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Month of July has been again a month of uncertainties in spite of very positive economic data including the inflation rate. Because of the conflict in Iraq, tourism revenues are expected to fall short of the targets set at the beginning of the year, however increased foreign reserves during the summer months and additional capacity in summer employment level in tourism related sectors no doubt contributed in consumer spending and demand. As IMF 5th round of revision of the economic program is extended through July and recent developments in Iraq is continuing to create more skepticism, many positive economic developments in Turkey can not properly be reflected on the interset rate levels. In fact, currently there is very suitable economic environment for the interest rates to decline compared with previous years. Still, relations with the US and new domestic regulations for additional taxation might continue to put pressure on the interest rates. However, the redemtion plan and schedule of Treasury looks pretty good for the fall season and there are new savings flowing into the monetary system by the residents in Turkey. Besides, Treasury now has far better financing opportunities from foreign markets which may eventually  increase confidence level in Turkish markets.

Investment Funds

Like the previous month, B Type Variable Investment Funds and B Type T. Bill & Bond Investment Funds had the highest rate of return among all types of investment funds in Turkey at the end of July 2003. Total size of the assets managed under B Type Funds in Turkey has grown since the beginning of the year  while the the total size of A Type Funds has been shrinking during the same period. The highest growth in the asset size has been achieved by B Type T. Bill & Bond Funds as approximately 100 % growth and A Type Equity Funds posted the highest decline in the total assets under management since the beginning of the year.

Recent analysis of the asset size of all investment funds in Turkey shows a slow investment trend towards longer terms which is a good sign for the economy. Prevailing investment perspective in the mutual funds sector in Turkey has always been for short term previously. Currently B Type investment funds are still by far the most popular mutual fund type in Turkey and the largest category among all B type investment funds in Turkey is B Type Liquid Funds. According to July 2003 data, 80 % of all B Type Funds is comprised of B Type Liquid Funds.

On the other hand there are also major differenecs in the asset allocation strategy of all investment funds. For example, equity allocation ranges from 20.33 % to 100 % among all A Type of invetment funds, however the highest level of 100 % is because of the indexing strategy. But, some other A Type funds which are not benchmarked to a certain sector or market index still have equity percentages such as 80 % - 90 %.  Similarly, percentage of assets allocated for repo investments also ranges between 100 % and 1% among all B Type investment funds.

According to data available at the end of July 2003, year to date highest rate of return among all A Type investment Funds has been recorded as 30.30 % and  the highest rate of return year to date among all B Type investment funds has been posted as 30.36 %.

KYD Fund Indices

Some of the index returns in KYD A Type Fund index as of July 30, 2003 are as follows :

	Daily
	Weekly
	Monthly
	3 Months
	6 Months
	Annual
	Year to Date

	- 0.68 %
	- 0.36 %
	- 1.39 %
	- 0.84 %
	4.42  %
	10.52 %
	8.00 %


Some of the index returns in KYD B Type Fund index as of July 30, 2003 are as follows :

	Daily
	Weekly
	Monthly
	3 Months
	6 Months
	Annual
	Year to Date

	0.04 %
	0.48 %
	2.54 %
	7.92 %
	17.36 %
	40.32 %
	20.79 %


KYD Bond Indices

Some of the index returns in KYD Bond Indices as of July 30, 2003 are as follows :
	Daily
	Weekly
	Monthly
	Year to Date

	0.28  %
	0.82 %
	4.71 %
	33.18 %


According to data at the of July 2003,  the total net asset value of all A and B Type funds in Turkey has reached 9,661.35  ( Million ) USD. Monthly returns in both A and B Type investment funds in Turkey show a slight increase as compared with last month.

Investment Trusts

As of June 30, 2003 there are a total of 22 A type investment trusts in Turkey and no B type investment truts. At the same period the NAV of all investment trusts is approximately 154,7 Trillion TL and the total asset allocation of these investment trusts is as follows; 47 % equities, 13 % reverse repo and 40 % T. bills and government bonds.

From KYD

Institutional Investment Managers Association of Turkey has been working together with Turkish Capital Markets Board for new regulations in the market place. Among these, the current treatment of foreign securities in Turkey, valuation of variable rate bonds were some of the topics discussed in detail with CMB. Also, there have been detailed studies conducted for investment performance standards and presentaion of funds in Turkey. In a short while there will be new regulations regarding investment performance standards in Turkey which are prepared in close coordination with the CMB.

II National Investment Funds Conference will be held in Istanbul, Turkey on November 11, 2003 and the preparations of the conference are already under way.

Global Investment Perspective
Risk Adjusted Returns of Investment Funds

Global Investment Performance Standards paved the way for the development of new methods for the performance presentation of investment funds globally. Among these methods, especially risk-adjusted returns are considered as an important component of the presentation of investment funds’ returns. As far as individual investors are concerned, risk-adjusted returns are exteremely important in order to understand the real risks of an investment. This is also a very sensitive issue for the media,  advertising and publishing business because, return figures alone should not be used aggressively to  attract investors, instead investors should be able to see the big picture.

USA and the UK can be considered as the birth place of investment funds and since the inception of this industry, many different risk- adjusting techniques have also been developed to be used by market professionals and individual investors. Although recently there has been an enormous increase in the number of data providers presenting investment funds’ performances, different techiques used by these providers are also questioned. Which ones are better ? Which ones are reliable than others ? Some of the popular data providers and investment fund valuation firms in US can be mentioned as Morningstar, Value Line ve Lipper Analytical Systems. These firms use methods somewhat different from each other. In addition, there are also some other alternative valuation methodologies developed and offered by scholars and academicians. The major types of analytical methodologies used for the valuation of funds and investment performance presentations are Alpha, Beta, Sharpe Ratio, Treynor Ratio, Tracking error, Information Ratio,  Jensen alpha performance metrics etc. Among these, the most widely used ratio is the Sharpe ratio developed by William Sharpe. And currently the most popular investment fund valuation firm in US can be considered as Morningstar. However a recent study conducted by Pace University, Lubin School of Business shows that the valuations and ratings prepared by Morningstar and Value Line are not actually providing very accurate results for funds’ real performances.

In another interesting study conducted by Schwab’s Center for Investment Research, there were also interesting conclusions. 1068 domestic funds in  US were analysed. Different valuation techniques and methodologies were used for the calculation of returns and performance. In short, this study concluded that, those investment funds that ranked higher using one methodology ranked higher also with other methodologies and similarly, those funds that ranked lower using one methodology also ranked lower with all other valuation methodologies. 

There are many different reserach studies available in this area. Performance standards and presentation can be considered as a relatively new concept in Turkish investment funds market. As the number of funds and assets under management grows, risk-adjusted returns and investment performance standards will be a crucial issue also in Turkey in the near future. Individual investors should be educated in order to understand the real performance of their funds.   Since institutional investment sector is still in a development stage in Turkey, the most approprite methodolgies for Turkish investment funds market should be determined using experiences from developed markets. Institutional Investment Managers Association is about to introduce new techiques for the valuation, ranking and investment performance of mutual funds in Turkey.
Vacuum of Ownership

Although corporate governance seems to be an important concept from the point of view of companies’s own shareholders, in fact it is also extremely important for the individuals investing in mutual funds. Especially in developed markets, allocation of mutual fund assets are considerably high in equities, and instead of individual investment, most people invest in corporations through institutional investment firms ( mutual funds, investment trusts, etc. ). Thus mutual fund owners also watch for corporate governance issues for their diversified holdings in different companies. And indeed this has become a very sensitive issue especially after recent accounting scandals.

One of the handicaps of Turkish corporate structure is the low level of free float which is currently around 25 % . Besides the low free float, equities are also widely held among individual shareholders instead of institutional shareholders. This combination hinders the efforts to raise voice for the decisions taken at the companies’ board of directors in Turkey. Managers do not feel any real pressure on themselves. However, institutional investors would actually be able to influence such decisions strongly since they would be able to act in a more organized and prefessional manner on behalf of their individual shareholders.

The important thing here is the fact that, managers both in Turkey and abroad tend to act more freely and in a selfish manner, as long as they do not feel any pressure from shareholders. Gradually, they start to consider their own interests and compensation instead of their shareholders’.  Studies show that, such a behaviour contributed in most of the recent accounting scandals in USA. A vacuum of ownership could be created without the presence of institutional shareholders and eventually shareholders of companies can not raise their voice against decisions taken at the board of directors. Such a vacuum of ownership can be more dangerous in countries where institutional ownership is limited.

Usually managers try to take advantage of any vacuum of ownership in the following ways; They tend to set relatively short term performance targets and then try to achieve them in any cost . They get their compensation based on these miscalculated targets while damaging the future plans of companies. Auditors do not interfere to stop such actions since managers appoint their own auditors. Many of these actions are now under strict supervision under the Sarbanes-Oxley act in USA. And similar regulations are currenty being furnished in many other countries.

But the most important factor to eliminate vacuum of ownership is in fact the individual shareholders themselves. They should be active owners and raise their voice using every means they can. One way to do this is to work together with institutional investment firms. There are many global developments regarding corporate governance issues and they will also be mentioned in future issues.
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