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ABSTRACT 

Н. IŞ IK  BOG

F-!anking the  Per fo rm ance  o f  Country  Funds 

Using  Risk A d ju s t e d  Pe r fo rm ance  Measures:

Treynor In d ex ,  Sharpe  In d ex ,  Jensen In d ex  

MBA i n Management

S u p e r v i s o r :  Assoc.  P r o f .  KURSAT AYDOGAN

Sept.  , 1090, p:/ages

T h is  s tu d y  ranks  the  per f  or пгяпсе o f  c o u n t ry  funds  w i t h in  the  

i n t e r n a t i o n a l  c o n tex t  u s in g  r i s k  a d ju s t e d  per fo rm ance  measures,  

namely Treynor In d ex ,  Sharpe  In d ex ,  and Jensen Index.  R e s u l t s  o f  

th e  t h r e e  per fo rm ance  measures a r e  s i m i l a r  and c o r r e l a t i o n  among 

th e s e  measures a r e  q u i t e  high .  M oreover ,  the  r e l a t i o n  between  

r i s k  measures and pe r fo rm ance  measures i s  t e s t e d .  Only ,  Treynor  

Measure seems to  be s e n s i t i v e  to  s y s t e m a t ic  r i s k ,  /9. Other  

measures a r e  i n s e n s i t i v e  t o  both  s y s t e m a t ic  r i s k  and st^indard  

dev i  a t i  on o f  r et ur n s .

Keywords : Jensen In d e x ,  Treynor In d e x ,  Sharpe  In d ex ,  Country

Funds , I n t e r n a t i  onal  Di v e r s i  f  i c a t i  on
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The fa c t  th a t  diJ i e re n t n a t io n a l oqu it.y  martota· ol't-en peii'orm  

v e ry  d l f ie r i^ n t ly  j. n any g iven  pê r i od has le d  to  iiic re a s e d

in v e s to r  in te r e s t  in  i ntern-at. i onal di ver *:-:1 f i cat i on o f i nvestnient

por t. foJ. i os . F-at 1 ov̂ i ng t  h i s t.r end , some i n vest merit cojnpai j i es liave  

t a r i .''a:) tc )  ) )al i sti :a s p e c ia l [.Marti.:.] io  c.-d. I. ed c i:e in tiy  i iiiid:.;.

Л '''OT.intry .1 i.irjd is  a. rris'Char li sm 1. tiiv.-ii.igti which resources  

or .T gi na i, i ng from  orie or so vera i cour:itries a re  in v e s te d  in

secur L t i e· ·: or th e  c o u n tr ie s  o th e r Uia.n tdiose from  which th e

г per: t i. ve r esf 'a.n·· c  es or i g i r’lat e .

As noted я^Ьо'/е> a c o u n try  fund is  s im i la r  to  o th er investm ent 

funds. I t  is  in te r e s t in g  th a t  ¿-d thougti a cot.inti-y fund i a. t  i rid 

o.t' i r'l ves t merit, fund we doi'i' t  see any r i  s k  <adj (.rated jaer f  оггпапсе 

ra n t in g  of th e  c o u n try  funds l i f e  dom estic mui-ijal ] 'i.irif.ls. The 

pi. r̂j^O'se oi.' t h is  sti.idy i .s to  apipiy thi'C'C mi;. _ioi' |.м:..г t i oi i .:i

evj'd u.'d.. J. on t echn.i. Cjues > nameL у Treynor I i  ide::, i'l iaria. ' J.

. i e П '.s e r 1 1 n  d e >: t c:̂ r i л n t. r у f u n d 5:.

Л. liASJ (: DEI 1 HI 1 i ONS

Г t. ,.i s n c‘<:*: es s . л t  о mej'l t. j. оri i. m f:jor t̂  a гл t  [..'>iai ri t. s o.f’ i r i \̂ -̂.·. v t mr.·ri i. 

cr-.mp-an.i OS f  or t.,he saк c- o i  c  1 ar i  t у .

An In v e s tjiie n i Company^ is  a pocil o f funds b e lo n g in g  to  many 

in d iv id u a ls  tliat. is  used to  a c q u ire  a c o l le c t io n  o f in d iv id u a l  

i n ves: t men t  s s uch .iis s t  ocк s , bonds , and о t  I'lCi' publ i c 1 у t  r aded

I NTROOUC r i ON

:l
Thct d*.-rf4rii.1ions; аго· lakc-zn f r o m  К сЛ Л у Ctiapt.4=i-r Z l  flV .K



seci irit .  Í e s .  Eachi o f  the i n d i v i d u a l s  v/ho bought sh a r e s  o f  the  

investm ent  company would own a percent¿^.ge o f  the  t o t a l  p o r ta fo l io  

o f  the-· investment company. In  o the r  Vv'or ds> they  v^ould have  

i n d i r e c t l y  a c q u i r e d  '.shares of a di v e r s i  f i e d  p o r t f o l i o  oi 

secur  i t. i e s . The v a lu e  o f  the  invo'S t o r ’ s sh a r e s  depends upon what 

happens t,o the p o r t f o l i o  o f  a s s e t s  ac«:juired by the  man-ngers o f  

tlie fund.

I  n vest.mc-rit compa.nies a re  begi.rn l i t é  any o th e r comp.j.any by

ŝ V‘11]. rig ton issu e  of coinmori sttock; to  a vgroup o í '  ii^ ivestors. In  th e  

case o f ari inves;t merit company, liowever , th e  proceeds a re  used to  

purchase- th e  s e c u r i t ie s  o f o th e r p u b lic l  у fie ld  companies.

Г r*) ves t mi -n t.. compa n i es a r e c I as  s j. f  i ed a s: c 1 O'S ed -  eiad i n ves t. mei-i t..

c о nip a. n у a n d о pe п -  e п d i r̂i v O'S t me n t. com pa n у .

Л r i o s e d - e n d  company o p e r a t e s  l i k e  any otfier p^.iblic f i r m ,  

si. nee i i s  s tock  i s  bought and s o l d  on a regui.ai '  '.ir.econctar'у market  

ai'id the market р^ггсе o f  the i nve?;tiner'it company 'shares i s  

determ.i. r'led by si.ippl у arid demand. I 'here a r e  t y p i c a l l y  no i u r th e r  

sh.ares o f f e r e d  by the  investmer'it company, and i t  does not

repMir chas;e the  sharvos or̂ i demai’id. There  a r e  r̂ o v.>ubsec|uent 

a d i i i t i o n s  to  the  funds  o f  the  i rive'Strnent company tjni e s s  i t  makes 

ai'iot her pi rbJ. i c 'sa le  of s e c u r i t i e s .

The mai'ket p r i c o  o f  'shares in  the fund i s  dete rm ined  by the  

r e l a t i v e  svipiply ai'id demand i‘or the  investment сотр^апу stock  in

th e  m arket. In  c lo sed -  e n d f  u n  d s la e t a s s в'■t. value*·" ai'id mar ket.

pr i r: e r e a Im ost never'· th e  same.

Val.U4T CNAV> NAV e-qual to It'iO 1. otnt пь'.1г).'Су1 valuó

of o.tl. Iho os.vO L ol t hñ- f  u n d n a n«wi s 0.Г1У 1 Lobi li t tó-'i; ■livuiod b'y'

t.híí# numb-;>r c-i '->i tbn> l und ou tbtandi Tiq .



Horch Cl989> a s s e rts  th a t  m arket p r ic e  to  net asse t v a lu e  

г ¿-it i a  does not necessaг .11 у cor r e l sate t ri t  he sac t  гга! (тла]- f or ггиаr'lce 

o f th e  under1 у i ng por t f o l i  о o f c L osed-end f  unds. Rat h e r , i t 

r e f le c t s  in v e s to r  p e rc e p tio n s  of th e  fu tu r e  tre n d s  o i p o r fo i l  о 

р:»егforrnance and o th er , ext,raneous elernerits. Thus, a discount, 

from  .asset v a lu e  m ight re s u l t from  an i nvesto r p e rc e p tio ri o f an 

cjver va lued  s e c u r it ie s  rnar ke t o r , in  tl'je s p e d  t i c  case o f cca.rn1.ry 

funds , an o verva lu e d  exialiange-? r a te .  A premiuin on asse t v a lu e  

Vv'oul d i.y pji ca I 1 у re i Lect th e  opjjaosi i,e v iew . Hov/ever , a j^r'emiurn 

¿^Iso a r is e  j. n a sitt..iatTon in  wh.i ch a jsar t  i  c!.tl ar iiiv e s lm e n t 

rnec hai'i i. '.;ni o)sc*i‘ a t  es t.inder pr i v i 1 edged cond 11 i ons v i s --a·*·vi v. t  he 

re s t  ot th e  m arket or en joys  va monopol у p o s it io rc  Th is  is  

exact l y  v/hat has happienfsd in  th e  ca:.:e o f th e  v a ri ouc Korea 

c o u n try  funds. They re p re s e n t th e  o n ly , g en e jsa lly  .a v a ila b le  

mechanism fo r  access to  p o r t f o l io  in ves tm en t in  thve Korean 

s ec u r i  t  i  es r n .ч r 1·: e t .

Open-end 1 nves t  iikmi t Compani. es ar e t  he f  unds f  or wl ii c s l iar es 

contir'ii.ie to  lje bought and so ld  ¿after in i t i^ d  piublic  o f f e r in g  is  

made. They stand  ready to  s e l l  arldi t i oiaal shares э Х  th e  NaV ot 

th e  fund w ith  or v/iti'iout s a le s  charge.

Eh fMJRPOSE OF THE STUDY

As st.ated p i - e v io u s ly ,  a l  t.hc-ugh the*re i s  a grei^t devil C)i 

i n t e r e s t  on p o r t f o l i c i  pe r fo rm ance  measures and appl  i cat i on th e s e  

measures to  mutual funds  > t h e r e  i s  no a.ppl i c a t i o n  o f  r i s k  

.adjusted perfor inance  measures  to  the· c ou n t ry  f'unds. Hence, in  

t h i s  s tu d y ,  cl ost-:-d-end cciuntry idjnds a r e  ranked u s in g  Jensen  

Index ,  Shari^e Inae.x, T reynor  .Index wi th in  i n te r  nat i onal con tex t .  

Moreover , some of th e s e  funds;* pe r fo rm ance  a r e  compared wit,h



t he per f  or nianc e oi t he r es  pec t. i v«-.» coun t r ys ’ rnar k e t  por t f oi. i o . 

This  s tu d y  p roceeds  w ith  i i t e r a t u i ' e  r e v i e w  on |.')er i or niance 

measures in  Sect i  on I I .  D e l i n i  t i o n s  and im portance  o f  coui'itry  

funds  a r e  p re s e n te d  in  S^ection I I I ,  and b r i e f  d esc r  i i.:/t i on on 

i n t e rn a t i  ona.l dj. ver s i  f i c a t i  on i s gi  ven i I'l s e c t i  on I V. ’fhen , 

methodology  i s  e x p l a in e d  in  s e c t i o n  V, and f i n d i n g s  a r e  

p re s e n te d  in  the fo l lo v/ in g  s e c t i o n ,  i . e. S e c t i o n  VI. F i n a l l y ,  in  

Sec t i on V I I ,  cone 1 usi  ons and r emar k s a r e  gi. v e n .



IT. STumi.s in FOR 1 FOIЛо i*f:rformancf fvaljmtion

J u л>Л-i ng th e  рег г'огшлпсе o f  ;:>ги't t o l  i oi' ri^^ty   ̂ has

been one o f t, he major probi. eMiis in  portit:rl. io  rnanageiiiCM i r . The 

si m]:>l v/ay o f eva J uat ]. lan i to  caJ. cu Ja te  average I'at. e o f

re ta jrn . However·, a i l  poi" t f  o l i os^ aver'age r a te  c:>i ri.vturri v a ry  

w id e ly  laver tim e  as t, he m arket aJ t.i-r'p na tes  beiv/een b u J li ski and 

bearii^h р-»аг i »:̂ ds. fh e re fo re , averaQe‘ ra te s  ot r e tu r i i  a re  iio t

ivat j sfa« t or у measures; vyith v/hi ch t.o cl<20-,s;if y mutual f  unrl·: ' ris:k 

arid rel.u i n. Moreover , s in c e  ri. s:k an*.1 re tu rn  a re  i/iC'Js.i t i ve i у 

c o rre ja te d ., th e y  a ls o  tu rn is h  .з»п i. n d ic a t io r i o f v/lieidier t iie  

p o r t f o l io  can be e>qaert ed tcj ea iri a higl'i> inedi urn, oi' low r a te  o f 

re tu rn  i rj th e  1 oj'ig гглп. Hence, v/o need a r i s jc-ad j  usi ed measure 

o f per f or inane»;? th a t  is  i  nsonsi i.. i ve ta?) th e  r is k  oi a. poj't f  ol, i. o,

Тгоуглог 1 1 r 1 i :*:ed th a t ,  ai;so<:d ate::l w ith  each fund

flil

t к» e Г' о w.as a range of C- »■.“лтЫ n :- it 1 tons o f t̂û>Xp)t

and r i  si v.'hi ch a re i'; :.i.st ent. ’.vi t h a r

rna Г' к e t. r a te  of re tu ru i • He usf:?d ря:л' t ic

wki i. r  t i me asures tlio^ r 1 t о at. v/kii cki t ki.s

i nci'e.-i. s e '.··:* t he expecl. »ed r  a i y.i re tu rn of

burden o f ISO г t. f  0,1 i  о г i n.k i ncjr e ases. A c

t i  ndi VI dual i rives to r

. s 1 ior t f  oi i С/ aS l ii s

among funds p ro v id es  a means of r a t in g  fur'ids vyhich t r  u'rscends 

var i a t  i c*ns i  n i ndi v i dual i n vest or s  ̂ at t  i t  ude t  ovya.r d i - i  sk . 

Treyi'jor c:i aimed t l ia t  d if fe re n c e s  in  rank i rug based on

c h a ra c te r  L-sti c l.i nos can bo q u ite  s ig n i t le a n t  fo r  i ndi v i dual 

i n ves to rs ., evo^n though idiey ta k e  vai-yi ng a tt- i tudes t o v y a r d  r i  s k .

,5’harpe f i 966!) skiowed t.hat tho? p e ri ormancae cou ld  be t-vvaiuated



w i t h  a ^;lniple yevt t.heor e t i  c a l  1 у m ean ingfu l  measure cons !  der i ng 

both a v e r a g e  r e t u r n  and r i s k  T h is  measure p r e c lu d e d  the

d is c o v e r y  o f  d i f f e r e n c e s  in  per f  or rnance due s o l e l y  to

d i f f e r e n c e s  i n o b j e c t i v e s .  For hig l ' i ly  d i v e r s i f i e d  funds  Treynor  

and Sharpe  In d e x  a r e  s i m i l a r ,  however f o r  some r e l a t i v e l y  

undi versd. f  i e d  fi.inds, r e s v i l t s  ¿ire d i f f e r e n t ,  s i n c e  Treynor  In d e x  

can not. c a p tu r e  the  p o r t i o n  o f  v a r i a b i l i t y  th a t  i s  due to  l a ck  

o f  di v e r s i  f  i cat. i on. I f  mutual funds  ho ld  vyel 1 ~di ver  s i  f  i ed 

p o r t f o l i o s ,  any major di s c r  eji^eanci es  bet.v^/een the  v a r i a b i l i t y  o f  

t h e i r  r e t u r n s  and th a t  p o r t i o n  due to  movements in  the  markest 

a r e  l i k e l y  to be  due to  t r a n s i t o r y  ef .t 'ects. G iven some 

r e a s o n a b l e  a s su r a n c e  th a t  a furnd v/i 1 1 p:»erform i t s  

d i v e r s i f i c a t i o n  f u n c t i o n  w e l l ,  the  Treynor  In d ex  may p r o v id e  

b e t t e r  p r e d i c t i o n s  o f  f u t u r e  perfcu'mance then r e v a r d  to

var i a b j 1 i t у r a t i o  C Red 1 у , 198'dO .

The o the r  most commonly used  performarice measure has been  

d eve lop ed  by Jensen C 19680. The Jensen In d ex  C1969J uses  the  

s e c u r i t y  market l i n e  as  a benchmark. The in d e x  a c t u a l  1 у i s  the  

d i f f e r e n c e  between ex p ec ted  r a t e  o f  r e t u r n  on the  p o r t f o l i o  and 

vs/hat i t s  exp ec ted  r e t u r n  would be i f '  the  p o r t f o l i o  were  

p o s i t i o n e d  on the  s e c u r i t y  market, l i n e .  I t  has been a l s o  ‘siiov/n 

th a t  the  s i n g l e - p e r i o d  models  can be ex tended  to  a m u l t i - p e r i o d  

w or ld  i n  which i n v e s t o r s  have het.erogenous h o r i z o n s  and t r a d i n g  

ta k e s  pi a ce  co n t i  nous ly .

Fol 1 ov/i ng the  work o f  T reyn o r ,  Schärpe ¿ind Jensen,  Fama CM9'/'cO 

p roposed  a somev/hat l i n e r  breakdovm o f  per form ance .  S i m i l a r  to

previoi .is  measures ,  Faina’ s e v a l u a t i o n  jnodel assumes: th a t  the

r e t u r n s  on managed p o r t f o l i o s  can be Judged r e l a t i v e l y  to  thc'ise 

o f  nvaively s e l e c t e d  p o r t f o l i o s  w ith  sT m i la r  l e v e l s  of
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r is k .  :ч rus. ' s t  er· hni c:|î.ıe uses the  si. infrie '::-̂ Печ?--рег i od v«vrsion oí

кѵо~р.);чгэ.ше+.е*г шся.іеі , a i l  th e  p en  ec i шегкеі. assum ptions, arid 

di-M-ivos t. he еч a n te  m arket і іп е . ІЪ е  e:c |;iost liiark'et L ine jjrovi. des 

tl'ie beric I'linar'к used to  trva. Luiite- мі:лп.-і [гс>г 1.1 oi i. os j. π 'a. е*ѵ-<]и«аг'ісе

ot шг<|··.·. іг:.іп{:ѵІ >a: : ппал·; и г  e·. Не мкчі ni у l'ias suggested th a t  th e

re tu rn  '1. p o r t f o l io  caii be s ubd.i \d ded i. n to  t  Vv'o paiOet: t l ie

re t urn from ^^eour i. t y seJ e c t i on C. or r i (.>i t.\/J " -uid th«a П::;*гигп

fr· om і:*олг i ΐΊΓ] г i s: к 1-Ь-> tías a ls o  present od t i п»:ч*г

s ubdi v i s 1 orıs ot bot } ı s<;> ]. oc t i  x> ı. t у and R ı л· R.

Γη p ıa c ti. r e ,  a ser i otrs problem  has beer ı̂ іош иі in  t h·- ’.ra.v or 

Jerıseii's> Trti-ynor’ s and S h arp e 's  com posite nıeasures. Thi is; th e  

sys'.teına t  j. c b ia s  demon"::; t  rat-e d by F rie n d  ai'ıd В] urne С J. it 70 а and

Gn. V1 mn i t s: C. 1 tVt OI> . 'I 'l'j s 1 » i.a wed t. i -i.a t > i'l j. s, t о г i  с. а 1 ] > ·: * 1 Г f  і J t ее

compost t e шеага.паа .̂ exhi b i ted  syst.entJ t. i cal. .1 y bi. ased re i a t i r-»nsh.i. ρ 

wi t İJ i.he r i s k  mea.si..ires. f"ric-i'id and BJ ume 0  970.^ concl ud.-d th a t  

t li j s is  due to  j rc/a J. i d i 1-У o f an, assum[d. j. ογί - th e  exist..ence o f 

equal Lenti trig a ret borrov/ing rat. es a/'jd oi;^aor t i.mi t i es i or a i l  

i II ves t or s ·■ us«:td in  th e  deve) C'pnient cii th e  com posite m-aasures. 

F ver s i n r e  t, tie to'-ınif^osi te  рлаг f or'mane: e measur“ fv.t were fc't^pos>vd ,

sr »me г eseaı- с her s С Ar d i t. t .i , 1 96'7 ; A r  ti i 11 i  , 1 97:1. ; A r  ö i  1 1 i , 1 07'9 ;

Bower, 19Ь9; .1 l'igt^^soL 1 , .1.977:i; .it·-an, 1 97Ί ; J».aan, 19*770/ have

ai-guetl t hat t tie per-f or inance may t-e i iia.der]U.:d,e l::>ocauso or" th e  

r O'.d 1 r 1 f" e 1: ra i.·; о ιί < j i < :.i e r  ti i g t'l t v r  шс» me r 11 s о г ' i  t i e d j i  г i. La 111_ i о Гі ‘a- a  i '

i n t/ e s t. m eii t г' e t. u г r'i s . Ar d .i 11 i C 1 9о Ύ > 1 ιί g t r  s о 1 1 i. 1 Я  7' Ώ 7 > J  e a ϊί

4

/ 1 1 y  гпгг‘;л':..'.іГ'̂ ··.-. l iovy v^ rll 1 h»v .;ho:>:rn i >ort i l o  ci» ·:! гоЬ.идѵ'*г< 

to  n o » . y  ‘.π··ί.. t.,/, i р.-..г11-it i·:· v U h  t lu> і ;оггі.> Ur-v'-c/l o l r o j i : .

It ?nrм:і?;(.іго‘.·. tli... r- .r lu rn  Гг<:дп I d*>ci:>\ o n  to ΙαΓ.ο

r m o í . in t r  o f η '-.İr,



C197-0 t r i e d  t o  i n c lu d e  h igh e r  moments. These e f f o r t s  have  

produced  m u l t i p l e  c r i t e r i a  f o r  pjerformance e v a l u a t i o n .

Ang and Chua Cl 979!) d eve lop ed  an Excess  Return  in d e x  as  a 

per fo rm ance  measure ba sed  on a mean-var i a n c e - s k e w n e s 5> model.  

Moreover ,  th ey  t e s t e d  t h i s  i n d e x  w ith  o the r  com pos ite  me¿isures 

f o r  s y s t e m a t ic  b i a s e s .  They c la im ed  th a t  the  p e r fo rm ance  

measures  which a l s o  c o n s id e r e d  the  asymmetry o f  r e t u r n

d i s t r i b u t i o n s ,  i n  a d d i t i o n  to  mean and v a r i a n c e ,  were b e t t e r .  

Furtherm ore ,  th ey  s t u d i e d  the  e f f e c t  o f  chang ing  the  h o ld in g  

p e r i o d  l e n g t h  on the s y s t e m a t ic  b i a s .

Asympjtotic d i s t r i b u t i o n s  o f  th e  e s t i m a t o r s  o f  the  Sharpe  and 

Treynor per fo rm ance  measjures a r e  d e r i v e d  by  Jobson and K o rk ie  

C1981!>. M u l t i v a r i a t e  per fo rm ance  comparirjon mOvasures, based  on 

the  t r a d i t i o n a l  Sharpe  and Treynor  measures ,  a r e  d e v e lop e d  w ith  

t h e i r  cor  res:pondi ng a sym pto t ic  d i s t r i b u t i o n s .  The b eh a v io u r  o f  

th e s e  new p e r fo rm ance  measures  were e v a lu a t e d  i n  simall samples .  

They have found  th a t  f o r  s i n g l e  com par ison s ,  a Sharpe  z 

s t a t i s t i c  was w e l l  behaved and f o r  m u l t i p l e  com par isons  a 

Sharpe  c h i - s q u a r e  s t a t i s t i c  was r e a s o n a b l y  v/el 1 behaved.

R e c e n t ly  Moses, Cheyney, and V e i t  C1987D d ev e lop ed  a 

p o r t f o l i o  p e r fo rm ance  measure th a t  l i k e w i s e  c o n s i d e r s  the  

v a r i o u s  components o f  p e r fo rm ance  th a t  a r e  s e l e c t i o n ,  

d i v e r s i f i c a t i o n ,  and t im ing .  Beyond the  measure o f  p^^erf or mance 

th a t  c o n s i d e r s  s e l e c t i v i t y ,  d i v e r s i f i c a t i o n , and t im in g ,  the

au th o r s  s u g g e s t  th a t  i t  i s  p r e f e r r a b l e  t o  employ an

a s s e t - w e i g h t e d  benchmark p o r t f o l i o  th a t  i s  s i m i l a r  to  th e  one  

b e in g  e v a l u a t e d  r a t h e r  than an a g g r e g a t e  market p o r t f o l i o .  The 

main i d e a  i s  t o  combine i n  th e  a p p r o p r i a t e  w e i g h t s ,  p o r t f o l i o s  

f o r  v a r i o u s  a s s e t  c l a s s e s  such as  common s t o c k s ,  bonds,
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p r e f e r r e d  s t o c k > and cash.

A p p l i c a t i o n  o f  the  com pos ite  measures CJensen, T r e y n o r , 

S>harpe IndexesO on i n t e r n a t i o n a l  p o r t f o l i o s  has been d i s e a s e d  by  

^I^olnick C1989Г-). He p o in t s  out th a t  a l th o u g h  Sharpe  In d e x  i s  both  

s im p le  and i n t i t u t i v e ,  i t  can o n l y  be used f o r  the  i n v e s t o r ' s  

g l o b a l  p jo r t f o l i o .  A p o r t f o l i o  whose o b j e c t i v e  i s  to  be  i n v e s t e d  

in  f o i ' e i g n  a s s e t s  t o  d i v e r s i f y  r i s k  o f  the  domest ic  a s s e t s  can  

not be e v a lu a t e d  s e p ja r a t e ly  from th e  t o t a l  p o r t f o l i o .  The 

s ta n d a rd  d e v i a t i o n  o f  the  p o t f o l i o  w i l l  g e t  p a r t l y  d i v e r s i f i e d  

av/ay in the  g l o b a l  p o r t f o l i o ,  so  i t  i s  not a r e l e v a n t  measure  

o f  the  t o t a l  risk: o f  the  f o r e i g n  p o r t f o l i o .  The a p p l i c a t i o n  o f  

th e se  methods p osse s  s e r i o u s  p rob lems i n  an i n t e r n a t i o n a l  

conte>:t ,  where we l a ck  an a s s e t  p r i c i n g  t h e o r y  th a t  p r e c i s e l y  

d e f i n e s  what i s  meant by  market r i s k .

frei 1 у C1989D s t r e s s  on the  benchmark c r i t i c i s m .  He c l a im s  th a t  

t,he benchmark prob lems th a t  were  noted  by R o l l  Cl 981D do not  

neg a te  the  v a lu e  ot CAPM as  a no rm at ive  model o f  equ i  1 i br i v.im 

p jr ic ing .  The t h e o ry  i s  s t i l l  v i a b l e .  A c co rd in g  to  R e i l y ,  the  

prob lem i s  one oi' the  measurement i n  the  usage  o f  p o r t f o l i o  

per fo rm ance  e v a lu a t i o n .  He s u g g e s t s  to  use  b e t t e r  p roxy  f o r  the  

market p o r t f o l i o  such as  w o r ld  s t o c k s ,  w o r ld  bonds or t o  a d ju s t  

ineasured per fo rm ance  f o r  th e s e  benchmark e r r o r s .  As ¿ш 

a l t e r n a t i v e  he a s s e r t s  th a t  s i n c e  Sharpe  p o r t f o l i o  pe r fo rm ance  

measure does not depend so  h e a v i l y  on the  market p o r t f o l i o ,  one 

can cons i  der i t  g i  vi ng g r e a t e r  wei g h t .
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PS
A c o u n t ry  fund  can be d e f i n e d  as  a s p e c i a l  investm ent  fund  

th rough  which r e s o u r c e s  o r i g i n a t i n g  from one or s e v e r a l  c o u n t r i e s  

a r e  i n v e s t e d  i n  s e c u r i t i e s ,  p r i m a r i l y  e q u i t i e s ,  i s s u e d  by  

e n t e r p r i c e s  d o m ic i l e d  in  c o u n t r i e s  o the r  than th ose  from which  

the  r e s ;p ec t i v e  r e.-jources o r i g i n a t e .  These " h o s t “ countrie^s may be  

c o u n t r i e s  w ith  e i t h e r  mature and se^isoned or w ith  emerg ing  or  

d e v e l o p in g  s e c u r i t i e s  markets.  E^r ie f ly ,  the  term o f  "coui 'itry  

f u n d s "  i5j a p p l i e d  to  funds  i n v e s t i n g  in  s p e c i f i c  c o u n t r i e s  w ith  

em erg ing  markets or d e v e l o p in g  s e c u r i t i e s .  I t  i s  n e c e s s a r y  to  

make a d i s t i n c t i o n  between " c a s h "  or "new money" c o u n t ry  funds  

and "d e b t  c o n v e r s i o n "  funds .  New money fu nds  a r e  the  funds  

th rough  which f o r e i g n  exchange  r e s o u r c e s  cc>ntr ibuted  by  the  

f u n d ' s  p a r t i c i p a n t s  from ab road  a r e  i n v e s t e d  in  s e c u r i t i e s  o f  the  

host  co u n t ry ,  whereas  debt  c o n v e r s io n  funds  cire th ose  i n  which  

e i t h e r  o r i g i n a l  h o l d e r s  or secondvary market p u rc h a s e r s  o f  

s o v e r e i g n  debt  o f  a d e v e l o p in g  c o u n t ry  c o n v e r t  such deb t  i n t o  

s e c u r i t i e s  denominated in  l o c a l  cu r rency .

G e n e r a l l y ,  the  i n v e s t o r s  i n  c o u n t ry  funds  a r e  n a t i o n a l s  o f ,  

or e n t i t i e s  d o m ic i l e d  i n ,  c o u n t r i e s  o th e r  than the  host  country .  

However,  a t  l e a s t  i n  some c o u n t r i e s ,  o f f - s h o r e  fu nds  a r e  

p e rm i t t e d  or a r e  o t h e r w i s e  known to  have i n v e s t e d  in  co u n t ry  

funds  e s t a b l i s h e d  f o r  p o r t f o l i o  in ves tm ent  i n  t h e i r  ov/n 

c o u n t r i e s .

S These defintitons are  taken from Horch <1P8P>.

111. COUNTRY FUNDS
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The c o u n t ry  funds  may be e s t a b l i s h e d  e i t h e r  as  an open -ended  

or a. c l o s e d - e n d e d  fund. The investm ent  ii'i t h e s e  funds  may be  

r e p r e s e n t e d  by  e i t h e r  p a r t i c i p a t i o n  u n i t s  or by  s h a r e s .  Hov^ever , 

i t  i s  more common to  s e e  u n i t s  b e in g  i s s u e d  by  open -ended  funds  

and s lra res  by c l o s e d - e n d  funds  than v i c e - v e r s a .

Open-ended t r u s t s  o f f  er  a hi gher d e g r e e  o f  f 1ex i  b i 1i ty  and  

a d a p t a b i l i t y  t o  chang in g  c o n d i t i o n s  o f  growt,h ai'id development in  

emerg ing  and fieveJ opi ng markets thzi.n the  c l o s e d - e n d  t ijnd. 

However, open-endcid funds  a r e  a l s o  more v u l n e r a b l e  tci p r i c e  

05;c j. 1 1 a t  i ons i n  v o l a t i l e  markets.  Sharp  d e c l i n e s  in  l o c a l

iiiarket p r i c e  l e v e l s  may induce  i n v e s t o r s  ab road  to  ask f  or 

r edeiri{:>t i c<n which then Vv'cnjld e i t h e r  re^quire a cor r e spond i  ngl  y 

h ighe r  s.hare o f  the  p o r t f o l i o  to  re»main i n v e s t e d  i n  l i q u i d  

secu r  i t i  es  o the r  than equi t i  e s , or mi ght o b i i  ge  f  und management 

to  d i  v e s t  1 n a dec l  i ni ng and o f t e n  5;hal 1 ov/ mar k e t .

In c o n t r a s t ,  c los ;ed -end  fundsS a r e  not d i r e c t l y  dcist abi  1 i zed  

as a consequence  oi l o c a l  market p r i c e  o s c i l l a t i o n s  s i n c e ,  

whatever  th e  net a s s e t  v a lu e  o f  the tund, i t s  ov/n s:hare cafuta . l  

remains  u n a f f e c t e d  in  a l e g a l  sensje, as  th ese  fi inds do not o f f e r  

r edempt i on a p t i  o n s .

In  o rd e r  to  r edu ce  th e  p o t e n t i a l l y  d e s t a b i l i z i n g  e f f e c t  o f  an 

open -ended  fund  in  the  e a r l y  s t a g e  o f  em erg ing  jnarket 

deve lopment,  s e v e r a l  c o u n t ry  funds  have been e s t a b l i s h e d  

i n i t i a l l y  as  c l o s e d - e n d  fu nds  but p r o v id e  f o r  t h e i r  p io ten t ia l  

t r a n s f o r m a t i o n  i n  to  open -ended  funds  a t  a l a t e r  s t a g e .

S e c u r i t i e s  in  open -ended  funds  a r e  g e n e r a l l y  v a lu e d  a t  market  

p r i c e s ,  u n le s s  s p e c i f i c  r u l e s  v/ould r e q u i r e  d i f f e r e n t  approach .  

In  the  c a s e  o f  c l o s e d  end funds  e i t h e r  the  same approach  or the

A. LEGAL STATUS OF COUNTRY FUNDS
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lower  o f  c o s t  or market might be  a p p l i e d .

F i n a l l y ,  the  c h o ic e  between th e  two b a s i c  l e g a l  forms to  be  

adopted  f o r  a  c o u n t ry  fund  may a l s o  be i n f l u e n c e d  to  a 

s u b s t a n t i a l  d e g r e e  by d i f f e r e n t  l e v e l s  o f  t a x  i n c i d e n c e  o f  

d iv id e n d ,  i n t e r e s t  income or c a p i t a l  g a i n s ,  e tc .  , depend ing  

upon th e  c o u n t ry  o f  o r i g i n .

B· COUNTRY FUND DOMICILE

The c o u n t ry  i n  which c o u n t ry  fund  i s  d o m ic i l e d  i s  a major  

prob lem  f o r  both  fund  management and host  c o u n t ry  deve lopm enta l  

b e n e f i t s .  The f o r e i g n  inves tm ent  l e g i s l a t i o n ,  t a x  a s p e c t s ,

d i f f e r e n t  l e v e l s  o f  a c c e s s  t o  e l i g i b l e  in ves tm ents  de te rm ine  

whether e c o u n t ry  fund  i s  adopted  as  on -s h .o r&  C w i t h in  the  

country! )  or o f f - s h o r e ^  C o u t s id e  the  country! ) .  An o n - s h o r e  fund  

co u ld  be e x p ec ted  to  p r o v id e  f o r  a l a r g e r  s h a r e  o f

a d m i n i s t r a t i v e  a c t i v i t i e s  t o  be pierformed. A somev^hat l a r g e r  

c o n t r i b u t i o n  to  s e c u r i t i e s  market development c o u ld  be a c h ie v e d  

and a more s i g n i f i c a n t  su p p o r t  be g i v e n  to  f i n a n c i n g  o f  l o c a l  

human advancement.

However,  r e g u l a t o r y  or a d m i n i s t r a t i v e  o b s t a c l e s  to  e f f o r t s  

a im ing  a t  the  a t ta in m en t  o f  a c c e p t a b l e  l e v e l s  o f  fund  management 

e f f i c i e n c y  may o f f s e t  ad v a n ta g e s  o f  the  o n - s h o r e  c o n c e p t , Hence  

c o u n t ry  funds  f r e q u e n t l y  a r e  b e in g  e s t a b l i s h e d  as o f f - s h o r e  

funds  f o r  r e a s o n s  o f  f a c i l i t i e s  and c o n v in ie n c e  f o r

i n t e r n a t i o n a l l y  c o o r d in a t e d  management. As a f u r t h e r  v a r i a n t ,  an 

o f f - s h o r e  fund  may be  e s t a b l i s h e d  f o r  th e  s o l e  pu rp ose  o f  

i n v e s t i n g  th e  p roceed s  from th e  p lacement ab road  o f  i t s  p u b l i c l y  

or p r i v a t e l y  o f f e r e d  s h a r e s  o f  p r e f e r r e d  s to ck  i n  an o n - s h o r e  

inves tm ent  fund f o r  f o r e i g n  i n v e s t o r s .  T h is  a l t e r n a t i v e  approach
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was adopted  in  the  Cv^se o f  the  Thai Pr ime Fund Ltd.

C. TARGET HOST COUNTRIES

C ountry  fu nds  look  f o r  markets  o f  d e v e l o p in g  economies ,  v/hose 

a c t u a l  and p r o j e c t e d  growth  r a t e s  would a t  l e a s t  be  equa l  t o ,  but  

o p t i m a l l y  h i gh e r  than ,  th o se  a v a i l a b l e  in  the  r e s p e c t i v e  

t a r g e t t e d  i. n v e s to r  countr  i es  .

Th e i r  s e c u r i t i e s  markets would be l e s s  d ev e lop ed  than t.hose o f  

th e  i n v e s t o r s ’ home c o u n t r i e s .  M o re o v e r , some a d e q u a t e l y  

d e v e lop e d  and p e r fo rm in g  dom est ic  e q u i t y  markets  a r e  clos^vd to  

d i r e c t  f o r e i g n  investm ent .  Here ,  c o u n t ry  funds  a r e  g r a n te d

p r i o r i t y  or e?ven e x c l u s i v e  p e rm is s i o n  t o  a c q u i r e ,  ho ld  and t r a d e  

i n  e q u i t i e s  and o the r  s e c u r i t i e s  i s s u e d  i n  such markets.  As l o n g  

as  such e x c l u s i v i t y  would p r e v a i l ,  th e  normal r e t u r n  on

invesjtment from pe r fo rm ance  o f  the  u n d e r l y in g  s e c u r i t i e s  would  

then tend  t o  be supplemented  and p o s s i b l y  even overshadowed  by  

c a p i t a l  a p p r e c i a t i o n  i n  i t s  home market o f  the  c o u n t ry  f u n d ’ s 

own s h a r e s  as  th e  o n l y  v e h i c l e  f o r  o b t a i n i n g  a c c e s s  to  a s p e c i f i c  

host  market,  p r o v id e d ,  o f  c o u r s e ,  th a t  the  p>erformance o f  th e  

l a t t e r  i s  s u f f i c i e n t l y  p o s i t i v e  to  g e n e r a t e  e x c e s s  demand f o r  

invesrtment i n  such a market. High premium over  u n d e r l y i n g  a s s e t  

v a lu e  p a id  on s h a r e s  o f  th e  v a r i o u s  Korea F'unds and T r u s t s  p rove  

t h i s  p o in t  v e r y  c o n v i n c in g l y .

D* BENEFITT AND RISK TRADE-OFFS

Country  fu nds  o f f e r  s i g n i f i c a n t  b e n e f i t s  t o  t h e i r  t a r g e t t e d  

host  c o u n t r i e s .  They a l s o  r e p r e s e n t  certi^iin r i s k s .  P o r t f o l i o  

in ve s tm en ts  in  m in o r i t y  e q u i t y  p o s i t i o n s  by c o u n t ry  funds  may 

make p o s i t i v e  c o n t r i b u t i o n s  tovvards a b e t t e r  e q u i l i b r i u m  and
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v\̂ ouJ. d r e p r e s e n t  much l e s s  o f  a p o t e n t i a l  p o l i t i c a l  l i a b i l i t y  

than may be the  c a s e  w ith  d i r e c t  inves tm ents .

Country  fu nds  a l s o  p r o v id e  hos t  c o u n t r i e s  Vv̂ ith v a r i e t y  o f  

a c c e s s  r o u t e s  t o  i n t e r n a t i o n a l  f i n a n c i a l  markets.  Th is  may l e a d  

to  i n c r e a s i n g  i n f l o w s  o f  a d d i t i o n a l  f i n a n c i a l  r e s o u r c e s ,  but  

c e r t a i n l y  w i l l  have a p o s i t i v e  impact upon im p rov in g ,  i n  the  

host  co u n t ry ,  l e v e l s  o f  f i n a n c i n g  t e c h n iqu e s  and r e l a t e d

p r o c e d u r e s .

In  host  c o u n t r i e s  w ith  major p r i v a t i z a t i o n  pr'ograms, c o u n t ry  

funds  would e n l a r g e  th e  b a s i s  f o r  demand by i n s t i t u t i o n a l  

dom est ic  i n v e s t o r s  w ith  i t s  d e s i r a b l e  s t a b i l i z i n g  e f f e c t s  on 

g r a d u a l  a b s o r p t i o n  o f  the  r e s p e c t i v e  s e c u r i t i e s  by the  market.  

Hovewer , tt^is f u n c t i o n  o f  a  c o u n t ry  funds  c o u ld  be  most 

e f f e c t i v e l y  per fo rm ed  on the  b a s i s  o f  a l o n g  term inves tm ent  

s t r a t e g y .  However,  in  the  ab sen ce  o f  a s u f f i c i e n t l y  large -  

a b s o r p t i o n  c a p a c i t y  o f  a market,  the  i n j e c t i o n  o f  a r e l a t i v e l y  

s i g n i f i c a n t  volume o f  c o u n t ry  fund r e s o u r c e s  might have  

d e s t a b i l i z i n g  e f f e c t  o f  v a r i y i n g  magnitude on the  market o f  the  

host  country .

M oreover ,  c o u n t ry  fund  i s  a p r o f e s s i o n a l 1y managed mechanism 

f o r  i n t e r n a t i o n a l  r i s k  d i v e r s i f i c a t i o n .  Furherrnore,  e q u i t y  

in ves tm ents  i n  emerg ing  and d e v e l o p in g  markets  have proven  to  

o f f e r  i n v e s t o r s  r a t e s  o f  r e t u r n  which th ey  may not e a s i l y  f i n d  

in  th e  markets  o f  t h e i r  home c o u n t r i e s .  P r e v io u s  e x p e r i e n c e s  

have shown t h a t ,  n a r row  and e s p e c i a l l y  s h a l l o w  rnairkets r e a c t e d  

s t r o n g l y  i n  e x p e c t a t i o n  o f  th e  e s t a b l i s h m e n t  o f  a major c o u n t ry  

fund. T h is  may have r e s u l t e d  i n  e s s e n t i a l l y  u n d e s i r a b l e  

s p e c u l a t i v e  upward p r e s s u r e  on p r i c e  l e v e l s  p r i o r  to  th e  

f o rm a t io n  o f  such a fund  and maiy have  caused  unv/ar r e n t e d
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e x p e c ta t i ons o f  c o n ti nuousi y  advanci ng p r i  cos among both 1 ocai 

in ves to r5 j and c o u n try  fund p a r t i  c.l pan ts .

R isk s  f a c e d  by  f o r e i g n  p a r t i c i p a n t s  o f  a c o u n t ry  fund concern  

the  p o s s i b l y  low e r  l e v e l  o f  p o l i t i c a l  s t a b i l i t y  i n  the host  

a p p l i c a b l e  r u l e s ,  but  a l s o  add to  the  v o l a t i l i t y  o f  t l i e i r  even  

n o rm a l ly  somewhat l e s s  s t a b l e  economies.

IS



IV ·  I NTERNATIONAL D IVERSIFICA1ION

The l o g i c  o f  d i v e r s i f y i n g  a p o r t f o l i o  a c r o s s  c o u n t r i e s  i s  

no d i f f e r e n t  than  th a t  o f  d i v e r s i f y i n g  a l o n g  any o the r  d imens ion  

-whenever r e t u r n s  on d i f f e r e n t  a s s e t s  a r e  not s u b j e c t  to  e x a c t l y  

the  same r i s k s ,  the  r i s k s  o f  a d i v e r s i f i e d  p o r t f o l i o  can be l e s s  

than the  r i s k s  o f  the  t y p i c a l  i n d i v i d u a l  s e c u r i t y »  However,  

i n t e r n a t i o n a l  d i v e r s i f i c a t i o n  i s  o f  s p e c i a l  i n t e r e s t  f o r  two 

r e a son s .  F i r s t ,  em pr ica l  e v id e n c e  s u g g e s t s  th a t  i t  may r e p r e s e n t  

one o f  the  most pov/erful d im ens ions  f o r  r i s k  r e d u c t i o n  th rough  

di V6?r s i  f  i c a t i  on. Second, i t  i s  s u b j e c t  to  a number o f  o b s t a c l e s ,  

i n c l u d i n g  c u r r e n c y  and p o l i t i c a l  r i s k s ,  a d d i t i o n a l  t a x e s  and 

t r a n s a c t i o n s  c o s t s ,  e t c .  Thus, i n t e r n a t i o n a l  p o r t f o l i o  s e l e c t i o n  

i n v o l v e s  complex  t r a d e - o f f s  between th e  p o t e n t i a l  f o r  r e d u c in g  

r i s k  th rough  d i v e r s i f i c a t i o n  and the co5;ts and r i s k s  un ique  to  

i n te r  n a t i  ona l  i nvestrnent.

A* RISK REDUCTION THROUGH DIVERSIFICATION

The argument o f t e n  hea rd  i n  f a v o r  o f  i n t e r n a t i o n a l  

investment i s  th a t  i t  l o w e r s  r i s k  w ithou t  s a c r i f i c i n g  exp ec ted  

r e tu r n .  A p r e r e q u i s i t e  f o r  t h i s  argument i s  th a t  the v a r i o u s  

c a p i t a l  markets  o f  th e  w o r ld  have somewhat in dependen t  p r i c e  

g iv e n  market tend  to  move up and down t o g e t h e r ,  whereas  s to c k s  

i n  d i f f e r e n t  n a t i o n a l  markets  as  a r u l e  do not C S o ln ic k ,  1989:>. 

T h is  p r o v id e s  o p p o r t u n i t i e s  f o r  th e  e x p e r t  i n t e r n a t i o n a l  

i n v e s t o r  t o  t im e th e  markets  by  bu y in g  th o s e  markets  th a t  he  

e x p e c t s  t o  go up and n e g l e c t i n g  th e  b e a r i s h  ones. I t  a l s o
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a l l o w s  n a i v e  in ves : to r s  to  s p r e a d  r i s k ,  s i n c e  some f o r e i g n  

markets a r e  l i k e l y  t o  go up when o th e r s  go down. A c t u a l l y  t h i s  

r e a s o n in g  i s  s im p ly  a v a r i a t i o n  on th e  t r a d i t i o n a l  domest ic  

d i v e r s i f i c a t i o n  argument,  e xcep t  th a t  i t  i s  ex tended  to  a l a r g e r  

u n iv e r s e  o f  f a i r l y  independent  markets.

li. CURRENCY RISK

Another argument a g a in s t  i n t e r n a t i o n a l  di v e r s i f i c a t i o n  i s  

th a t  c u r r e n c y  r i s k s  C i , e . , exchange  r i s k s J  more than o f f s e t  the  

r e d u c t i o n  i n  s e c u r i t y  r i s k s  a c h ie v e d  by  i n t e r n a t i o n a l

di v e r s i  f  i c a t i  on. Indexed, c u r r e n c y  f  1 uc t T.iati ons a f f e c t  both  the  

totoil r e t u r n  and the  v o l a t i l i t y  o f  any f o r e i g n  

cvir rency-denomi nated  investm ent .  P'rom time t o  t ime,  in  f a c t ,  i t s  

imp^act on th e  investm ent  r e t u r n  may exceed  th a t  o f  c a p i t a l  g a in  

or income.

However,  c u r r e n c y  r i s k s  can be hedged by  borrov^ing in  the  

l o c a l  c u r r e n c y  or s e l l i n g  i t  t o  fo rw a rd .  Thus, the  b e n e f i t s  o f  

i n t e r n a t i o n a l  e q u i t y  inves tm ent  can be o b t a in e d  v/itliout any  

s i  gni f  i can t  c ur r ency exposur  e .

C. POLITICAL OR SOVEREIGN RISK

P o l i t i c a l  or s o v e r e i g n  r i s k  i s  viewevd by  many as  a major' 

o b s t a c l e  t o  i n t e r n a t i o n a l  investm ent .  C l e a r l y ,  p o l i t i c a l  f a c t o r s  

a r e  a major d e te rm in an t  o f  th e  a t t r a c t i v e n e s s  f o r  invest juent  in  

any coun try .  C o u n t r i e s  viev;ed as  l i k e l y  c o u n t r i e s  to r  

i n te r  na t i  onal  p o l i t i c a l  upheava l  or w ith  a pi 'onounced trerid  

toward  e l i m i n a t i o n  o f  p r i v a t e  s e c t o r  vyill be u n a t t r a c t i v e  to  a l l  

i n v e s t o r s ,  f o r e i g n  and dom est ic  a l i k e .  As a r e s u l t ,  s e c u r i t i e - s  

o f  th e s e  c o u n t r i e s  sh o u ld  be p r i c e d  a c c o r d i n g l y  and l i t t l e  new
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p r i v a t e  r e a l  investm ent  w i l l  t a k e  p la c e .

D* TAXES, RESTRICTIONS ON OWNERSHIP, AND OTHER

INSTITUTIONAL OBSTACLES

There  a r e  s e v e r a l  i n s t i t u t i o n a l  o b s t a c l e s  th a t  can make 

i n t e r n a t i o n a l  i n v e s t i n g  c o s t l y ,  u n d e s i r a b l e ,  or in  some c a s e s ,  

im p o s s i b l e .  They i n c lu d e  fo rm a l  b a r r i e r s  to  i n t e r n a t i o n a l

t r a n s a c t i o n s ,  such as  exchange  c o n t r o l s  th a t  do not

a l l o w  i n v e s t o r s  in  one c o u n t ry  to  i n v e s t  o v e r s e a s  or th a t  l i m i t  

o v e r s e a s  inves tm ent  to  a f i x e d  p o o l ,  d o u b le  t a x a t i o n  oi'

p o r t f o l i o  income f o r  c e r t a i n  i n v e s t o r s  i n  p a r t i c u l a r  c o u n t r i e s ,  

and r e s t r i c t i o n s  on ov/nership o f  s e c u r i t i e s  a c c o r d in g  to  the  

n a t i o n a l i t y  o f  the  i n v e s t o r .  These o b s t a c l e s  a l s o  i n c lu d e  

i n fo rm a l  b a r r i e r s ,  such as  the  d i f f i c u l t y  o f  o b t a i n i n g

in fo r m a t io n  about  a market,  d i f f e r e n c e s  i n  r e p o r t i n g  p r a c t i c e s  

th a t  make i n t e r n a t i o n a l  com par isons  d i f f i c u l t ,  and, pe rhaps  most 

im p ortan t ,  s u b t l e  impediments to  f o r e i g n  investm ent  based  on 

t r a d i  t i  onal  p r a c t i c e .
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V. ME 1 HODOLO(3^Y

As sta f fed  pjr ev i  ous.l y in  th e  i n t r  oduc t i on , T reyn o r ,  Sharpe  and  

J e n s e n ' s  pier f  or mane e measures  a r e  used to  rarik c o u n t ry  fu nds  

both  in  i n t e r n a t i o n a l  c o n te x t  and to  compare funds  v^ith market  

in d e x  w i t h in  r e sp ie c t iv e  c o u n t r i e s .  S in c e  o n l y  c l o s e d - e n d  funds  

a r e  ranked> c l o s i n g  p r i c e s  o f  funds  in  l a s t  F r i d a y  o f  each inonth 

a r e  c o l l e c t e d .  A l l  the  d a ta  c o v e r s  the  p e r i o d  between Avjgust 

1 988 a nd t *t->br ua r y 1 990.

l*hen> to  comjaar>3 funds  in th e  i n t e r n a t i o n a l  c o n te x t  a l l  p r i c e s  

a r e  co n v e r t e d  i n t o  US d o l l a r s .  L a te r  r e t u r n s  a r e  calcuJ.ated.  

D u r in g  c a l c u l a t i o n  o f  r e t u r n s  s tock  s p l i t  ad ju s tm en ts  have been  

made. For dom est ic  com par ison s ,  r e t u r n s  a r e  computed in  tlie  

r e s p e c t ! v e  c o u n t r i e s  * c u r r e n c i e s .

F i n a l l y ,  tJie th r e e  p e r fo rm ance  measures a r e  a jap l ied  and fur»ds 

a r e  r^iinked.

A· CALCULATION OF RETURNS, RISKFREE RATE AND SELECTION OF

INTERNATIONAL ST0C:K MARKET INDEX

The p r i c e s  oi f  unds v/hich a r e  t r a d e d  i n  New York Stof:‘k 

Exchange and AMEX a r e  c o l l e c t e d  from Wall  S t r e e t  J o u rn a l ,  and the  

p r i c e s  o f  o t h e r s  wkiich a r e  t r a d e d  in  London Stock Exchange,  a r e  

obt ai ned i  r om Fi n anc i a l  Ti Jiies.

A Hcxth^rvx/it i c a l  Node-1  F o r  H oa .f.ru r i  R o t  u r n

The b a s i c  lini t o f  measurement i s  th e  r a t e  o f  r e tu r n .  In  

c a l c u l a t i n g  th e  r a t e  o f  r e t u r n ,  one sh o u ld  c o n s id e r  the  f a c t
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th a t  fu nds  a r e  t r a d e d  in  d i f f e r e n t  c o u n t r i e s  w ith  d i f f e r e n t  

c u r r e n c i e s .  Hence, i n v e s t o r s  a r e  exposed  to  exchange  r a t e  risk^'* 

in  i n v e s t i n g  c o u n t ry  funds .

The b a s e - c u r r e n c y  r a t e  o f  r e t u r n  i s  used  t o  c o n s id e r  the  

exchange  r a t e  r i s k .  The b a s e - c u r r e n c y  r a t e  o f  r e t u r n  i s  the  

t r a n s l a t i o n  o f  a i l  p r i c e s  i n t o  b a s e  c u r r e n c y  o a t  the  exchange  

r a t e  Sj:

pt g t  _ pt-:l ^^l-l
j j j j

R = ------------------------------------------  C Ujo

where?.

p l - l

R = i s  th e  r a t e  o f  r e t u r n  i n  c o u n try  j  i n  b a s e  c u r re n c y  o. jo
= P r i c e  o f  the  a s s e t  i n  c o u n try  j  a t  tim e t* 

j
P r i c e  o f  th e  a s s e t  i n  c o u n try  j  a t  tim e t - 1 ·

= Spot exchange  r a t e  o f  c o u n try  j  a t  tim e t.
j

Spot exchange  r a t e  o f  c o u n try  j  a t  tim e ! - ! ♦  
j

S in c e  a l l  p r i c e s  a r e  c o n v e r t e d  i n t o  the  b a s e  cA^ггiэnay p »r ices ,  

exchange  r a t e  r i s k  i s  i m p l i c i t l y  i n c o r p o r a t e d .  I n  t h i s  s tu d y  

i s  s e t  as  th e  b a s e  c u r r e n c y  and UK Pound r e t u r n s  a r e  t r a n s l a t e d  

i n t o  USS r e t u r n s  u s in g  the  fo rm u la  CIZ). UK F^ound -  USiP exchange  

r a t e s  a r e  c o l l e c t e d  from th e  W al l  S t r e e t  J ou rn a l .

Rj=
P -  Pt t - 1

i-i

ca:>

Exchange rate rvsic its the uncertainty of returns on securvties

acquired in a dvfferent currency. This particular risk is a

major consi deration for investors vho buy and sett assets around

the vorld.
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For dom est ic  com par isons ,  r e t u r n s  a r e  t r a n s l a t e d  i n t o  home 

c o u n t r y ' s  c u r r e n c y  u s in g  the  fo rm u la  CSD a l s o .

As i t  i s  seen  in  the  fo rrm j las ,  d i v id e n d s  a r e  not in c lu d e d .  

There  a r e  two r e a so n s  f o r  ommiting them:

i .  I t  i s  not p o s s i b l e  t o  t r a c e  ex ac t  month, i n  which d i v id e n d s  

a r e  p a id ,  i n  the  j o u r n a l s ,  

i  i  . Di vi  dends ar  e n e g l i  gi b l y  sm a l1 .

However s tock  s p l i t s  a r e  con5jidered and r e t u r n s  a r e  a d ju s t e d  

a c c o r d i  ng ly .

C a lcx x la  11 o n  o f  t ho  R i  s k  Fr e e  Ra t e

To a p p l y  Treynor and Jensen Measures  f o r  i n t e r n a t i o n a l  

p o r t f o l i o  r a n k in g ,  a g l o b a l  r i s k - f r e e  r a t e  i s  needed. However,  

as f a r  as  \лэ know, such an in st rum ent  i s  not a v a i l a b l e .  In  t h i s  

s i t u a t i o n ,  i t  i s  b e t t e r  t o  use  z e r o - b e t a  model. Z e r o - b e t a  model 

d eve lop ed  by  B lack  C1972D does  not r e q u i r e  a r i s k  f r e e  r a t e ,  i f  

the  market p o r t f o l i o  i s  m ean -v a r ian c e  e f f i c i o * n t .  S p e d  f  i c a l  1 у > 

w it h in  th e  s e t  o f  f e a s i b l e  a l t e r n a t i v e  p o r t f o l i o s  t h e r e  v;i i 1 be  

s e v e r a l  p o r t f o l i o s  where r e t u r n s  a r e  c o m p le t e l y  u n c o r r e l a t e d  

with  th e  market p o r t f o l i o ;  th e  b e t a  o f  th o se  p o r t f o l i o s  v/ith the  

m.arket i s  ze ro .  W h i le  th e  a v a i l a b i l i t y  o f  the  z e r o - b e t a  

p i o r t f o l i o  w i l l  not a f  f  e c t  the  CML C. C a p i t a l  Market Li neJ , i t  v/i 11 

allov7 the  c o n s t r u c t i o n  o f  the  a l i n e a r  SML. Furtlierjr iore,  Huang 

and L i t z e n b e r g e r  C1988!> dem onstra ted  th a t  r e t u r n  o f  the

ztoro -beta  f > o r t f o l i o  can be  used  a r i s k - f r e e  r a t e  in  CML

a l  5:o.

In  o rd e r  t o  ci 'i lculvate z e r o - b e t a  p o r t f o l i o ,  d i f f e r e n t

p o r t f o l i o s  a r e  formed and t h e i r  c o v a r i a n c e s  w ith  the
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i n t e r n a t i o n a l  market p o r t f o l i o s  a r e  c a l c u l a t e d .  I t  i s  found th a t  

com binat ion  o f  A u s t r a l i a  Fund and Spa in  Fund w i t h  the  

p e rc e n ta g e s  o f  80.75% and 19.248% r e;*specti ve l  y forms a 2:e ro  b e t a  

p o r t f o l i o .

For th e  per fo rm ance  com parison  o f  th e  funds  v/ith r e s p e c t  to  

p er fo rm ance  o f  thie home c o u n t r i e s "  market,  r i s k - f r e e  r a t e s  o f  

the  home c o u n t r i e s  sh ou ld  be  c o l l e c t e d .  These r a t e s  a r e  obt i i ined

from IF S  and th e y  a r e  a d ju s t e d  f o r  monthly r e t u r n s . 7

Se I ec t i  o n  о /  t h o  I n t o r n c c t  i o n a I  Hai^ko t I  ixdox

R e i l y  s ay s  th a t  i f  a b e t t e r  p roxy  f o r  th e  market p o r t f o l i o  i s  

found ,  GAPM i s  a p p l i c a b l e  i n  th e  i n t e r n a t i o n a l  con tex t .  Hence,  

as  an appjroxi mat! on f o r  th e  g l o b a l  market in d e x ,  the  w o r ld  in d e x  

p u b l i s h e d  in  F i n a n c i a l  Times i s  used. T h is  i n d e x  c o n t a in s  

s e v e r a l  s tock  markets and in s t ru m en ts  such as  common s t o c k s ,  

bonds e t c .  S in c e  t h i s  w o r ld  in d e x  i s  c a l c u l a t e d  i n  ÜSS, t h e r e  i s  

no need to  t r a n s l a t e  th e  r e t u r n s .

Furtherm ore  dom est ic  market in d e x  o f  each c o u n t ry  i s  needed  

f o r  dom est ic  a n a l y s i s  o f  th e  c o u n t ry  funds .  These r e t u r n s  a r e  

o b t a in e d  from IF S  Cl n t e r n a t i o n a l  F i n a n c i a l  S t a t i s t i c s : ^  S in c e  

s tock  market i n d e x  o f  each  c o u n t ry  i s  not p u b l i s h e d ,  t h i s  s tu d y  

i s  r e s t r i c t e d  t o  n ine  c o u n t r i e s  on ly .

7For monthly returns, the fo l lov in g  transformation is used  

(1X1Z>R = <14-R >
m a

vhere.

R = Monthly return  
m

R = Annual Return 
a
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B. Sl-JLl^CTION OF COUNTRY FUNDS

Country  fu nds  as  s t a t e d  p r e v i o u s l y  a r e  to r  mod as cl  ost-d -end  

or ope^n-end x7unds. The c l o s i n g  p r i c e s  o f  c l o s e d - e n d  funds  a r e  

giveiii i n  j o u r n a l s  l i k e  Wail  S t r e e t  and F i n a n c i a l  Times. Hov^/ever 

acc e s s  t o  i n f o r m a t io n  on open -end  funds  i s  c o n s i d e r a b l y  

d i f f i c u l t .  Hence, t h i s  s tu d y  i s  fo c u se d  on the  c l o s e d - e n d  funds  

whi ch a r e  p re s e n te d  i n t a b I e  1.

Other funds  vare not c o n s id e r e d  because  o f  the f o l l o w i n g  

r e a s o n s :

i .  .Some o f  th e  r'unds a r e  t r a d e d  i n  the markets winch the  

F in a n c i a l  Times and Wall  .Street d o n ' t  r e p o r t  and i t  was 

d i f f i c u J .  t to  ob tsdn  d a ta  on th e s e  funds .

i i .  A number o f  c l o s e d - e n d  fu nds  which were  p r e v i o u s l y  t r ad ed  

have been d i s s a p p e a r e d  from London Stock fixchange 5:i.icki as  

Opporto  Grov/th Fund, Tai v/an CR.O. CD F’und, Bangkok Fund.

CT IREYNOR PERFORMANCE MEASURE

Treynor  Measure would a p p l y  t o  a l l  i ii voi'stors r€^gardl»ass o f  

th e i  r r i  sk pi' e f  e r e n c e s . Bui 1 di ng upon deve l  opments i n cap i  t a l  

market th e o ry ,  Treynor in t r o d u c e d  a r i s k - f r e e  a s s e t  th a t  c o u ld  

be combined v/ith d i f f e r e n t  p o r t f o l i o s  to  form a s t r a i g h t  

p o r t f o l i o  p o s s i b i l  i t')j l i n o .  R a t i o n a l ,  r i s k  a v e r s e  i n v e s t o r s  

a lw ays  p r e f e r  p o r t f o l i o  p o s s i b i l i t y  l i n e s  tkiat have a l a r g e r  

s l o p e  b eca u se  such h igh  s l o p e  l i n e s  would p l a c e  on a h igh e r  

i n d i f f e r e n c e  cu rve .  The s l o p e  o f  t h i s  p o r t f o l i o  p o s s i b i l i t y  l i n e  

C d es i  gnat.ed TD i s  equa l  t o  th e  f o l  levying:



Fund Name Pr i nci  pal  Mar k et Li s t e d

Templeton E. M. A l l  LDCs AMEX

B r a s i l  Fund B ra s i  1 NY-SE

I n d i a  Fund I ndi a London

I n d i a  Growth Fund I ndi a NYSE

Korea Fund Korea NYSE

K orea -E u rop e  Fund Ltd. Korea London

M a la y s i a  Fund M a la y s i a NYSE

Mexico Fund Mexi CO NYSE

Taiwan Fund Tai wan AMEX“̂

Thai Fund Inc. Thai 1 and NYSE

I'hai -E u ro  Fund T h a i1 and London

Giermany Fund Germany NYSE

U. K. Fund U. K. NYSE

Hel v e t i  a. Fund Swi t z e r 1and NYSE

Spa in  F"und Spai  n NYSE

F i r s t  A u s t r a l i a n  Fund A u s t r a l i  a NYSE

I t a l y  Fund I t a l y NYSE

France  Fund France NYSE

F i r s t  I b e r i a n  P’und Spvai n NYSE

P o r tu g a l  Fund P o r tu g a l London

T a b le  1. C ou n try  Funds Which a r e  C o n s id e re d  in  the  S tudy

8 After December of J.P88, thi-s fund vae  quoted in NYSE .
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T= C 3>

w here

Rt = t h e  a v e r a g e  r a t e  ol' r e t u r n  f o r  p o r t f o l i o  i  d u r i n g  a  

s pec  i  f  i ed  t i  me per  i  od

kf = t h e  a v e r a g e  r a t e  o f  r e t u r n  on a r i s k - f r e e  in v e s t m e n t  d u r i n g  

t lie s a me t i  me p e ï i o d

¡3i = t h e  s l o p e  ot the  f u n d ’ s  c h a r a c t e r i s t i c  l in e ·  computetl d u r i n g  

tJiat timtï p e r i o d ,  w h ich  i n d i c c i t e s  t h e  f u n d ’ s r e l a t i v e  

v o l a  t i 1 i ty#

The l a r g e r  the  T v a lu e ,  the  l a r g e r  the  s l o p e  and the more 

p r e f e r a b l e  th e  fund  i s  f o r  a l l  i n v e s t o r s ,  regz-trdless o f  t h e i r  

r i s k  p re i 'e r en ce s .  S in c e  the  numerator o f  t h i s  r a t i o  tRv -- i s

the  r i s k  pi*9rnium^ and the  denominator irs a measure o f  r i s k ,  the  

t o t a l  e x p r e s s i o n  i n d i c a t e s  the  p o r t f o l i o ' s  r^^ turn  p e r  u n i t  o f  

r i s k ,  and a l l  r i s k - a v e r s e  i n v e s t o r s  w ou ld  p r e f e r  to  maximize  

t h i s  v a lu e .  The s y s t e m a t ic  ri^jk v a r i a b l e ,  however,  i n d i c a t e s  

n o th in g  about  d i v e r s i f i c a t i o n  but i rnp'»l i c i  t l  y assumes com p lete  

di v e r s i  f  i  c a t i  o n , so  s y s t e m a t ic  r i s k  i s  the  re ie v a r i t  r i s k  

me\asure. When t h i s  T v a lu e  f o r  a p o r t f o l i o  i s  c o m p e a re d  to a 

s i m i l a r  measure f o r  th e  mark:€?t por t f  c:<l i cj , i t  i n d i c a t e s  Vv'hether 

the  p o r t f o l i o  v^ould p l o t  above  the  SML.

I t  i s  im portan t  to  no te  th a t  t h i s  measure o f  pe r fo rm ance  i s  

not ai fect6.^d by  chang ing  the  Rf. The T v a lu e s  may chaiige,  but  

the  rankj.ng o f  p o r t f o l o  i s  not a f f e c t e d .  I t  i s  p o s s i b l e  to  have  

negat i  ve T v a lu e s  i f  the  p o r t f o l i o  has a r e t u r n  belov/ the  Ri and 

a p )O s i t iv e  b e t a ,  which vyould i n d i c a t e  e x t r e m e ly  poor management.
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A l t e r n a t i v e l y ,  i f  the  T v a l u e  i s  n e g a t i v e  because  the  b e t a  was 

n e g a t i v e ,  and the  numerator was not n e g a t i v e ,  i t  would i n d i c a t e  

v e ry  (^oad рег/ог?тга71,се. Nor mal 1 у , a por t f  ol  i  о v/i th a n e g a t i  ve  

b e t a  sh o u ld  e x p e r i e n c e  a r a t e  o f  r e t u r n  b e lo w  the  Pf , so  both  

the  numerator and the  denominator  would be n e g a t i v e ,  Cand the  T 

v a lu e  would be  n eg a t iv ed  and th e  T v a lu e  v/oul be p o s i t i v e .

D. SilARPE PERFORMANCE MEASURE

The p r e d i c t e d  per fo rm ance  o f  a p o r t f o l i o  i s  d e s c r i b e d  vyith 

two measures  the  exp ec ted  r a t e  o f  r e t u r n  EXRtD and the

p r e d i c t e d  v a r i a b i l i t y  or r i s k ,  e x p r e s s e d  as  the  s t a n d a r d  

d e v i a t i o n  o f  r e t u r n  Cсу12) . In  o rd e r  t o  a p p l y  Sharpe  measure,  

f o l l o w i n g  assum ptions  a r e  made:

i .  A l l  i n v e s t o r s  a r e  a b l e  to  in v e s t  funds  a t  a common 

r i s k - f r e e  i n t e r e s t  r a t e  and bo r row  funds  a t  th e  same r a t e .

i i * A t  any p o in t  o f  t ime,  a l l  i n v e s t o r s  s h a r e  the  same

p r e d i c t i o n s  c o n c e rn in g  th e  f u t u r e  per fo rm ance  o f  s e c u r i t i e s .

Under th e s e  a5>sumpti ons a i l  e f f i c i e n t  p o r t f o l i o s  w i l l  f a l l  

a lo n g  a s t r a i g h t  l i n e  o f  th e  form :

EC R )  = R b СУ , C4T
i  f  i

where,

ECR D : th e  exp ec ted  r a t e  o f  r e t u r n  on p o r t f o l i o  i*
i

R : th e  r i s k - f r e e  r a t e  o f  r e t u r n
f

b : th e  r i s k  preniium, which w i l l  be  p o s i t i v e  s in c e  in v e s t o r s

a r e  assuincfd to  be r i s k  a v e r s e .

СУ : th e  s ta n d a rd  d e v i a t i o n  o f  r e t u r n s  f o r  p o r t f o l i o  i *

I f  an i n v e s t o r  can bo r row  or l e n d  a t  th e  r i s k  f r e e  r a t e  and^^or
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i n v e s t  in  a p o r t f o l i o  w ith  th e  p r e d i c t e d  per fo rm ance  CErRt3>cyt:)> 

then by a l l o c a t i n g  h i s  funds  between the  p o r t f o l i o  or i eridi ng ho 

can a t t a i n  any p o in t  on the  c a p i t a l  market l i n e .

ECR> = R + 
f

ECR. > -Ri 1

a

a. C

Any p o r t !  o l i o  v/i J 1 g i v e  r i s e  t o  a com p lete  1 i near boundary  ot' 

E<. RO , a  coinl:'d nat i o n s , The b e s t  p o r t f o l i o  w i l l  be the  one gi  v in g  

the  b e s t  boundary  wliich i s  the  port i 'oJ . io  v/i th the  h i g h e s t  r a t i o  

о f' :

CE LR4

a\

Other e f f i c i e n t  p o r t fo l io f j ;  must l i e  valong the common l i n e  and 

g i v e  the  same r a t i o .

The c a p i t a l —market model d e s c r i b e d  above  d e a l s  w ith

p r e d i c t i o n s  o f  f u t u r e  per f  ormance. For the  p r e d i c t i o n s  carı not  

be obt^i ined in  any s a t i s f a c t o r y  manner , the  model cannc.t. hiC 

tesjted d i r e c t l y .  I n s t e a d ,  ex  p os t  v a lu e s  have to  be used. HeriCe 

a v e r a g e  r a t e  o f  r e t u r n ,  and th e  a c t u a l  s t a n d a r d  d e v i a t i o n  oi' i t s  

r a t e  o f  r e t u r n  i s  used f o r  i t s  p r e d i c t e d  r i s k  in  t h i s  s tudy .

An i n t i  tu i  t i  v e i y  apipOvTil i  ng and theo r  et  i. c^xl 1 y mean i. rnjf ul 

measure o f  p e r fo rm ance  i s  d e r i v e d  w ith  s u b s t i t u t i o n  o f  the  ex  

p os t  measures  CR and V!) f o r  tl ie e x an te  measures OrXRj,  a.)y

th e  fo rm u la  becomes
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A = R +
f

R. -  R^

C6)

However , i  n p r a c t i  c e , th eS/гагре He-asure>

R & x o a r d - t o - V c i r i a b i  I i t y  R a t i o  i s  s t a t e d  as  fo l iovys:

o r

S =
R. -

С7У

The Sharpe  measure can be  used t o  rank the  per fo rm ance  o f  

p o r t f o l i o s  and w i l l  not be a f f e c t e d  by  changes  in  the  F?f, s i n c e  

such changes  w i l l  a f f e c t  a l l  v a lu e s .  A lso> t h i s  measure can be  

c a l c u l a t e d  f o r  aggregate? market and t h i s  market measure can be  

used t o  examine the  p e r fo rm ance  o f  p o r t f o l i o s  r e l a t i v e  to  the  

a g g r e g a t e  m arket .

E. JENSEN PERFORMANCE MEASURE

The measure o f  p o r t f o l i o  p e r fo rm ance  d e s c r i b e d  be low  i s  

d e r i v e d  from a d i r e c t  a p p l i c a t i o n  o f  t h e o r e t i c a l  r e s u l t s  o f  the  

c a p i t a l  a s s e t  p r i c i n g  models .  A l l  v e r s i o n s  o f  the  CAPM a r e  based  

on the  f o l l o w i n g  assum pt ions  :

i .  a l l  i n v e s t o r s  a r e  r i s k - a v e r s e  and s i n g l e  p e r i o d  exp ec ted  

u t i l i t y  o f  t e rm in a l  w e a l th  m ax im ize rs ,

i i ·  a l l  i n v e s t o r s  have i d e n t i c a l  d e c i s i o n  h o r i z o n s  and

homogenous e x p e c t a t i o n s  r e g a r d i  ng inves tm ent  oppor tuni t i e s ,



i i i ·  a i l  i n v e s t o r s  ¿\r€̂  a b l e  to  choose  among p >o r t ro l io s  s o l e l y  on 

the  b a s i s  o f  e x p ec ted  r e t u r n s  and v a r i a n c e  o f  r e t u r n s ,  

iv*  a l l  trvansact ion  c o s t s  and t a x e s  a r e  z e r o ,  and  

V* a l l  a s s e t s  a r e  i n f i n i t e l y  d iv i^ s i b le .

G iven the  a d d i t i o n a l  assumption  t,hat th e  c a p i t a l  market i i n  

e q u i l i b r i u m ,  the  c a p i t a l  a s s e t  p r i c i n g  models y i e l d  the  exp^^.'cted 

one p->eriod r e t u r n  , on any s e c u r i t y  Cor p o r t f o l i o j  j ;

FCR .:> -  p .
J i J

E CR j~R . .  m t c a>

= t he on o -p e r  1 od r i sk - f  r ee  i n te r  e s t

the  measure o f  r i s k  v/hich I he a s s e t  

pr i c i  ng model i mpjl i es  1 s cur i t i a.l 1 n 

d e te rm in in g  the  p r i c e s  o f  I'i sky  a s se t s

cov  CFr. ,R J 1 in

o- ‘^CR :")rn jn

ECR D m the  ex p ec ted  o n e - p e r i o d  retvarri on the market portfoJ. i o  

v/hich c o n s i s t s  o f  an in v e s t  jnent i n  eachi a s s e t  in  trie 

nrarket in  p r o p o r t i o n  to  i t s  f i ' a c t i o n  o f  the  t o t a l  

v a lu e  o f  sail a s s e t s  in  the  market.

EVquation C 8Э then s im p ly  t e l l s  us v/hat any s e c u r i t y  Cor 

port fcd lo - ' )  can be e xp ec ted  to  ea rn  g i v e n  i t s  l e v e l  oi' 

sy s t e m e t ic  r i s k ,  pi. I f  a p o r t f o l i o  manager or s e c u r i t y  a n a ly s t  

i s  a b l e  to  p r e d i c t  f u t u r e  s e c u r i t y  p r i c e s  he v/ill be a b l e  to  

earn  higher ' r e t u r n s  than th o se  im p l i e d  by eq C8.) and tiie 

r i s k i n e s s  o f  h i s  p o r t f o l i o .

It. has been shown th a t  s i n g l e - p e r i o d  models cani be  

extended  to  a mult i  p^eriod v/orld in  v/hich i n v e s t o r s  a r e  a l l o w e d  

t o  have  h e te rogen ous  h o r i z o n  p e r i o d s  anu in  which the- 

t r a d i n g  o f  s e c u r i t i e s  ta k e s  p l a c e  c o n t i n o u s l y  th rough  time.
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Hence, eq. C80 can be g e n e r a l i z e d  as  f o l l o w s :

J t It ' J ECRmt f t C9)

Each o f  the  exp ec ted  r e t u r n s  and th e  r i s k - f r e e  r e t u r n  vare 

d i f f e r e n t  f o r  d i l f e r e n t  p e r i o d s .  C on sequ en t ly ,  we a r e  concerned  

vv îth the  t ime s e r i e s  o f  e xp ec ted  r a t e s  o f  r e t u r n  f o r  s e c u r i t y  

Cor p o r t f o l i o ! )  j .  In  a d d i t i o n ,  assuming th a t  the  a s s e t  p r i c i n g  

model i s  e m p r i c a l l y  v a l i d ,  i t  i s  p o s s i b l e  to  expjress the  

e x p e c t a t i o n s  fo rm u la  in  terms o f  r e a l i z e d  r a t e s  o f  r e t u r n s  as

f  o l 1ows :

R. = R.^ + /9. CR , -R... :> ^ e . ,J t f t   ̂ j  mt I t  j  t CIOJ

Th is  e q u a t io n  says  th a t  the  r e a l i z e d  r e t u r n s  on any s e c u r i t y  

or p o r t f o l i o  can be e x p re s s e d  as  a l i n e a r  f u n c t i o n  o f  i t s  

syst€?matic r i s k ,  the  re^a l ized  r e t u r n s  on the market pDort fo l io ,  

the  r i s k  f r e e  r a t e  and random e r r o r ,  ejt, v/hich has an expec ted  

Vci.1 ue o f  ze ro .

When the  r i s k - f r e e  r e t u r n ,  Rf, i s  s u b t r a c t e d  from both 's ides ,  

we hcive

-4- “ ^  ̂  ^J t  f t '’j
Rmt f t ^ e Jt C l l )

thTh is  i n d i c a t e s  th a t  the r i s k  premium ea rned  on the  j  

s e c u r i t y  or p o r t f o l i o  i s  equa l  t o  ft} t imes  a market r i s k  p^remium 

p lu s  a random e r r o r  term. In  t h i s  form, you would not e xp ec t  an 

i n t e r c e p t  f o r  the  r e g r e s s i o n  i f  a l l  a s s e t s  and p o r t f o l i o s  a r e  in  

e q u i l i b r i u m .  I f  the  p o r t f o l i o  manager i s  a s u p e r i o r  f o r e c a s t e r  

he w i l l  tend to  s y s t e m a t i c a l l y  s e l e c t  s e c u r i t i e s  whicki r e a l i z e
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ejt > O. Hence hivS p o r t f o l i o  v/i 11 ea rn  more than the  ‘‘normal ** 

r i s k s  premium f o r  i t s  l e v e l  o f  r i s k .  To r e v e a l  such s riper i or 

p o r f  ormvance, the  r e g r e s s i o n  must not be c o n s t r a in e d  to  go  

th rough  th e  i n t e r c e p t  C i . e .  do not i 'o rce  i t  to  be rrer oJ . I f  v/e 

a l l o w  I'or a p o s s i b l e  n o n - z e r o  c o n s ta n t  > eq. 10 becomes

J t it j ' j >nt + UJt
C1 21

Thus i f  t.he p j o r t f o l i o  manager has an a b i l i t y  to  f o r e c a s t  

5; e c u r i t y  p r i c e s ,  the  i n t e r c e p t ,  aj, i n  eq. C121 v/ill be  p o s i t i v e .  

In  f a c t ,  i t  r e p r e s e n t s  the  a v e r a g e  in c rem enta l  r a t e  o f  rectum on 

the  p o r t f o l i o  per u n i t  t ime which i s  due s o l e l y  to  the  m anage r 's  

a b i l i t y  t o  f o r e c a s t  f u t u r e  s e c u r i t y  p r i c e s .  I t  i s  i n t e r e s t i n g  to  

note  th a t  a n a i v e  rvandom s e l e c t i o n  buy and ho ld  p o l i c y  can be  

expjected t o  y i e l d  a z e r o  i n t e r c e p t .  Moreover ,  i f  the  manager i s  

not d o in g  as  w e l l  as  a rcondom s e l e c t i o n  buy and h o ld ,  cxj, w i l l  

be n e g a t i v e .
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V I. FINDINGS

In  o rd e r  t o  c a l c u l a t e  Jensen In d e x  and Treynor In d ex ,  alp^ha 

Cdj  and b e t a  CfO c o e f f i e c i e n t s  sh o u ld  be e s t im ated .  To e s t im a te  

th e s e  c o e f f i c i e n t s  follovv^ing r e g r e s s i o n  i s  carrie^d out.

Rit-Rft -  cx -t- (3 I Rmt -  Rit I -H

The r e s u l t s  o f  t h i s  r e g r e s s i o n  i s  p r e s e n t e d  i n  T a b l e  2. As

i t  i s  s:een a lp h a  v a lu e s  o f  M a la y s i a  and A.ustraliva Funds a r e

s i g n i f i c a n t  w ith  the  c r i t i c a l  v a l u e  o f  O. Э. Germany and T h a i l a n d

Funds have s i g n i f i c a n t  a  i n  the  l e v e l  o f  0.1 and a lp h a  o f  the

Mexico i s  s i g n i f i c a n t l y  d i f f e r e n t  from z e ro  w ith  the  c r i t i c a l

v a lu e  o f  0 .05 .  A lthough  most o f  the  fu nds  have i n s i g n i f i c a n t

a l p h a s ,  m a j o r i t y  o f  the  fu nds  have s i g n i f i c a n t  b e t a  v a lu e s .  On ly

Germany Fund, Templeton E. M. Funds have i n s i g n i f i c a n t  b e t a

v a lu e s .  A l l  th e  F s t a t i s t i c s  a r e  s i g n i f i c a n t  v/ith the  c r i t i c a l

v a lu e  o f  0.1 excep t  th e  s t a t i s t i c  o f  A u s t r a l i a  Fund. I t  means

CAPM model does  not e x p l a i n  th e  r e t u r n s  o f  A u s t r a l  i^i Fund v^el 1 .

Th is  r e s u l t  i s  a l s o  p roved  by  the  o f  the  fund  which i s  0 .96

One sh o u ld  n o t i c e  th a t  o f  the  U. K. fund  i s  q u i t e  h igh

CBS.6%D. The depth  and b re a d th  o f  London i s  enorunous and i t  i s

one o f  th e  b i g g e s t  s tock  market on th e  v/orld. Hence, h igh

c o r r e l a t i o n  o f  the U. K. Fund w ith  the  v/orld s tock  market i s  not
2

s u r p r i s i n g .  However,  R s o f  th e  most funds  a r e  not so  h igh  

because  thes>e funds  a r e  not d i v e r s i f i e d  i n t e r n a t i o n a l l y .  F i n a l l y ,  

Templeton E.M. Fund shows f i r s t  o rd e r  n e g a t i v e  a u t o - c o r r e l a t i o n .
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Li ne i n the
J or na I i *:u xa I Ccn it о x t

f o l l o w i n g  the  r-eg г o·:̂  s i  on re su l t . s  Jensen, ?;Lhar j:>o and Treyrior  

measures a r e  сэ 1 cir.1 at.ed and i rinds з . го  ranked acorali.ng tt:· r esuJ. i s 

ot tt‘ie measures sep.a г a t.el у . Flach met. hod has p r e v a i l e d  s i m i l a r  

r e s u l t s .  P an t in g  w ith  respcact i o  Treynor  meav'.ure i s  gi vi%-n in

T a b l e  3. In  t h i s  r a n k in g ,  A u s t r a l i a .  F'und shov/s the  h i g h e s t  

p er fo rm ance  w ith  T-19. 237. Malaysi i^,  T h a i l a n d ,  I t a l y ,  I b e r i a ,  

Spai n , Kor ea -Eur о . Ger many, Fr ancs-?, Hel ve t i a , I 'hai ~Eur о , Br* as; i 1 , 

I n d i a  G.rovv't.h, 'Venileion E. M. and UK Funds f o l l o w  Mexico Fund in  

oi'der.  The l a s t  t h r e e  fund have shov;n poor rnan.agement. KT nee 

t l i e i r  reti.iri'is a r e  n e g a t i v e ,  ' f reynor in d e x  a l s o  becomes neg^-.ti ve.

Pesj 1111 s taf r ai ik i  ng o b t  a i  net.l kty i.n: i ng .Shar pe  1 1 ide.x ai' e  

t a b u l a t e d  i n  T a b l e  4. M e x i c o  demonsi  r a te?v t h e  h i g h e s t
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Rank C ountry  Fund 7‘reyi^or M easure

1 Aus t r a l  i  a Funci 47. 22

2 M exico Fund IQ ,  37

3 Ma1 ays i a Fund o. til

4 Thai 1and Fund

5 I t a l y  Fund 4. 42

6 I tier i a r\md . :J. 8

7 Spai n Fund 3. 72

8 Kor ea  ~£ur ope Fund 3. 70

9 Germany Fund 3. 20

lO France  Fund 2. 81

11 H e lv e t i a  Fund 2. 87

l a Tha i -E u r  o Fund 2. o8

13 B r a s i l  Fund 2, 48

14 I n d i a  Growth Fund 1 .76

1*5 Tem pleton E. M. F"und 1 .27

16 Korea Fund 0. '76

17 U. K. P’und 0. 61

1 8 Tai wan Fund -0 . 46

19 P o r tu g a l  Fund -0 . 87

ao In d i a  Fund —3. 16

T a b le  3. Ranking o f  th e  C oun try  Funds U s in g I ’reyrior M easure
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Rank C ountry  F und Sharpe Mti

1 M exico Fund "‘0. 66

a T h a i la n d  Fund 0. 47

3 Germany F'und O. 44

4 Hel v e t i  a F’und 0. 38

M j 1 a i  a  F'und 0. 36

e I tail y F’und O. 33

7 France  Fund 0. 31

8 Spa in  Fund 0. 30

9 Tempieton E . H. Fund 0. as‘

10 Kor ea -E u r  ope Fund 0. 36

11 I b e r i a  P’und 0. 34

l a Thai --Euro Fund o. a i

13 B r a s i l  Fund 0 . ao

14 In d i  a O rowth Fund 0. 1 4

J A u s t r a l i  a Fund 0. 13

16 U. K. Fund 0. 076

17 Korea Fund 0. 07

18 Por tu g a l  Fund “0. 06

19 Tv'xiwan Fund -O. 06

ao In d i a  F'und -0 . l a

T a b le  4 p Rankinijf o f  th e  C oun try  Funds Usin*j Sharpe  Measure



R a n k C o u n t r y  F u n d J e n s e n  M»:

1 Gkv r  ina n y  F" u n d 6 . 9 9

a M f?xi CO F u n d 6 . 0 6

3 M a i a y s i  ai F u n d 6 . 7 6

4 S p a i n  F u n d 6 . 6 2

I  t  i l  y  F u n d 4. 03

a ' I h a i  11 a n d  F i jn d 4. 0 2

7 l e r n p le t o n  E .  M. F u n d 3 . 0 7

B I b e r i a  F u n d 2 . 9 6

9 F o r  e a - E u r  o p e  F u n d 2 . 6 6

10 T h a i “ E u r o  F u n d 2 . 04

11 B r a s i l  F u n d 2- 0 3

12 F r a n c e  F u n d 1 .9 1

13 A u s t r a l i a  F u n d 1 . 7'7

14 H e l v e t i a  F u n d 1 .7 6

l a I n d i a  Grov\/th F u n d 1 . 1 2

16 K o r e a  F u n d 0 . 14

17 IT  K . F u n d “ 0 . 11

1 8 P o r t u g a l  F u n d - 1 .2 9

19 T a i  w an “ 1 .6 4

20 I n d i a  F u n d -2 . 9 0

T a b le  S. Ranking o f  th e  C ou n try  Funds U s in g  Jensen  M easure
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per fo rm ance ,  T h a i l a n d  and Germany Funds show the  second and 

t h i r d  b e s t  per formance .  On the  o the r  hand, P o r t u g a l ,  Taiwan,  

I n d i a  Fund5J have shov/n the  p o o r e s t  per fo rm ance  w ith  n e g a t i v e  

a v e r a g e  r e t u r n s .

R e s u l t s  o f  r a n k in g  v/i th  Jensen Index ,  i n  T a b l e  5, a r e  

s i m i l a r  t o  the  r e s u l t s  o f  T reynor  and Sharpe  Measures.  Moreover ,  

a c c o r d in g  t o  Jensen In d e x  o n ly  the  managers o f  M a la y s i a ,  

A u s t r a l i a ,  Germany, T h a i l a n d  ¿ind Mexico  Funds a r e  s u p e r i o r  in  

market t im in g  and s iDck s e l e c t i o n  s i n c e  a lph a  v a lu e s  o f  th ese  

funds  a r e  s t a t i s t i c a l l y  d i f f e r e n t  from ze ro .  F^erformance o f  the  

other  fund  managers a r e  equa l  to  a n a i v e  buy and ho ld  p o l i c y .

A lthough  r e s u l t s  o f  t h r e e  measures a r e  s i m i l a r ,  t h e r e  a r e

some d i f f e r e n c e s  in  ra n k in g s -  For example ,  A u s t r a l i a  Furid has

shown the  b e s t  pe r fo rm ance  a c c o r d in g  to  Treynor  In d e x  though

the  same fund has the rank o f  13 in  Jensen Method and 115 i n

Sharpe  Measure.  At t h i s  p o in t ,  i t  i s  n e c e s s a r y  to  t e s t  wiiether

th e se  t h r e e  methods r e a l l y  shov/ the  s i m i l a r  r e s u l t s .  Thus,

9c o r r e l a t i o n  m a t r i x  o f  t h e s e  measures a r e  c a l c u l a t e d .  R e s u l t s  

a r e  g i v e n  in  T a b l e  6.

9 order to calculate corre lat ion  among mesures a nurnbcrr is

for each country fund f i r s t . Then these nurnbor s are

v l lh  tlie names of the funds In rankings. and

In

assvgncrd 

rep laced

corre lation  matrix Ih> calculated
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C2

C3^

Cl

O. 678 

O. 764

C2^

O. 863

T a b le  6. C o r r e l a t i o n  M a t r ix  o f  the  Pe rfo rm ance  Measure:
1 Cl stand» for Trt>ynor Mc^asur 

C2 stand» for Stiarpo M e a su ro  
3 C3 stands for «Jt^nsen Moasvaro

A l l  the  c o r r e l a t i o n s  a r e  p o s i t i v e  and q u i t e  high.  Jensen and 

Sharpie Measures  have the  h i g h e s t  c o r r e l a t i o n .  Moreover , h igh  

c o r r e l a t i o n  between Treynor and Sharpe  Measure i s  not s u r p r i s i n g  

because? both methods c o n s i d e r s  the  s y s t e m a t ic  r i s k .  I t  i s  

p o s s i b l e  to  con c lud e  that  th e s e  t h r e e  measures p r e v a i l  the  

s i m i l a r  r e s u l t s  d e s p i t e  fjome minor di scr epanc i  e s .

The q u e s t i o n  why the  r e s u l t s  o f  the  r a n k in g  methods: a r e  not

e x a c t l y  the same> may a r i s e  now. The d i f f e r e n c e  be>‘tween rarikings:  

with  Sharpe  In d e x  and Treynor  In d e x  can be exp j la ined  by the type  

o f  r i s k  c o n s id e r e d  in  both  methods. The Sharpe  Measure uses  the  

s tandar  d dev i  a t  i on o f  r e t  ur ns as  tne  measur e o f  r i s ).: , wh.i 1 e 

Treynor In d e x  employs the  s y s t e m a t ic  r i s k ,  /"1. S in ce  the co u n t ry  

funds  behave  as  a n g l e  s e c u r i t y  i n  the g l o b a l  market,  t l i e i r  

un sys tem at ic  r i s k s  a r e  h i g h e r .  Th is  can be seen i'rom o f  the/

r e g r e s s i o n s .  Most oi th e  R s a r e  l e s s  than 60 %. I t  means a t  

most 60 % o f  th e  t o t a l  r i s k  can be  e x p l a in e d  by the  f l u c t u a t i o n s  

o f  the  g l o b a l  market,  th e  r e s t  b e l o n g s  t o  s p e c i f i c  r i s k  o f  the  

home coun try .  I f  t h e s e  funds  were i n te rna  t i  onaJ. 1 y

wel 1 ~di v e r 5j i  f  i  eiJ, r e s u l t s  o f  the  both  methods would be the same.

Fur t hei'mor e > th ese  th re e  measures a r e  t e s t e d  to  s e e  v/hetlier 

th ey  e x h i b i t  sy stem at i  c a l  1 y b i a s e d  r e l  a t i  onshi v /̂ith r i s k
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measures. Res ul ts are tabulat ed i n Table 7.

Perf ormance ■·-

Measure = a  + b Risk Measure
r - 1 4* ̂5 -- 8. 0^ XI

(ij . 2  0 ;  < -  2 . 2P>
18. 3 5i

T = b .  08 + 0* oг4 xг
(O . ri » > < o . O 4 >

0* 0 %
s = 0*178 -f 0*0431 XI

( 2 . 0 7 )  < O .  Cir> >
0 * o %

4) s = 0* R33 - 0* 0004 X2
< 1 . tio > < ~ O  . 0 4 >

0 * o %
J = 1 * R1 + 0* 961 XI

(O.  P U  ) < 1 - oi >
0* 2 Z

bJ J -0*^>2 + 0*191 X2
< O . 1 > ( 1 . 2 1 )

2* 3 %

Table 7* Regressions of Performance Measures on Ri 5;k:

s r€>-prOSLOnls the S h a rp e M easu re  o f  p e r f  ormar>ce;
T rep robon ts  the T reyn o r M easu re  of pe r f  ormance;
J r e p re se n ts  the i/ense n M easu re  of pe r f  ormance;
XI r e p ro s e n ls be ta c o e f f  ic ien t of a  p o r t fo l io ;
X2 re p re se n t s  the standard d e v ia t io n  the standard  d e v ia t io n  of

-2
R

port f o l i o return;
ro p re sen ts 1 he co e f f ic ie n t of deter mir'^ation ad justed

for degrc/^ye; of fгo^^dow. Th<:y figurvys in  par  ant he tii a a re  
t - v a l u e s .

I t  i s  found  th a t  th e s e  rneasure5J aire i n s e n s i t i v e  to  r i s k  

measures excep t  Treynor Index .  C o e f f i c i e n t s  o f  r i s k  f a c t o r s  a r e  

not s t a t i s c a i l y  d i f f e r e n t  from i^ero. Moreover ,  R^s o f  measures  

a r e  not s i g n i f i c a n t .  However,  Treynor Measure hias shown b i a s e d  

r e l a t i o n s h i p  w ith  th e  s y s t e m a t ic  r i s k  measures.  S in c e  the  

c o r r e l a t i o n  between s ;ystematic  r i s k  and Treynor  Measure i s  low ,  

t h i s  b i a s e  does not a f f e c t  r e s u l t s  much.

When we r e g r e s s  the  r e t u r n s  o f  the  fu nds  v/ith r e s p e c t  to  the  

market r e t u r n s  o f  the  o r i g i n a t i n g  co u n t ry ,  f o l l o w i n g  r e s u l t s  a r e
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obtai. ned.

.̂V 5 3ÍD RI3»; F3E;
r'-Nj FETGl'l oev:g i :;I ALrH.A T-RATÍJ BETA F-R.'li 10 H-SOJA.FcD D4 RATES

rv-'iCE F'j.iu 1.1X'S5 12. Fcj7 ”1.1163; -0.313 (J.5il26 1.034 1.1:5 0.0F 3 1.399 l.l;33l
.’·.·■ I.i !*J.<D 2.h3 0.6217 13.456 64.212 0.0376 0.7d 0.525 0.237 1.2115

2.1336 5.3:334 ”0.34o:ó “0.351 0.7C6 5.033 25,335 0.-6977 1.S45 1.L7194
•..u Fu:iO 2.21S3 5./713 0.2S3? 0.223 0.8:33 3.032 9.443 0.46:4 2..473 1.21597
‘ i'c.i rlNO -l.b/ 22.2421 “2.3431 -0.351 “0.173 -0.177 0.032 0.0‘:j4 ).;ii 1.21152
[Iz' x̂k r'J.N'j 7.42397 0.13475 0.071 l.lvOi 2.276 5.13 0.392 1, c'4 1.23576

4,6c 3l 3.3202 3.6F39 1.541 0.435 0.6:7 0.445 0’.3 D 7 1.392 1.2357·:
i 'Ar ru;iJ la3y;9 6.472:1 93171 0.157 0.13 0.0:5 O.K? 0.412 2. /92 1.21752
.FEA-H'JPOPc Fiad 6.70 iz.T'i 6.6!ó3 1.633 :i. 59026 -1.1:3 1.342 0.1:E7 2. .'v: 1.2H5Z

f a b l e  B. The Rocjress j. on Res l i l t s  o f Cliar a»: t e r  i S t i c  L in e  Fcir fhe

Di>jues t i r Mar k »at. ol Count i y i'urKJs

A.lpjha vali.nas o f  Fr;:»rice, Germany, U. F. > Korea ,  f ber  i a and I t a . ly  

a r e  i nsi  gni id cant .1 y d i f f e r e n t  from z e r o  even vaaI tdi the  c r i t i c a l  

va.l t.ie o f  O. rf R e s u l t s  rt lso show that  ft v a lu e s  o f  I n d i a ,  Korea ,  

Sjaai ri, 11 a l  y , Kor ea ‘-Rur op»a Fund ai* e i ns i  gni f  i can t  i n tlio 1 e v e l  

o f  O. R.

In  o rd e r  to  compare the  per f  oi'niances o f  the  count r^y ft.irids and 

or i gi na 11 ng coui it r i e?j ’ mar ket por t f  o 1 i os , Tr eynor I nde:<, Shar pea 

Inde.x, and .Jensen In d ex  a r e  c a lcu l . a te d  f o r  both tlir;* cr .untry  

funds  and market p o r t f o l i o s .  R e s u l t s  a r e  l i s t e d  i n  T a b l e  9. A l l  

the funds', e xcep t  Korea Fund, have shown s u p e r i o r  per fo rm ance  

compared to  marktbit p o r t f o l i o s  o f  t h e i r  o r i g i n a t i n g  count.r i e s . The 

r e a son ,  v/hy Korea Fund h^is shown tci.d per fo rm ance  compared to  

market p j o r t f o l i o  o f  Korea ,  can be e x p l a in e d  by the  ap^preac iat ion  

of Kore.^Gs: c i i r r ency  w ith  r e sp e c t  to US®. Moreover ,  sTiare p r i c e  

of Korea Fund i s  q u i t e  h ig h e r  than i t s  net a s s e t  v a lu e  and any  

smal l  d e v i a t i o n  in net vas5S€>t v a lu e  r e s u l t s  i ri hiigh»ar d e v i a t i o n s
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in  s h a r e  p r i c e s .

Jensen In d e x  o f  FYance Fund and Germany Fund a r e  n e g a t i v e .  

Hov/ever , t h i s  r e s u l t  does  not mean th a t  th e s e  funds  have  

dem onstra ted  poor p e r fo rm ance  because  a lp h a  v a lu e s  o f  "both fi.inds 

чаге not s t a t i s t i c a l  1 у d i f f e r e n t  from ze ro .

C ountry  F’und T1 тг SI S2 J

F'rance Fund -0 . 07 “1 .3 3 -0 .0 0 3 -2 . 28 ~1 .11

In d ia  Growth Fund 4a. 06 3. 22 2. 53 O. 66 1 3. 956

Germany Fund 1 .4 3 1 .04 O. 17 O. 58 ~0. 34

IJ. K. Fund 1 . 16 0. 82 O. 17 O. 19 O. 28

Когена F'und 15. 48 1 .09 -O. 12 0. 22 -“2. 35

I b e r i a  Fund -0. 37 ~0. 42 -0. 05 ~0. 12 O. 134

Spai n Fund 7. 95 -0. 42 O. 42 -O. 12 3. 66

I t a l y  Fund 3. 99 -0 . 37 0. 11 0. 08 0. 31

Kor e a -E u r  ope Fund -9 . 33 1 .09 0. 44 0. 22 6. 63

T a b le  9. T reynor Measure, Sharpe M easure ai id Jensen Measur·

R e s u lt s  o f  C ountry  Funds and Market Рог t f o i l o s o f  th.

Or i  g i  nat i  ng Count r y*

Nolo:

T.1 stands for the Treynor Mo-asAire of th^ country funds,
TZ stands for Troy nor Measure of the market portfolvcs,
S'l stands for the Sharpe Measure of itie country funds,
S2  stands for thcf Sharpe  Measure of the market portfolios,
j  stands for the ./ensen Measure of the country funds.
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V I I .  CONCLUSION

The performvance measures have shown s i m i l a r  r e s u l t s  Vv/hen 

we appjly them to  c o u n t ry  funds .  C o r r e l a t i o n  among the  

per fo rm ance  measures a r e  p o s i t i v e  and h igh .  Jensen Measure and  

Sharpe  Measure have shov/n th e  h i g h e s t  c o r r e l a t i o n ,  66 .3  

C o r r e l a t i o r i  between Treynor  and Jensen Measures  i s  a l s o  q u i t e  

I'iigh s i n c e  both  jnethods rank funds  w ith  r e s p e c t  to  sy s ten m t ic  

r i s k  f a c t o r .  However, s i n c e  c o u n t ry  funds  a r e  not  

i n t e r n a t i o n a l 1y d i v e r s i f i e d  minor d i f f e r e n c e s  i n  r a n k in g s  o f  

thiese t h r e e  measure a r e  not a s t o n i s h in g .

In  o rd e r  to  rank c o u n t ry  fu n d s ,  we need a me:isure th a t  can be  

used f o r  any p o r t f o l i o  as  w e l l  as  i n d i v i d u a l  s e c u r i t i e s .  Both  

Treynor and Jensen Measures  can be used f o r  t h i s  purpose .  

However,  Sharpe  Measure a r e  a p p l i e d  to  p o r t f o l i o s  which a r e  

p u rp o r t e d  to  be e f f i c i e n t .  Country  F’unds behave  as  a s i n g l e  

s e c u r i t y  i n  th e  i n t e r n a t i o n a l  c o n t e x t ,  and i t  may not be an 

e f f i c i e n t  p o r t f o l i o .  Hence, u s in g  Sharpe  Measure a l o n e  may be  

m is le a d in g .  I t  i s  recomended to  rank c o u n t ry  funds  w ith  Treynor  

or Jensen Measures .  Sharpie In d e x  can be used as  a. sup p lem an ta ry  

i n fo rm at i  on.

F’ur therm ore ,  i t  i s  found  th a t  Sharpe ,  Jensen Measures  a r e  

i n s e n s i t i v e  t o  both  s y s t e m e t ic  r i s k  and s t a n d a rd  d e v i a t i o n  o f  

r e t u r n s .  T reynor  In d e x  has been found to  be s e n s i t i v e  to  the  

s y s t e m a t ic  r i s k  a l th o u g h  i t  i s  in se r i5 : i t ive  to  s t a n d a rd  d e v i a t i o n  

o f  r e t u r n s .  However, c o r r e l a t i o n  between Jensen In d e x  and 

sy s t e m a t ic  ]”i s k  i s  not much and b i a s  i n  t h i s  method does not  

a f f e c t  r e s u l t s  s i g n i f i c a n t l y .
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In  t h i s  s tudy ,  we assumed a l l  markets a r e  i n t e g r a t e d  on the  

world .  Hence, I n te r  n a t i  ona l  C a p i t a l  A sse t  P r i c i n g  Model hold?.. 

However, i n  th e  c a s e  o f  5;egmented markets h y p o th e s i s  ICAPM Vv'i 1 1 

not h o ld  and th e s e  measures would be u s e l e s s .  As a next  s tu dy ,  

one can d e v e lo p  a per fo rm ance  measure f o r  the  segmented marl.et 

h y p o th e s i s .  As a f u r t h e r  recommendation, t h i s  s tu d y  shou ld  be  

hand led  w ith  more d a ta  in  o rd e r  to  s e e  the  change in  the  

per fo rm ance  o f  funds  over  time.
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