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Executive Summary

Thailand's mutual fund industry will likely grow in the near future due to liberalization of
capital markets and also as need for an alternative for investment for retirement income grow (by
2027, the International Labor Organization predicts the ratio between working population to retirees
in Thailand will become 1:3 compared to 1:6 in 2007). While we have seen healthy growth rate of
the mutual fund industry of 64% over the past five years with AUM growing from THB 1,760 billion
in 2006 to THB 2,882 billion in 2010, we still do not fully understand how different agents in the
industry make decisions on how and what assets to invest in. Peculiar aspects of the Thai mutual
fund industry are for example: 1. largely bank dominant, with bank-related mutual funds
accounting for over 80% of the industry market share, which raises questions whether there is
sufficient competitive drive in the industry, 2 Thai investors invest only 38% of GDP in stocks
compared to 91% in Taiwan, 146% in Singapore, and 85% in Malaysia, and 3 fixed income fund

control the majority share of fund market.

Some anecdotal evidences exist about decision making in the Thai mutual fund industry.
However, not much has been learned from the mutual fund managers directly. The objectives of
this study are two folds. First, we want to understand the perception of mutual fund managers
overall and of different type of mutual funds on investors as well as regulatory and market
environment that impedes industry growth and investment in equity. We do so with electronic
survey and interviews with fund executives. Second, we use an event study approach to
measure the reaction of fund managers in response to market news between January 2005- May
2011. The study help delineate news that are important in the buy/sell decision of Thai funds in
aggregate and test the validity of survey responses which at best are only self-reporting individual

perceptions.
Details of the study are as follows:

1) Direct electronic survey to fund managers or those involving the fund investment process. The

electronic survey is grouped in the following categories.



Section 1 Respondent personal information

Section 2 Current fund status and policy

Section 3 Investment attitude and perception towards investing in Stock Exchange Thailand

(SET)

Section 4 Impediments in fund management

Section 5 Fund managers' perception of fund buyer

Section 6  Satisfaction towards SET products and future product needs

2) Interview a group of fund executives for their candid comments on obstructions to industry

growth to strengthen survey findings

3) Measure the reaction of fund managers in response to market news between January 2005-
May 2011 in an event study. By using market return and daily net flow positions of Thai mutual
funds, we measure actual reactions of fund managers compared to other investor groups i.e., retail

investors, foreign investors, and proprietary trade.

Our survey and interview reveal that fund managers believe that their investment
dispositions and compensation plan are not the most important factors that inhibit industry growth
and efficiency, but rather regulatory environment, investors' saving culture, and SET's limited
product availability and liquidity. Specifically, they rank regulatory impediment in the order of
importance from holding limits of investment classes, lengthy process of fund set-up, 10% ceiling
on holding value of a single firm, short sales limitations, limitations on direct foreign investment ,
and limitations on use of derivatives. Next they view investors' savings culture that focuses on
preservation of capital as additional hurdle. They point out that investors are largely in favor of
bank deposits and fixed income products, which they view as bank deposit substitutes. Finally,
they believe that SET do not have sufficiently large pool of firms with high liquidity that can support

the growing size of funds.



However, we find supporting evidence from the survey and event study that managers' own

perception and investment behavior are also not conducive to competitiveness.

1) There is limited individual discretion of fund managers in asset allocation process suggesting
that fund managers are not incentivized to be active. We also ask fund managers in our survey to
rank the constraints to equity investments. Bank related fund managers rank constraint due to
fund objective the most important constraint whereas fund managers of foreign funds place more
importance to liquidity and the ability of the Thai market to produce satisfactory risk-adjusted return

than Thai funds.

2) Thai fund managers do not rank fund performance as the most important criteria investors use
for fund selection. Unlike fund managers of foreign funds, bank related fund managers view that
clients place more importance on internet trading service than past fund performance when making
investment choice in funds. Thai non-bank related funds believe that parent firm reputation and

distribution channels matters more than past performance.

3) The majority of fund managers in our sample view that fund expense ratio is the least important
factor investors use in selecting funds. Although beyond the scope of our study, existing
academic research does show that fund fees in countries where commercial banks dominates are

relatively higher.

4) Fund managers of Thai funds report a lower level of satisfaction with derivatives products
compared to fund managers of foreign funds, and yet they report that they would like more training
and skills in derivatives. Regardless, of their report on satisfaction, only one fund in our survey
report use of derivatives. The combined evidence point to limited use of derivatives as yield
enhancing instruments. This could be due to insufficient incentives to produce superior

performance, insufficient know-how and/or costly implementation.

5) In our event study, we find that fund managers' reaction to local news such as politics and
industry specific news are stronger than international news. This may reflect their investment

policy largely based on local stock picking . The finding confirms managers' survey response that



they weigh interest rate news, stock and industry specific news as most important factors. The
evidence shows that Thai fund managers are not responding enough to foreign news in a market
where foreign portfolio flow is a key determinant of market direction. The negative daily correlation
between foreign portfolio flows and local fund flows suggest that local funds may be passive to

volatility from foreign market news.

From our study, we tentatively conclude that many factors contribute to disincentives for
competition in the industry and bias towards fixed income investment. We propose a four-point

recommendation to address each area as follows:

Recommendation 1: Promote investment education.

There needs to be better understanding of risk and return concepts among retail investors.
In particular, retail investors must understand that fixed income are not substitutes of savings
account. Commercial banks need to delineate their core banking products from investment

products.

Recommendation 2: Amend regulations that obstructs efficient fund management and

reduce excess cost.

For example, to foster better competition, the Securities Exchange Commission (SEC) must
reduce the fund set-up process time and cost. The rules governing mutual funds appear to be
convoluted. As in a small society, there needs to be protection of small investors by SEC.
However, going forward, the SEC may consider adopting more lax regulations for sophisticated

investors and finance professionals separately.

Recommendation 3: Improve market microstructure environment of the SET that can better

support institutional investors.

From our survey, fund managers say that insufficient liquidity caps their equity investment.
It is important that the SET seeks ways to increase firm size. One approach already underway is

to repeal the tax laws that makes mergers too costly, subsequently allowing firms to merge and



grow in size. Other approaches are to look for potential listings of neighboring country business

entities.

Recommendation 4: Improve within industry environment to encourage more competition.

To date, the Thai mutual fund industry structure does not promote diversification for
investors. To instill more competitive attitude, we need to induce more competition, which can be
done by allowing more foreign funds to operate. Another approach is to allow more flexibility in
overseas investment. International investment can generate higher reward to risk benchmarks .
To reduce bank related funds' distributional channel advantage, there needs to be new distribution
channels allowed for non-bank related funds. Perhaps commercial banks may consider offering
investment products outside its own "brand." Finally, independent analysts report to recommend

mutual funds can help relay fund performance to the public.

In conclusion, the current operating environment and fund managers perception leads to
industry that emphasizes conformity, consequently manifesting in inactive fund management
behavior that may not be most conducive to efficiency and greater industry competitiveness.
Changing perception and encouraging active investment attitude of fund managers requires push
from both supporting external investment environment and industry practice that generates more

competition.
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ANTWN 7 AFNFNALT (Correlation) VaIToyNTI8T (X.9. 2548- W.0. 2554)

Return Turnover Fund Proprietary Foreign Retail
Return 1.00 0.07 0.38 0.38 0.40 -0.63
Turnover 1.00 -0.11 0.06 0.26 -0.22
Fund 1.00 0.12 -0.24 -0.21
Proprietary 1.00 -0.02 -0.19
Foreign 1.00 -0.88
Retail 1.00

ﬁwamé’uﬁuﬁﬁfuuamLﬁu’hﬁfnammwsiamLLazﬂamuswvlﬂUﬁamu:msﬁamadmiamu
(position) NATITUALINAINUAWTA @TafﬂzLﬁuvl@?a]’m@hwé'uﬁ'ufizmwsa@n’]i%a-maqw%maaﬁfﬂ
amu"[wml,a:ﬁfﬂamu@m’ma ﬁﬁ@hgaﬂszmm 0.9 NIMUWITAUIILIN  UAZ AERFUNWEIZHINILDAMS

a

%a-mmq‘n'ﬁm aanamu"lmmmzﬁfﬂamu@hammﬁﬁ@hwhﬁ'u -0.24 8N

ﬁnﬂmi?mmaﬁﬁlmﬁaaﬁuﬁﬁﬂﬁlﬁu’hﬁfﬂamuLL@iazﬂs:mw%w:ﬁmmauauawia‘ﬂnmsﬁ
@n9n L1l asmvhﬁmmzé'am@"l,@i”ima@mi%a-mmgm%’uaaﬁfnaw;u@hdmauazﬂamm’m"l,mﬁ@h
%] %] 6 o > Qs &) = v A Qs |n=ll v s
ARRUNUTNUIATINAS auLmuﬂmmmﬂumnLLa:umsl,ﬂaLﬂmnuaQ*nﬂszmm 0.40 mnmayjalmmu
Q & 1 dql/ a L5 1 =)
MU Ssminsanailasnaniznmife-sgnizesinamudemduaznasusin insdululy

a Qs 1 1 a t&’ { 1 { o v Aa aaa 1 {
AENLELINWBUAANNULANAILL AT ULE aﬁmnﬁmmymm:*nuLLazmlmn@ﬂgmmLmn@mm’mﬁ%

uRadsia bl

AN 8 URAIANBARNENNUT (Tadaudalilasrasdauys) veuninamuudazlssinnaiug
o A o A A v & g a o v a
Tun 1 foTuh 8 Bauaasliiinitseande-nognivesinamunnisaanoniulunine fiana
1 A =S o A 1 4 o o 6 [ o o A = .,' ]
daifiasantadszanaiun 6 laven dnandunussaainaanunUsznn waaiui 6 ddini 0.2 9n
TaFILNAMINENIMIAIUAIANUANALARDUVDITUMINUFNTNAAUNG (Abnormal investor net flow)

fWILINAINUUARZIIZLANIN autoregressive model Bltunydraesnien lag 6

43



ANT9N 8 ABARNINWUT (Autocorrelation) VaTayATIIT (4.9, 2548- W.A. 2554)

Lag Funds Proprietary Foreign Retail
1 0.36 0.02 0.55 0.44
2 0.25 0.02 0.37 0.24
3 0.17 -0.04 0.29 0.16
4 0.17 -0.04 0.24 0.13
5 0.14 0.01 0.21 0.11
6 0.09 0.02 0.21 0.11
7 0.08 0.04 0.19 0.09
8 0.08 0.03 0.17 0.09
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m:éjulﬁﬂ aa“qu"lm 2]

a9 9 ddaanannusuuyleY (Cross autocorrelation) 20390y (W.A. 2548- W.A. 2554)
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Aanananeiunnnsauaszaundyni sub prime TusnigidnsmnoazaugnBiding 2,060 S 140N W
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P aaa Aa [l
@138 101 ﬂgﬂimmaaﬂamuvlmmmamnms

AANY Handasyal
AALARE and
AUAL Suf 9717 tszian qRY tstat* (R1HLN)
1 2/24/2006 gURM Msiad 0.04 2.76 1,322
2 3/24/2009 Lqumsm:éjumwgﬁﬁ]iw:ﬁvxﬁa LATBIND -0.01 -2.22 (681)
3 1/25/2010 maé"ﬂﬂmamsmm:vgw‘hLﬁumwia LATEINY -0.09 -2.20 (6,813)
4 12/252007 ‘denaslng mMadlas 0.05 1.79 4,415
5 1/14/2011  anduwaunNwsUasnIwdn junk grade d@viszing 0.03 1.61 4,274
6 4/1812005  dfianalaudanussanuasiiiuemi lid dnadszina 0.03 1.31 96
7 432007  New century du (ffdaur] subprime filnajfiga) dadssing 0.02 1.22 992
8 3/2/2010  enavszmadanIwgrunnEm Juias mMatlad -0.03 -1.12 (271)
9 10/10/2008 @R1AAIEWHNLIWM subprime : @aNlT circuit breaker  d9Ll3zING -0.07 -1.07 (2,060)
10 9/15/2008  Lehman Brothers Usznieiauazang Chapter 11 Aaszine -0.02 -1.05 587
ANy IlYad tstat doudt 164 Tuliuaasfaioddymosia
AT 102 ﬁﬁﬁ%mmadﬁfﬂamu@m"maﬁﬁ@ia 1813
R poaTasza
AALARE and
auaU Sudl 2717 UszLan EEAEY tstat  (81WLIN)
1 9/19/2006 Ui mstiles 0.07 4.04 6,751
2 3/24/2009 Lmumsnizéjmﬂmgﬁm:U:ﬁwﬁa \ATHIN 0.09 2.84 2,889
3 3/12/2010 ﬂaju@iaﬁml,%?aumsmﬁa mMalad -0.06 -2.54 5,478
4 3/2/2010  enadszmabanswgaw wan. nindos Twias malad 0.12 2.44 9,094
5 2/24/2006 JUFM mMailad -0.08 -2.03 1,216
6 1/16/2009  Bank of America U3zné rescue fund Aatsinea 0.03 1.73 (2,059)
7 3/28/2008 nguwusReITINEITUE wan. vinSw Fuias mMaLlad 0.03 1.68 2,690
8 7/27/2010 11930 0ANTANI mMaLiiad 0.06 1.56 5,589
9 41312007 New century 8 (fudeur] subprime filnajiign)  dodszina 002 152 3,694
10 171412011 aaduauNusUasnITLI% junk grade dvdvzing -0.09 -1.40 (8,581)

> -2 = > aa
*ﬂ’]ﬁ&lyiﬂi’ﬂﬂd t-stat LA 1.64 m%vlﬂLLﬁﬂdﬁd%Uﬁ’lﬂfyﬂﬁdﬁﬂ@l

46
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A1ANY AT aR Y
AaLARaL and
AU Sufl 91 szian EEE tstat  (S1WLIN)
1 41312007 New century & (fsioer] subprime Alwaifiga) dadssne =005 413 (5178)
2 9/19/2006 U@ maLlad -0.05 -3.26 (5,302)
3 7/27/2010 M3 daNBEINRT mMailad -0.10 -1.92 (5,252)
4 5/19/2010 LW Central world matiad 0.15 1.91 16,872
5 10/10/2008 @lmﬂmmuﬂﬂtym subprime : aanls circuit breaker  §913zine 0.09 1.88 7,445
6 9/15/2008 Lehman Brothers Uszn1eauazane Chapter 11 d9tseinea 0.04 1.80 4,935
7 1/25/2010 maéf”ﬂﬁ'l‘,maﬂﬁmum:vgm‘hLﬁumi@ia \ATHN 0.09 1.77 10,247
8 4/16/2009 ﬂizﬂ’]?lﬁﬂ’]uﬂ’ﬁﬂii}mﬁul%ﬂ?dL“nW ﬂ’]iLﬁ@\‘i 0.10 1.74 2,903
9 2/24/2006  {UFN mMaLlad 0.05 1.68 (2,433)
10 10/24/2007 Merrill Lynch Uszmanainanugigalu 93 1 dnvszine 0.04 1.67 5,969
*ANFY T8I tstat waud 164 Iulurasfoiddymosda
afi 104 UjATenveswesalusninasifideinnans
AR AT aFEaY
aaLnRan and
UL Sui 9717 szian FRY tstat  (S1WLN)
1 4/18/2005  efiannlaudanussannuadifine i las Adszine 0.002 6.11 73
2 1/16/2009  Bank of America U3:n¢ rescue fund Aatsinea -0.048 -3.62 (1,448)
3 2/7/2005  \danadlng mMatiad 0.007 3.61 124
4 5/9/2011  yuam maliied -0.022  -2.05 (1,866)
10/24/2007  Merrill Lynch ﬂizﬂ’lﬂwamﬁﬂnugdﬁgmiu 93 1 d1tseinea -0.006 -1.82 (324)
6 41312007 New century 8 (fudaur] subprime filnajfign)  dnevszine 0008 162 492
7 1/29/2008  &NAT FUNIIT usnenselna M3Lala9 0.021 1.62 896
8 1/14/2011  aduaUWWSUAINITLI% junk grade dadszing 0.015 1.56 1,051
9 7/14/2008  33Uszm@ziLinAaFannie Mae uaz Freddie Mac  dnddszing 0.019 1.52 1,037
10 10/14/2009 Tdeifirfiuwszadin mMatlad -0.021 -1.22 (1,102)

> -2 & o o o aa
ANy InlUd tstat aoud 1.64 Pulduansfaibidynieada
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