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Press-release
Market of collective investment institutions: poor results with great prospects 

In the period from October 22, 2010 to October 21, 2011 general composite index, which includes 64 public investment funds and calculated by RA “Standard-Rating”, has decreased by 18%.The peak growth of composite indices for open, closed and interval funds was in February of 2011, and the peak decline occurred in October of 2011. All three composites for open, closed and interval funds very closely correlated with the index PFTS and UX. Analysis of fund managers activity according to the Sharpe ratio has shown that only 23 from 64 funds have demonstrated the level of management above the market average or close to effective one.  
No result is also a result. If we compare yield shown by funds for last 12 months with interest rates of bank deposits, we can state that such products haven’t been interesting to the public. Although it doesn’t mean that we’ll observe the same trend in next 12 months. From among the funds, which have demonstrated positive results, it can be noted the following ones:

- closed-end fund «Symphony №1», AMC Amadeus (+43%);

- closed-end fund «Diamant-dividend», AMC Diamant Invest Management (+14,5%);

- interval-end fund «Diamant-interval», AMC Diamant Invest Management (+14,5%);

- open-end fund «Parex fund of Ukrainian obligations», AMC Citadele Asset Management Ukraine (+17,0%);

- open-end fund «Raiffeisen money market», AMC Raiffeisen Aval (+13,4%).

Other 59 funds have shown the yield lower than a minimal term deposit rate. And if we take into consideration that the population’s incomes from operations with fund shares and stocks have been subject to taxation, the segment of market public investment funds has been becoming more less interesting to people. De facto the Ukrainian market of collective investment institutions has been similar to a lottery during the last 52 weeks, where only 5 from 64 have won. At the same time 51 investment funds have demonstrated negative rate of return for the last 52 weeks, i.e. investors when quitting the investment funds won’t get the funds they invested. Our analytical period indicates well the risks assumed by investors when investing in funds.  According to our rankings many of investors risk losing up to 45% of their investments, in any case it’s quite possible.

It’s difficult to say whether there will be the same trend in Q1 of 2012. The majority of managers are dependent on the market trend for stocks, and index UX has decreased by 28% for last 52 weeks. The only investment funds based on interest-earning assets can resist such a trend. Those, who hadn’t managed to go out with the stock market, turned out to be in difficult position as well as those, who had been keen on REPO-operations with interest-earning assets. According to our observations during the last 52 weeks the investment recipe has been simple: to continue investing in bank deposits.  Since there has been a rise of interest rates in October, the bonds in their portfolios have also started to lose their value. But at the end of October – at the beginning of November there has come a “golden” period for investing. The funds could place assets in bank deposits on 4-8 weeks at 20-25% per annum, and in certain banks the interest rates reached 30%. There has been a choice in the bond market: the growth of rates has provoked a season of large sales, but has blocked the entry of new attractive issuers with new emissions. 
Mysterious efficiency. We would recommend the investors, who have already bought fund shares and stocks of CII, not to panic and not to rush to leave market. A growth period usually follows a serious decline. It should stay especially in those funds, which have shown positive Sharpe ratio for last 52 weeks. And although the application of this ratio in the Ukrainian market remains to be a very controversial moment, the appearance of Sharpe on the composite index calculated on basis of investment funds, leads us to a situation where we compare actions of managers with the average situation in the market. As a result it’s clear who has worked better the average and who has worked worse. In most cases, rankings of all three types of investment funds by the Sharpe ratio matched rankings by fund yield, but there were exceptions to the rule. The anomalies of the Ukrainian stock market also include the factor that almost none of 64 funds, which are monitored in the agency’s portfolio, hasn’t surpassed the indices PFTS and UX. Even ETF, which seemed to repeat the structure of the exchange indices, haven’t given the effect as the key exchange indices, but they have been falling slower. Lower volatility of investment funds in comparison to indices is explained by that the managers often tried to quickly react to the considerable changes of asset value in their portfolios.

Such an index anomaly should upset the fund managers. But it says to ordinary investors that investments directly into stocks have been more attractive though more risky. In any case, we make such a conclusion from the analysis of data for last 52 weeks. This conclusion indirectly confirms the Sharpe ratio calculated on the exchange indices basis, the Sharpe ratio has been less than the same ratio calculated on the composite index basis, and that means the work of managers has been less effective than the market average in comparison to the exchange indices. 
We are sure that the situation will change provided the growth of the market, though most investment funds have to survive till this growth, because they experience the outflow of resources. As for investors, we recommend them not to rush going out of investment funds. The last quarter can become the period of significant correction. 
Essential results of research are available in the official edition of The State Commission for Regulation of Financial Services Markets «Ukraine Business Review» № 44 from 07.11.2011.
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