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ABSTRACT

This study uses Korea’s equity fund-related data ranging from Jan. 2002 to Apr. 2010 to
analyze the existence of cross-subsidization among funds managed by the same management
company. The findings are as follows: i) a transfer of performance outcome is confirmed to
move from low-fee funds to high-fee funds, meaning that management companies tend to
maximize their own interest than investors’ return. And such a tendency has been
strengthened since 2008. ii) young funds overperform old funds, iii) funds with high returns
in the previous quarter perform better than funds with low return in the same period. These
results suggest that in order to protect investors, it is necessary to conduct close monitoring
on transactions that might undermine the benefits of investors and comprehensive evaluation
on the capability of management companies.
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{Table 1> Summary Information on Fund”

Year | Number of Funds Net :s\;eerta%ealue” FLﬁl‘(]ierliggzg) ManaIg;j/r‘flre:arll(ieFee3
2002 146 196.71 30.17 0.634
2003 149 170.33 39.62 0.637
2004 186 160.84 41.28 0.635
2005 243 981.12 36.98 0.653
2006 319 1,084.36 36.79 0.657
2007 467 1,464.18 33.09 0.666
2008 580 810.56 40.54 0.673
2009 594 1,044.58 50.68 0.673

Note: 1) As of the end of each year.
2) In 100 million KRWON.
3) In months.
4) Unit: %s.
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{Table 2> Summary Information on Matched Funds”

Panel A: Management Fee

High Fee Fund Low Fee Fund
Year ) g % g
Fund Age Net Asset Value Fund Age Net Asset Value
2002 38.72 199.10 38.39 205.37
2003 50.58 179.70 53.76 199.70
2004 60.98 86.79 61.37 108.73
2005 47.79 519.81 49.31 399.56
2006 43.00 790.78 42.82 611.55
2007 41.85 609.01 38.98 516.71
2008 48.00 971.58 48.67 321.86
2009 58.59 1286.34 55.03 572.53
Panel B: Fund Age

Year Young Fund Old Fund

Management Fee” Net Asset Value” Management Fee" Net Asset Value”
2002 0.5104 95.53 0.3675 138.00
2003 0.5349 87.45 0.6768 43.68
2004 0.5766 297.02 0.3963 76.34
2005 0.6776 545.67 0.4732 171.50
2006 0.6763 383.83 0.5650 1032.32
2007 0.6903 155.96 0.6663 1910.18
2008 0.6786 107.04 0.6754 241.72
2009 0.6772 162.90 0.5843 60.99

Panel C: Quarterly Return

Vear High Return Fund Low Return Fund

Man;égg)nent Fund AgeZ) N\lezg)et Man;f:;)nent Fund AgeZ) N\e/talﬁsas)et
2002 0.5623 22.36 152.61 0.5254 20.27 657.01
2003 0.6436 29.56 226.47 0.5502 29.06 113.21
2004 0.4828 38.56 131.19 0.5695 56.07 281.83
2005 0.6048 36.47 1429.73 0.5308 30.58 1009.44
2006 0.6502 22.68 922.18 0.6847 23.49 1766.99
2007 0.6697 34.18 3616.40 0.6581 52.13 877.76
2008 0.6664 36.01 703.55 0.6641 34.73 298.97
2009 0.6334 56.21 611.47 0.7382 52.97 1126.22

Note: 1) As of the end of each year.

2) In months.

3) In 100 million KRWON.

4) Unit: %s.
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{Table 3> Mean Difference Test of Matching Sample

Panel A: Management Fec”

Difference in Return(A)” Difference in Return(B)” A-B

‘ 0.1184%x*

Whole Period 0.0656 -0.0528 (2.1365)
-0.0056

2002~2007 0.0507 0.0563 (-0.0783)
0.2151**

2008~2010 0.0993 -0.1158 (2.2667)

Panel B: Fund Ages)

Difference in Return(A)z) Difference in Return(B)3) A-B
. 0.3602%*

Whole Period 0.5236 0.1661 (2.4339)
0.9053***

2002~2007 0.9653 0.0600 (4.3166)
-0.1629
2008~2010 0.1087 0.2716 (-0.7819)

Panel C: Quarterly Return”

Difference in Return(A)” Difference in Return(B)” A-B
. 0.3633**
Whole Period 0.4046 0.0413 (2.5173)
0.4166%*
2002~2007 0.6411 0.2245 (2.4304)
0.0255
2008~2010 -0.0967 -0.1221 (0.0986)

Note: 1) t-values in parentheses. with *** p<0.01, ** p<0.05, * p<0.1
2) Difference in Returns when both funds belong to the same Asset Management Firm.
3) Difference in Returns when matched funds belong to different Asset Management Firms.
4) Difference between return from high fee fund and return from low fee fund.
5) Difference between return from young fund and return from old fund.
6) Difference between return from high performing fund and return from low performing fund.
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(Table> Number of Disclosures on Changes in Fund Managers

Year 2004 2005 2006 2007 2008 2009
Number of Announcements 1,086 2,755 3,545 4,969 5,240 2,449

Note: 1) All funds are included.
2) Figures in 2009 are as of the end of June.
Source: Korea Financial Investment Association.



(Table 4> Strategic Cross—Fund Subsidization: Management Fee

Dependent Variable: Difference in Reruns
Whole Period 2002~2007 2008~2010

(1) 2) ) (4) () (6)
Constant -0.0886 -0.0695 -0.2432 -0.1983 0.0563 0.2848
(0.190) (0.212) (0.290) (0.288) (0.255) (0.279)

Same 0.1066* 0.1826%** 0.0181 0.1426 0.2112%** | (.2685%**

(0.057) (0.066) (0.089) (0.112) (0.080) (0.081)
Mgmt Fee 0.0578 0.0128 0.1321 0.1310 -0.1029 -0.1398
(High Fee Fund)| (0.195) (0.199) (0.302) (0.302) (0.265) (0.261)
Mgmt Fee -0.0290 0.0953 0.5121 0.5166 -0.2155 -0.0901
(Low Fee Fund)| (0.244) (0.256) (0.454) (0.472) (0.298) (0.298)

Time Effect X O X O X O
No. of Obs. 9,403 9,403 4,420 4,420 4,983 4,983
R-Squared 0.001 0.017 0.001 0.018 0.001 0.033

Note: Standard errors in parentheses.
**% p<0.01, ** p<0.05, * p<0.1

{Table 5> Strategic Cross—Fund Subsidization: Fund Age

Dependent Variable: Difference in Reruns
Whole Period 2002~2007 2008~2010

(M @) 3) “ () (6)
Constant -0.1950 -0.1182 1.0763 0.6888 -0.3368 -1.7520
(0.494) (0.662) (0.784) (0.998) (0.823) (1.093)
Same 0.3385%* 0.2960%* 0.9014%*** | (.8763%** -0.2160 -0.2972
(0.165) (0.163) (0.208) (0.206) (0.252) (0.245)
Fund Age -0.1303** -0.0652 -0.1255 -0.0380 -0.3138%** -0.0320
(Young Fund) (0.059) (0.085) (0.090) (0.098) (0.093) (0.170)
Fund Age 0.1535 0.0866 -0.1868 -0.0896 0.3189 0.3342
(Old Fund) (0.127) (0.175) (0.186) (0.250) (0.207) (0.207)

Time Effect x O x O x O
No. of Obs. 6,843 6,843 3,407 3,407 3,436 3,436
R-Squared 0.002 0.017 0.006 0.023 0.004 0.023

Note: Standard errors in parentheses.
#E p<0.01, ** p<0.05, * p<0.1
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{Table 6> Strategic Cross—Fund Subsidization: Return in Previous Quarter

Dependent Variable: Difference in Reruns
Whole Period 2002~2007 2008~2010
(1) 2) (3) 4) 5) 6)
0.5604*** | -0.9586*** | (0.5557*** -0.4370 0.5225%** -0.2560

Constant (0.101) (0.223) (0.137) 0.271) (0.149) (0.223)
Same 0.3129%% | 0.4474%+% | 03921%% | 0.6001%%* | -0.0200 0.1145
(0.134) (0.149) (0.166) (0.201) (0.225) (0.219)
Past Retum
(High Re | 006415 | -0.0390% | 0.0537%+ | 0.0535% | -0.0568** | 00113
gF ) (0.015) (0.016) (0.020) (0.022) (0.023) (0.023)
un

Past Retrun

0.0735*** | 0.0630%** 0.0328 0.0252 0.1183*** | ().1248%**
(Low Return

(0.019) (0.020) (0.027) (0.030) (0.025) (0.027)

Fund)
Time Effect x O x O x O
No. of Obs. 7,625 7,625 3,716 3,716 3,909 3,909
R-Squared 0.008 0.071 0.005 0.052 0.011 0.104

Note: Standard errors in parentheses.
*** p<0.01, ** p<0.05, * p<0.1
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<Appendix>

{Table A—1> Strategic Cross—Fund Subsidization: Management Fee
— Against Preannounced Target Benchmark Portfolio

Dependent Variable: Difference in Returns
Whole Period 2002~2007 2008~2010
) 2 C)) 4) ) (6)
Constant -0.0039 -0.0606 -0.2992 -0.5124 0.2373 0.2138
0 (0.188) (0.211) (0.283) (0.312) (0.254) (0.291)
Same 0.0812 0.1276* 0.0195 0.0771 0.1706** | 0.2285%**
(0.057) (0.066) (0.087) (0.110) (0.080) (0.081)
Mgmt Fee 0.0565 0.0355 0.2197 0.2150 -0.1384 -0.1730
(High Fee Fund)| (0.194) (0.198) (0.297) (0.297) (0.266) (0.261)
Mgmt Fee -0.2166 -0.1021 0.3989 0.4608 -0.5194* -0.3666
(Low Fee Fund)| (0.241) (0.254) (0.444) (0.460) (0.300) (0.298)
Time Effect X O X O X O
No. of Obs. 9,403 9,403 4,420 4,420 4,983 4,983
R-Squared 0.001 0.019 0.000 0.021 0.001 0.041

Note: Standard errors in parentheses.
#*% p<0.01, ** p<0.05, * p<0.1
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{Table A—2> Strategic Cross—Fund Subsidization: Fund Age
— Against Preannounced Target Benchmark Portfolio

Dependent Variable: Difference in Returns

Whole Period 2002~2007 2008~2010

€] 2 3) “) 3 (6)
Constant -0.2214 -0.1783 1.1094 0.8039 -0.4351 -1.2384
(0.522) (0.672) (0.773) (0.981) (0.814) (0.922)
Same 0.3298** 0.2848* 0.8859*** | (.8649*** -0.2180 -0.3000
(0.147) (0.147) (0.206) (0.204) (0.248) (0.241)
Fund Age -0.1305%* -0.0577 -0.1144 -0.0296 -0.3299%** -0.0322
(Young Fund) |  (0.059) (0.085) (0.089) (0.097) (0.093) (0.169)
Fund Age 0.1600 0.0966 -0.2005 -0.1249 0.3514* 0.3687*
(Old Fund) (0.129) (0.171) (0.184) (0.246) (0.205) (0.206)

Time Effect X O X O X O
No. of Obs. 6,843 6,843 3,407 3,407 3,436 3,436
R-Squared 0.002 0.017 0.006 0.022 0.004 0.023

Note: Standard errors in parentheses.
#HE p<(.01, ** p<0.05, * p<0.1

{Table A—3> Strategic Cross—Fund Subsidization:

— Against Preannounced Target Benchmark Portfolio

Return in Previous Quarter

Dependent Variable: Difference in Returns

Whole Period 2002~2007 2008~2010
1 (2 (3) 4 &) (6)
Comstant | 0-6349%% [ L0183%¥* [70.6320%%* | -0.4750% | 0.5948%*% | -1.0717%%%
(0.097) 0211 (0.127) (0.255) (0.150) (0.205)
Same 0.2768%% | 0.4190%** | 03556** | 0.5553%%* | -0.0453 0.0942
(0.132) (0.145) (0.162) (0.195) (0.223) 0.217)
(g‘}“h }}fx‘rln L0.0732%%% | -0.0473%%% | L0.0598%*% | -0.0593%%* | -0.0711%** | -0.0228
gFun 8 (0.015) (0.016) (0.019) (0.021) (0.023) (0.023)
(I;?\; };egl‘llﬁl 0.0876%% | 0.0788%** | 0.0522%* 0.0473 | 0.1219%%% | 0.1283%*
Fund) (0.018) (0.020) (0.026) (0.029) (0.025) (0.027)
Time Effect X O X O X O
No. of Obs. 7,625 7,625 3,716 3,716 3,909 3,909
R-Squared 0.011 0.076 0.007 0.058 0.013 0.108

Note: Standard errors in parentheses.
#E p<0.01, ** p<0.05, * p<0.1



