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Are Mutual Funds Managed by Banks biased? Analysis of Returns and
Flow of Equity Funds
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Abstract:

This research aims to study the effect of bank stock returns on the returns and money
flows of equity mutual funds in Saudi Arabia. This study included all equity funds
managed by investment companies owned by Saudi banks (both traditional and
Islamic). Multivariant regressions are implemented using monthly data starting from
2006 to 2017. The results show that there is a positive correlation between the bank
returns and the equity mutual funds returns, which illustrate the bias of fund managers
through investing in the stocks of banks that own by their mother companies. As a
result, it is possible to predict the variations funds returns by monitoring the stocks of
the banks. Furthermore, the results show that there is a significant relationship between
bank stock returns and the mutual funds flow. The outcomes exhibit a positive impact
of the previous month bank returns on current equity fund flow which means that
investors are motivated by the performance of bank stocks. In conclusion, the findings
demonstrate that bank performance is a key driver for fund return and flow. This study
reveals important implications for academic researchers, investors and fund managers
to better understand the behaviour of the Saudi mutual fund market.

Keywords: Real estate, GCC stock, Macroeconomic factors, Return, GDP, Stock
Indexes.
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Variable Mean | Std. Dev. Min Max
Obs
Stock -
9,774 0.1004898 | —0.491235 1.064207
Returns 0.0046164
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Fund _
11,046 | 0.0008951 | 0.0602003 0.142755
Returns 0.2277445
Fund Flow 10,059 i 0.0396354 B 0.0727666
0.0094272 0.1290937
Fund Size 10,293 | 3.235492 1.64318 | =7.061023 8.76543
Fund Age 11,046 | 14.29309 | 6.176829 | 0.9945205 | 25.42192
Fund Type
11,046 | 0.688394 | 0.4631707 0 1
(Islamic)
Fund
11,046 | 0.3387652 | 0.4733113 0 1
Geographic
Fund Fee 10,963 | 1.584768 | 0.519096 0 2.5

Cihas) Jacssias %046~ 58 dasead) o) agul Slgall Javssia of ) (3) 4y dsanl bl s
Lsgia il oo 3.%106 e Lely %50 (ol L xilall dad Jal il Lad %10 5 8 Sgall (g)luna
%0.09 ey Lo dudall s Audlay) slow Esead) gl JB e slaall dyldnal) sauliall S
Pol4 sle Ay %22 Guliall Bse b dad S8 Caly Lad cXlgal) 03g) %6 3 3k (glne ibaily
¢saalgl) saaliall %0.94 lacisia 52alie 10059 4leiny) (gaaliall Zuaal) el claalie 2o il
Laads %12 saalie Jilg %7 Lol il saalie el dais cialiy %4 0)38 (5)lhan Cilyaidl Jacgiarg
by 1.64 0)38 (gHlne Caynil Javgiarg 3.2 Jausgias 5aalie 10293 Gsaiall anal cilaalia) sae 8
L) Galiall el clalidl e iy 7.06— sxalie Jily 8.7 (saiall anal saalie e
O Gsia jral et o) G At 14.2 dléna] Goliall jed Jawgio fly us (2alde 11046
@liall (e %68 S Lads (%600 853 (5)lhas Cihail Jacsgies Al 25 Boaia Sly cdia (o Al
Glaaliall 2 aly ddlpall Goaiall hldin) & a)all cusay dadlul @Golua o )l
Ll bl e Joast b daugiag %47 il (Hlae calaily %33 hawgia s2alia 11046
i A agey el cilS saalie 10963 (10 43) Eam ¢A0)13) as € %1.58 5o aliall o3 5))) daiis

2l 03¢l %0.51 (glune il Jaussias %0 elily %2.5 4 lgbuans

(Correlation Coefficient Analysis) )il o bliy) Juiss 4.2
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Stock Fund Fund Fund
Fund Age
Returns Returns Flow Size
Stock .
Returns
Fund
0.4019
Returns
Fund
0.043 0.0453
Flow
Fund
0.0028 -0.0008 0.0257
Size
Fund Age | -0.0102 0.0143 0.0571 0.2542

D% Galiall Slse s agd) Blse G (g8 inse Bl dsay ) bl G JalayV) il il s

downy gluall 38 jecg :\:ULJ.'C\MY\ Gl a1 (598 Cage L)) agag G_‘at\ﬂ\ Q)@.LB %40 -

Gsticall Slse s Gytiall ana ADle oo Lo il yiiall muen G nge Bl dgag celd Y ALYl . %25

Apusal) Al 35m9 3 G ¢ Blicall juby agud] Slse ADle

(Multiple Linear Regression) saiall ,hall jaaiy) Judai 4.3

5) a8, Jeaall jui Gua cdahall oda il Jdulad] saeial)l aadl jlaasy) (ias caglad aladia)
e Js D Cu Dy = . D) e &
Goliall Zoal) ol (st il ) Jand) pudoy Aplennd) Galial) sle Jdas )

JAoy L)
Ayl Galiall Sl — saxial) Jadl) jlaad¥) mibis (5) Jsas
(1) (2) (3) (4)

VARIABLES Fund Fund Fund Fund

Return Return Return Return
Banks Stock Return 0.241%** | 0.241*** | 0.241*** | 0.241***
(0.013) (0.013) (0.014) (0.014)
First Lag for Fund Return 0.112*** | 0.114*** | 0.115%**
(0.014) (0.014) (0.014)

Flows 0.004 0.003
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(0.017) (0.017)
Total Fund Size ) )
0.000*** | 0.000%***
(0.000) (0-000)
Fund Age 0.000**
(0-000)
Islamic 0.000
(0.001)
Fund Geographical Focus 0.005%***
(0.002)
Fund Annual Fee -0.000
(0.001)
Second Lag for Fund Return 0.036***
(0.012)
Third Lag for Fund Return -0.002
(0.012)
Constant 0.002**=* | 0.001** | 0.008*** | 0.009**
(0.001) (0.001) (0.002) (0.003)
Observations 9,774 9,480 8,772 8,772
R-squared 0.158 0.178 0.179 0.180

(*** p<0.01, ** p<0.05, * p<0.1) Robust standard errors in parentheses

s %015.8 4iay J¥) z3gall b (R-Squared) wasill Jalas dilas w5l (5) o) Joaall 8 ek
s o) agd Sloe (e Lpadi @ ) Aplinal] uliall S e cian S Sl L oo
Jalaa dasd il ol Dl g ¢yt iy cBanly 853dl Byaliall gaiall dilge AU Agied) ol puaial) dalia)
Wit o5 alill uiiall 8 o ) iyl (40 %178 o) ) %178 goless (R-Squared) yasil)
Gl (g jall d8lia) e Liad JaaDlig - laceal) 3 Gdlia ) daslill ol puacial) 381 e Jiesall yuiiall (e
(R a1l Jalas dad il cdylina) Ggliall aasy cdlaind) Gaaliall Zoaal) clil) A
o Jiadl) il (e Wi g aolill urial) & cias S sl of 6l %17.8 (ssla Squared)
b 2l Aliiesall i) Aalia) 2 LSl %0, 1 ylabey it Adaliall ol piriall (e 2l 3Ll
Gliall agwys dadhaall Guliall Chldul mysis dandll julbee Golall b5 Gy (Guluall
BDle a5y il iy %18 (glal ¢l YL (R-Squared) waaall Jalas dad &jpaind 4oLy
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J8 et gag W ey Ul eyl agud (e b ALinn) uliall e e %24 o) Jsil
e iy Layg ¢galiall sda i Al dplenal) GAGEN @l S dsil) agul s Boaiall 3l
LS (Gaaliall dlse o)) ) 525 Aiime gl s Goaiall 50} U8 e 3:S5ls Seatl) 138 o ool
o el o Tase (sl Auasil ) o3gd age Ll aif Y Fulkerson and Riley (2019) duly <yl
OS 1Y s Al GhgY) & sl Oy Bstieall hlie gl ) g sasly ddle 38y A S

.(Fulkerson and Riley, 2019) ,hladl jubias) ) gag Wisde buss

Chati Apldial) guoliall Sie o cadl &l Lehmann and Modest (1987) aui) <Ll
Oo oY) Blgad) @l dplena) Gabiall of sy S Carlson (1970) &b Liads cihanl
Al Caat (galiall Yl o S e (35l el Bale S @l plall Dl Ao gial)
zsall 8 Aulady) A Ssa (pe (3l Bpalicall el Apslud) il i il puaie dila) 5 Nl
Anlee ol EN g (b g 553l Anylaii] Goalieall 53l lsall Algieaall cilyriall () Jaadls cande . J4Y)

i) agad Slge s Ayl liall Slge ¢ Lblas) AN 3 Lulady) 2D 25a5 e 5 Al

eaie Ailialig ¢ aliall Slge o il sl abia ) el dnaal ) ABlad) Lyl ey <Ll
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Lol il Gw ADle (o 2 ol 3 Carhart (1997) 4 ae G 135 @il agad Silses
oyl gtiall slafy 4Wnwy) Goliall

o gl (saia —@gniall jel) dHlinw) Goliall pailad il il g ¥ al daadl S
O Aulady) D) e Wilia) aa (Ggaiall asuy — Goaiall chlann lpall aisll - oSl
Gliall jee il of aag 3 RA0 (1996) Ly pe (3 1305 el gial) gy &laiins) alicall ilge
(2013) dudys eyl LS clas) sl 3 oS8 il Goaial) due il (05K By ¢ S0 Y oS Al
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A JLaiy) (Baaliaal ) LY — s3iall il )aal¥) Gl ilii 1(6) Jsaa

1) ) 3) ()
VARIABLES Fund Fund Fund Fund
Flow Flow Flow Flow
First Lag for Stock Return 0.013*** | 0.015*** | 0.011** | 0.011**
(0.005) (0.005) (0.005) (0.004)
Lag flow 0.120*** | 0.113***
(0.015) (0.015)
Lag size level 0.001***
(0.000)
Fund Age 0.001***
(0.000)
Islamic 0.004***
(0.001)
Geographical Focus 0.004***
(0.001)
Annualfee -0.001
(0.001)
Second Lag for Stock Return 0.004
(0.005)
Third Lag for Stock Return -0.006
(0.005)
Constant 0.010*** | 0.010*** | 0.008*** | 0.014***
(0.000) (0.000) (0.000) (0.002)
Observations 8,758 8,617 8,595 8,595
R-squared 0.001 0.002 0.015 0.024

(*** p<0.01, ** p<0.05, * p<0.1) Robust standard errors in parentheses

s %0.1 4iady Jo¥) 235l & (R-Squared) sasill Jales dulat 505 (6) py dsaad) 3 el

pgad s b G e bpands & Ally Ayl ualiall @i e e S @l duas oo
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