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Abstract

Along with exceptionally rapid development of theidRian equity market the industry of
Russian equity mutual funds has experienced tremendrowth both in terms of net assets value
and number of funds. This research provides théopeance analysis of Russian equity funds
during the period of 2003-2006: authors examineisgcselection and market timing skills of fund
managers as well as persistence of the mutual pentbrmance. The research did not identify a
statistically significant positive Jensen-alphafpenance measure for mutual funds, which means
that fund managers do not possess superior secseigction skills. Treynor & Mazuy and
Henriksson & Merton models were employed to testiarket timing skills of Russian equity fund
managers. Henriksson & Merton model determined Ispasditive market timing skills, while
Treynor & Mazuy model did not support this conctusi Authors argue that the Russian mutual
fund industry specific characteristics (such as@d portion of cash in portfolios, skewness of
Russian equities return distribution to the riglmy usage of a monthly data (as opposed to a more
frequent data) have their influence on the accutddpe examination of market timing skills. The
research also showed that there is some perfornaersestence in one year periods, while there
could not be found any persistence in longer psriod
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1. Introduction

A mutual fund industry is one of the largest finahdntermediaries in the world. There are
some obvious benefits of investing via mutual futidg make many investors prefer this method of
capital allocation. A mutual fund can be consideasdthe easiest and cheapest way for private
investors to invest in a stock market, without ge&xposed to great non-systematic risks. A mutual
fund allows an investor to hold a part of a wellatsified and professionally managed portfolio and
also provides decreased liquidity risks by the tritgh sell shares at any time. In spite of these
benefits the question whether mutual fund managees able to add value to their investors
consistently still remains ambiguous in the redediterature.

In recent years at the same time with the developwfefinancial markets, mutual fund industry
has emerged in the Russian market. Still despragpally growing popularity of capital allocation
into mutual funds in Russia, little research haanbdone so far on the local mutual funds industry.

In our paper we would like to research a risk-ajdgperformance of mutual equity funds. The
first research question that intrigued us when a@dkd to undertake the study is whether managers
of Russian mutual equity funds possess selectiis skd, consequently, are able to provide higher
abnormal returns. We would like to find evidencevdmether the funds, either individually or as a
group, provide investors with performance that asses that of a broad, equity index over this
sample period. To examine selection skills, al$erred to as micro forecasting or security analysis
Jensen-alpha measure will be applied.

The second research question analyzed in the papeghether Russian mutual equity fund
managers possess an ability to time the market othier words forecast the price movements of the
general market as a whole. Applying methodologiegetbped by Treynor & Mazuy (1966) and
Henriksson & Merton (1981) we examine how succélysRussian fund managers can predict
general market trends by changing their funds’-esgosure.

The third research question that is dealt witthim paper is whether the performance of Russian
mutual funds is persistent. With the help of ecoatiwal tools we want to find out whether past
performance is a predictive factor for a futurefpenance of the mutual fund. We are interested to
find evidence whether differences in performanasvbeen funds persist over time and whether this
persistence is consistent with the ability of mufuad managers to earn abnormal returns.

The given paper is structured in the following wé#y.the next chapter we provide a short
overview of the development and the current stdgbe Russian mutual fund industry. Chapter 3

provides an overview of previous researches madgetaction and timing skills of fund managers
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and performance persistence of mutual funds. Chaptdescribes methodologies employed to
examine research questions. Chapter 5 describekatheset of mutual equity funds employed in the
research. Chapter 6 provides empirical results.p@nas discusses and analyzes the results and

Chapter 8 concludes.

2. Russian mutual fund industry overview

Russian market of collective investment began tonfon 1992-1993 during the time of
“voucher” privatization, when voucher investmenmnds were founded; their primary objective was
to gather vouchers from a population and investmthi@ stocks of privatized companies.
Unfortunately, due to the poorly thought legislatend an economic base voucher investment funds
(numbered at around 500 in 1993) proved to be en#ablsurvive and later mostly because of
legislation procedures were transferred into J8totk companies — investment companies (Sedash,
2006).

Development of the mutual funds market started986] when the appropriate legal regulatory
base was created and pioneers in the mutual fustdrdsegan to appear. Nowadays Russian mutual
funds can be considered as one of the most relaidetransparent institutes in the Russian capital
market. Mutual funds are required to disclose imiation in the press about their net asset value,
increase in asset value, balance sheet, etc.

From the very start of operations of mutual fumdfussia there has been no single instance of
fraud, as there is stringent control from the Fed@&ommission on the Securities Market (FCSM)
and there are very strict rules governing actigité management companies (Sedash, 2006).

Similar to the worldwide practice there are sevéypés of mutual funds in the Russian market:
open funds, interval funds, and closed funds. @mmortant distinction between Russian and foreign
mutual funds should be noted: in majority of westeountries the term “mutual fund” is equivalent
to an “open-end fund”, while a “closed-end fundinsluded in a definition of investment company
(Sedash, 2006). In Russia, on the other hand, miunds could be of three different types: open,
interval and closed mutual investment funds. Thacgording to the current legislation a mutual
fund may be divided by the time factor (open, nva and closed) and by types of investments
(stocks, bonds, money market, and mixed investméamdges, real estate (with exception of open
and interval mutual funds) and high risk (ventudte)ds.

In the given paper we analyze only open equity $umhich invest in Russian stocks. In an
open mutual fund purchase and sale of fund’s sharpsrformed on the daily basis on investor’s
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demand, and consequently termination of shares taplleee every working day based on investor’s
request. In such funds share value and value ohsssts are calculated daily. It is noteworthy that
open mutual funds are allowed to purchase sharBsiora Russian currency, and are publicly
traded at (Moscow Interbank Currency Exchange (MI&kd the Russian Trading System (RTS)),
while other mutual funds can also hold bonds offtilewing countries: the USA, UK, the Republic
of Cyprus and Germany, as well as bonds of Europaahk of Reconstruction and Development.

Significant progress in development of the Russmatual fund industry occurred in 2004-2006.
It is ascribed to the rapid growth of the secusitiearket and to perspectives created for the ingust
of collective investment in connection with pensreform. In addition, a positive role in growth of
interest to mutual funds from the point of view inf’estors was played by improved economic
environment during recent years. This also includesline in interest rates on bank deposits, a
continuous USD depreciation respective to rubldil(vecently USD was the main form of personal
savings in Russia) (Sedash, 2006).

Moreover, a regulatory base facilitates a develogroémutual fund industry. Mutual funds are
not considered to be a legal entity; but a strigctwhich is managed by a licensed management
organization. This arrangement allows removing detéxation issues that undoubtedly makes less
attractive for investors mutual funds’ competitdraissian investment companies and governmental
pension funds. Even in case of dividends, open ahditunds are obliged to receive dividends in full,
without any tax withdrawing.

In the end of March 2007 the total value of assetfer management of all investment funds in
Russia has been 518,7 billion rubles (15 billionosy there has been 668 different mutual funds.
112 Russian open equity funds managed 72 billishesu(2 billion euros). In the Graph 1, one can
trace the rapid development of asset value and auwibopen mutual investment funds in Russia
since 1997.
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Graph 1.
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One of indicators that show the level of the depelent of the investment fund industry in a
country is the ratio “assets of funds to GDP”. Egample, in the USA this ratio was 46% in 2000
(Sedash, 2006). In March 2007 the similar numbeRossia has been around 2%. This statistics

implies that there is a great potential for deveiept of the Russian mutual fund industry.

3. Literature review
The following chapter will give an overview of tliesearches conducted on the mutual fund
performance: evaluation of selection and timindigbof fund managers, and the persistence of

mutual funds performance.

3.1 Previous literature on Performance evaluation

The studies of mutual funds performance starteaderl960s, when Sharpe suggested the model
relating the returns on financial assets to a bewxack of market portfolio (Sharpe, 1965). The

Sharpe ratio measures the fund excess return epeneahit of risk exposure.

Sharpe 's _ratio = R -Re
o.

where R is the mean of mutual fund retura, is the standard deviation of returrR, is the

risk free return. If the fund’s Sharpe ratio - glepe of the line between the fund and the risk-fre
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asset in the risk-return graph - is higher thandlope of the capital market line, we can conclude
that the fund has outperformed the market.
Later in year 1968, Jensen suggested another feridrpmance measure. Jensen’s alpha is given

in next regression:

K
Rit _RtF =« +z ﬂtk.(Rtk_RtF)+gt
k=1

where R, is the mutual fund returnR" is the risk free return, R* is the return of the

benchmark portfolio. Jensen’s alpha)(is interpreted as the difference between excegsahfund
return and excess return of the passive markefqtiort A positive and statistically significant
Jensen’s alpha proves that a mutual fund outpegfdira market and that an active management
creates the additional value for investors.

Nowadays there are two main different approachgsedbrmance evaluation of mutual funds
developed: return-based (e.g. Gruber, 1996) antigliorbased (e.g. Daniel, 1997). The return-
based literature applies the mutual fund returnilesthe portfolio-based approach employs a
passive benchmark portfolio that replicates thedfyortfolio risk characteristics. If there is a
positive difference between the fund and the bemchrmportfolio returns, this indicates that the fund
managers have superior skills or knowledge thatwall them to outperform the benchmark
portfolio.

The most of existing empirical evidence shows that U.S. mutual funds have on average
neutral or negative risk-adjusted performance.ifstance, Gruber (1996) tried to examine Jensen
alpha by applying a four factor model with the n&rlsize, growth, a bond factors. Gruber have
found that the U.S. mutual equity funds underpenfsst comparing to an appropriately weighted
average of the four factor benchmark portfolio oagi.

Daniel et al. (1997) took a portfolio-based apphoaad used as a benchmark the return on a
passive portfolio that is matched to the fund ggthibldings quarterly on the basis of book-to-
market, size, and one-year momentum characterif@siel et al. have found that the performance
achieved by managers of actively managed fundsissignificantly greater than the difference
between expenses/fees on a fund management anusespef passive index funds.

In the research literature Jensen-alpha is prob#ddymost popular measure of mutual fund
performance. However, one of the weak points ofl#esen-alpha measure is that it is dependent on
the choice of a benchmark and a model applied. &elseconducted by Lehmann and Modest

(1987) have indicated that Jensen measure diffgrsfisantly dependent on whether the Capital
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Asset Pricing Model (CAPM) or the Arbitrage Pricirfiheory (APT) were employed. Later

Grinblatt and Titman (1989, 1994) also examine@ralitive benchmarks to prove that Jensen
measure differs significantly if different benchiksare applied.

Cuthbertson et al. (2005) in the analysis of tlep*tand “bottom” performers of UK mutual
funds, using a ‘bootstrap’ methodology, have fotimat both the superior and inferior performance
should be attributed to the skills of managers,merely luck. However, this holds only for a small
number of “extremes” — namely the very top perfasrend the very bottom performers.

In contrast to above mentioned researches, Chseste(2005) in his research have found that
Danish mutual funds possess neither selectiontimamg skills: the performance of these funds in
comparison to benchmarks has been either neutregative.

The common conclusion in the research literatutbas mutual funds in the US (Jensen (1968),
Malkiel (1995), Detzler (1999) and in Europe (Ot@md Bams (2002) — (cross country analysis
including Germany, UK, Spain, France, and the Nddhes) have proved that mutual funds have
not been able to generate higher abnormal riskséeljureturns.

On the contrary, in gross - not risk-adjusted megursuperior performance can be identified (e.g.
Otten and Bams, 2002), but excess return is sieqal to the additional expenses related to a fund
management and an information acquiring. Bakerl.e2805) have analyzed the stock picking
skills of mutual fund managers with respect tomegu The authors found evidence that managers of
mutual funds possess some stock-picking skills indased on the superior ability to gather and
interpret available information. This kind of a ctusion is also supported by Grossman and Stiglitz
(1980) theory of informational efficient marketsheve informed players like mutual fund managers
are compensated for their additional knowledge.

Besides, Dahlquist, Engstrom and Soderling (20@0¢tbased on the studies of Swedish mutual
funds made a conclusion that: 1) larger equity $utahd to perform worse than the smaller ones; 2)
performance is negatively related to the managerfess; 3) actively managed funds tend to

achieve better results than the passively managesl o

3.2 Previous literature on Timing ability of fund managers

Performance evaluation based on the selectivityerms of the Jensen measure is usually
referred to as micro forecasting or security analy$he market timing skills is the ability to
forecast the price movements of the general maaketa whole and is referred to as macro
forecasting.
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First models examining the mutual fund’s managengg ability have been introduced several
years later after the introduction of performanatuation models. One of the oldest models, which
was suggested to test the market timing abilityeyfior and Mazuy, 1966), still remains very
popular. Treynor and Mazuy (1966) have used a qui@dCAPM extension (described in detail in
the next chapter) find that in 56 cases out of bifual funds null hypothesis of timing ability shdul
be rejected. Further on, Veit and Cheney (1982) fimat in neither bull nor bear markets fund
managers change their chosen management stratégyiarities, but even if they do — their timing
ability turns out to be unsuccessful and fruitless.

These conclusions were confirmed by another modpllar in literature, which was jointly
developed by Henriksson and Merton (1981). Sewgrals later, using these and more extended
techniques Hendricks, Patel and Zeckhauser (1993jrmed again that the US mutual funds do
not possess timing abilities.

On the other hand, Bollen and Busse (2001) analffzediaily data of mutual fund returns and
found that if daily return data employed, the mutfuads show strong evidence of ability to time
the market. On the other hand, research done bgw&is et al (2006) of mutual funds showed that
there are a lot of skillful good performers and biagers.

Overall, several researches analyzed the abilitjatual funds to time the market and most of

them seem to agree with the fact that funds dgassess timing ability.

3.3 Previous literature on performance persistence

Another important question that has been raisadarresearch literature is persistence of funds’
performance, based on past results. Studies byridkadcet al (1993) confirmed that previous top-
performing funds are also likely to stay among the-performers in the nearest future. Grinblatt
and Titman (1989) found evidence regarding the igptersce of both well-managed and badly-
managed funds’ returns. This phenomenon has b&en giname of “hot hands”.

To test whether mutual fund returns are persisteéaetzmann and Ibbotson (1994) have
developed a Winner-Loser test, which examines véretbp and worst performers in one period
remain the same in the following. The authors fotime existence of performance persistence in
both the raw and risk-adjusted returns of mutualdéu The persistence was found for the time
interval from 1 month to 3 years. Brown and Goetzmfl997) found that the persistence depends

on the length of the time span studied.
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Gruber (1996) found that the past performance dgtoanveys the information to investors on

ability of a fund manager to perform: the top perfer in previous period is expected to perform
better than average in the future. Zheng (1999nexad this phenomenon employing the measure
developed by Grinblatt and Titman (1992) and fotimat indeed investors should pay attention to
past performance while deciding on capital allawati

Sharpe (1995) in his paper “The styles and perfoneaf large seasoned U.S. mutual funds”
examined performance of 100 largest US mutual fuktés employed quadratic programming to
determine the sensitivity (betas) of a fund to rearkdexes (“return style analysis”). Then he
ranked risk-adjusted excess returns (alphas) aed to detect whether past alphas are somehow
related to future alphas. Similarly, Carhart (1997 his research “On persistence in mutual fund
performance” employed a sample of stock mutual $uswad used the four-indexes model to predict
high-performing funds. Both of them reached the ctasions that past performance contains
information about future year-to-year performanceraw returns. Nevertheless, most of this
persistence turned out to be due to the differeircésnd fees and exposures to the common risk
factors.

On the contrary to the all previously discussedeaeshes, Christensen (2005) conducting
research on Danish mutual funds did not find ptsie of fund performance. Christensen
summarizes that most conducted researches did imbtperformance persistence in European
mutual funds, however, on the other hand, moshefU.S. researches on mutual funds identified

performance persistence.

4. Methodology

In this section we present models that are apptidiie analysis. In our research methodology
we follow some previous researches (e.g. Christe@665). First, we describe the CAPM security
market line model and Jensen-alpha measure, whelka@plied to analyze the selection skills of
mutual fund managers. Then we define the Treynda&kuy and the Henriksson & Merton models
that will form the basis for the analysis of timiagilities of mutual funds. Next we present models

that we use to examine persistence in the mutual performance.

4.1 Performance evaluation models

One of the commonly used models for analyzing tlefogpmance of portfolios and,

consequently, mutual funds is Jensen’s (1968) measfuperformance. Even though the measure
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was suggested in the 60-ies, it is still used imynaodern academic papers. For instance,

Christensen (2005) and Cuthbertson et al. (2008) thss method to perform their analysis in
different markets. Even though this methodology besen criticized e.g. by Roll (1978) on the
grounds of benchmark selection or by Jensen (18#Bpelf regarding a biased evaluation for
market timers, it is still the most widely used lexgion measure of the mutual fund performance.

We employ in analysis the capital asset pricing @¢@APM), which historically has been one
of the most used and famous asset pricing modedse ld basic development of the model is
provided. Firstly, the equilibrium in the capitasat pricing market (CAPM) is considered (Jensen
1968):

E(R,) =R, +4,[E(R,)- R, ]
Where E(F~€j) - expected one period returR. - the one-period risk-free interest rate;

B cov(ﬁj,ﬁM)
' AA(Ry)

crucial in determining the prices of risky asse[fs{ﬁM) - the expected one-period return on the

- the measure of risk (systematic risk), which #sset pricing model implies is

market portfolio, which consists of an investmamteach asset in the market in proportion to its
fraction of the total value of all assets in the'kea

The choice of benchmark has been extensively dieclisn the research literature. In the
security market line only one benchmark is apphed this implicitly assumes that funds follow
some clear specific investment target that canepeesented by a single benchmark. Hereafter we
plausibly assume that Russian mutual equity fundest only in their stated target - Russian market
equities - and duly use the most famous Russiakehardex (RTS — Russian Trading System) as a
benchmark.

However, the presented model does not provide afgymation on the manager’s ability to
deliver higher than a market return. Moreover, ha teality it is impossible to observe expected

values. Thus the model has been further develapgedhe following equation:
Rjt - RFt = :Bj[RMt - RFt ]+ éjt
Expected values have been changed into realizesl ané a random error ter@ has been

added, which has an expected value of zero. Thisr éerm has a large importance for the
evaluation of the forecasting ability: if a manages an ability to deliver an abnormal high return,

he will tend systematically to select securitiebgve €, > 0. Further this error term has been divided
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into intoe; , which measures the ability of the manager todase the prices of securities aod

which is a white noise error term. Below the fieapression of the model is presented:

Equation (1)

Ry — Ry = a; "‘,Bj[RMt - RFt]+th
If this new measure alphax(— the intercept) is positive, the manager of thedfis considered

to have the ability to perform better that the netrkverage; if the is equal to zero, then the fund
has the same returns as if it was a simple maiketplortfolio of randomly selected stocks; and if
the measure is negative, the fund performs worsettie market.

Jensen (1968) applied his model in a study of tdopmance of the 115 U.S. funds in the
period of 1945-1964. He found no evidence that mlutunds’ managers possess ability to deliver
abnormal higher returns.

Jensen alpha measure of fund performance alsonloéisea drawback: a common time variation
in risks and risk premiums that may be confusedh aiterage performance. In general, if portfolio
betas may vary over time, then there will be ordittariables problem in the regressions, which
results in biased coefficient estimates.

It is obvious that portfolio betas can change eitiecause the portfolio weights are managed or
because the underlying asset betas change or siogglyuse portfolio weights change with the
change of relative prices. Ferson & Schadt (1998 that movements in beta may be driven by the
flow of money into a mutual fund; consequentlygkarcash holdings imply lower betas.

There are several procedures that have been ppos®pe with the problem of time varying
betas and to uncover timing ability of managersoTmportant examples that are often used in the
return-based literature are Treynor and Mazuy (L 9%énceforth referred to as the TM model, and
Henriksson and Merton (1981), Henriksson (1984nckéorth - the HM model.

4.2 Market timing models

Performance evaluation, which anchors on the seigcanalysis using Jensen measure, usually
is considered in terms of micro forecasting or ségwanalysis contrasting to macro forecasting,
what aims to forecast price shifts of the whole ketirin other words this is called market-timing
(Fama 1971).

If fund managers modify the fund bet# ) according to their expectations of growing and

falling markets, ,becomes a decision variable which will not be camist The mutual fund
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managers’ ability to time the market has signiftaanplications for their performance. A number of

methods were suggested in the literature to testithing ability of fund managers. In our research
we apply the Treynor and Mazuy (1966) and the Hesaon and Merton (1981) methodologies to
validate the robustness of the results on the rhfund performance.

According to the established rules in Russia, mwggaity funds can not sell short in the market
and are not encouraged to invest the large podfaheir assets in the money market. Moreover,
general rules also imply that a mutual equity fuvilil not buy bonds. Therefore, the main hedging
instrument that an equity fund has is to reduceets in bear markets. Consequently, market timing
plays an important role in a mutual fund portfallanagement.

Treynor and Mazuy (1966) suggested that if a muflwadl manager could time the market, she
would hold a greater proportion of the market pdiefwhen she expects the return on the market to

be high and vice versa. In fact, she would chahgepbrtfolio g according to the market return as

B =bj, +b;;(Ry, — Re) and substituting this relationship into the segumitarket line equation

we find:

Equation (2)

I%t - R:t =q, +ﬂjo(§wt_ R=t)+ﬂj1(§wt_ R=t)2 +&;

which is the quadratic Treynor and Mazuy equat©@ompared to the standard security market
line model, equation has a new term, which is tteeges market return squared. if is positive and
significantly different from zero, we recognize rager’s ability to time the market and like in the
security market line model ; is positive and significantly different from zerave distinguish
manager’s selection skills.

The other model that is used in the given reseira@nalyze mutual fund managers’ ability to
time the market is the methodology suggested byrikkeson and Merton (1981), so called option
approach. In this method the fund manager is asdumesceive a binary signal, which takes only
two opposing values. Based on these two opposgnaks, the fund manager chooses one of two
values of the portfoli@, and this extends the standard CAPM security mditke specification to
the following equation:

Equation (3)

~

R

~

it~ Ry = a; + ﬁjO(RMt - Ry )"' VjMaX ((RFt - ﬁMt )O)"' it
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where the new terny; represents an informational benefit that turnstoube an advantage,

represented by a no cost put option on the marnietatio. Henriksson and Merton (1981) suggest

that if «; is positive and significantly different from zergelection skills of the fund manager are
identified and ify, is significantly positive the fund manager is prdvo have a timing ability.

Classical the TM and HM models are known to sufifem a number of theoretical drawbacks.
The timing tests are subject to restrictive asswmptof the linear beta function (TM) and beta
switching (HM). Thus, if a manager departs fronsthbehavioral assumptions, these measures will
not reflect the timing ability correctly. Goetzmaringersoll and Ivkovic (2000) note that the HM
and TM timing models rely on the premise that therao co-skewness between the assets held in
the portfolio and the benchmark index. JagannatimmhKorajczyk (1986) show that if the average
stock in a mutual equity fund is more option-likeut the average stock in the market, a quadratic
regression of the HM model can result in a sigaificpositive timing coefficient even if there is no
any market timing skill. Thus, it is difficult to ake a distinction between inherent co-skewness
created by the superior timing skill and co-skevsnaescured strictly due to the composition of the
fund portfolio relative to the market.

All these mentioned methodological problems haweirtinfluence on the accuracy of the
models used to examine the market timing skills simalild be taken into account. However, using
two various models will enable us to deliver suéfi¢ quality estimations of the market timing

ability of Russian mutual equity funds’ managers.

4.4 Performance persistence models

To test whether mutual fund returns are persisteWinner-Loser test will be used, following
Goetzmann and Ibbotson (1994). We divide the sapgi®d into sub-samples and then rank funds
according to their performance in a particular @ériVe identify winnersW) and losersL() in each
sub-period and analyze how many winners in a forpegiod turn out also to be winners in the
following period. Specifically, we plan to split osample period up into three intervals each
representing a one year period.

For the first sub-period we rank the funds and tidetosers as those funds with a return below
the median return of mutual equity funds that aduded in the research sample, and winners as
those funds with a return equal to or higher thla® median return. An equivalent ranking is

performed for the second sub-period. Based on theddngs we determine the number of funds



Vassiljev and Dudcenkdrussian mutual equity fund performance:
Selectivity, timing and persistence 14

being winners (losers) in both periods and the remud funds being winners (losers) in the first

period and losers (winners) in the next period.
Based on this Winner-Loser categorization, we dgvélo-way tables and calculate a LOR-
statistic, which is a Log Odds Ratio test defined a
Equation (4)
Ww * LL
WL * LW

The odds ratio will be equal to 0 under the alteweahypothesis of existing performance

LOR = In( )

persistence and then th®R statistic will be positive that will indicate ptise persistence, while a
negativel OR statistic indicates negative persistence. On timtrary, if LOR statistic will appear to
be equal to 0, then there will be no evidence afopmance persistence. The significance of the
LOR statistic can be tested atstatistic given as:

t-statistic =LOR/o oR,

which approximately follows a standard normal dlgttion, wheres, or iS given by:

\/ 1 1 1 1
O or = + + +
WW WL LW LL

5. Data

In our analysis we use monthly data on a closirlgevaf shares and NAV (net asset value) on
the open equity mutual funds for the period fronc®uaber 2002 to the end of 2006. The use of
monthly data implicitly assumes that hybrid fundagers are using a one month horizon in
making allocation decisions.

We gathered our data from the home page of the i&usswtual fund organization
(www.investfunds.ru, www.rbc.ru, and official wetes of mutual funds). The important feature of
the Russian mutual fund industry is that most effimds were established during the years 2004-
2006, while only 9 funds were present at the end989, thus this kind of financial intermediary
and service is rather new and indeed a very rapieNgeloping financial sector.

We exclude from our analysis funds which have thas 30 observations for the given period;
otherwise, our regression estimates will be ofsatisfactory quality and will not supply us with a
sufficient longevity that is required for the perfaance persistence part estimation. Thus, 36 funds
pass through our filtering, that helps to detehts funds with history and experience in the field.
The descriptive statistics for each mutual funddusethe regression analysis is available in Tdble

(Appendix 1). Later in the analysis, descriptivatistics for funds are adjoined with regression
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results that estimate primarily focus industriesdach and every fund, see Table 4 (Appendix 2).
Next, it is important to note that the databasé Weuse in our analysis and regressions is fi@®a fr
survivorship bias. Moreover, starting from the y&869 there actually was only one open equity
mutual fund that ceased to exist Hepmezazosas ompacaw — axyuu”, and this was not because of
underperformance. The mutual fund has lost itsnBeeand, thus, has been liquidated because of
having an incorrect investment structure that gagganst existing laws and because of not having
enough licensed managers.

As a main benchmark for analysis we employ the Rii&x, that has sufficiently long history
and includes all big companies (with large turncaed high liquidity) listed on the Russian Stock
Exchange, as well as RT& @livision , RTS oil, RTS telecommunications, RT8tat & mining,
RTS industry are applied for a more detailed amalySharts given in Figure 1 (Appendix 1)
represent the dynamics of the rapid developmetitade market indexes during last years.

There is a difficulty of selection of risk-free @mest rates for the Russian market before the start
of the year 2003. We employ 1-year maturity rettates of Russian Government Treasury bonds
(GKOs) as a proxy for risk-free investment ratetaoted from the web page of the Central Bank of
Russia. The data on GKOs is available only sinceuaiy 2003. Graph plotting the historical
interest rate level is presented in Figure 2 (Agiperl). All the variables in our analysis are
denominated in rubles.

6. Empirical Findings

In this section we present our empirical resultsstF we present results obtained from
regression analysis and evaluate the selectiviljs k¢ Russian mutual fund managers, then we
investigate their market timing abilities. Finallye consider whether mutual fund performance is

persistent.

6.1 Performance evaluation results

First, we estimate the Jensen measure of perfoenbased on the standard CAPM security
market line given by equation (1) in the methodglpgrt. We estimate the security market line for
each of the 36 mutual funds. Then using panel dggeession we estimate the security market line
for all mutual funds.
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Equations are estimated by Newey-West correctettiatd errors regression in order to account
for potential serial correlation and heteroskedésti In Table 2 (Appendix 2) we present our
estimation results.

The general conclusion from Table 2 is that 60%mnatual funds have been able to outperform
their passive benchmarks. The Jensen measure incaess is positive, however, not statistically
significant. Only one mutual funtdk T - Poccuiickas snekmposnepeemuxa” has been able to show
statistically significant positive Jensen alpha %l@onfidence level). However, “the positive
selection skills” might be attributed not to a stupe selection ability of the fund management
company, but to the immense growth of the eledyrippwer industry companies on the Russian
stock exchange during last years.

Overall, the previous findings that claim that atemutual funds do perform in best cases
neutrally or even underperform the passive markecbmark also hold in case of Russia. One can
see from Figure 3 (Appendix 2), which summarizesgqfiency distribution of estimated Jensen
alphas for each particular fund, that the most'sfie in the neighborhood of zero.

However, the figure has a positive skew that cdaddexplained by the fact that the most of the
mutual funds show neutral and a little bit negatig&-adjusted performance; however, on the other
hand, there are positive extremes, very well periog funds like the* KUT - Poccuiickas
NEeKMPOIHEP2eMmuKa’” .

Panel data regression for all Russian mutual figlasved no statistically significant selection
skills of Russian mutual fund managers (see Taphppendix 2). Overall, the results indicate that
Russian equity mutual funds (except for one extjedi@ not show significantly positive Jensen
alphas and have not been able to out-perform thikehaOn the other hand, most funds have
performed neutrally i.e., they have been able t@iobgross returns that are just only sufficient to
cover their expenses, leaving the fund members mativeturns that are not significantly different
from the passive benchmark returns.

The estimated beta coefficient for all mutual fuml®.66 (significant at 1% confidence level),
which shows that mutual fund performance on averagkess volatile than the Russian equity
market index, at the same time funds has almostahee return level with the RTS index.

Regressing mutual fund returns on various indusitices we have been able to estimate what
industries mutual funds are more eager to invdst We determined that Russian equity mutual
funds commonly invest in an oil & gas sector, telacand industrial sector. On the other hand, we

found that Russian mutual funds do not invest thath in a metals & mining sector. Results
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(significant at 5% confidence level) showing in alhiindustry each particular fund tends to invest
are presented in Table 4, Appendix 2). It is irdéng to note that using this methodology we prove
that industry specific funds follow their officialvestment strategies (e.g. telecommunication funds

invest in telecommunication industry, etc.).

6.2 Market timing results

The estimation results on market timing skills at#ained from equation (2) and (3) and
presented in Table 5 and Table 6 (Appendix 3) re&spdy. Again t-statistics are based on Newey-
West corrected standard errors to correct for piatleserial correlation and heteroskedasticity. In
this case it is particularly important to obtairtdreskedasticity consistent standard errors, becaus
adding a quadratic term to the regression equ@fipimposes a heteroskedasticity type of problem
into the model (Christensen 2005).

Compared to the analysis in previous chapter akasekviewed in literature, Table 5 and Table
6 do not provide much new evidence on selectiwte infer that most of the estimatets are
positive and not significantly different from zero.

Testing for market timing skills of Russian equityitual fund managers, we find that only five
investment funds have been able to time the mgetel0% significance level). Positive timing
ability of mutual funds* ABK - @ono cessu u menrexomynuxayu” and* Coobpaszumenvnoiit” has
been confirmed by both the Treynor & Mazuy and Mer& Hendriksson models. Positive timing
ability of “ Uumpacm @ono arxyuir”, * Mempononrw 3onomoe Pyno”, “ Puxom Axyuu’, “ Pycc
Hneecm naesoti ¢hono axyuti” has been confirmed by the Merton & Hendriksson ehodhile
superior timing skills of Ilemp Cmonwinun * mutual fund were detected by the Treynor & Mazuy
model.

Negative timing ability of Amon - ®@ono axyur” mutual fund has been confirmed by both the
Treynor & Mazuy and Merton & Hendriksson modelsrdém and Schadt (1996) claim that "a
negative timing coefficient may arise if the mandges the perverse ability to predict market moves
systematically in the wrong direction.” This maKkigde sense, because an investor could profit by
trading against such a manager.

We also run panel data regression to estimate mérkang ability of all mutual funds. The
Treynor & Mazuy (TM) model did not show any evidenef positive or even negative market
timing ability. On the other hand, the Hendriks€oMerton (HM) model estimated a small positive

market timing ability of Russian equity mutual fendrhe coefficient is estimated to be equal to
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0,104 (at 10% significance level), see Table 7 Balole 8 (Appendix 3). Based on this evidence, we
can not clearly make any conclusions on Russiauahdtinds market timing ability. Some funds
showed positive market timing, while most of thada performed neutrally as far as market timing
is concerned.

The timing results obtained in this study are murchne with Muravyev (2006), who applies a
simple simulation strategy for timing ability resela and finds that Russian mutual fund managers

do not posses superior timing ability skills.

6.3 Performance persistence

We try to find whether the mutual fund performanceRussia is persistent or not, using the
winner-loser test, equation (4). Results obtaimethf the Log Odds Ratio test prove that there is a
significant positive correlation between a latted ahe former period persistence for years 2005-
2006 (see Table 8), but no persistence in perfoceaan be found in the period 2004-2005 and in
the longer period of years 2004-2006.

7. Discussion and Analysis

Conducted research shows that we can not accepyputhesis (at 10% significance level) that
Russian equity mutual fund managers possess supecarity selection and market timing skills,
and, consequently, can deliver higher abnormalrmstio the investors. The question whether
mutual fund investors get some value added for theney spent on management fees still remains
open.

Our research estimated not statistically signifigaositive security selection skills of Russian
managers. However, this can be attributed to theitons of booming Russian stock market for the
period of analysis (2003-2006). Over the years 22036 the Russian market grew more than five
times. Statistically it means that for most Rus®guities return distribution is skewed to the tigh
and has mean greater than zero for almost all sta€Cknsequently, there is a positive bias on
constant term Jensen alpha estimates in the Iregagssion.

For example, Barinov (2003) in his paper examirrel gerformance of Russian mutual funds
before the year 2003, when the market was not grpwo much rapidly. He found that the Jensen
alphas for mutual funds are significantly lowebearish market conditions, contrary to the opinion
of some investors who believe that investing in uabtfunds offers some insurance against

downward market movements.
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Analyzing the cash flows to Russian mutual fundsyibv finds that the investors while
choosing to invest into a mutual fund pay much naitention to the general market growth than to
the abnormal return of a particular fund. He fotimak the positive relationship between the market
return and the cash inflows to mutual funds is mam@nounced than that between the abnormal
return of a particular fund and the cash flows.ilBar argues that Russian equity fund managers
have few incentives to try to find investments thdt boost abnormal returns, as the inflow to thei
fund is anyway more dependent on the overall magwetency. One can argue that the dependence
of cash flows on the general trend but not on #ropmance of a particular fund results in lack of
incentives for Russian fund managers to delivehdrigexcess returns, which might partly explain
the reported insignificance of the Jensen-alphaagts.

Conducted estimations show that most Russian efuitys have a beta coefficient lower than
one. This implies that fund managers choose eguitiat move differently than the whole market.
Lower than a unit} values are in line with descriptive statisticse tAverage funds’ standard
deviation is lower than the market standard demmatiAt the same time, the overall mutual equity
funds’ returns are almost at the same level afkif® index, which means that mutual funds have
high returns with a risk level which is lower thidmat of the whole market.

Small betas can partly be explained by the pectiiarof a NAV calculation by most Russian
mutual funds (Muravyev 2006). Every fund has itianethodology of calculating NAV. However,

most Russian mutual funds use as they call it &"“&sset price, which is not the price of a last
transaction but the mean weighted one. This aggoegéeads to the positive correlation between
today’'s NAV and yesterday’s market index return (Byev 2006).

Small betas can also be attributed to the factdahabst all Russian equity funds according to
quarterly reports hold up to 20% of their portfglim cash (Muravyev 2006). Is not clear what
factors make Russian fund managers hold so much. ¢aw example, Muravyev argues that
keeping only 5% of assets in cash would be enoogatisfy the liquidity risk. Following Ferson &
Schadt (1996), one of the potential explanationtage cash holdings is an ever growing money
inflow invested into mutual funds by the public tha attracted by the booming Russian equity
market. Consequently, it takes some time for marsageallocate the new money.

Edelen (1999) finds that the increase of the pbotimeight on cash causes the estimated market
timing coefficients in the HM quadratic regressimodel to be biased downward. This can be a
potential explanation of why the HM model estimageduch lower market timing coefficient in

comparison to the TM model.
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The panel data regressions (both HM and TM models)kll Russian equity mutual funds
testing for the market timing ability of fund mamag showed an opposite alpha coefficients
(security selection) and gamma (market timing). yhoe & Mazuy model have not showed
statistically significant at 10% confidence levebkpiive security selection skills and negative tigi
On the contrary, Henriksson & Merton model showetistatistically significant at 10% confidence
level selection skills, but statistically signifitasmall positive coefficient on timing skills of
Russian mutual fund managers.

Several researchers have found similar featurestahated alpha and gamma coefficients have
opposite signs. For example, Jagannathan & Korkj¢2@86) show that naive strategies may
exhibit option-like characteristics and hence htaweng coefficients and alphas with opposite signs,
as well as exhibit abnormal performance. Goetzmbargersoll, and Ivkovic (2000) having applied
the HM and TM models, and their adjusted test sample of 558 U.S. mutual funds in the period
from 1988 to 1998 indicate that estimates of alghé gamma move in opposite directions, i.e. the
increase in the number of positive alphas (in teisted test) is accompanied by the decrease of
positive timing coefficients for both the CAPM aRdma-French model (1998) with the 3 factors
(market return, size and book-to-market factors)adldition Kon (1983) and Henriksson (1984)
report a negative correlation between the seldgtighd timing performance measures. While
Pfleiderer (1983) noticed that a negative corretatiould be induced by intra-period trading.

In our research we were using monthly data to emarthie market timing ability of equity
fund managers. However, some researchers arguehtirat is a potential pitfall for the research
accuracy in using monthly data. For example, GoatemIngersoll & Ivkovic (2000) and Bollen &
Busse (2001) provide evidence that the use of npuidita may fail to detect timing ability using
the TM and HM models if timing decisions occur atare frequent interval. Thus, the authors
suggest that researchers do not find a market ¢gimimlity because they are using a monthly data to
extract timing skill when managers are engagedhe rhore frequent timing decisions. Testing
market timing ability of Russian equity funds maeegusing the daily or weekly return data might
be another interesting topic for further research.

The question of choice of the correct model formestion of timing ability of mutual fund
managers remains open, as well as the choice ofrighe benchmark model. For instance,
Goetzmann, Ingersoll and Ivkovic (2000) indicatattthe specification based on the Fama-French
three-factor model is less biased than those basethe CAPM. However, the intention of the

authors was to test the market timing skills using generally accepted CAPM model and the
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guestion of comparison between the CAMP and Fameadfrthree factor model in terms of better
and more accurate detection of market timing skilight be investigated in a further research.

Another improvement of the timing models is progbbg Glosten and Jagannathan (1994),
who provide conditions under which the sum of tlhmirtg and selectivity components of
performance can correctly estimate the averageevatidled by a manager, thus using the sum of
components of performance would result in more plda results.

The conducted research showed that the past perfmermay convey partial information to
potential mutual fund investors about future parfance. Like some other researchers (e.g. Brown
& Goetzmann (1999) found performance persistendsvinout of three 3-year periods; Hendricks
et al (1993) found performance persistence for mewrtto eight quarters) we found performance
persistence only in particular periods for the ipatar time. Following this line, we agree with €sl
at al (2002), who finds that the importance of [gesce depends on both the time horizon and the
sector in which the mutual fund is invested.

If we accept the hypothesis that the past perfoomaoontains to some extent valuable
information on the future performance (which wa$ygrartly supported by our research), than we
argue that the regulation should enforce each rhuwad to provide information on past
performance measures regularly and clearly. It didond great if a user friendly information source
on performance of mutual funds would be createdchvivould enable investors to make more
efficient capital allocations. Moreover, statingrrifec past performance in marketing
communication to potential investors, mutual fustisuld have an obligation to emphasize that the
past performance can not provide any guarantetiaéoiuture performance.

Regarding the possible future research in the,fieldould be interesting to analyze funds after
several years, when more monthly observations cbeldbtained for regressions. It also would be
interesting to examine mutual fund performanceamy in conditions of a booming market like in
the period 2003-2006, but in conditions of a béaas stagnating trend. One can expect intensified
competition between mutual funds in the future podsible increasing consolidation, as there are
definite economies of scale to be utilized by brggmnagement companies having several mutual

funds.
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8. Conclusions

This paper has examined the security selection matket timing skills of Russian equity
mutual managers and persistence of mutual fundpednce. The conducted research showed that
on average Russian mutual fund managers do noeg®ssiperior security selection skills, although
there was one fund identified that had statistycaignificant positive Jensen-alpha measure, what
means that fund managers could indeed successtlbgt the best performing stocks in the period.
However, this fact should be attributed mostlyhe official strategy of this fund to invest in sbar
of power generation companies — which grew enorigdnsvalue during the research period — not
to some superior security selection skills of funghagement.

Two different models — suggested by Treynor & Maand Henriksson & Merton — were
employed to test for market timing skills of Russequity fund managers. Running these models
for particular funds we identified eight funds wistatistically significant positive market timing
skills, while only superior timing ability of twouhds was supported by both models. Running a
panel data regression for all funds together, tleariksson & Merton model determined small
positive market timing skills, while the Treynor Mazuy model did not support the hypothesis of
fund managers’ ability to time the market.

We argue that large portion of cash in Russian aldtuinds’ portfolios; the skewness of Russian
equities return distribution to the right, and usag a monthly data (as opposed to a more frequent
data) could influence the accuracy of the exanmmmatf market timing skills. The question of
choice of the more appropriate model (e.g. Famadfr@ factor model) and the market benchmark
(e.g. not RTS) for the estimation of timing abil@y mutual fund managers could be an interesting
topic for further research.

Finally, we conclude that there was positive fuedf@rmance persistence between years 2005-

2006, while no performance persistence has beenectdet in other periods.
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Appendix 1: Descriptive statistics on the Russian economy and
Stock market

Table 1.
Funds descriptive statistics

This table presents descriptive statistics for emmth every fund that is included in our analydisptigh period of
Jan. 2003 and Dec. 2006. In the first and secohdrm general information is reported: fund name date of market
operations start up. The third column reports ayeraonthly return of fund since Jan. 2003. Thehfedlumn presents
total fund size denominated in Russian rubles. Brgk rate at 31.12.2006 was equal to: 0,0289 RUR/EWe fifth
column calculated standard deviation in monthlymes. The sixth and seventh columns conclude vatiest and
highest monthly achievement for the reviewed per8mlirce: www.investfunds.ru

Fund name Date of Average Size (in Rubles) | Standard | Min Max
Establish- | monthly rate | At Dec. 2006 deviation | Monthly monthly
ment of (monthly) | return return

return (%) value value

ABK - ®ona aknmii 12.2003 1,53% 15785764,28 3,86% -6,28% 13,49%

ABK - ®onx

NPUBHJIETMPOBAHHBIX

aknui 12.2003 2,29% 38519900,00 5,671% -8,30% 10,15%

ABK - ®onx

CBSI3H U

TeJIEKOMYHUKALUIA 09.2003 1,93% 34394870,00 7,36% -12,4P% 21,33%

ABK - ®onx TOK 09.2003 2,41% 147081830,00 6,81% -9,40% 21,25%

AK BAPC - oxoausni | 12.2003 1,62% 35932790,00 5,93% -12,40% 11,22%

Aabda-Kanuran

AKnun 04.2003 3,32% 2770048790,00 7,12% -11,72% 17,54%

Aabsine Pocno —

AKIUHU 07.2003 3,10% 694982570,00 7,14% -11,40% 16,27%

ATOH - ®oH aKIMii 07.2004 4,13% 800361850,00 6,60% -10,3B% 15,61%

Ba3oBblii 07.2001 3,70% 235544160,00 7,08% -8,8[% 15,86%

BKC- ®onp

HepcnekTuBHBIX

Axnmii 05.2000 2,20% 291954797,10 4,92% -7,46% 11,35%

JoJsirocpouHnnie

B3aHMHBbIe

MHBECTHIIUHU 09.1997 2,36% 97857500,00 6,44% -13,74% 15,36%

Epmak — dong

KPAaTKOCPOYHbIX

HHBECTHIN 11.2000 3,02% 103940720,00 7,10% -10,8[7% 20,78%

Hurpact ®oux Axkumii | 07.2004 2,78% 31480731,52 4,69% -4,84% 10,44%

KHUT - Poccuiickas

HepTh 01.2003 2,72% 525121020,00 5,92% -9,20% 17,10%

KHUT —Poccuiickas

DJIeKTPOIHeP-TeTHKA 01.2003 3,79% 1477289590,00 7,06% -11,69% 23,64%

KHUT - Poccuiickue

TeJeKOMMYHHUK-alHH 04.2003 2,16% 230671750,00 6,43% -14,71% 18,89%

KUT - ®ong akumii 08.2003 2,42% 694678030,00 5,92% -10,34% 17,35%

MertponoJs 30J10TO0C

Pyno 12.2003 2,97% 112553780,00 7,25% -11,8P% 26,25%

Monomax-

IepcnexkTuBa 12.1999 3,50% 360879460,00 7,17% -13,30% 15,19%

OJIMA - dona akunii 04.2004 2,55% 28821650,00 7,55% -10,00% 15,79%

OTKpBITHE-AKIINT 01.2004 1,64% 68562960,00 6,58% -13,71% 15,67%
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IMannaga — aknuu 2,78% 153109020,00 6,00% -9,31% 14,98%
Ilerp Barpatuon 07.2003 5,94% 30155347,46 17,44% -8,0/% 90,86%
Ietp CToJbinuH 01.2000 3,39% 4365618940,00 6,93% -10,25% 18,05%
MuoIl'106an ®oup

Axnmii 02.1997 2,61% 669817320,00 7,23% -12,13% 13,79%
Iudarop - pong

Ak 12.2003 2,36% 14928620,00 4,98% -7,45% 12,87%
Pernon ®oua Axumii 06.2003 3,14% 108883190,00 6,271% -9,74% 12,16%
PukoMm — akuun 06.2004 3,63% 174062420,00 7,12% -7,2(% 23,24%
PYCC-UHBECT

naeBoii poHx akmmii 09.2004 2,25% 57540570,00 4,78% -5,51% 13,83%
Coaun-UuBect 04.2000 3,90% 743853020,00 7,38% -13,3[1% 17,79%
Coo0pa3uTebHbIii 03.2004 2,00% 5260390,00 7,00% -10,42% 17,46%
Cronk 06.2003 3,25% 1193976050,00 7,53% -9,95% 20,64%
CtpeMuTeILHBII 03.2004 2,09% 5088900,00 8,13% -14,04% 17,54%
Toabartu-UnBect

Axnmii 04.2004 2,16% 28823580,00 6,09% -10,82% 13,44%
Tpoiika {nanor -

Jo6pbias Hukurny 06.1997 3,60% 17646615730,00 6,70% -13,05% 12,74%
HEPUX ®oux Axumii | 11.2002 3,26% 54270570,00 6,60% -14,56% 14,03%
Figure 1.

RTS indexes

This figure plots RTS indexes (Russian stock indefe different industries) for period from Janu&@03 until
Januart 2006 on a monthly basseurse: www.rts.ru — Russian trading system. Stackange.
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Figure 2.
GKO's historical interest rate level
One plots the historical interest rate level ond®us Government Treasury bonds (GKO'’s) that we egnpi our

analysis as a proxy for risk-free interestrate ins§an rublesSource: www.cbr.ru - Central Bank of Russian
Federation.
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Appendix 2: Performance evaluation

Table 2.
Summary statistics of the Jensen measure for eachrfd
The security market line model
In the first column we present particular fund.sEmmeasure for every fund is reported in the skcolumn, with
relevant P-Value in the third column. Beta estimatee present in the fifth column. All the corresgiog P-values are

Newey-West corrected.

Fund name Jensen P>|t| Beta on P>|t|
Alpha RTS

ABK - ®ounjx akumii -.0639203 0.844 .3519495 0.000
ABK - ®oun -.1717408 0.725 .6106429 0.000
TMPUBUJIETHPOBAHHBIX
aKnuit
ABK - ®oHj cB3M U -.2152283 0.817 .5571282 0.000
TeJIeKOMYHMKANI
ABK - ®ong TOK .1097784 0.842 .6796851 0.000
AK BAPC - JloxonublIii -.8075513 0.148 .5989005 0.000
Aabpa-Kanuran Akumn .1696398 0.672 .7965358 0.000
AnbsiHcPocHO - AKuu -.1502245 0.681 .8137461 0.000
ATOH - ®OHJ AKIHIA .0606255 0.815 .8448121 0.000
Ba3oBblii .5306762 0.169 .7529073 0.000
BKC- ®onp .2334642 0.642 4198467 0.000
IlepcneKTUBHBIX AKIMIA
JoJrocpouynbie B3aumubie | -.5893817 0.144 .6924535 0.000
MHBECTHIIUHU
Epmak — ¢pong .0141254 0.980 .7061802 0.000
KPaTKOCPOYHBIX
MHBECTUIIUI
Hutpact Pong Akuuii -.0611383 0.877 5606379 0.000
KUT - Poccuiickasn Heprr | .2320659 0.639 .5644356 0.000
KMUT - Poccuiickast 1.344997 0.042 .5533032 0.000
JIeKTPOIHEPTeTHKA
KMUT - Poccuiickue 2284277 0.806 4395031 0.000
TeJIEKOMMYHHKAHH
KUT - ®ong akumii .1755568 0.762 5756428 0.000
Metponoas 3os0toe Pyno | .6042103 0.535 .5804588 0.000
Monomax-IlepcnektuBa .3819846 0.521 .7386084 0.000
OJIMA - dponn akumii -.6274035 0.514 .8103245 0.000
OTkpsbiTHE-AKIMHT -.9575157 0.117 .6708947 0.000
IManaana — akuuu 1691525 0.684 5997754 0.000
Iletp BarpaTnon 3.530207 0.262 .5715535 0.000
Herp Croabinnx 1277013 0.262 .5715535 0.000
IIuol' 10621 Monp Axumii -.6961363 0.560 .789356 0.000
IMudarop-doua akuumii .3565384 0.617 4731052 0.000
Pernon ®@ong AKuui 4077388 0.427 .6641567 0.000
Pukom — akumuu .0698273 0.877 .8023743 0.000
PYCC-UHBECT naesoii -.0235962 0.970 4536516 0.000
¢hona akumii
Coaua-UuBect .5999358 0.182 .7897374 0.000
Coo6pa3uTesbHbII -.327728 0.662 .6820197 0.000
Crouk .2925329 0.612 .8008506 0.000
CrpemuTe/IbHbIH -.6813306 0.368 .8405732 0.000
Toabsatru-UuBect Akuuii | -.6006857 0.159 .6878549 0.000
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Tpoiika Jnasor - 5136057 0.293 .7287635 0.000
Joopsins Hukntua
IEPUX ®ona Axuuii .2753103 0.601 .700636 0.000
Table 3.

Summary statistics of the Jensen measure for the whke mutual fund industry.

Results are obtained using Panel data controlliimdhéteroskedasticity using the Generalized leqisares (GLS)
estimator.

Jensen Alpha P-valug¢ Betaon RTS  P-valle
Russian funds (36 | .1498418 0.257 .6599046 0.000
funds)
Figure 3.

Frequency distribution of estimates Jensen Alpha’s
The estimated Alpha’s from security market line greuped into intervals of values. The figure gitles percent
distribution of the Alpha’s.
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Table 4.
Summary statistics for each fund, indicating primaiily investment industry.

By adding into Newey-West regressions additionaBRiidexes (RTS oil, RTS utilities and telecommutiozg
RTS metals and mining, RTS industrial) we obtaatistics for industries on which each fund is fargsIn the table
below, are presented results with statistical §icenice at the 5% level. In the second column &sted indexes with
which every particular fund significantly correlateThe forth and fifth columns report correspondbejas and P-

values.

Fund name Index Betaon | P>[t|
RTS
ABK - ®oua akumii Oil&Gas .2439973 0.040
ABK - ®onj Oil&Gas .3902116 0.000
NPUBHJIETMPOBAHHBIX
aKnuit
ABK - ®ouj cBsi3u 1 Qil&Gas -.1022916 | 0.072
TeJEeKOMYHHKAIMIi Telecom .8616593 0.000
ABK - ®oupx TOK Oil&Gas .5262445 0.002
AK BAPC - JloxoaHbIii Oil&Gas .3637735 0.001
Aabda-Kanuraa Axuun Oil&Gas 4384746 0.000
Telecom .1663177 0.068
AabpsincPocHo - AKnun Qil&Gas .5533763 0.000
AToH - ®OHI AKIMI Oil&Gas 4044507 0.001
Telecom .1559253 0.043
Ba3zoBblii Oil&Gas .3070975 0.000
Met&Mine .1603449 0.003
_cons .7103017 0.061
BKC- ®oun Oil&Gas .2256394 0.008
IepcneKTHBHBIX AKIHH Telecom .2490349 0.002
Honrocpounsie B3aumubie | Oil&Gas 4244953 | 0.000
HHBECTHIIHH Telecom .1745909 | 0.068
Epmak — donn Oil&Gas 4381152 0.000
KPaTKOCPOYHbIX Telecom -.0543678 | 0.003
HHBECTHIN _cons .6383612 0.073
Hurpact ®oua Axumit Oil&Gas .2342655 0.018
Industry .1407296 0.003
KHUT - Poccuiickas nedprn | Oil&Gas 4233691 0.001
KHUT - Poccuiickast _cons 1.69512 0.013
JJIEKTPOIHEPTeTHKA
KUT - Poccuiickue Telecom .7036879 0.000
TEJIEKOMMYHHUKALUT
KUT - ®@ona akuuii Oil&Gas .2338585 0.025
Industry .3012606 0.011
Metpomnoas 3o10Toe Pyno | Telecom .5106663 | 0.001
Industry .3161064 0.001
Monomax-IlepcnexTuBa Oil&Gas .2916663 0.000
Telecom 4086543 | 0.000
OJIMA - dona akuuii Qil&Gas .4599881 0.000
Telecom 2995941 | 0.000
Met&Mine -.2150142 | 0.038
Industry .1847092 0.009
OTKpbITHE-AKIIMHT Qil&Gas .3686492 0.008
Telecom .2161138 0.054
Industry .1712458 0.036
Mannaga — akuuu Oil&Gas .2464552 0.001
Telecom .3321262 0.007
Met&Mine -.1208467 | 0.054
Ierp Barpatnon Oil&Gas .2725768 0.005
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Merp Croabimun Oil&Gas .5350265 0.000
_cons .690185 0.042
IMnol'106aa Pona AKIMiA Qil&Gas 4899184 0.000
Telecom .2483406 0.006
Mudarop-dona akuuii Oil&Gas .2646945 0.019
Peruon ®ona AKuuii Telecom .346416 0.000
Met&Mine .1835545 0.000
PukoM — akuumu Oil&Gas .3616131 0.019
Telecom .2609922 0.025
PYCC-UHBECT naesoii Oil&Gas .1481233 0.036
dhong akuumii Telecom .2742532 0.051
Comp-UuBect Oil&Gas 43642 0.000
Telecom .27394 0.019
_cons 1.100417 0.046
CooOpa3surebHbIil Telecom 2427182 0.034
Crouk Oil&Gas 510572 0.000
Met&Mine .1514223 0.001
CrpemuTe/IbHbIH Telecom 4178514 0.004
Toabsartu-Unsect Aknmit | Oil&Gas .1902204 0.030
Telecom .2109832 0.007
Industry .188446 0.033
Tpoiika {uasor - Oil&Gas 4501754 0.000
Jo0pbinsa Hukurny _cons 1.431574 0.004
HEPUX ®onn Akuuii Oil&Gas .3305546 0.000
Telecom .2545879 0.006
_cons 1.048974 0.087
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Appendix 3: Evaluation of Timing ability

Table 5.
Summary statistics on selection and timing abilitf Treynor and Mazuy (1966) model).
Selectivity is measured by Jensen’s Alpha, whictemorted monthly in the second column, with cqroesling P-
value in the third column. The forth column areduretas, with P-value for them in the fifth coluniie timing ability
parameter is presented in the sixth column, whiidence for timing ability requires Beta RTS”2 te positive and

significant. All the corresponding P-values are MgwVest corrected.

Fund name Jensen P>|t| Beta RTS P>t| Beta RTS?2  P>|t
Alpha

ABK - ®ona aknmii -.4433847 0.466 .3382111| 0.000 .005553 0.435

ABK - ®ouna -.1887894 0.745 .6100257| 0.000 .0002495 0.954

NPUBHJIETMPOBAHHBIX

aKnmi

ABK - ®oHj cB3M U .2183638 0.837 .5691193 0.00d -.006229% .62®

TeJIeKOMYHMKANI

ABK - ®ong TOK -1.426094 0.061 .6432821 0.000 | .0189118 0.063

AK BAPC - loxoaublii -.1989968 0.799 .620933 0.000 -.0089054 40D.

Aabda-Kanuraa Axkuun | -.2053669 0.593 .784554 0.00( .0052599 0.413

AabsiicPocHO - Ak -.285653 0.594 .8088547 0.00( .0019352 0.710

AToH - @OoH/ aKIHIi 4615241 0.139 .893675 0.000 -.008569 0.039

Ba3oBwlii .9797852 0.112 7716115 0.00¢ -.0062214 .324

BKC- ®onp .6423778 0.369 4368769 0.00( -.0056646 0.341

IlepcneKTUBHBIX AKIMIA

JoJsrocpounnie -.7901425 0.070 .6840923 0.000 .0027811 0.577

B3aHMHbI€ HHBECTHIIHH

Epmak — donn .3916718 0.459 .721904 0.000 -.00523 0.5(

KPAaTKOCPOYHbIX

MHBECTUIIUI

HNutpact ®oua Akuuii -.3437792 0.495 .5261886 0.00( .0060413 0.174

KMUT - Poccuiickas -.3660097 0.506 .5395273 0.000 .008285 0.149

He(PTH

KMUT - Poccuiickas 1.247634 0.194 .5492483 0.000 .0013487 0.894

3J1eKTPOIHEPreTHKa

KMUT - Poccuiickue .991106 0.290 4638715 0.00( -.0106974 358.

TeJIEKOMMYHHKALMH

KUT - ®ong akuuii -.4351475 0.413 .5589714 0.00( .0088934 0.293

MeTtpomnoas 3o10T0€ 1287341 0.875 .5632444 0.00(¢ .006958 | 0.432

Pyno

Monomax-IlepcnektnBa | .6104261 0.328 7481224 0.00( -.0031645 0.754

OJIMA - dong akuuii -.0896867 0.946 .8621508 0.000 -.0103918 0.249

OTKpbITHE-AKIITH -.1526967 0.835 .7003885| 0.000 -.0116552 0.051

Mannana — akuun -.2866125 0.531 .580794 0.00( .0063136| 0.126

Ietp BarpaTuon 5.84064 0.299 .6550028 0.001 -.0330154 0.355

IMerp Croabinux -.3489143 0.313 .7585856 0.00Q .0066024 0.077

Muol's06an ®ong -.4242815 0.421 .8006781 0.000 -.0037659 0.636

Axkumii

Iudarop-dona akumii .1566025 0.844 4658666 0.000 .0029258 0.638

Pernon ®oua Axumii .1761511 0.739 .6557921] 0.00( .0033093 0.548

Puxom —akuuu -.4266638 0.576 .7501631] 0.00( .0098644 0.429

PYCC-UHBECT mnaeBoii | -.3056509 0.724 4195812 0.00( .0058197 0.466

¢hona akumii

Coanpg-HuBect .7833464 0.151 797376 0.00( -.0025407 0.704

Coo0pa3uTesbHbII -1.853621 0.053 .6295682 0.000 | .0223463 0.007
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Crouk .1486626 0.812 7962266 0.000 .0020026 0.801

CTpeMHUTEIbLHBI -.5073538 0.579 .8465535 0.00( -.0025478 0.819

ToabarTu-UHBecT .1974584 0.751 .7647817| 0.000 -.0154248 0.111

Axkumii

Tpoiika {nasor - .58391 0.229 .7316915 0.000 -.0009734 3.9]

Jo0pbinsa Hukurny

HEPUX ®ona Akumii 7716736 0.095 .7213082 0.000 -.006876 0.401
Figure 4.

Frequency distribution of timing ability estimatesapplying Treynor and Mazuy (1966) model
The estimated Betas on excess market return sqfrarache extended by Treynor and Mazuy securityketaine
are grouped into intervals of values. The figuneegipercent distribution of the Betas.
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Table 6.
Summary statistics on selection and timing abilitfHenriksson and Merton (1981) model).
Selectivity is measured by Jensen’s Alpha, whicteorted monthly in the second column, with cqroesling P-
value in the third column. The forth column aredbetas, with P-value for them in the fifth coluniie timing ability
parameter is presented in the sixth column, whildence for timing ability requires Beta RTS_mardaepresents all
the positive monthly fluctuations as percentagdedéhce between opening and closing points) tgdmtive and

significant. All the corresponding P-values are MgwVest corrected.

Fund name Jensen P>|t| Beta RTS P>|t| Beta P>|t|
Alpha RTS_max

ABK - ®ona aknmii -.745623 0.4 .2381378 0.022 | .195469 0.380

ABK - ®onx -.363848 0.593 .5785703| 0.000 .0550841 0.694

NPUBHJIETMPOBAHHBIX

aAKIMI

ABK - ®oHj cBSI3H U -.1556612 0.896 .5665646 0.028 -.0167369 0.958

TeJIEKOMYHUKALUIA

ABK - ®onp TOK -2.365452 0.053 3223477 0.079 | .6337903 0.066

AK BAPC - loxoauslii -.3340849 0.749 .6779466 0.00( -.1357599 0.641

Aabda-Kanuran Akunn | -.6291441 0.252 .6718939 0.00d .2189231] 24@.

AassiacPocHO - AKnin -.7629021 0.243 .7146316 0.00¢ 1716329 238.

AToH - ®oHJ aKIMii 4702847 0.297 .9390427| 0.000 -.1414216 0.287

Ba3oBblii .6874386 0.385 .7777612| 0.000 -.0425165 0.813

BKC- ®onn 4409465 0.669 4527419 0.00¢ -.056272% 794.

IlepcneKTUBHBIX AKIHI

JloJrocpoyHnie -1.082043 0.070 .6143447 0.000 .1336175 0.474

B3aHMHbI€ HHBECTHIIHH

Epmaxk — donn 162225 0.845 .7296606 0.000 -.040167 ®.88

KPaTKOCPOYHbIX

HMHBECTHIUI

Hutpact ®oua Axnmii -1.164971 0.040 .306732 0.000 | .3810627 0.001

KMUT - Poccuiickas -.8662644 0.309 .3903012 0.008§ .2978848 178.

He(pTh

KWUT - Poccuiickas .2296391 0.855 3764691 0.065 .3025031 49.3

3J1eKTPO3HEepPreTHKa

KMUT - Poccuiickue .8098722 0.469 .5302315 0.034 -.16835 | 0.604

TeJIEKOMMYHHKAIIHH

KUT - ®ong akuuii -.8787433 0.300 .408038 0.014 .2978071 9M®.2

Mertpomnoas 3o0T0€ -.9682717 0.274 .31793 0.131 .4508874 0.102

Pyno

Monomax-IlepcnektuBa | .383625 0.669 .7388684 0.001 -.0004449 999D.

OJIMA - dona akuuii -.1450122 0.938 9117627 0.00d -.1583098 .62%

OTKpbITHE-AKIIMT 2424628 0.765 .8709691 0.000 -.3432183 0.085

Mannana — akuun -.5678972 0.347 4829201 0.00¢ .1998997| 184.

Herp BarpaTtuon 6.347945 0.376 1.027387 0.14( -.7893491 0.486

Ierp CToabInuH -.6181147 0.238 .6601902 0.00( 2022772 123

IuoI'no6ax ®ong -.4528829 0.533 .8279226 0.00( -.0659742 0.761

Axkumii

Mudarop-poua akuuii -.2289593 0.804 .3753553 0.017 .1678833 0.429

Pernon ®@oua Axnmii .1106458 0.884 .6160951 0.001 .0832264 0.698

Puxom —akuuu -1.533259 0.108 .459052 0.003 | .5280082 0.071

PYCC-UHBECT naesoii | -1.022924 0.290 .2246007 0.104 .3429709 0.089

donx akumi

Coanp-HuBect 4934675 0.531 7728574 0.000 .0288759 0.896

Coo0Opa3uTe/bHblii -3.328276 0.023 .1829837 0.389 | .8676661 0.011

Cronk -.3786587 0.618 .6962486| 0.000 .1840312 0.428

CtpeMuTeIbHBII -1.268956 0.245 7428423 0.00( .1699232 0.562
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ToabsitTH-UHBECT .0585372 0.948 .8264775, 0.000 -.2163419 0.432

Axnmii

Tpoiika quasnor - .3444795 0.634 .7019495 0.001 .0458697 0.857

Jo0pbinsa Hukurny

HEPUX ®onn Axuuii .5720168 0.382 7476773 0.000 -.0804716 0.741
Figure 5.

Frequency distribution of Gamma estimates applyinddenriksson and Merton (1981) model
The estimated Gamma’s from the extended by Heroiksd Merton security market line are grouped into
intervals of values. Positive Gamma shows that fonashagers are able to assess adequately informatitbve market
and make correct decisions. The figure gives pérdistribution of the Gamma’s.
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Table 7.

Summary statistics of the Jensen measure and timirgpility for the whole mutual fund industry using
Treynor and Mazuy (1966) model
Results are obtained using Panel data controlliindhéteroskedasticity using the Generalized legqisares (GLS)

estimator. The column six represents beta for b&iRTS index squared.

Treynor and Jensen Alphg P-value Beta on RT®-value Beta on P-value
Mazuy (1966) RTS"2

model

Russian funds (36 | .1587637 0.368 .6602886 0.000 -.0001302 0.939
funds)
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Table 8.
Summary statistics of the Jensen measure and timirapility for the whole mutual fund industry using
Henriksson and Merton (1981) model
Results are obtained using Panel data controlliindhéteroskedasticity using the Generalized leqisares (GLS)
estimator. The column six represents beta for b&iRTS index using only positive monthly return.

Henriksson and Jensen Alpha P-value Beta on RT®-value Beta on P-value
Merton (1981) RTS_max

model

Russian funds (36 | -.2196019 0.369 .5986941 0.000 1042265 0.072
funds)

Appendix 4: Performance persistence

Table 9.
Log Odds Ratio test.
The sample is split up into 3 intervals 2004.0140Q, 2005.01-2005.12, 2006.01-2006.12. LOR is Oamgls
Ratio test defined as LOR=In((WW*LL)/(WL*LW)).

Total return WW | LL WL LW LOR P-value
2005-2006 14 12 1 1 5.123964 0.001
2004-2006 7 7 7 7 0 0.99

2004-2005 8 7 6 7 0.2876820.71




