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Today’s outlineToday s outline
• Mutual funds: Definitions and types• Mutual funds: Definitions and types
• Mutual fund returns and fees
• Investment company/mutual funds in Thailand

M t l f d d th ld• Mutual funds around the world
• Exchange traded funds
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MUTUAL FUNDS: DEFINITION 
AND TYPES
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Mutual fundsMutual funds

• Pools funds belonging to many individuals 
in a single portfolio of securities. In g p
exchange, the investment firm issues to 
each investor new shares representingeach investor new shares representing 
share of ownership in fund.

• Fund value per share value is known as 
net asset value (NAV)( )

• Fund NAV = (Total MV of fund – Fund 
expenses)/Total fund shares
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expenses)/Total fund shares



NAVNAV
• Ex An investment firm with Bt 100 mn• Ex. An investment firm with Bt 100 mn 

stock portfolio and 10 mn shares has NAV 
f Bt10of Bt10.

• If during the holding period, the value of g g p ,
portfolio increases to Bt 112.5 mn while 
fund incurred Bt0 1 mn trading expensesfund incurred Bt0.1 mn trading expenses 
and management fees. What is the new 
NAV?NAV?

• New NAV = 112.5-0.1/10 = Bt 11.24
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Fund type: by redemption abilityFund type: by redemption ability
Open end: Continues to sell and repurchase shares after• Open-end: Continues to sell and repurchase shares after 
IPO.

• Additional shares can be bought or sold at NAV.g
• Closed-end: Offers no further shares and does not 

repurchase shares on demand.
• Closed end fund market price usually at discount NAV• Closed-end fund market price usually at discount NAV.
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Fund type by objectivesFund type by objectives
H d f d A f d ll d b l h i di id l d• Hedge funds: A fund, usually used by wealthy individuals and 
institutions, which is allowed to use aggressive strategies that are 
unavailable to mutual funds, including selling short, leverage, 
program trading, swaps, arbitrage, and derivatives

• Pension fund: A fund established by an employer to facilitate and• Pension fund: A fund established by an employer to facilitate and 
organize the investment of employees' retirement funds contributed 
by the employer and employees. The pension fund is a common 

t l t t t t bl th th l t dasset pool meant to generate stable growth over the long term, and 
provide pensions for employees when they reach the end of their 
working years and commence retirement.  
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Fund type by investment styleFund type by investment style

• Value focus
– The price must be cheap
– Less emphasis on current earnings and drivers of 

earnings growth
– Low P/E, P/BV, high dividend yield

• Growth focus
– Focus on EPS and economic prospects
– Target firms with rapid earnings growth
– High EPS growth, high profits, higher valuations, 

small firms
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Fund management by 
investment style

• Passive management: A long term buy 
and hold strategy in which stocks are gy
purchased so that portfolio returns will 
track those of an index over timetrack those of an index over time. 
“Indexing”

• Active management: Management 
attempts to outperform on a risk adjusted p p j
basis the passive benchmark portfolio.
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Figure 4.1 Closed-End Mutual Funds



Mutual Funds—Investment Policies

• Money Market 
E it• Equity

• Sector
• Bond
• Balanced• Balanced
• Asset Allocation and Flexible
• Index 
• International• International



Table 4.1 U.S. Mutual Funds by InvestmentTable 4.1 U.S. Mutual Funds by Investment 
Classification



How Funds Are Sold

• Brokerages

• Commercial banks 

Direct purchases• Direct purchases



MUTUAL FUND RETURNS AND 
FEES
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NAVNAV
• Ex An investment firm with Bt 100 mn• Ex. An investment firm with Bt 100 mn 

stock portfolio and 10 mn shares has NAV 
f Bt10of Bt10.

• If during the holding period, the value of g g p ,
portfolio increases to Bt 112.5 mn while 
fund incurred Bt0 1 mn trading expensesfund incurred Bt0.1 mn trading expenses 
and management fees. What is the new 
NAV?NAV?

• New NAV = 112.5-0.1/10 = Bt 11.24
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Costs of Investing in Mutual Funds
Fee Structure• Fee Structure

– Operating expenses

– Front-end load

– Back-end load

– Management fee

12 b 1 charges (US funds)– 12 b-1 charges (US funds)

• distribution costs paid by the fund

• Alternative to a load



Fees and Mutual Fund Returns:Fees and Mutual Fund Returns:
An Example

Initial NAV = $20
Income distributions of $.15
Capital gain distributions of $ 05Capital gain distributions of $.05
Ending NAV = $20.10:

$20 10 $20 00 + $ 15 + $ 05$20.10 - $20.00 + $.15 + $.05Rate of Return = 1.5%
$20.00
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Table 4.2 Impacts of Costs on InvestmentTable 4.2 Impacts of Costs on Investment 
Performance



Trading Scandal with Mutual Funds

• Late trading – allowing some investors to 
purchase or sell later than other investorspurchase or sell later than other investors

• Market timing – allowing investors to buy or sell 
on stale net asset valueson stale net asset values
– International

• Net effect is to transfer value from other 
shareholders to privileged traders
– Reduction in the rate of return of the mutual 

fund



Asset management industry inAsset management industry in 
Thailand
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Thai mutual fund growthThai mutual fund growth
Table 8     Mutual fund investment size 

Year 
AUM/Mkt cap  

(%) 

AUM/GDP  

(%) 

AUM  

(THB billion) 

2006 34.58 22.37 1,756 

2007 33.58 26.12 2,228 

2008 60.55 23.80 2,160 

2009 43.87 28.48 2,576,

2010 34.59 28.54 2,882 

                     Source: AIMC 

Table 9     Mutual fund unit holders as percentage of bank deposits 

Year Fund Unit Holders to Bank Deposit Accounts (%) 

2006 4.23 

2007 4.64 

2008 5.51 

2009 5.80 

2010 5.95 

                   Source: AIMC

21



Share of mutual funds by typeShare of mutual funds by type
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Commercial bank dominationCommercial bank domination
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MUTUAL FUNDS AROUND THE 
WORLD
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Total Net Asset in Mutual Fund

(Unit: Millions USD)

16%

33%

55%

• Total Asset in the mutual fund industry worldwide increased from $11 trillion 
in 2001 to $23 trillion in 2010, having the CAGR of 8.2% 
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Source: Investment  Company Institute
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Total Net Asset in Mutual Fund
(Unit: Millions Euro)
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Source: Investment  Company Institute



Total Net Asset in Mutual Fund 
by type of fund (as of Q3 2010)by type of fund (as of Q3 2010)

(Unit: Millions Euro)

20% 11% 4%

• Equity mutual fund is the most popular type of mutual fund worldwide.
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Source: Investment  Company Institute



Total Net Asset in Mutual Fund 
in developing countriesin developing countries

(Unit: Millions Euro)

• Mutual fund asset size in India more than double from € 44 billion in 2006 

to € 90 billion in 2010

• Mutual fund asset size in South Africa  almost double from € 59 billion in 

2006 to € 92 billion EUR in 2010
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Source: Investment  Company Institute



Aging world populationAging world population
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Retirement asset
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Source: Survey of Consumer Finances 2004; U.S. Census Bureau; McKinsey analysis



Retirement asset

• The retirement wave is fuelling demand for investment products
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Source: Investment  Company Institute



Investors have increasingly delegated the management of 
their investment portfolios to institutional asset managers.
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Issues to watchIssues to watch
• Globalization and consolidation: More• Globalization and consolidation: More 

consolidation and overseas expansion in 
ti l t Chi d I diparticular to China and India.

– China has launched first bank sponsorted 
mutual fund in 2005 (JV between Credit 
Suisse and Industrial and Commercial Bank 
of China)

– Mutual funds assets in India has doubled 
between 2003-2006 to USD 48 billion
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More differentiated productsMore differentiated products

• Besides the usual, equity and fixed income 
mix, there is increased popularity, p p y

• ETFs
Lif l f d hi h i d i d f• Life-cycle funds which is designed for 
growth in early part of investors’ working 
life and switch to principal protection 
towards retirement.towards retirement.

36



37



Information on Mutual Funds

• Wiesenberger’s Investment Companies

• Morningstar (www.morningstar.com)

• Yahoo (biz.yahoo.com/funds)

• Investment Company Institute (www ici org)• Investment Company Institute (www.ici.org)

• Directory of Mutual Funds



Diversification BenefitsDiversification Benefits

Evidence shows international diversification is 
beneficial

• It’s possible to expand the efficient frontier 
above domestic only frontierabove domestic only frontier

• It’s possible to reduce the systematic risk 
level below the domestic only levellevel below the domestic only level













Introduction to ETFs



What are ETF’s?: The Basics

• Exchange Traded Funds (ETFs) are open ended mutual funds.*

• ETFs represent a fractional ownership in the underlying securities in
a particular index.

• ETFs can be traded like stock on the major stock exchanges.

• Unlike closed-end funds, the number of ETF shares can change daily.  

• Intraday portfolio values are calculated every fifteen seconds. 

• ETFs range in style, sector, country ranging from value, growth, 
i i l i  di  d d i   i  d fi d international equity, commodity, and domestic to equity and fixed 
income.

• M  d  i lt  i d  f d  t d ll  • More and more specialty index funds created annually. 

 Other structures include exchange traded unit investment trusts and exchange traded grantor trusts.
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What Are ETFs?: Creation/Redemption Process

– Index provider (S&P, Dow Jones, etc.) announces changes in 
dindex.

– Fund manager (Barclays, State Street, etc.) announces the 
contents – holdings and wtds - of the new creation units.  

– A Market Maker (authorized participant (AP)) buys basket of ( p p ( )) y
securities in market then delivers the basket to the fund 
(trustee), which creates and delivers to AP the appropriate ( ), pp p
ETF units. 

– The AP receives newly created fund shares and makes available The AP receives newly created fund shares and makes available 
to investors.     

The ETF will be custodied wherever investor clears trade
47

– The ETF will be custodied wherever investor clears trade.



What Are ETFs? Creation ProcessWhat Are ETFs?: Creation Process

B
roacc

Cash Cash

Investor

kerage 
count

ETF Authorized 
Participants

Capital Markets

ETF 
Shares Securities

Creation Units Basket of Securities

ETF Fund Advisor
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ETF Structure 

Participants :

• Fund manager

• ETF fund• ETF fund 
advisor •

M k t k• Market maker

• Authorized 
participants 
(Participating 
dealers)dealers)
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ETF structure
Participants
1. Fund Manager or Fund Advisor (FM) Minimizes tracking1. Fund Manager or Fund Advisor (FM) Minimizes tracking 

error
2. Participating Dealers (PD): Creators of investment units 

and redemption units.p
3. Market Maker (MM) Supplies liquidity for ETF
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ETF on SET50 (TDEX) 
SET 50 ETF

• Index multiplier 1/100• Index multiplier 1/100
• IndexSET50 = 500
• ETF 1 unit= 5 THB (500/100 = 5)
• IndexSET50 = 500
• ETF 1 unit= 5 THB (500/100 = 5)
• Minimum price move (Tick size) 0.01 บาท
• 1 (Board Lot) = 100 หนวย
• Minimum price move (Tick size) 0.01 บาท
• 1 (Board Lot) = 100 หนวย
• Min investment = 500 THB(5 x 100 = 500)• Min investment = 500 THB(5 x 100 = 500)

SET50 Index Profit/ (Loss)/unit (THB) Profit/ (Loss) to board lot (THB)

495 4.95-5.00=(0.05) (0.05) X 100= (5.00)495 4.95 5.00 (0.05) (0.05) X 100  (5.00)

505 5.05-5.00=0.05 0.05 x 100 = 5.00
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ETF in Thailand (Oct 2010)
ชื่อ ETF  

(คลิกดูขอมูลกองทุน) 
ชื่อยอหลักทรัพย

(คลิกดูราคา) 
บริษัทจัดการกองทุน  
(คลิกดูขอมูลบริษัท) 

ดัชนีอางอิง  
(คลิกดูราคาดัชนี) 

วันที่ 
จดทะเบียน 

็  ็  กองทุนเปดไทยเด็กซ เซ็ท 50 
อีทีเอฟ  TDEX  

บริษัทหลักทรัพยจัดการ

กองทุนรวม วรรณ จํากัด   SET50 Index  6 กันยายน 2550  

กองทนเปด MTRACK บริษัทหลักทรัพยจัดการ  SET Energy &  กองทุนเปด MTRACK 
ENERGY ETF 

ENGY  
บรษทหลกทรพยจดการ

กองทุน ทหารไทย จํากัด  

gy
Utilities Sector 
Index  

7 สิงหาคม 2551  

 กองทุนเปดไทยเด็กซ 
บริษัทหลักทรัพยจัดการ FTSE SET Large

FTSE SET LARGE 
CAP ETF  

TFTSE  
บรษทหลกทรพยจดการ

กองทุนรวม วรรณ จํากัด  
 FTSE SET Large 
Cap Index  5 สิงหาคม 2552  

กองทุนเปดดับเบิลยูไอเอสอี บริษัทหลักทรัพยจัดการุ ู

เคแทม ซีเอสไอ 300 ไชนา 
แทร็กเกอร  

CHINA  กองทุน กรุงไทย จํากัด

(มหาชน)  

W.I.S.E. – CSI 300 
China Tracker  22 พ.ย. 2553  
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