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Abstract

This study aims to explore the factors that affect the operating performance of
37 Taiwan fund companies by examining monthly data from open-end do-
mestic equity funds and balanced funds from January 2001 to April 2013. The
market share of domestic equity funds and balanced funds is used as the
proxy variable to measure a company’s operating performance. The results
show that there is a significant difference in market share between foreign and
domestic fund companies. The age of the fund company, the average turnover
rate, and the number of people subscribing for dollar-cost-averaging invest-
ment plans are found to be positively related to a company’s market share,
while the average rates of transaction cost and management fee are negatively
related to the market share. We also find that star funds have a significantly
positive effect on the market share of a mutual fund company.
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1. Introduction

Mutual fund companies have become one of the fastest-growing industries in
Taiwan’s financial service sector over the past 20 years, since the government’s
policy of opening the capital market in 1992 and allowing the opening of new
securities investment trust enterprises (SITEs). Statistics from the Securities In-
vestment Trust & Consulting Association (SITCA) show that as of the end of
June 2010 there were a total of 535 various onshore, open-end mutual funds,
with total assets reaching NTD 1,815,662 million. The number of SITEs has in-

creased from four in 1990 to 39 in 2011, while the number of workers they
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employ has grown from 2988 in 2002 to 3819 in 2011.

In recent years, fund companies have undergone multifaceted change within
the industry, a bond fund crisis in 2004, global financial crises, product innova-
tion, mergers and acquisitions involving foreign capital, and the expectation of
future competition from China. Thus, fund companies will not be able to survive
in such an environment by just being supported by their own syndicate. How a
fund company develops its own management strategy is becoming more and
more important for its future growth. This question motivates us to explore the
factors that affect operating performance of Taiwan fund companies.

The purchase decisions of mutual-fund investors are influenced by salient, at-
tention-grabbing information. They buy funds that attract their attention
through exceptional performance, marketing, or advertising (see [1]). Thus, the
more fund flows increase, the higher the operating performance of a fund com-
pany will be. A fund company would like to maximize its market share because
its revenue is a function of assets under management. Previous research related
to the market share of fund companies is scarce, with only a few notable excep-
tions. Reference [2] shows that fund families with larger marginal benefits in-
creasing their scale do subsequently gain market share at the expense of their ri-
vals. However, this effect diminishes as the fund family gets older, perhaps as a
consequence of imitation. Reference [3] analyzes the determinants that drive
market share in the mutual-fund industry. Reference [4] shows that product
proliferation is a well-documented phenomenon in industrial organization and
is widely understood as a strategy aimed at preserving market share. Reference
[5] finds that price competition and product differentiation are both effective
strategies for obtaining market share. Reference [6] uses market share changes
instead of fractional flows as the dependent variable to study the fund flow-
performance relation. They show that market shares offer an alternative specifi-
cation for flow that is more resilient to heterogeneity.

This paper focuses on the study of fund companies’ operating performance.
Market share is used as the proxy variable for the operating performance of fund
companies. Reference [7] reports that in the U.S. mutual-fund industry multi-
product fund complexes with large economic scale are able to realize some effi-
ciency gains by increasing their asset sizes. This suggests that market share can
be represented as a key performance index for a fund company to survive in the
asset-management industry. Further, [6] suggests that market share can be a
better alternative than the fractional flow model in the study of fund flow-
performance relation. In this context, four main research questions are raised in
the present article. First, we would like to investigate whether domestic or foreign
fund companies lead to different market shares of non-bond funds. Second, we
would like to examine whether or not fund performance affects fund companies’
market shares. Third, we want to test whether fee characteristics have an impact
on the market share of fund companies. Finally, we inspect whether the consti-
tution of customer portfolios influences the market share of fund companies.

Prior studies on Taiwan mutual funds mostly concentrate on the many facets
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of fund performance (see, e.g., [8]; [9]; [10]) and find that the work at the fund
corporate level is relatively limited. This paper empirically investigates the fac-
tors that affect the operating performance of 37 Taiwan fund companies by ex-
amining monthly data of open-end domestic equity funds and balanced funds
from January 2001 to April 2013. The market share of domestic equity funds and
balanced funds is used as the proxy variable to measure a company’s operating
performance. The results show that there is a significant difference in market
share between foreign and domestic fund companies. The age of a fund compa-
ny, the average turnover rate, and the number of people subscribing to dollar-
cost-averaging investment plans are found to be positively related to a company’
s market share, while the average rates of transaction costs and management fees
are negatively related to the market share. We also find that star funds have a
significantly positive effect on the market share of a mutual fund company. We
make two contributions in this article. First, the study makes up for the deficien-
cies in the current academic literature on the level of the fund complex and
serves as a reference for subsequent academic research. Second, in addition to
assessing the effect of fees, we examine in our empirical study the non-price
competition within the fund industry (ie., customer structure and company and
product characteristics).

The remainder of this paper is arranged as follows. Section 2 introduces the
related literature and hypotheses, Section 3 describes the data and methodology,
Section 4 explains the empirical results, and Section 5 presents the discussion

and conclusion.

2. Literature Review and Hypothesis

Research at the level of fund companies has started to draw attention only re-
cently. The majority of previous studies on mutual funds have been at the indi-
vidual fund level and have focused on various aspects of their performance (see,
e.g., [11]-[18]). Previous studies at the fund-company level have included [3],
who investigates the determinants of mutual-fund initiations; [19], who provides
a model that explains what determines the decision to set up new funds within
existing categories (i.e, fund proliferation) and to enter new categories (Z.e., cat-
egory proliferation) in the mutual-fund industry. Reference [20] investigates
how industry structure affects mutual-fund behavior and shows that fund fami-
lies actively exploit heterogeneity among funds. Reference [21] examines wheth-
er fund families seek to generate star funds by increasing the cross-fund return
variance or the number of funds in the family. Reference [22] shows that fund
families actively pursue a direct family strategy of enhancing the performance of
high-value funds, which are more likely to increase overall family profits, at the
expense of other, lower-value funds. Reference [23] investigates the presence of
spillover effects of marketing in mutual-fund families, and they find that funds
with high marketing expenses generate spillover effects and enhance cash in-
flows to family members with low marketing expenses. Reference [24] analyzes

the family level determinants of fund-incubation decisions and finds evidence
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that incubation is used by families to speciously enhance performance and the-
reby increase flows.

Studies on a fund company’s market share have started to gain prominence
only recently. Reference [2] measures the inter-firm differences in economies of
scale and examines how they affect the subsequent evolution of the market share
distribution in the money-market mutual-fund industry. The results show that
firms whose capabilities give them greater economies of scale than their compet-
itors in the same industry subsequently gain market share at the expense of those
competitors. And this effect of firm specific portfolio selection-based scale eco-
nomies on relative market share diminishes as firms age. Reference [3] finds that
more funds are opened by families with star funds. This suggests that families
want to exploit their reputation as excellent performers by expanding their pro-
duct line. Reference [4] examines how fund families respond to growth in assets
under management. They find evidence that family growth, especially for the
dominant large families, is mainly associated with the addition of new funds in-
stead of an expanded scope of activities for existing funds. In addition, [5] re-
ports that investors pay attention to fees in their asset deployment decision
across fund family. They find that families have higher market share when they
charge lower objective-adjusted fees relative to other families and that families
whose expense ratios decline with fund size also have higher market share. Fur-
thermore, [6] shows that using market share changes instead of fractional flows
as the dependent variable is a better alternative to measure fund flow-perfor-
mance relation. Their results indicate that investors first decide how much to
invest and then determine how to split it up—a sequence more in line with a
market share than a fractional flow model.

Based on the foregoing literature review and research context, four working
hypotheses are examined as follows:

H1: Whether or not a fund company belongs to a domestic fund company or
a foreign fund company is likely to affect its market share (5, # 0).

H2: If a fund company has at least one top-tier performer (top 10 for domestic
equity funds or top 5 for balanced funds), its market share is more likely to in-
crease (5, > 0, ;> 0) (see [3]).

H3: The fee structure (the fee rate of transaction cost or management fee) has
a negative effect on its fund company’s market share (5 < 0, £ < 0) (see [1] and
(5]).

H4: The number of people subscribing to a dollar-cost-averaging investment
plan (the constitution of the customer’s portfolio) positively influences a com-

pany’s market share (4, > 0).

3. Data and Methodology

This paper studies the 37 domestic fund companies that issued open-end do-
mestic equity funds and balanced funds between January 2001 and April 2013.
The types of funds include Common Equity Funds, Medium-Small Capital
Funds, High-Tech Funds, Value-Stock Funds, Theme Funds, Taiwan Enterprise
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Funds, OTC Equity Funds, and Common Equity-Balanced Funds, as well as
Value-Balanced Funds. Regression analysis on panel data and a surviorship bias
free sample (as defined in [25]) are employed to analyze the relation between the
market share of fund companies and the related variables. We use the market
share of domestic equity funds and balanced funds as the proxy variable for a
company’s operating performance. The samples selected for this study include
fund companies, domestic equity funds, and balanced funds that were existent
during the duration of the study period. The research data include monthly data
on each fund, and each fund has up to 148 months of rate-of-return data. Funds
with less than 148 months of data are also included in the study sample, and thus
there is a total of 169 open-end equity funds and 25 balanced-equity funds in the
resulting data sample. In addition to the monthly rate of return on individual
funds, the data sample also includes fund size, company age, fund age, fund ex-
penses, portfolio turnover rate, and the number of people subscribing for dol-
lar-cost-averaging investment plan each month. All the data samples are taken
from the Taiwan Economic Journal (TEJ) databank and the official Website of
each fund company. The empirical analysis model is as follows:
MS,, = B, + BFD,, + B,CAGE,;, + B;FAGE,  + B,TNOVR;, + B FEEL
+ B;FEE2,, + B,STARSL , + B, STARBL, + B,CTMR;, +¢,,

The definitions of the variables in the formula above are shown below:

MS; : Market share of the fund company’s domestic equity funds and balanced
funds (total size of domestic equity funds and balanced funds under manage-
ment divided by total assets of a fund company).

FD,; Dummy variable, domestic fund companies are set to 0, foreign fund
companies are set to 1.

CAGE,; The age of a fund company.

FAGE,; Longest fund age of a fund company (fund age is the number of years
since the fund’s inception).

TNOVR,: Average turnover rate of a fund portfolio (the average of the “buy”
and “sell” turnover rate).

FEE1,; Average transaction costs (transaction fees and transaction taxes) as a
percentage of total expenses.

FEE2,;: Average management fees (management fees, custodial fees, guarantee
fees, and other expenses) as a percentage of total expenses.

STARS1;: Dummy variable—fund companies with domestic equity funds
ranked among the top 10 in fund performance at month t (based on the
year-to-date return ranking of each fund) are set to 1; otherwise, they are set to
0.

STARB1;: Dummy variable—fund companies with balanced funds ranked
among the top 5 in fund performance (based on the year-to-date return ranking
of each fund) are set to 1; otherwise, they are set to 0.

CTMR2,; The number of customers subscribing to dollar-cost-averaging in-
vestment plans each month.

CTMR1,;: The number of customers subscribing to lump sum investment.
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Following [22], a fund’s year-to-date return (the return of the fund since Jan-
uary of the current year) was used as a performance measure, and funds with
less than 6 months of return history were removed. This was because influential
fund-listing providers such as Morningstar and much of the financial press
normally report fund performances in terms of rudimentary performance meas-
ures such as historical returns, return rankings relative to other funds with a

similar objective, and market-adjusted returns.

4. Empirical Results

Table 1 lists the descriptive statistics of the study sample. As can be seen from
Table 1, during the duration of the study period, from January 2001 to April
2013, the size of the funds managed by the 37 fund companies ranges from a
minimum of about 118 million to a maximum of nearly 80 billion Taiwan dol-
lars. The number of customers with dollar-cost-averaging investment plans
ranges from a minimum of five people, and at most over 200,000 people. The
average age of the domestic equity funds and balanced funds managed by the
fund companies was 10.58 years, with the shortest being 0.12 years and the
longest being nearly 27 years. The average portfolio turnover rate was 28%, with
the lowest being —0.04 and the highest being 278%. The average transaction
costs (fees and transaction taxes) as a percentage of total expenses were 46%,
while the average of the management fees (management fees, custodial fees,
guarantee fees, and other expenses) as a percentage of total expenses was 54%.
The average age of fund companies was 11.37 years, with the shortest being 0.1
years and the longest being nearly 30 years. The average market share of fund

companies was 2.9%, with the lowest being 0.04% and the highest being 15.8%.

Table 1. Descriptive statistics of the study sample.

Variable Number of Mean Star}da}rd Minimum Maximum
Samples Deviation
COM? 5080 22.84 13.72 1.00 48.00
COMTNA® 5080 8,514,237.00 10,332,769.00 118,691.00 79,622,207.00

CTMR 5080 27,630.99 35,167.56 5.00 209,887.00
FAGE 5080 10.58 5.45 0.12 26.95
TNOVR 5080 0.28 0.25 -0.04 2.78
FEE1 5080 0.46 0.16 0.00 1.00
FEE2 5080 0.54 0.16 0.00 1.00

DATE1L 5080 200,693.16 353.83 200,101.00 201,304.00
CAGE1 5080 11.37 5.74 0.10 29.92
STARS1 5080 0.20 0.40 0.00 1.00
STARBI1 5080 0.13 0.34 0.00 1.00
MS¢ 5080 2.90 3.29 0.04 15.80

*The number of fund companies; *Units (in thousands) of total management assets of a fund company; U-
nits (%).
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Table 2 is a comparison table of the empirical results from the regression
analysis. This study compares the results from the pooling regression, the me-
thod of [26], and GMM regression analysis. As can be seen from the table, the
regression parameter estimate results from the pooling regression, the method of
[26] and GMM regression analysis are rather consistent. Except for the variable
that represents the age of a fund company, all of the estimated coefficients of the
other variables are statistically significant and support the hypotheses.

The empirical results in Table 2 show that almost all of the variables are
higher than the 5% significance level. Except for the variables that represent do-
mestic or foreign fund companies, the longest fund age, the average transaction
costs as a percentage of total expenses, and the average management fee as a
percentage of total expenses—which have negative regression parameter esti-
mates—the remaining variables all have positive regression parameter estimates.
Among them, the dummy variable FD is significantly negative, which means
that the market share of foreign fund companies on average is 0.67% lower than
the market share of domestic fund companies.

As shown in Table 2, the age of a fund company (CAGE), has a positive im-
pact on scale and market share, which indicates that longer-established fund
companies have a larger market share. It is worth noting that the longest fund
age of the fund companies (FAGE) shows a significantly negative relation with
market share, which means that on average a fund company’s oldest fund may
not enhance the company’s market share. In addition, the average transaction
costs as a percentage of total expenses, and the average management fee as a

percentage of total expenses, are significantly negative, indicating that high

Table 2. Regression analysis results.

A. Pooled Regression B. Fama-N‘IacBeth (1?73) C. System.GMM
Regression Analysis Regressions
e Bme i RS v RO v
FD —0.6485*** <0.0001 —0.6749** <0.0001 —0.6705%** <0.0001
CAGE 0.0366*** 0.0003 0.0130 0.08182 0.0321*** <0.0001
FAGE —-0.08929***  <0.0001 —0.1280*** <0.0001 —0.1131*%** <0.0001
TNOVR 1.4048*** <0.0001 1.7981*** 0.0001 1.2651*** <0.0001
FEE1 —14.1813*%** <0.0001 —14.8354*** <0.0001 —12.1518%** <0.0001
FEE2 —8.2252** <0.0001 —8.9844*** <0.0001 —6.3728*%** <0.0001
STARS1 0.1747** 0.0160 0.1879** 0.01479 0.1849** 0.0116
STARB1 1.1919*** <0.0001 1.1468*** <0.0001 1.1785%** <0.0001
CTMR2 1.5192*** <0.0001 1.6887*** <0.0001 1.0389%** <0.0001
CTMR1 0.3977**%* <0.0001
F Value 2110.02 <0.0001
Adj. R? 0.7889 0.8373 0.6397

Symbols *, **, and ***represent rejection of the null hypothesis at the 10%, 5%, and 1% significance levels.
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transaction costs and high administrative costs have adverse effects on raising
the fund company’s market share in the domestic-equity-fund and balanced-
fund markets. In terms of the impact of fund performance, the dummy variables
STARSI1 and STARBI are significantly positive, which means that a fund com-
pany’s asset scale and market share would be positively affected if the company
holds domestic-equity funds ranked among the top 10 in performance or ba-
lanced funds ranked among the top 5 in performance. The number of customers
subscribing to dollar-cost-averaging investment plans each month is also signif-
icantly positive (1.52 to 1.69), indicating that on average, if a fund company has
a stable number of dollar-cost-averaging investment plan customers, it would
have a positive effect on the fund company’s asset scale and market share. Final-
ly, the regression result of the average portfolio turnover rate shows a signifi-

cantly positive effect on the market share of fund companies.

5. Discussion and Conclusion

This study uses funds from January 2001 to April 2013 as its data sample to ex-
amine whether or not a fund company being either domestic or foreign affects
the company’s market share. It also investigates how the fee expenses, the fund’s
management performance, and the constitution of the customer portfolio—e.g.,
the number of customers with dollar-cost-averaging investment plans—influ-
ence the asset scale and market share of the company’s non-bond funds. We
have some interesting findings, as follows. First, on average the market share of
domestic fund companies was found to be higher than that of foreign fund
companies. This could be due to the fact that the acquisitions made by foreign
fund companies in recent years have been of domestic fund companies with
smaller average asset sizes and market share. On the other hand, domestic fund
companies with larger market shares were more reluctant to sell off because they
had greater economies of scale and operational advantages. Second, the results of
the regression analysis show that a star fund has a significantly positive impact
on the market share of fund companies’ non-bond funds. This is consistent with
the previous literature on the spillover effect (see, e.g., [8] and [27]) and the
flow-performance relation (see, e.g., [13] [16] [28] [29] [30]). Third, the results
also showed that the number of customers with dollar-cost-averaging invest-
ment plans has a significantly positive impact on the market share of fund com-
panies. Fourth, we found that the age of a fund within a company shows a sig-
nificantly negative relation with market share, which implies that on average the
company’s oldest fund may not help enhance the company’s market share. This
result is consistent with the findings of [15] and [22]. Reference [15] finds that
the convex flow-performance relation is more pronounced for younger funds.
Reference [22] classifies young funds as high-value funds for fund families’ favo-
ritism strategies. Finally, fee expenses (transaction costs and management fees)
are, on average, negatively sensitive to the market share of non-bond funds,
which is consistent with the findings of [1], [5] and [31].

The empirical results of this paper show that fund companies committed to
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improving the performance of their funds can increase the market share of its
non-bond funds based on the convex flow-performance relationship and the spil-
lover effect reported in the previous literature. In addition, if fund companies can
actively work to increase the number of customers with dollar-cost-averaging
investment plans, this will also help to increase the scale of their assets under
management. On the other hand, the results of the control variables in the anal-
ysis show that fund companies should be committed to lowering transaction costs
and management fees in order to reduce the negative impact on market share.
This study is certainly not free from limitations. Some factors that might affect
the scale of management assets and the market shares of fund companies may
not be considered into the research model. To extend the analysis on different

study periods can be possible direction for future studies.
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