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Room for unit trust sector to grow further

Jai | ai ni Harun

VWH LE pushing for an enterprising Ml aysi an society, the Governnent has
al so sought to redress racial and regional financial disparity by
establishing nore unit trust funds.

Several neasures to pronote the unit trust industry have been
i npl erent ed, anong these, the passing of the Securities Comm ssion (Unit
Trust Schenme) Regul ati on 1996.

Al so, in Decenber 1996, the Enpl oyees' Provident Fund liberalised its
wi t hdrawal schenes by all owi ng nenbers to i nvest in approved unit trust
funds. In the sane nonth too, 10 joint venture foreign fund nanagenent
conpanies were allowed for the first tinme to nanage |local unit trust
f unds.

The | atest boost for the unit trust sector came in the 1997 Budget - it
was announced t hat overseas income of |ocal fund managers woul d be taxed
at only 10 per cent.

The Governnent had al so decided to open up the unit trust fund sector
due to retail investors' growi ng acceptance of unit trusts as an efficient
savi ngs instrunent.

The local unit trust industry cane into being when the first fund was
| aunched in 1959. From 1959 to 1970, only three fund managenent conpani es
wer e operati onal

Since then, the nunber of approved unit trust funds rose from39 in 1992
to 74 by Septenber 30 |ast year, with total net asset value rising from
RML5. 7 billion to RVb6.1 billion in the period.

El sewhere, on the Kual a Lunpur Stock Exchange (KLSE), 18 unit trusts
perforned better than the KLSE Conposite | ndex between Decenber 1 1995 and
Decenber 2 1996

According to a statement fromthe Federation of Ml aysian Unit Trust
Managers, the KLSE s Conposite |Index inproved by 28.88 per cent. (The
federation is a trade association representing Ml aysian unit trust
managenent comnpani es.)

Topping the Iist was Asian Unit Trust Ml aysia Progress which recorded a
69. 67 per cent inprovenent in its performance, followed by Asia Unit Trust
Mal aysia Equity (43.93 per cent) and Asia Unit Trust Tabung Kunpul an Mbda
(Mara) Bum putera Yang Ketiga (37.76 per cent.)

Encouraging the public to invest in the unit trust fund will not only
guarantee thembetter returns - nmost of the funds are government -
guaranteed - but will boost the national savings rate too.

According to econom sts, the positive habit of investing in the unit
trust industry will help national savings rise to 41.2 per cent of gross
national product (G\P) this year conpared with 38.8 per cent of GNP in
1996.

Al t hough Mal aysia's savings rate was high in 1996, the | evel of
i nvest nent was hi gher at 45.1 per cent of G\P

Therefore, there is a need to further pronote a higher |evel of nationa
savings in order to nmninise the recourse to foreign savings, especially
external borrowi ngs to finance national investnent.

This will reduce the nation's long-termexternal liabilities as well as
the outflow of investnent incone, including interest paynents.

By the year 2020, the Governnent expects unit trust funds to account for
about 40 per cent of the Kuala Lunpur Stock Exchange's narket
capitalisation and to regi ster 30 per cent grow h.



Currently, the unit trust industry, including funds managed by
Per modal an Nasi onal Bhd (PNB), accounts for only 7.5 per cent of the KLSE
mar ket capitalisation conpared with 30 per cent and above in devel oped
mar ket s.

Excl uding PNB, the share of the private sector-managed unit trust funds
accounts for only 1.4 per cent of stock market capitalisation.

The formati on of a cabinet commttee and the recent |aunch of the
savi ngs canpaign by Prine Mnister Datuk Seri Dr Mahathir Mohanmad wil |
al so further boost national savings.

The devel opnent of the donestic fund nanagenent industry has been given
priority in the Seventh Mal aysia Plan, partly to develop Malaysia into a
regi onal fund nmanagenent centre.

I ndustry observers forecast the domestic unit trust industry wll
mai ntain its nonentum Currently, 75 per cent of local savings is with
banks conpared with only 25 per cent in the US

The performance of Malaysia's unit trust funds is a good way of
nmeasuring the trust's performance, since investors can at | east conpare
prices. However, investnent decisions should not solely be based on this
as the risk aspect has not been factored in.

Though conpetition anong fund nanagers for the sane nobney exists in the
short term the local unit trust industry is not fully devel oped. There is
room for everybody to manoeuvre but there is even nore roomfor further
growth in the sector.
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