investor heterogeneity (Massa 1998). Spillover effects may also
erge due to the desire of investors to minimize searching costs. Having invested in a
star fund, investors may find it more cost-effective to invest in other funds of the fund

family (Khorana & Servaes 2005; Joo & Park 2011). Zhao (2004) found that some fund
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families close their star funds to induce spillover effects, shifting the attention and
capital of investors to other funds managed by the fund family. The star sta??!!o
increases capital flow to the star fund itself and other funds in the fund faﬁ@ue to
this spillover effect, less competent families may be motivated to empb&r-creating
strategies (Nanda et al. 2004). Huij & Verbeek (2007) found thaWV(Ts with large
marketing costs could create spillover effects, increasing more ﬁﬂwﬂow to member

l

It can then be concluded that non-star funds in a fun fw generate
23

funds with small marketing expenses.

more new money compared to those from a non-star family. N st#r ‘f@g ina

star fund family can share the resources used b% erﬂl\fﬂn ily. @tionally,

such funds are more visible to investors, w suclw\the an at V€r~nore capital

inflows. Therefore, spillover effects a%:)md to exiStyi star@ilies. Since most
fund families offer both Islamic awvention\m& i jsj‘nteresting to see how

N,
Islamic star (poor) funds and ar (poor) fur@ffect the cash inflow of

other member funds. Becau mus' ca 'nvesé&&lamic funds, they can attract
-M

two types of investors ims and non-Mu Iin{s)@ the contrary, conventional funds

4 $ &
can attract more n mwslim r \ftms as Vgljms are prohibited from investing in
<

them. This rest ay 'estr@“opportunities for Muslim investors and
¢
thus reduce g!@ricati n, w hfnatgl prive Muslim investors of benefiting from
"
some o antages o Ped b fund family. Accordingly, the fifth and sixth

Y-
hypm&s were developed as st:
N

\slamic star (poor) fund positively (negatively) contributes to the new money

: growth of peer funds in the same fund family.
6: Conventional star (poor) fund positively (negatively) contributes to the new
money growth of peer funds in the same fund family.
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4.3.2 Description of Variables

Dependent Variable Y*

New Money Growth Measure (q

Following Nanda et al. (2004) and Adrianto et al. (2019), new mdﬂ&( a mutual

fund family is calculated as the sum of new money of all membeWs. For each

member fund, new money is defined to be the change in TNA, QWCe appreciation

in the fund assets. Assuming that new money is invested a e of'each month, the

cash flow for fund i in month t is given by (Eq. 4.15). Fo fun fwe family-

"X
level new money are calculated as (Eg. 4.16). Finall malizing t e'v@y by
TNA at the beginning of the month gives a me ne% rovv@q. 4.17).

S&"
Newmoney;, = TNA%NAM 3 (

(4.15)

(4.16)

(4.17) co :J 2
where TNA; , isithe total ne %L\)ﬂiue ot‘-éﬁfd i at period t; TNA,; ., is the total net

!
¢
asset value ﬁm at p/rior’El‘,r a@,t is the raw return of fund i at period t.

% g b 4

Y—-
Indn&nt Variables \‘:}’
Pe?\ﬂﬁ ance measure

Q Following the most of previous studies like Nanda et al., (2004) and Joo & Park
2011), fund family performance was measured as the weighted average of four-factor
adjusted returns of all member funds in the fund family. A rational investor allocates
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their capital in funds with good past performance: they are attracted to good historical
performance (Ippolito 1992; Hendricks et al. 1993; Gruber 1996; Chevalier &?!m
1997; Sirri & Tufano 1998; DelGuercio & Tkac 2001). Representatlven S stl

Tversky & Kahneman (1973) occur when investors rely heavily on pasm&qmance to
make their decisions. In other words, they hold the assumption that §tinds with good
(poor) historical performance will continue their upward (dow jectory. Mutual
fund managers have also been found to pick and invest r‘&-\M’h superior past
performance (Grinblatt et al. 1995). Beson et al. (200 osed t uperlorlty
shown in the management of a given fund can be ex d to other co stﬁu&@nds

hence, there is an incentive to expand the fund orf m@? unds are

performing well. It can thereby be expecte t there is:i positive rel@:ghlp between

a fund family’s new money growth aN;‘; performa

Star and Poor Fund “« Q-
&

Star fund family is a m arll equals or@ fund family has at least one

star fund and zero othe or fund ;.ry ida my variable equals one if a fund
family has at least oor f rl o oth s Nanda et al. (2004) indicate that

the fund famlly es the stra 'eate unds They said this strategy is useful to
increase the of n iht th fund family. Sirri & Tufano (1998) noticed
that the n |Iy with a fun omes more visible, which leads to reducing the

v

sear OStS of investors. 4
S

3
N
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Islamic Star Fund (ISF) and Islamic Poor Fund (IPF) variables
ISF is dummy variable equal one if the Islamic fund family have at Ieast
fund and zero otherwise. IPF is dummy variable equal one if the Islamlc@mlly

have at least one-poor fund and zero otherwise.

Conventional Star Fund (CSF) and Conventional Poor Fund (%P rlables
CSF is dummy variable equal one if the conventio n@ fami Iy have at least
one-star fund and zero otherwise. CPF is dummy variab ual one i ventlonal

fund family have at least one-poor fund and zero oth ' _{')

Y-v

Control Variables %VY' v\ g‘z&

Fund Family Age (FFA) O

Fund family age is a proxy re o f t Ww g’{h‘rty to survive amidst
N\

intense competition. The startl of a fun y’s qgi?ls its launch date. At the

fund level, several studies investigate tJ shlp een fund age and fund flows.
ions

Some of them found |%| nt rel

d
(J 2012 Marzuki & Worthington,

2015). However, other found f t ne relatlonshlp (Huang et al. 2007;
Shrider, 2009; @Yuk , Whj dlcates the investors prefer to invest in

younger fun :%/eve Ben J ab"aOS) examine the impact of fund family age
on the f% ?d tha@er fund family attract more flow. They justified
thatgA

ss sophisticated mve@( using fund family age as a quality signal for an

N
‘@hal fund.
N
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Fund Family Size (FFS)

Fund family size refers to the sum of asset under management (AUV\T
particular fund family. Product proliferation can be an effective strategy o\utual
fund to increase its market share (Massa 1998; Khorana & Servaes 20057*(1 families

are thus expected to introduce and manage as many funds as possible t@’gain additional

income (Khorana & Servaes 1999). Through such a strategy, Mnd families can
'nc

reduce their fees. Additionally, they can attract more ca WS, since investors

7; Pa leO). They
L 4

convenience and s_'\@ﬁcity,
(20\85' the fund
q@ear to have a

tend not to invest in a single-fund family (Elton et al.

invest in large families to reduce economic costs an
especially when the families offer a wide array

with the large fund family attract more

preference for specialisation within a @
It refers to the num%: un(dI d by% und family. It’s the anther
measurement of fund e lt ;ﬁ ﬂol a signal to attract the investors
fami

and more new mongyagrowth t(r he growth of new money for a fund

family is theref er num ffunds that it manages. A fund family
with a Iarge of f d ofrer@cae investment opportunities at reduced costs,
increasi s (Guied apas ud| 2004).
\/
9
isk (TR)

Total risk is the annualized standard deviation of fund family monthly returns
er the sample period. According to Premachandra et al. (2012), used the transpose of

a matrix of returns over 3 years. Risk is one of the important factors considered by risk-
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averse investors when selecting the funds. Several researchers study the relationship
between flows and fund risk. Some of them show that the insignificant relat

(Cashman et al. 2012; Jun et al. 2014). While, in Malaysia Marzuki & @gton
(2015) found significant positive relationship. They indicate that inv ttempt to
obtain large returns by investing in high-risk equity funds. Howe Wher studies

record a significant negative relationship, which mean that Iow nds attract large

\J.

4.3.3 Star (Poor) Funds and New Money Growt veralliFu Fz{mi&)

fund flow (Jank 2012; Jiang & Yuksel, 2019).

This section explains how hypotheses fo es ed H esis j\&. tests the
influence of star or poor funds on the d ne mone@rowth while
hypothesis (4. A) test the contribution ‘\%wce star fur@% IFF flows differ
from CFF flows. In addition to ot d fami \m&te "bontrol variables (past

fund family performance, nu ds‘fh thesfund faqél?l fund family age, fund

/i/

family size, and total fund ily'ris )I r tlonsl@s tested using the following

panel regression mode% ‘_l §
v’ 5 &
O
Newmoney&}'* B ll
+

k
4

/

5 Rj;t_ (iSF&)@nyft 1+ ,37Pqummyft 1+ &
(4.18) ) .&J
(Qk toty
| Y N |
Wh Wmoneyf,t is the @ inflow of fund family at time t; perfs._, is the
re fthe fund family at time .,_;; NFy,_; is the number of funds managed by the

d\ family; FFAs._, is the log number of years since the inception of the fund

family; FFSg._4is the fund family size;TR;,_, is the total fund family

risk; SFdummyy ., is a dummy variable whose value is one if fund family f has at
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least one fund that belongs to the top 5% group based on Carhart four-factor;
PFdummyy ,_, is adummy variable whose value is one if fund family f has at Ie?ne
fund that belongs to the bottom 5% group based on Carhart four-factor; a@s the
error term. If the regression coefficient of SFdummyy ,_, is positive, there ore cash

inflow when fund family f is a star fund family. Likewise, if the regreZion coefficient

of PFdummyy ,_,is negative, there is less cash inflow (or e outflow) when
fund family f is a poor fund family. ‘L'd
Og
4.3.4 Measuring the Spillover Effect .\
4 b 9
This section describes how hypothesis f| SiX t ; the ‘effect of star

X
und c@ increase cash
&

towa@he star fund itself

and poor funds on other member funds waé\WWhil

inflow, it remains ambiguous whethert\

=\
or other member funds. The sam |s si u cl a@r poor funds, do they
decrease their own cash inflo %tof other m b'ér '7 To ascertain this effect,

the thesis first composed a |o clntal all f belonglng to the same fund
(

family, excluding any% poor ds a flow to this portfolio was then

examined. The spi foecq f ic a ventlonal star and poor funds were

also evaluated sp II V‘HSS pf I Ié[p c star (poor) funds was tested using the
&

'
foIIowmg n model
et
(

Newmswienon),t = Uf(non) @erﬂ(non)t—l + ﬁZNFf(non),t—l +

ﬁSFF[%wn),t—l + ﬁ4FFSf(non),t—1 + IBSTRf(non),t—l +

§ BeISF dummy .4 + B7IPF dummys (_1&¢(mon) ¢

19)
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Where Newmoneys mon),¢ i the cash flow growth rate for fund family f in period t.
This is the sum of cash flows to all equity funds in the fund family in period tY&t
those that belong to Islamic star and poor funds, divided by the sum of net&ﬁxlues
of all funds in the fund family (except those of star and poor Islamic fm period t,
In addition, perffmony,c-1 IS the risk-adjusted return of fund family&gsured using

Carhart four-factor, calculated from all funds in the fund fami ding Islamic star

and poor funds, FFS¢non),c—1 is the fund family size, calc rorr' all funds in the

fund family, excluding star and poor Islamic funds. TRy onje-1 i the t und @ily
- - i

risk, ISFdummy; ,_, is adummy variable, wher ndicates that fund f holds

’ b 4§
at least one Islamic fund that belongs to the W g T}p\@ on th\.four-factor

model, IPF dummy;,_, is a dummy vaeWher

[=)

cateigﬁfund family f
ro@based on the four-

holds at least one Islamic fund that belon the botto 0 g
g !

factor model, afmon) is @ constagerawg\o% is fi &or fund family f; and

o
Ef(non),¢ 1S @N error term WitN ge an iance. ﬁ&e regression coefficient of
\
ISF dummy .4 (IP uwf,t_l in EQ. (4.1 ows a statistically significant,
:t: ! '8

positive (negative) value, th mJé ove(‘:(}ﬁeverse spillover) effect from Islamic

I

star (poor) funds&e funds in fund@ly. The next model tests the spillover

N
effect of con@ star afd r’dmcfe')('}

N
Newm%on),t ;Mf_i' ﬁ@f}(non)x—l + ﬁZNFf(non),t—l +
A ﬁ3FFAf®ft—1 + BaFFSt(nony,t-1 + BsTRrmonye-1 +

\ BsCSF dummy ¢,y + B,CPF dummyy ;1 €ron) t

F

D

N
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CSFdummyy,_, is a dummy variable, where one indicates that fund family f holds at

least one conventional fund that belongs to the top 5% group based on the fouw
model, CPF dummyy,_, is a dummy variable, where one indicates that @nly f
holds at least one conventional fund that belongs to the bottom 5% grou%sed on the
four-factor model, If the regression coefficient of c¥'ummy Fri-1
(CPF dummyy,._,) shows a statistically significant, positi tive) value, then

there is a spillover (reverse spillover) effect from conventio (podr) funds to other

L 4 \Y'
| S
s b §
4.4  Future Performance of Star Fund Fam?' \ Y}/
In this section, two hypotheses wer%@ed touz‘ns the third main research

question (How is the future performanM

d famlly star’@ds”) This section
describes how fund family inves o ss u a est in well-performing

funds in the fund family.

A

families, as well as to determ ether r fu fé‘ml

X

nd hypothesis development.

are able to maintain their

status. Section 4.4.1 pres arc estlo

’E'/

Section 4.4.2 descrlbes% re per m e‘off star fund family model. Section 4.4.3
measuring star fu h ing pe|3|st €. é"
é"

44.1 R ch uest d ypéhesas Development
ques 0 ld’s se is how is the future performance of fund family
wi nds? It help to atte@s to examine whether investors of fund families are
predict and invest in families that perform well in the future. Investors would
erally prefer fund families with star funds, as such families are expected to continue
their good performance in the future. In addition, the thesis examines whether star fund

families are able to maintain their status in the future:
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RQ3: How is the future performance of fund family with star funds?

If the coefficients of dummy star are positive and statistically significar{iode

(4.20), it means that investors expect a fund family with star funds to Sg!)iperlor

performance in the future.

Previous research has found that star funds that have main%zeir status tend

to perform better than other funds in the future (Khorana & Se 05; Zhang 1999;

Gruber 1996). However, at the fund family level, this trend i sarr'mguous Unlike

star funds, the future performance of star fund familjes is tincle (Joo
While a fund family that manages a sizeable nu f nds z!t I-e‘f@a star

fund, the overall fund family performance is aIt r a i atte@ng 2017;

Change & Goo 2013). Therefore, it is n@%Vto tes‘ﬂwh
ertair@wther the strategy

star funds perform better in the future N ing could
K A
lov

of fund families to market their st G@to in@v cﬁ'ﬁcts is valid. Therefore,
? {
hypothesis seventh was form s foll : Q’
co

r the™fund family with

0

H7:  Fund family with sta ) fun ’15 eto @perform (underperform) in the
[

future. % s ;
\ I 2% (./
At the fung‘{e, there"is

persistency w@ fids

conclude e are nestrictio 53\ amic investment because Islamic investments

(72]

e ev@e supporting the future performance

~

N
z'ulll &gvf)rthlngton 2017; Azmi et al. 2018). They

seekt% e rellglon nd ﬁfuore\lgc')bjectlves besides the traditional objectives (profit
anNQu ity). These restrlct\s may reduce investment opportunities for Muslim

rs and thus reduce diversification, which may deprive Muslim investors of

Qefltmg from some of the advantages offered by the fund families. However, the
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general evidence is mixed, and as such this thesis attempts to discover whether the effect
does exist in Islamic focused families. Following Hypothesis was formulated thY-
H7a: Future performance of Islamic focused family (IFF) with star @unds

differs from conventional focused family (CFF). *

If star funds do raise the cash inflows of a fund family, t%@ imply that a
0

fund family with star funds can generate more returns (Nand

attempt to generate new ones (Joo & Park 2011). Even so,

. . .S

fund family has to consistently outperform th ket to acco sh' either goal
4

(Zambrana & Zapatero 2017; Elton et al. 2007Wef0 he th >

developed as follows: CV 0\ E

H8:  Fund family have the capability

\ e
future. A
o S
L
4.4.2 Future Performamv-ﬁar F,.md
This section exp% i

fund family, that ,\ﬁether ffun milies%%[ﬁ star funds outperform other fund

/

&
families, asin ’N&WO d ex ypoLI@ seven). Fund family attributes were used
CJ '
jables. They inclu the\ﬁuynber of funds in the fund family, fund family
a

age, f iy size( otél furézmily risk. The model was used on two samples:
first, verall fund family a&ﬁ?by individual countries; and second, Islamic versus
@ ional focused families. The relationship was tested using the following panel

Oression model:

as control
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Performanceys 11 = af + piperfri—1 + B2FFSs i1 + B3sFFAf 1 + B4NFr 4 +
BsTRf i1 + BsSFdummyy .1 + BePFdummys ;4 T

(4.21) @

where “Performancey .11 is the risk-adjusted return for fund-f calculated

from the twelve-month returns for the period between t and inclusive) using
Carhart’s four-factor model; perfy,_,is still included a andent variable to
check whether persistent performance exists at the fun y level'as it oftén exists at
the fund level. If the regression coefficient of Ummya;_1 WOS?&QY.and
statistically significant, a star fund family performs“getter than® other fam‘it_'r}s in the

Y
future. Similarly, if the regression coeﬁ% P \f,t_l é&?&gaﬁve and
statistically significant, a poor fund fmi\%forms hancs%r families in the

future. c) . >\yY §

%

4.4.3 Measuring Star Fuan Po%& ,\A%

This section seek%gy.pothj;:)jﬁ(dmjﬁ whether star fund families have
the capability to mJKtain eir far‘r:@)‘étatus in the future. Similar to the
previous sectio@fam' l %

tes W&B’ also used as control variables. These
include the n&aoff ds‘in

total fu% y ri;k. Aj}@d@@ logistic regression was used to model this
g

relationship:

N o
émmyf,t+11 = a5 + piperfri—1 + B2FFSpi 1 + BsFFAf 1 + BuNFsf; 1 +

BsTRr i1 + BeSFdummys, 1 + B;PFdummyy .4 + &
4.22)

‘S

!
J'Uneianily, fund family age, fund family size, and
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where SFdummyy .4, is a binary variable that takes the value of one when a fund

family is a star fund family based on the risk-adjusted return for the next twelve S

(between t and t+11, inclusive) and O otherwise. If the regression co@}t for
SFdummyy ., (PFdummy; ,_,) is positive (negative) and statisticall;*icant, the

current star fund family has a high (low) chance of owning a star fund i%he next twelve

months. T
45 Overall Summary .\d

oy
This chapter has discussed the development ch questio n‘ h_x&@t\heses
based on the gap found in the literature. Th er hé escriﬁgthe data

T
collection procedures and research desig r sepﬁjate a Iysefn&d to examine
& r f@amily. The first

@’ family was assessed.

the performance, flow, and future p

empirical methodology outlines hox(k)oerformhmexm

0
The first empirical method diSCﬂ%e(NS ‘&nd@'?zet timing ability models.
X

Additionally, the contingen mero asjused st performance persistence at

the fund family Ievel%l st em'p rica rgplthbglso applied two global market
&

benchmarks on the amplelco S. Firstias-the Islamic benchmark (FTSE global

“Worl ™
o@ details how the influence of star and poor

mpirical
funds t(% milyﬁleylw r%, ey growth of the fund family) was investigated.

Thaﬁ& firstly investigated{a(/ the existence of star and poor funds in the fund

fa?\ontributes to the overall new money growth in the fund families. Secondly, it
investi

gated how the existence of star and poor funds in the fund family contributes to

e flows of other funds in the fund family (spillover effect). In this empirical section,
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the differential spillover effects of Islamic and conventional star and poor funds were

also examined. T
The third empirical methodology details how the future performanc@ und

family. The rationality of investors’ behaviour was examined. Fund investors
choose families with star funds because they expect these families Worm well in
the future. This empirical section also shows how the thesis ditwd whether fund

families have the capability to maintain their star stat fulure. Figure 4.4

summarizes the framework of this thesis. ‘\d
™
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All Family and
IFF Vs CFF

Family Return
Size
HML
MOM

—

Family Family Flows (Age, Size, Number
/ \ Returns ¢ overall KOf fund, Total RlSk)j
All Family and ) L )
IFF Vs CFF < > <
i Family Flows
. Famil
Family Return y except star f ; \
Returns t+1 Family Return
Star Fund and noor fund Islamic St
Poor Fund J \§ S am_lc ar
Islamic Poor
Control H7. H7.a Conventional Star
Variables Conventional Poor
(Age, Size, )
Number of fund, K _ \ Control Variables
\ -2 / All Family and IFF Vs (Age, Size,
CFE Number of fund,

Fund Family

Parfarmance

Part One
RO1: Investigate then performance of
mutual funds at the fund family level.

Theory used are Modern Portfolio Theory
(MPT), Efficient Market Theory (EMT).

Family Return
Star Fund
Poor Fund

Control Variables

k (Age, Siie, Nu_njpgr of J

( All Family and \

IFF Vs CFF
Family Return
Star Fund
Poor Fund

Control Variables

N J

Part Two
RO1: Investigate the flow-performance
relationship of mutual funds at the fund
family level.

Theory used are Behavior Finance Theory
(BFT) (Representative Heuristic and

=
Methodology used are Time Series * Prospect Hypotheses).
ersson, i) o efe
g ' gency (Random/fixed) effect regression.
Dummy Star
Part Three

RO1: investigate the future performance of star fund family.

Theory used are Behavior Finance Theory (BFT), Efficient
Market Theory (EMH).

Methodology used are Panel (Random/fixed) effect
regression.

&Y

Figure 4.4: Research Framework
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