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ETFs, which are in a nascent stage of growth in Malaysia, have
performed well in recent years. Are there enough of them
around and are they a good investment option? By Elaine Boey
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he first exchange-traded fund (ETF) in

Malaysia was launched nine years ago.

Since then, only five other ETFs have been
introduced — a lethargic pace, compared with the ETF

market in neighbouring countries.

An ETF is an investment fund that is traded on the
stock exchange. Singapore’s first locally created ETE, the
SPDR Straits Times Index ETF, listed in 2002. Twelve years
later, 96 ETFs have listed on the Singapore Exchange, of
which 11 originated from the island-state. The rest are
cross-listed ETFs (an ETF that initially listed in a foreign
market, such as the US, then also listed in Singapore).

‘Thailand’s first ETF was introduced in September
2007 and there are currently 17 E
market (see Table 1, page 7). Thai assel managers issue all
of the country’s ETFs.

The low-cost and instant diversification offered by an

Fs trading on its stock

ETF has obvious advantages. So, why aren’t there more
ETFs on Bursa Malaysia?

Industry observers cite a chicken-and-egg problem:
With only nascent demand, issuers are not motivated
s. Without new ETFs and the
accompanying educational and awareness activities by

to issue new I

an issuer, demand from retail investors stays weak.

This situation can change if an ETF issuer decides

to buck the trend and issues new ETFs based on the
long-term premise that savvy investors will increasingly
appreciate and ask for low-cost passive investments.
i-VCAP Management Sdn Bhd is attempting to be the
game changer.

In April, the asset manager launched MyETF MSCI
Malaysia Islamic Dividend ETF, the first ETF to list after
a four-year hiatus. Back in 2010, CIMB-Principal Asset
Management Bhd launched two offshore ETFs (see Table 2).
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i-VCAP CEO and director
Mahdzir Othman says the company
is working on “making ETFs
interesting to the retail market”
and is planning to launch another
syariah-compliant ETF later this
year.

“ETFs have proven themselves as
aworkable product in developed
markets outside Malaysia. The
low-cost structure really benefits
investors. An ETF market needs
variety so that investors can
implement their own asset
allocation strategy with ETFs in
their portfolio,” says Mahdzir.

He points out that although
Singapore has a large number of
listed ETFs, trading volumes have
been low and about half are usually
inactive. “Perhaps the biggest
misconception among investors is
that a low trading volume means
that the ETF is illiquid and thus
a risky investment. This shows a
need for more education. An
has appointed ‘market-makers.
These are the guys who will make

F

or redeem units in an ETF based on
demand. So, if you want to evaluate
the liquidity of an ETE you have to
look at the liquidity of its underlying
assets. In other words, what is the
ETF holding and are those assets
frequently traded?”

Education on the benefits of and
how an ETF works is a long-term
process that requires commitment
from all the stakeholders in the
market. Investors often treat ETFs
as they do stocks and expect quick
returns. This does not work. It is
more accurate to benchmark F
against unit trust funds that invest
in the same category of underlying
assets, Fund tables such as Lipper
{TFs in their ranking of
collective investment schemes.

“If you look at Lipper’s fund

include

PERHAPS THE BIGGEST
MISCONCEPTION AMONG
INVESTORS IS THAT A
LOW TRADING VOLUME
MEANS THAT THE ETF

IS ILLIQUID AND THUS A
RISKY INVESTMENT. THIS
SHOWS A NEED FOR MORE
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tables, you will see that ETFs are TTATATT AN AT T A T
not the worst performers. This T{QV\’/ LObAl ) 'TFS STA K UP

says that passive investments L’Q (A —7\'8""‘ L‘\H'T‘ TP UST FJNDS

are outperforming some actively
managed funds. Those who are
invested in such funds are paying
a higher fee for a fund manager display the return made
as well as a high upfront fee, only y ctive investment Jyividend ETF, is not
to have their fund underperform € it t r i as it
a low-cost ETF which just follows

an index. In this case, which is the

better investment? “Of course, I'm an investo tincluded ETFs, wt

not saying that unit trust funds are this figure 2ans f fer the poj
bad investments. These are the that vest )ersona y o
choices available and an investor returns are lower thar conventional equity
needs to know the pros and cons splayed in the table. S M

of each type in order to make an f an investor had paid an e perfi
informed decision about what is 0 st th

best for them,” says Mahdzir (see n a unit trust fund that aged peers, -VCAP's

How local ETFs stack up against nade a ret f 6
unit trust funds). vear, he actually made a 119.04

Besides education, there is oss aft the fund
another growth driver that can spur annual mar

an ETF market. This is the financial 15 ar ar by its sy 1-CC ant

advisory industry. The assumption he s
is this: When the financial product justry str to make
distribution model moves from eturns that surpass the vestment outperfor
commission-based to fee-based, fees imposed vestors
advisors will start recommending ) t
cheaper ETFs to their clients. financial sense to invest
According to news reports, this was i f 0

the US experience after 2008. There, t trust funds st
fee-based assets drove the uptake itperform low-cost The FMB K
of ETFs among retail investors who i r
currently contribute to about half S Suc s five
the trades in the ETF market in the exchange-traded funds so outperfo

US. The rest of the trades are by (ETFs erage return of 131.56

institutional investors. But ETFsin tt nade by its category
Singapore’s ETF market is also unt ve actually It ked 28 out of 66
expected to see more liquidity tperformed tiv tment
if a fee-based financial product mber of their pee schemes. In the shorte
distribution model gains critical vhic tiv ration of one year
mass. In Malaysia, the financial jed unit trust t
product distribution model is funds. Their historica
still largely commission-based. erformance e to the ave
This means that agents are not fou the Lipper's unit
incentivised to educate their clients trust performance ta
on passive investments such as that shows the retur the equit ina
ETFs and their benefits. loss made by collectiv
i-VCAP does not manage unit nvestment scheme hina 25 ET
trust funds although it can manage (unit trust fur T
private mandates. Neither does real estate in
it have a sister company that trusts). The newe
distributes unit trust funds. This in the count
does away with any possible conflict Management Sdn B
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TABLE 1: ETFS BY COUNTRY

COUNTRY NUMBER OF LOCALETFS*  NUMBER OF LISTED ETFS AUM MARKET SHARE
(USS MILLION) (AUM, %)

China 82 82 23235 140
Hong Kong 81 13 34,068 25
India 39 39 2,376 ; 14
Indonesia 5 5 51 0

Japan 124 156 H 75,720 i 455
Malaysia i 6 i 6 317 02
Singapore n 96 1,741 1
Thailand i 7 17 i 178 01

Data as at April 14, 2014. *Refers to the number of ETFs originating from praviders in that particular country

TABLE 2: ETFS ON BURSA MALAYSIA

ETF CIMB FTSECHINA  CIMB FTSE/ASEAN
25ETF 40 MALAYSIA ETF

ETF - CIMBC25

(short name) - $

Type of Equity Equity
asset class

MYETF DOW JONES
ISLAMIC MARKET
MALAYSIA (DJIM)
TITANS 25

; Syariah-compliant
; equity

FTSE BURSA MALAYSIA  ABF MALAYSIA BOND MYETF MSCI
KLCI ETF INDEX FUND MALAYSIA ISLAMIC
DIVIDEND

| ABYMY1

i Equity >Fixed income Equity

liquid Chinese * listed in Indonesi
i stocks traded on - Malaysia,
: the Hong Kong Philippines,
: Stock Exchange ' Singaporeand
i Thlhndbylllarht
*capitalisati i
Underlying : FTSE China 25 FTSE/Asean 40
index Index Index
Listing date : July 9, 2010 +July 9,2010
Fund CIMB-Principal CIMB-
Asset M. Principal Asset
Bhd Management Bhd

of interest. As collective investment
schemes, an ETF and a unit trust
fund have similarities (as well as
differences). The former can be seen
as a threat to the livelihood of unit
trust agents who charge a sales fee of
up to 6.5% for equity unit trust funds.
In contrast, an investor will pay the
much lower brokerage fee, stamp
duty and clearing fee to trade an ETE
This is similar to the fees incurred
when buying or selling a share.

An ETF asset manager survives
solely on the management fee
of an ETF that averages around
0.4% per annum for ETFs with
local underlying assets and 0.6%
per annum for ETFs with foreign
underlying assets. In contrast, unit

Dow Jones Islamic

Market Malaysia
Titans 25 Index

+ Jan 21, 2008

i-VCAP
Management Sdn
Bhd

- www.myetf.com.my

| FTSE Bursa Malaysia : MSCI Malaysia IMI

Markit iBoxx ABF
KLCI Index Malaysia Bond Index ' Islamic High Dividend
Yield 10/40
* July 19,2007  July 13,2005 i Feb 27,2014
Aml Services - Aml i-VCAP Management
Bhd Services Bhd Sdn Bhd

trust management companies can charge up to 1.8% per
annum to manage equity funds. This means that an ETF
needs to be sizeable before its manager can reap cost
efficiencies.

‘The uncertainty of when ETFs will gain enough traction
to be financially viable is probably why the biggest ETF
issuers in the world, such as BlackRock and iShares, have
not entered the local market although they are already
present in Singapore. Mahdzir adds that the local market
may be more regulated than other countries, a move that
deters foreign issuers but protects the local investors.

“ETFs are not the most exciting investment. They are
passive investments and some can be riskier than others,
such as those with small to mid-cap stock exposure, or
those with foreign asset exposure. It is typically a long-
term investment, much like a unit trust fund, but it does
not levy a high upfront fee. So there is much to like and
I hope more investors will warm up to the idea of using
ETFs in their portfolio,” says Mahdzir. m
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