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(Figure 1) International Equity Fund Trends
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Notes: Above graphs present trends of international equity fund in terms of both outstanding
amount and net asset values respectively from 2004 to 2012. We observe rapid growth
of international equity fund demand until 2008’s global financial crisis. Unit: Hundred
Million Won

Source: Korea Financial Investment Association
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(Table 1) Shares in the Outstanding Amount and Net Asset Value in
International National Equity Fund

Nation Outstanding Amount Net Asset Value
China 81.8 84.0
India 7.6 8.8
Russia 44 2.9
Japan 4.2 2.1
Brazil 1.6 1.7
USA 0.1 0.2
Others 0.2 0.2
Sum 100 100

Notes: Over the six major target countries, China’s share is the largest as over 81% while the
U.S. share is the smallest as less than 1%.
Unit: %, As of June 2006.

Source: Zeroin

(Table 2) Shares in the Outstanding Amount and Asset Value in
International Regional Equity Fund

Area Set the Amount Asset Price
Emerging Countries 52.6 54.7
A51a(eiizﬁcjz§)(;1;1;trles 151 16.1
Emerging Countries in Asia 13.8 13.2
Emerging Couqtries in South 57 5

America

Emerging Countries in Europe 4.7 32
East South Asia Countries 3.1 3.0
European Countries 2.6 2.2
Others 2.4 2.4
Sum 100 100

Notes: Over the major target regions, emerging countries’ share is the largest as over 52%
while the Europe’s share is the smallest as less than 3%.
Unit: %, As of June 2006.

Source: Zeroin
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Apofl wlsto] g & A] mlFo] 2 oltk. oo g A7} FANHS WL T
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flertt YRR £i £ER WOE AoR YEyth HEAdS st
e Fa BAL SlA HleS =Eche A= /Y AdE WA 2o,
2k G2 o AEAE §le A2R YENTH olE T3 2aHoR VAl &
ofF Fohe HES Aol & Yol kEHe Aol 3|7 ZEZD Y
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of 2 EX}St= =27} HE(country fund), GICS(Global Industry Classification
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(Table 1) Representativeness of Sample Funds
(Unit :%)
Nation Value of the 3 Equity Fund Employed
Total Value of Equity Fund in each Country

China 40%

India 62%

Japan 37%

Russia 73%

Brazil 52%

USA 59%
Average 54%

Notes: For each market, the three largest mutual funds chosen cover the major part of
individual market total value. For example, three Indian fund chosen covers 62% of
total Indian mutual fund asset value.

Unit : %, As of December 2008

Source: Zeroin
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(Table 2) Definition of Variables
Variable Definition
flow Net Cash Flow of i Fund
tkcorr_, Correlation of i Fund Return and KOSPI Index Return
(=1 3 6 12 month Estimated over time windows of 1, 3, 6, 12 month.
ity Return of Fund i
(=1 3 6 12 month Estimated over time windows of 1, 3, 6, 12 month.
Inage_, Natural Log of Days from the Inception Day.
w. j Country’s Stock Market Value against the Total Stock
jt=1 Market Value of Six Sample Countries.

Notes: We define the five variables employed in empirical work. All variables are daily
frequency formatted.
Source: Zeroin

(Figure 2) Share of Total Mutual Fund Outstanding Amount in Developed
Countries and Developing Countries,
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Notes: Trends of asset values between developed markets and developing markets are
compared from 2005 to 2008. We observe that the asset value of developed countries
decreases more rapidly after 2008’s global financial crisis. Developed Countries
indicate US and Japan. Developing Countries indicate China, India, Russia and Brazil.

Source: Zeroin
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(Table 5) Basic Statistics of Variables
Total China India Japan Russia Brazil UsS
Started Date 2005.10.14 2006. 4.20 2005.10.14 2006.6.9 2007.6.21 2007.9.8 2007.3.26
Number of Obs 9609 1770 1948 1588 1116 912 1259
Net Fund Flow(flow,,)
Average 0.0057 0.0004 0.0001 0.0002 0.0001 0.0004 0.0007
Max 0.0362 0.0362 0.0017 0.0062 0.0020 0.0062 0.0032
Min 0.0000 0.0054 0.0018 0.0010 0.0006 0.0000 0.0000
Correlation of i Fund Return and KOSPI Index Return (ikcorr_,)
1month -0.0378 -0.0887 -0.0525 -0.0111 0.0312 -0.1019 0.0077
3months -0.0299 -0.0846 -0.0564 -0.0176 0.0722 -0.0898 0.0301
6 months -0.0416 -0.0883 -0.0943 -0.0110 0.0664 -0.0872 0.0192
12 months -0.0391 -0.0617 -0.0973 0.0902 -0.0084 -0.0732 0.0134
Since Inception Date -0.0157 -0.0611 -0.0887 0.0035 0.0982 -0.0652 0.0739
Average Return for Time Window (irt_,)
Imonth -0.0168 0.0027 0.0010 -0.0197 -0.0528 -0.0357 -0.0238
3months -0.0478 0.0063 0.0055 -0.0618 -0.1364 -0.1054 -0.0807
6 months -0.0382 0.1093 0.0338 -0.1085 -0.1663 -0.1414 -0.1279
12 months -0.0013 0.2544 0.1603 -0.3164 -0.2096 -0.3886 -0.2265
Since Inception Date 0.1111 0.4281 0.3095 -0.1406 -0.0218 -0.0448 -0.0933
Fund age(lnage) 5.6214 5.8034 5.9122 5.6832 5.3347 5.1298 5.4482
Average Stock Market
Value against the Total 1.0000 0.0537 0.0329 0.1816 0.0416 0.0318 0.6584

Stock Market Value
(w jt— )

Notes: We report basic statistics

Source: Zeroin

of the five variables employed in empirical work. All variables are daily frequency formatted.
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i = 118 (The Number of Total Funds), j = 1---5 (The Number of Total Time Window by I,

3, 6, and 12 month), flow;: Net Fund Flow of i Fund, time;: Time Dummy Variable, ikcorr:

Correlation Coefficient of Daily i Fund Return and KOSPI Index Return, irtit: Return of Fund

i, Inageit: Natural Log of Fund i from Inception Date to t-1, wy: Market value of the j
Nation, ¢ i Standard Deviation of International Equity Fund.
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(Table 6) Estimation Results of Equation (2)



. W (oo 1 month 3 months 6 months 12 months
Variable
% 0.0028™" 0.0017" 0.0008™ 0.0083"
Constant term
time.: . _— n .
e 0.0241 0.0286 0.0388 0.0373
Time dummy
f low;, 4
Net Fund Flow 0.0715" 0.0732" 0.0698™ 0.0773"
AR(-1)
Z’Tt,-f,I Kok Kok sk *
: 0.0015 0.0016 0.0018 0.0023
Return
Inage, .
1agei—1 0.0015 0.0022 0.0030 -0.0038
Fund Age
tkcorry, - - - *
" . -0.0017 -0.0026 -0.0026 -0.0032
Correlation Coefficient
Wit -1 0.0336" 0.0285™ 0.0482" 0.0983"
Share of Market Value
Oit—1 - . - *
Standard Deviation -0.2847 -0.2562 -0.2998 -0.4194
of International Equity Fund
number of Obs 9609 8817 7629 5251
adjusted R? 0.54 0.47 0.43 0.38

Notes: Fixed effect panel estimation is employed.
* indicates significant at 10%, ** indicates significant at 5%, *** indicates significant
at 1%.
Refer equation (2) for definitions of variables.
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ot A A4Sk AeRE Yyt ol#tt 4 Zu= Coeurdacier and
Guibaud (2011), Patro (2006), Zhao (2008)7} ¥Fsl 2zl A A&7} njZo] =

AN A B HERALS] EED e Qwty] Ayt eyt HEAA A
T Z2ATE ouigth. w3 sfQ] 4 HEY] 9, 11 HE9 ¥, 121
F2F = FAARY e sQ] 4] HES Qo) JFFE v|X|al Qi)

B Aol e VAo Ae) FBAe 2L SAs] Thargt aclSe] ot
slejHE BApe] avt Wsthe A%

1. 20089 =24 F&59171¢ =3

2 2doAM= 20089 =2 F8917] 717 AR SlFEAEES] a7t
@ o Hko} | =©] Vermeulen (2013)2 =4 $|& &AL
&717F 2008'd 2] &5-917] 7|1t &k FofshAl AstE S-S Belal itk o]
AolAe] T 2go7] AF AAS meba 20079 89 9919 BNP Paribas
Al AJHE AR <Table 6>9] 545 THA|] Slo] <Table 7>f Rils}Girt.
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(Table 7) Comparison of ‘Before’ and ‘After’ the Global Financial Crisis

of 2008
. Time Window 1 month 3 months 6 months 12 months

Variable
a 0.0358™" 0.0054" 0.0012" 0.0097
Constant term 0.1848" 0.0154" 0.0022" 0.0039
time, 0.5369™ 0.0660""" 0.0204" 0.1755"
Time dummy -0.0028" -0.0110" -0.0028"" -0.0029"
flow;,_, 0.0926" 0.0267" 0.0407" 0.1536™"
Net Fund Flow . . . .
AR(-1) 0.0386 0.0172 0.0338 0.1128
irt;, 0.0056 0.0035™ 0.0019™ 0.0022°
Return 0.0046 0.0105™ 0.0024™" 0.0018"
Inage,, 0.0011™" 0.0027" 0.0044™" -0.0012"
Fund Age 0.0035" 0.0106™" 0.0036"" -0.0003"
ikcorr;, -0.0019" -0.0026™" -0.0022" -0.0032
Correlation Coefficient -0.0164™ -0.0168""" -0.0208™ -0.0103
w, 0.0316" 0.0258" 0.0411" 0.0991"
Share of Market Value 0.0263" 0.0115 0.0385™" 0.0564"
Tit—1 -0.2227" -0.3190°" -0.2110™ -0.4494°
Standard Deviation ” ” ” "
of International Equn:y Fund -0.1597 -0.2744 -0.1210 -0.2265

9213 8421 7233 4855
number of Obs

5598 4554 3366 990

) ) 0.51 0.50 0.46 0.45

adjusted R

0.49 0.46 0.45 0.40

Notes: Fixed effect panel estimation is employed.
* indicates significant at 10%, ** indicates significant at 5%, *** indicates significant
at 1%.
Before Financial Crisis Period: 2006 ~ 2007.8.9 (BNP Paribas Crisis)
After Financial Crisis Period (Grey Colored): 2007.8.9 (BNP Paribas Crisis) ~
2008.11.15
Refer equation (2) for definitions of variables.
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TS waEWIE sk

o}@f| o] <Table 8>of|A] Hojx|= ul9} 7o), A g|H oz s FrK(E=, A

=) 2golA slelds =4S B3 B4 77 AeAE AL wdsar
<Table 8>0] ®i¥l 2gATo| Waw, e £4 W= ie} KOSPI 7|40
501 ARAS (ikeorr,)7h ME] MAE 2()0) GaFo] Ao 2T

==

F7HE=, €)Y A7 A&k, Bk HeEbd, vj=o] Blste] #FoshA A

4= 3ltt. ©]= Portes and Rey (2005)7} 3fi <] Z*‘—Erx}(ﬂl ol A Al &+
Aol 8ol FHe FFE Fv T8 H-dS HExRel vt s
= BEAAEAAE FAF G Q&g HolFE 20l & 4 gl
(Table 8) Effect of Geographical Closeness
Variable Time Window 1 month 3 months 6 months 12 months
a; 0.0033" 0.0042" 0.0011 0.0145
Constant term 0.0211™" 0.0158" 0.0170" 0.0311"
time; 0.0859° 0.0665° 0.0119° 0.0955°
Time dummy 0.0225" 0.0289" 0.1183" 0.5620"
flow,, 0.0174" 0.0571" 0.0344™ 0.0966"
Cash Flow - . N
AR(-1) 0.0358 0.0116 0.0195 0.0306
irt,_, 0.0022" 0.0032° 0.0029" 0.0022°
Return 0.0957" 0.0538" 0.2259™ 0.3269
Inage,, _, 0.0011"" 0.0027" 0.0023" 0.0010
Fund Age 0.0040™" 0.0052""" 0.0171"" -0.0026"
ikcorr;,_, -0.0097 -0.0120™ -0.0238" -0.0112™
Correlation Coefficient -0.0021" -0.0022"" -0.0032" -0.0032"
wy 0.0236" 0.0295" 0.0382" 0.0843"
Share of Market Value 0.0147" 0.0033" 0.0027" 0.0125™
Oi 1 -0.2847" -0.2562""" -0.2998"" -0.4194"
Standard Deviation N s e .
of International Equity Fund -0.0018 -0.0110 -0.0028 -0.0029
3298 3034 2638 2257
number of Obs
6311 5783 4991 4275
) s 0.56 0.51 0.44 0.34
adjusted R
0.54 0.52 0.47 0.44

Notes: Fixed effect panel estimation is employed.
* indicates significant at 10%, ** indicates significant at 5%, *** indicates significant
at 1%.
Geographically Close Countries: China and Japan
Geographically Distant Countries (Grey Colored): India, Russia, Brazil, USA.
Refer equation (2) for definitions of variables.



& adoAe fYRA F4F H=EE T ZEZIL HF v adpt
FAARE sl fste] 9L we A AFE FATUH

<Table 9>o] B1H FAATte] =W, 39 £2 HE 9} KOSPI A=

g FUAS (ikcorr, 1)7F BE| v F()9] FFS FAAH ] 4

12, w4 st A FAEUE ol FAel 917 HA
A ARHOR A4 Aol A&ETt ot gifo] we AR} e

EReteE 5717t ool e HolRm

(Table 9) Effect of Market Maturity
Variable Time Window 1 month 3 months 6 months 12 months
a; 0.0018™" 0.0047" 0.0011" 0.0038"
Constant term 0.0497"" 0.0214" 0.0024" 0.0448"
time; 0.0689" 0.0160" 0.0225" 0.4575™
Time dummy 0.0127" 0.0849™ 0.9841" 0.0483"
flow;,_, 0.0866" 0.0377" 0.0427" 0.0576"
Cash Flow . o o &
ARCI) 0.0365 0.0965 0.0127 0.0364
irty_, 0.0022° 0.0314° 0.0017" 0.0033"
Return 0.1295" 0.0107" 0.0264" 0.0583"
Inage,, _, 0.0013"™" 0.0032" 0.0046™ 0.0011"
Fund Age 0.0094" 0.0048™ 0.0085" -0.0026"
ikcorr;,_, -0.0022 -0.0026~ -0.0026" -0.0143”
Correlation Coefficient -0.0044 0.0240™ -0.0153" -0.0182"
wy 0.0236’ 0.0275™ 0.0436™ 0.0163"
Share of Market Value 0.0336" 0.0032" 0.0077" 0.0155™
Ti -0.1947" -0.9011" -0.2447" -0.3112°
Standard Deviation - s s .
of International Equity Fund -0.0228 -0.0310 -0.0328 -0.0529
6800 6272 5480 5251
number of Obs.
2809 2545 2149 1997
_ ) 0.51 0.49 0.43 0.39
adjusted R
0.44 0.42 0.37 0.29

Notes: Fixed effect panel estimation is employed.
* indicates significant at 10%, ** indicates significant at 5%, *** indicates significant at 1%.
Emerging Countries: China, India, Russia and Brazil
Advanced Countries: (Grey Colored): Japan and USA
Refer equation (2) for definitions of variables.
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<Table A.1> List of Analyzed Equity Funds

Nation Fund Name Inception Date

Shinhan BNPP Bonjour China Equity Investment Trust 2 Equity

Type A 2006.4.4

China ere.le Asset China Solomon Securities Investment Trust 1 2006.3. 20
Equity Type A

Fidelity China Consumer Securities Feeder Investment Trust

. 2007. 5.17
Equity
Mirae Asset India Solomon Securities Investment Trust 1 Equity 2006, 1. 9
Type A C

India | Fidelity India Securities Feeder Investment Trust Equity Type A| 2007. 5. 31

Mirae Asset India Discovery Securities Investment Trust 1

. 2005. 9. 15
Equity Type A
JPMorgan Russian Securities PLC Feeder Equity Type A 2007. 9. 17
. Woori Russia Explorer Securities Investment Trust 1 Equity 2007. 5. 21
Russia |Class A 1
Woori Russia Explorer Securities Investment Trust 1 quity Class 2007, 5. 21
C1
Franklin Templeton Japan Securities Feeder Investment Trust 2006. 5. 9
Equity A T
Japan | Franklin Templeton Japan Securities Feeder Investment Trust 2007, 2. 2

(UH) Equity
Prudential Japan Core Securities Investment Trust 1 Equity A | 2007. 2. 21

Mirae Asset Index Ro Brazil Securities Feeder Investment Trust

Equity C 2007. 12. 5
Brazil |KB Brazil Securities Feeder Investment Trust Equity A 2007.1.15

KDB Samba Brazil Focus Securities Feeder Investment Trust 2007, 8. 8

Equity A

SH BNPP Bonjour US Security Feeder H Equity Class Al 2007. 2. 26
USA | Fidelity US Securities Feeder Investment Trust Equity A 2007. 5. 17

Fidelity US Securities Feeder Investment Trust Equity E 2007. 5. 17

Notes: We report the list of eighteen mutual funds employed in empirical work. For each
country, we choose the three largest asset value international equity mutual funds.
Source: Zeroin
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Is There Diversification Incentive in
Foreign Equity Fund Investment?:

Evidence from Korean Equity Fund Market

Kim, Sei-Wan', Park, Jee-Won""

This study investigates factors of foreign investment equity mutual fund demand
over 2005 to 2008 where foreign equity fund demand increased rapidly. Since
foreign equity investment shares less macro-risk with domestic equity investment,
we particularly focus on the portfolio risk management driven demand. In empirical
work, we choose three major foreign equity funds from six countries.

Our empirical findings are as follows. First, we find evidence on domestic
investors’ demand for risk- management through foreign equity fund investment.
Secondly, as the correlation window between domestic stock return and foreign
equity fund return increases from one-month to twelve-month, the risk-management
demand for foreign equity fund demand increased. Third, the foreign equity
market’s size has a positive effect on foreign equity fund demand. Lastly, foreign
equity markets’ geographic closeness and maturity also had significant effects on
demand of foreign equity fund. Our results are challenging the previous belief that

foreign equity investors are pursuing only high return.

Key Words : Foreign equity mutual fund, Portfolio risk, Global financial crisis, Panel
estimation
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