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ABSTRACT

This study analyzes the relationships between soft dollar(brokerage commission) and
characteristics of funds, and between brokerage commission and return on funds, using the
data on equity funds of Korea from June 2008 to November 2011. The result confirms a
statistically significant negative relationship between management & sales fees and brokerage
commission, meaning that rather than raising management & sales fees, which could be
easily recognized by investors, it is through brokerage commission, a hidden cost, which
asset management firms indirectly compensate for their services. Meanwhile, the analysis on
the relationship between brokerage commission and return on funds reveals that higher
brokerage commissions lead to lower return on funds, meaning at least in short-term no
contribution to increasing returns in the future. These results suggest the need for
streamlining the system to alleviate conflicts of interest between investors and management
firms in addition to effectively controlling for principal-agent problems.
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5 AzEgyel HHste] oheal Zo] ARojNE FEskaL Ik e This so—called soft—dollar
business has allowed anything from research to marketing to be financed by investors who
had no idea what they were buying, - ” (‘America’s mutual—fund scandal,” The Economist,

Mar, 18th 2004.)
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(Table 1) Trading Costs and Turnover Ratio (as of June 2012)

Trading | Turnover Trading | Turnover
Asset mgmt firm cost ratio Asset mgmt firm cost ratio
(bp) (%) (bp) (%)
GS Asset 10.16 129.18 Allianz Global Investors 5.91 192.37
I Investment Trust Mgmt 10.36 164.65 Alpha Asset Mgmt 10 104.79
BK SG Asset Mgmt 8.72 1177 Assetplus Investment Mgmt 8.58 178.27
JPMorgan Asset Mgmt 15.8 169.38 Wise Asset Mgmt 10.01 286.16
KB Asset Mgmt 9.31 80.92 Woori Asset Mgmt 7.4 140.83
KTB Asset Mgmt 7.14 459.3 Yurie Asset Mgmt 7.22 104.64
LS Asset Mgmt 10.05 592.4 EUGENE ASSET Mgmt 4.61 431.2
NH-CA Asset Mgmt 5.69 123.04 PCA Asset 10.58 159.96
SEI Asset Korea 10.37 120.51 Consus Asset Mgmt 13.16 231.34
Goldman Sachs Asset Mgmt 7.47 214.6 Cosmo Investment Mgmt 10.01 118.84
Golden Bridge Asset Mgmt 10.03 261.69 || Kiwoom Asset Mgmt Co., Ltd 8.48 662.87
Hi Asset Mgmt 10.33 319.88 Truston Asset Mgmt 11.82 88.63
Daishin Investment Trust Mgmt 7.95 350.25 |[|Franklin Templeton Investments | 18.91 134.24
Dongbu Asset Mgmt 7.68 303.74 Plus Asset Mgmt 10.09 136.81
Dream Asset Mgmt 10.39 740.92 Fidelity International 9.55 127.07
Lazard Korea Asset Mgmt 10.03 86.25 UBS Hana Asset Mgmt 13.83 105.89
My Asset 10.49 185.74 Korea Investment Mgmt 13.08 55.62
Meritz Asset Mgmt 10.14 383.28 Pheonix Asset 85 376.11
Mirae Asset Global Investments | 14.66 167.39 hanwhafund 9.89 104.55
KDB Asset Mgmt 9.57 760.66 Hyundai Investments 10.31 628.83
Samsung Investments 8.7 86.88 Hyundai Asset Mgmt 10.13 175.05
Schroders Korea 10.01 4884 Heungkuk Asset Mgmt 10.01 258.66
Shinyoung Asset Mgmt 9.69 113.92 ING Investment Mgmt 9.76 260.29
Midas International Asset Mgmt | 10.95 292.38 Korea Imvestagr%tt Value Asset 10.41 102.48
Shinhan BNGQE?mbas Asset 10,39 130,05 Kyobo @:@ég\:sestmem 6.32 4466
Tong Yang Investment Trust 8.71 16483
Mgmt

Source: Korea Financial Investment Association.
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Arthur Levitt-> tht o] ZJ&star Qi

“Soft—dollar arrangements can create substantial conflicts of interest between an

adviser and its clients, For example, advisers may cause their clients to pay

6 AAFE B 24K Amo] e ks MER Ashe 49 shEgelhard dollan)ea @
7 smedes djule] A 2R A0 FoB(bundling BEE ek ubHQ) Fgu)

AEI} AsE S8 1A et WA AAet vjol o] 212 e Sl ola) A3 A
o Sgsim, F 7ba AulaTt AR e Aeld WA 4 gleks Aold dejsi
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excessive commission rates, or may overtrade their clients’ accounts simply to
satisfy soft—dollar obligations, Soft—dollar arrangements may also result in inferior
executions when advisers direct trades to the wrong broker to satisfy a soft—dollar
obligation.” (‘SEC wants Investment Managers to Tell Clients More about Soft
Dollar Services,” Wall Street Journal, 1995, Feb, 15, AB)

Levitt®] <|2lah o] Wok &8APE 419 HgoE XS Pujshe 29 Hel
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AEA) G gL QXS] R BAAL 2R WY B AgHos B4
Ape] ApatolA] AR B8 SEste] BAb ofolo] RAAOR 28F 4 ek %
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(Table 2) Summary Information on Fund"

2)

Year Number of funds Average outstanding balance Average fund age3)
2008 463 733.873 40.045
2009 526 879.535 47.013
2010 596 387.637 50.238
2011 673 328511 55318

Noles: As of the end of each year except for year 2011 (November).
2) In 100 milion KRWON.

1)
)
3) In months,
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7, AHEE 390702 HAAFT}

13 39 v7] FaA=eE 9 109 9] aAfeeE S ARESt EAskR oY A er Ayt g
SHA] oF=Th CDYES - 2007 3HRE7] o] A AAIZQ F897] 522 Q) guAe=E
I AV W2 B5E Ho|i, Yyo] FaAof vlE| 2 olf 5o U3 FHEsAdER A

SRR /2013, 1l



grlalel AgTIAe] AA 27), UMD= T 1Y 4olBe |Eow mHd
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14 Zheng(1999), Chen et al (2004), Nanda et al (2004), 12]3l Ferris and Yan(2009) £o| o|2} =
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Aot a1 E uj=te] L Sirri and Tufano(1998), Huang et al.(2007), Gasper et al.(2006) S|
A Bt BA7IZRS 7do® FPgeta AF54ae] 1/72 Azt vlgos vkl b glck
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(Table 3) Summary Statistics”

(Unit: %)
Variables 2008 2009 2010 2011
Market adjusted excess return 1.048 2.374 —0.399 -0.384
4—Factor adjusted return 2.339 1.648 -0.321 -0.976
Trading costs 0.785 0.649 1.151 0.823
Sales fee” 1.5674 1.542 1.430 1.351
Management fee 0.675 0.677 0.680 0.673

) As of the end of each year except for year 2011 (November).

Notes: 1
2) Front-end load and Back—end load included.

SgASh FTAY A AR BRG] Ssto] EgelAts npAuto R AFRE<)
(#57: Flow)e AH9le] 7182 ojujshe, chat o] gojeict,

S;:,t - 1

T)xmo

(Flow,: B= 9] 19 ST 58, 5,0 = i9] 19 49o)

Flow; ; = (

4R Aol ol ojele nlHY B9 ATAF| LAY £BS o] gto]

HEEAGF 55 A5G, Seuete] 49 Ao 4art 2Asue ol
ol &-3}sct
2. 4524

L L HE &
HEp 2 28 xely) 1 o]9= o2y}t At} Siggelkow(1999), Bogle(1993) 18]
Edelen, Evans, and Kadlec(2008) 5©| X &gt vle} Zro] AxEG = Egio] o
Hjgog FejElo] AFEojof & Hl§-S 24Tl fHoR o8 ThesAdol 2%

16 ARG &9 L 0Y SH ALEAD fe £E) A 4L - e, o1t 2ol Aol
£ Al BAstE ek olsteld Ashs Auks A4Hon FUd duke Pt
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(Table 4) Relationship between Trading Cost and Fund Characteristics

Dependent variable: trading cost
0] (ii) (ii)
Conont 21651 %% 20075 2.2086**
onea (0.411) (0.399) (0.411)
Fund size (1) —0.0508** —0.0536** —0.0514%*
(0.018) (0.017) (0.018)
Fund a0 0.1353 0.1033 0.1400
° (0.092) (0.100) (0.093)
Fomiy size (1) ~0.0220* ~0.0208" ~0.0216*
Y (0.013) (0.013) (0.013)
Afiaton 0.0085 00181 0.0062
(0.100) (0.098) (0.101)
e | ~0.1317* ~0.1296*
aes lee (0.074) (0.075)
ot oo —0,2029"** —0,2002%%
9 (0.052) (0.051)
No. of obs. 22730 22730 22730
Average R—squared 0.062 0.053 0.063

Note: The standard errors are adjusted for serial correlation and heteroskedasticity using Newey—West (1987) lags of order
two and are shown in parentheses, * ** *** denote statistical significance at 10, 5 and 1 percent level, respectively.

B4 SRS Bol/|Hrks $A4 Hlgel AZETHS Fa) PH0E HAo] o]Rof
e AR o]dh HAet SIEtul R Alolo] THAlL S-gAte] AY ofito]
we ApEAOE et 4 glck 9 SYSgA} BAde] thak ueka mape] 4
O QTSRS o §AThY, BunAe] fFo] s Sl g 4
o] obd 7hsAlo] AR W, AGLEAe] A9 EReEA] H3) AhHo.
& o] shio] Golgt wo] EAISHLE HA| Aol e Iehssty] s )

HAND 9 8HS Fo] e A9 SEasRst £ 4 Atk olgfa A

18 HEFEAE9] Aol FARte Aol nX= adt= PeiAFEY] THA T 4= itk
Barber et al (2005) X Bergstresser et al (2009)L HEEXAF 20| TR 4] 12b—1 H4549)
L SO0 K0S AR AT BileRos folgol s 98] 27k A Ul
I BISHGIT) ol &2 BARAY] IoA daljeRs A getEls A (salient)” B[S b,
Wt 2 Sela] g SR hgols] uEe] FAel wgel Aol etk et
ol WAl E(Barber and Odeanl2008] 5 FolA] AP €] Reloz FHE 2o
X% EiHattention grabbing cffect)o] 78S & Zolc}, SlEhlularrst S gus W Bojns 5
o Tt 4747 BARREEO 2 olgFlch EAA] Q14 W W8S AT Qo] %S RS FE
e, olo] thet Reh due BAL 37140l QT BRE Ao Ak,

19 A8} S572-8AF Atol] xpHAgde] disl] A8 =41 el HEA oA A=
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(Table 5) Relationship between Trading Cost and Fund Characteristics

Dependent variable: trading cost Dependent variable: trading cost
(Affiliated asset mgmt firm) (Non—affiliated asset mgmt firm)
0] (ii) (ii) (iv) (v) (vi)
Constant 2.0934%** | 22779 | 22184%* 1.4349™** 11257 1.3532%**
(0.5378) (0.5939) (0.5596) (0.3447) (0.3986) (0.3680)
Fund size (-1) —0.0467** | —0.0483*** | —0.0475*™ | —0.0857*** | —0.0855"** | —0.0817***
(0.0199) (0.0180) (0.0199) (0.0163) (0.0157) (0.0152)
Fund age 0.0716 0.0397 0.0770 0.5813"* | 0.5960*** | 0.6191***
9 (0.0963) (0.1055) (0.0961) (0.1246) (0.1200) (0.1244)
Famiy size (—1) -0.0157 -0.0181 -0.0152 —0.0171** -0.0144 -0.0164*
Y (0.0174) (0.0188) (0.0173) (0.0083) (0.0096) (0.0095)
Sales fee —0.0911 -0.0928 | —0.2261*** —0.2392%**
(0.0801) (0.0810) (0.0539) (0.0511)
Mamt fee —0.1746™* | —0,2054*** —0.2430 —-0.2006
¢ (0.0610) | (0.0566) (0.4538) | (0.4587)
No. of obs. 18223 18223 18223 4507 4507 4507
Average R—squared 0.066 0.057 0.068 0.106 0.114 0.119

Note: The standard errors are adjusted for serial correlation and heteroskedasticity using Newey—West (1987) lags of order
two and are shown in parentheses. * ** *** denote statistical significance at 10, 5 and 1 percent level, respectively.

eRlsh] Hlsl sEts ADEARE SHEARR el 24 At 9f 7hdat I3
e BRIE o AN (Table 5). =& AG A% w2 Aolg dda SRl 4
A= =8AR iuiel ARt SR R et wiude] ek RS St
2 a7 it ¥ AErt YRML 718sA] ke A EAstng Aute]
s Fels A

Lt AZEERQL HEYD}

Sxpol] FARE olole HEABE vehlr] o] giehiujirRet B
2810 A olEE TS| S HetholeRe} A=A Aole]
2 2N% Bt ek JeiiarRet HE B4 Aole] Tl the SRR
ozl }oo AT}

Performance; ; = constant + 38 + TradingCost; ,+ T - Controls,, +¢,; :i=1,..., N,
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o714 #H| Performance; ;= tAIFONA Y] HE 9] Hak2 A% tiv] 2at4=<]
E 9 484 HEA,EC|LL, Trading Cost; = At tiv] SiEmiullm52 H]
Folth, A=A} BE AYPAES FaLste] HE §4 SANsREs deqtR,
HEvo], 8ANFE, AYEn], A5, 1 By B9 HeRs 8Hp0)
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= & 7 e AR AHEY|E st I aike dAtuitt AolshAl yehkal Qi
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ARG G el Uetel S WSt Wh Zas,
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(Table 6) Fund Performance and Trading Cost: Market Adjusted Excess Return

Dependent variable: market adjusted excess return

(i) (ii) (iii (iv) (v)
Consiant 0.2454 0.3328 0.2623 0.4230 0.4378
(0.342) (0.377) (0.366) (0.324) (0.351)
Fund size (1) 0.0051 0.0062 0.0059 0.0042 0.0049
(0.013) (0.013) (0.013) (0.013) (0.013)
Fund age —0.0902** -0.0753 -0.0858* -0.0842* -0.0792
(0.046) (0.047) (0.049) (0.045) (0.049)
Trading cost —0.0606** —0.0636™* -0.0613** —-0.0612* —0.0621**
(0.028) (0.028) (0.027) (0.028) (0.027)
Famiy size (1) 0.0061 0.0063 0.0064 0.0064 0.0066
(0.010) (0.010) (0.010) (0.010) (0.010)
Aflation 0.0593 0.0687 0.0708 0.0591 0.0724
(0.119) (0.120) (0.125) (0.110) (0.115)
Fow 0.0036™* 0.0035"* 0.0036** 0.0036** 0.0036™*
(0.002) (0.002) (0.002) (0.002) (0.002)
KoKk
Sales fee + Mgmt fee 70(8(7)22)

Soles feo —-0.0411 ~0.0430
(0.036) (0.036)

Mgt fee —0.2764*** —0.2704***
(0.084) (0.088)
No. of obs. 22,730 22730 22,730 22,730 22,730
Average R-squared 0.054 0.057 0.056 0.059 0.062

Note: The standard errors are adjusted for serial correlation and heteroskedasticity using Newey—West (1987) lags of order
two and are shown in parentheses. *, ** *** denote statistical significance at 10, 5 and 1 percent level, respectively.

(Table 7) Fund Performance and Trading Cost: 4—Factor Adjusted Excess Return

Dependent variable: 4—factor adjusted excess return

(0] (ii) (iii (iv) (v)
Constant 02117 0.2958 0.2310 0.3797* 0.3978*
(0.232) (0.253) (0.253) (0.210) (0.227)
Fund size (1) 0.0048 0.0061 0.0055 0.0040 0.0046
(0.008) (0.008) (0.008) (0.008) (0.008)
Fund age —0.0921*** —0.0785%** —0.0875%** —0.0858"** —0.0809***
(0.027) (0.027) (0.027) (0.027) (0.027)
Trading cost -0.0371* -0.0403* -0.0379* -0.0386* -0.0396*
(0.022) (0.022) (0.021) (0.022) (0.021)
Famiy size (1) 0.0062 0.0062 0.0064 0.0066 0.0068
(0.006) (0.006) (0.006) (0.006) (0.006)
Afliation 0.0620 0.0603 0.0680 0.0675 0.0733
(0.072) (0.072) (0.072) (0.069) (0.069)
Fow 0.0036** 0.0035"* 0.0036** 0.0036** 0.0036™*
(0.002) (0.002) (0.002) (0.002) (0.002)
Kokok
Sales fee + Mgmt fee 70((%?3)
Soles feo —0.0367 -0.0368*
(0.023) (0.022)
Mgt fee —0.2747** —0.2704**
(0.111) 0.112)
No. of obs. 22,730 22,730 22,730 22,730 22,730
Average R-squared 0.047 0.051 0.050 0.053 0.056

Note: The standard errors are adjusted for serial correlation and heteroskedasticity using Newey—West (1987) lags of order
two and are shown in parentheses. *, ** *** denote statistical significance at 10, 5 and 1 percent level, respectively.
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&l HY AY49]E(1—month forward rate of return)¥}e] HAE =43}t 3
A EYE (Table 6) X (Table )} T} SATEL] AAE 245k 4]

A A= (Table 8) (Table 9ol AZ|atA=tl. w719 H=wull==7}
FoEN sAYCR FoRt IAE THAA] Y ERlskiTh

ZEZY Q9 ¥} 4oER AldEE d o UNES AupE7tol lof AleFAld
Floeuz 18B7] =9l &(1—quarter forward rate of return)S SEHSEZ sho] 7}
2l | PEAE £ Ay JAH oz FUS AE A H(Table 107} Table 11).
ojget At A~ ETH L @rjHom nlgjo] 400 7|of5hA] g AIARRITE 22

(Table 8) Fund Performance and Trading Cost: Market Adjusted Excess Return
(1 month ahead)

Dependent variable: market adjusted excess return (1 month ahead)
(i) (i (i) (iv) v)
Constant 0.0664 0.1244 0.0672 0.2739 0.2721
(0.309) (0.319) (0.316) (0.287) (0.293)
Fund size 0.0081 0.0091 0.0086 0.0071 0.0075
(0.012) (0.012) (0.012) (0.012) (0.012)
Fund age —-0.0840 -0.0763 —-0.0860 -0.0790 —-0.0806
(0.051) (0.055) (0.057) (0.051) (0.057)
Trading cos! 0.0045 0.0030 0.0048 0.0037 0.0039
(0.027) (0.027) (0.027) (0.027) (0.027)
Famiy size 0.0088 0.0088 0.0089 0.0090 0.0090
(0.012) (0.012) (0.012) (0.012) (0.012)
Afflition 0.1363 0.1369 0.1382 0.1080 0.1104
(0.168) (0.166) (0.163) (0.171) (0.166)
Flow —-0.0002 —-0.0002 —-0.0002 -0.0002 -0.0002
(0.001) (0.001) (0.001) (0.001) (0.001)
*
Sales fee + Mgmt fee 7(%%5228?

Sales fee -0.0137 -0.0145
(0.036) (0.035)

Momt fee —0.2748*** —0.2688***
(0.076) (0.078)
No. of obs, 21,967 21,967 21,967 21,967 21,967
Average R—squared 0.047 0.051 0.050 0.052 0.055

Note: The standard errors are adjusted for serial correlation and heteroskedasticity using Newey—West (1987) lags of order
two and are shown in parentheses, * ** *** denote statistical significance at 10, 5 and 1 percent level, respectively.

2 sxEgol M Alole] PAlo] that R glo] wrt g7]e] Solgo] tiEt Bl Badt A
o} A A ) Aokow wrt A719] Solgate] TA] et EAS AXSHE dle WAL 2
sk,
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(Table 9) Fund Performance and Trading Cost: 4—Factor Adjusted Excess Return
(1 month ahead)

Dependent variable: 4—factor adjusted excess return (1 _month ahead)

[0) (ii) (iil) (iv) v)
Constant 0.3647* 0.3994* 0.3544* 0.5711* 0.5573**
(0.215) (0.216) (0.214) (0.225) (0.224)
Fund size 0.0075 0.0090 0.0080 0.0065 0.0070
(0.007) (0.007) (0.007) (0.007) (0.007)
Fund age —-0.0943*** —0.0867*** —-0.0957*** -0.0887*** —0.0899***
(0.027) (0.028) (0.029) (0.026) (0.028)
Trading cosl 0.0130 0.0114 0.0134 00111 0.0115
(0.029) (0.029) (0.028) (0.029) (0.028)
Famiy size 0.0057 0.0056 0.0058 0.0061 0.0062
(0.007) (0.007) (0.007) (0.007) (0.007)
Affition 0.0048 0.0119 0.0134 -0.0173 —-0.0085
(0.166) (0.162) (0.160) (0.169) (0.162)
Flow 0.0005 0.0004 0.0005 0.0005 0.0005
(0.001) (0.001) (0.001) (0.001) (0.001)
Kok
Sales fee + Mgmt fee _?Oogg %

Sales fee -0.0133 —0.0131
(0.022) (0.020)

Mgt fee —-0.2851** —0.2794**
(0.111) (0.111)
No. of obs, 21,967 21,967 21,967 21,967 21,967
Average R—squared 0.041 0.044 0.043 0.046 0.049

Note: The standard errors are adjusted for serial correlation and heteroskedasticity using Newey—West (1987) lags of order
two and are shown in parentheses, * ** *** denote statistical significance at 10, 5 and 1 percent level, respectively.

(Table 10) Fund Performance and Trading Cost: Market Adjusted Excess Return
(1 quarter ahead)

Dependent variable: market adjusted excess return (1 quarter ahead)

[0) (ii) (ii) (iv) (v)

Consiant 1.0891 1.2090 1.0820 1.6647%* 1.6473%
(0.877) (0.910) (0.904) (0.782) (0.806)
Furd size 0.0126 0.0156 0.0138 0.0096 0.0107
(0.033) (0.033) (0.032) (0.033) (0.031)

Fund age -0.2426 -0.2248 -0.2545 -0.2284 -0.2394
(0.154) (0.167) 0.172) (0.153) 0.171)
Trading cost 0.0107 0.0062 0.0127 0.0071 0.0090
(0.071) (0.072) (0.071) (0.072) (0.072)
Famiy size 0.0231 0.0227 0.0229 0.0238 0.0236
(0.036) (0.036) (0.035) (0.036) (0.035)

Afiiation -0.0858 -0.0596 -0.0773 -0.1004 —0.0901
(0.548) (0.540) (0.539) (0.546) (0.537)
Fow 0.0001 0.0001 0.0003 0.0000 0.0003
(0.003) (0.003) (0.003) (0.003) (0.003)

Sales fee + Mgmt fee 7(8(1);2)6

Sales fee -0.0035 -0.0053
(0.123) (0.119)

Mt fee —0.8390™** —0.820 1%+
(0.243) (0.248)
No. of obs. 20,431 20,431 20,431 20,431 20,431
Average R—squared 0.042 0.045 0.044 0.047 0.050

Note: The standard errors are adjusted for serial correlation and heteroskedasticity using Newey—West (1987) lags of order
two and are shown in parentheses. *, ** *** denote statistical significance at 10, 5 and 1 percent level, respectively.
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(1 quarter ahead)

(Table 11) Fund Performance and Trading Cost: 4—Factor Adjusted Excess Return

Dependent variable: 4—factor adjusted excess return (1 quarter ahead)
(i) (ii) (iil (iv) (v)
Constant 1.5426™* 1.6256™* 1.5112% 2.1301%* 2.0840%**
(0.615) (0.591) (0.609) (0.576) (0.575)
Fund size 0.0127 0.0178 0.0150 0.0095 0.0118
(0.019) (0.018) (0.018) (0.019) (0.018)
Fund age —0.2672*** —0.2465*** —0.2745"* —-0.2513*** —0.2580***
(0.087) (0.088) (0.092) (0.085) (0.090)
Trading cost 0.0148 0.0108 0.0185 0.0090 0.0125
(0.071) (0.072) (0.071) (0.071) (0.071)
Family size 0.0118 0.0113 0.0118 0.0132 0.0131
(0.021) (0.021) (0.021) (0.021) (0.021)
Affiation —-0.0567 -0.0318 —-0.0390 —-0.0702 —-0.0505
(0.516) (0.502) (0.506) (0.518) (0.508)
Flow 0.0016 0.0015 0.0016 0.0016 0.0017
(0.003) (0.003) (0.003) (0.003) (0.003)
*
Sales fee + Mgmt fee 7%103723
Sales fee —-0.0234 —0.0226
(0.078) (0.073)
Momt fee —0.8740** —-0.8527**
(0.343) (0.346)
No. of obs. 20,431 20,431 20,431 20,431 20,431
Average R—squared 0.036 0.039 0.038 0.043 0.045

Note: The standard errors are adjusted for serial correlation and heteroskedasticity using Newey—West (1987) lags of order
two and are shown in parentheses. *, ** *** denote statistical significance at 10, 5 and 1 percent level, respectively.
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(Table 12) Robustness I: Fund Performance and Trading Cost
— CAPM Adjusted Excess Return and 3—Factor Adjusted Excess Return
Panel A: Excess Return
Dependent variable: CAPM adjusted excess return
0] (ii) (ii) (iv) (v)
Trading cost —0.0502** —0.0531** —0.0505** —0.0511** —0.0515**
9 (0.025) (0.025) (0.024) (0.025) (0.024)
Dependent variable: 3—factor adjusted excess return
(i) (ii) (ii) (iv) (v)
Trading cost —0.0421* —0.0454* -0.0428* —0.0431* -0.0439*
& (0.024) (0.024) (0.023) (0.024) (0.023)
Panel B: Excess Return (1 month ahead)
Dependent variable: CAPM adjusted excess return (1 month ahead)
(i (ii) (ii) (iv) (v)
Trading cost 0.0065 0.0049 0.0069 0.0055 0.0059
9 (0.027) (0.027) (0.026) (0.027) (0.026)
Dependent variable: 3—factor adjusted excess return (1 month ahead)
(i) (ii) (ii) (iv) (v)
Trading cost 0.0073 0.0055 0.0077 0.0061 0.0065
9 (0.026) (0.026) (0.025) (0.026) (0.025)
Panel C: Excess Return(l quarter ahead)
Dependent variable: CAPM adjusted excess return (1 quarter ahead)
(i) (ii) (ii) (iv) (v)
Trading cost 0.0100 0.0054 0.0128 0.0057 0.0083
& (0.058) (0.060) (0.059) (0.059) (0.059)
Dependent variable: 3—factor adjusted excess return (1 quarter ahead)
(i) (ii) (ii) (iv) (v)
Trading cost -0.0016 —-0.0062 0.0015 —-0.0060 —0.0032
9 (0.061) (0.062) (0.061) (0.062) (0.061)
Note: The standard errors are adjusted for serial correlation and heteroskedasticity using Newey—West (1987) lags of order
two and are shown in parentheses, * ** *** denote statistical significance at 10, 5 and 1 percent level, respectively.
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(Table 13) Robustness II: Fund Performance and Trading Cost
— Against Preannounced Target Benchmark Portfolio

Panel A: Excess Return

Dependent variable:

market adjusted excess return

(i

(i

(iif)

(iv)

(v)

Trading cost —0.0606** —0.0636** -0.0613** —0.0612** —0.0621**
& (0.028) (0.028) (0.027) (0.028) (0.027)
Dependent variable: 4—factor adjusted excess return
(i (ii) (ii) (iv) (v)
Trading cost -0.0371* —0.0403* —0.0379* —0.0386* —0.0396*
9 (0.022) (0.022) (0.021) (0.022) (0.021)
Dependent variable: CAPM adjusted excess return
(i) (ii) (iil) (iv) (v)
Trading cost —0.0502** —0.0531** —0.0505** —0.0511** —0.0515**
o (0.025) (0.025) (0.024) (0.025) 0.024)
Dependent variable: 3—factor adjusted excess return
(i (ii) (iil) (iv) (v)
Trading cost —0.0421* —0.0454* -0.0428* —0.0431* -0.0439*
¢ (0.024) (0.024) (0.023) 0.024) (0.023)
Panel B: Excess Return (1 month ahead)
Dependent variable: market adjusted excess return
(i (ii) (ii) (iv) (v)
Trading cost 0.0045 0.0030 0.0048 0.0037 0.0039
9 (0.027) (0.027) (0.027) (0.027) (0.027)
Dependent variable: 4—factor adjusted excess return
(i (ii) (ii) (iv) (v)
Trading cost 0.0130 0.0114 0.0134 0.0111 0.0115
o (0.029) (0.029) 0.028) (0.029) (0.028)
Dependent variable: CAPM adjusted excess return
(i) (ii) (ii) (iv) (v)
Trading cost 0.0065 0.0049 0.0069 0.0055 0.0059
o (0.027) 0.027) 0.026) (0.027) 0.026)
Dependent variable: 3—factor adjusted excess return
(i) (ii) (iil) (iv) (v)
Trading cost 0.0073 0.0055 0.0077 0.0061 0.0065
9 (0.026) (0.026) (0.025) (0.026) (0.025)
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(Table 13) Continued

Panel C: Excess Return (1 quarter ahead)

Dependent variable: market adjusted excess return

(i)

(il

(iii)

(iv)

(v)

Trading cost 0.0107 0.0062 0.0127 0.0071 0.0090
o (0.071) 0.072) 0.071) 0.072) (0.072)
Dependent variable: 4—factor adjusted excess return
(i (ii) (iil) (iv) (v)
Trading cost 0.0148 0.0108 0.0185 0.0090 0.0125
o (0.071) (0.072) (0.071) (0.071) (0.071)
Dependent variable: CAPM adjusted excess return
(i) (ii) (ii) (iv) (v)
Trading cost 0.0100 0.0054 0.0128 0.0057 0.0083
& (0.058) (0.060) (0.059) (0.059) (0.059)
Dependent variable: 3—factor adjusted excess return
(i) (ii) (ii) (iv) (v)
Trading cost -0.0016 —-0.0062 0.0015 —-0.0060 —0.0032
¢ (0.061) (0.062) (0.061) (0.062) (0.061)

Note: The standard errors are adjusted for serial correlation and heteroskedasticity using Newey—West (1987) lags of order

two and are shown in parentheses. *, ** *** denote statistical significance at 10, 5 and 1
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