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Smart information disclosure by AMCs/Regulator will help investors

make more informed investment decision.
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Fund style can be analyzed through performance-based, holding-based
and transaction-based framework.

Fund Style Analysis
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For today presentation, domestic equity funds are studied in 2 areas.

Fund
Similarity




Investment performance can be attributed from many sources.

Investment performance

Market/Index performance
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How to measure active degree of the portfolio?

Active share is a well recognized approach to measure how active the portfolio management.

Performance-based »
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Sources: Cremers and Petajisto (2008), ESMA (2016), Cremers (2017) - .



Sli.do question

1. vihudainnasnusinuludsenalne (Domestic equity fund) Afiutaunanns

L2930 (Active management) Mvinudaaguragil Style aavnrsaanulusduiuy
e

A. Concentrated Stock Picks (Active share = 60% / Tracking error = 4%)
B. Diversified Stock Picks (Active share > 60% / Tracking error < 4%)

C. Closet Indexing (Active share < 60% / Tracking error < 4%)

D. Factor Bets (Active share < 60% / Tracking error = 4%)

E. Not sure.




Almost half of the active funds are suspected to be closet index funds which constructed with low active
share (<60%) and low tracking error (<4%) compared with their prospectus benchmarks.

Active share Active style diagram (2017)
100%
|
Q@
| . @
90% Diversified stock picks | 9 Y Concentrated stock picks
N = 20 (10.75%) | N = 62 (33.33%)
AUM = 144.77 bn (24.68%) i . X AUM = 122.1 bn (20.82%)
80%
) @
70% °
. " ) [ ]
60% | ____ __ - - e~ . ___.
@ @ Below 1.61
50% N @1.61-1.9
o 21.9-2.19
40% @ Above 2.19
|
|
30% :
|
. |
9 :
: | Factor bets
Closet index I N = 32 (17.20%)
10% | N=72(38.71%) | AUM = 42.04 bn (7.17%)
AUM = 277.63 bn (47.33%) :
|
0% !
0% 2% 4% 6% 8% 10% 12%
N = 186 Tracking error

Benchmark used by funds: SET TRI = 163, SET50 TRI = 7, SET100 TRI = 6, SET HD TRI = 10
Sources: Morningstar, Fund fact sheet, SEC database complied by Research Department of Thai SEC




Through the analysis on each fund style, the closet index fund is the worst performer
in long term, as well as being the most expensive fees.

Syr Annualized 3Y return and expense of each style (2017)

return (%)
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Sources: Morningstar, Fund fact sheet, SEC database complied by Research Department of Thai SEC




There were various policy actions taken by regulators. Making public awareness is one

of an important market force factor.

Self discipline Market force Regulation

m Period of implementation

Request for Public

Internal stud .
y collaboration awareness

Sweden 2015 2015 2015
Norway 2015 2015 2015
Italy 2015
EU 2016 2018 2016, 2018
Denmark 2016
UK 2016 2016, 2018
Germany 2016 2017
Canada 2016
us 2018 2018

Source: KPMG, Morningstar, Reuters, ESMA, BAFIN, FCA
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At the industry level, equity funds show moderate degree of similarity, 32.26%, likely to
offer meaningful investment choice.

Fund 1 Fund 2

Active share Similarity

Score range 0-20% . Score range 20-40% .Score range 40-60% . Score range 60-80% ‘ Score range 80-100%

Source: Morningstar Direct complied by RD of Thai SEC as of 31 December 2016.
The sample of 199 market wide equity funds exclude those funds investing with specific rules or constraints, such as passive funds, ETFs, sector funds, and thematic funds.




However, at the firm level, controlling for the similarity >90%, some of these twin funds within
AMC could charge different fees.

A C
Fee difference Fee difference Fee difference
= 0.02% = 0.02% = 0.24%

B
Fee difference Fee difference Fee difference
=0.31% = 0.05% =0.23%

Fee difference Fee difference Fee difference Fee difference Fee difference
= 0.01% = 0.07% = 0.71% = 1.26% = 1.38%

Source: Fund fact sheet, Momingstar complied by RD of Thai 5EC as of 31 December 2016.
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