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Setting the Scene – Aim and Rational for this study

This study uses a common approach within frontier analysis
namely DEA to evaluate the relative efficiency of 682
Australian managed funds to determine amongst other things if

i i i b d f d i dan association exists between managed fund ratings and
efficiency.

I t d ti ti f thi St dImportance and motivation for this Study
Limited knowledge regarding the impact of ratings outside the USA

Khorana, Servaes and Tufano (2005) – Journal of Financial Economics

The unique structure of the Australian investment industry 
ACCC => ASIC => APRA => RBA

Poor Financial Literacy
Worthington (2006) Financial Services ReviewWorthington (2006) – Financial Services Review

The use of DEA as a tool for assessing managed fund performance
Murthi et al. (1997) McMullen & Strong (1998) Basso & Funari (2001; 2005)
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Research Questions and Research Design.

RQ1: Is there a relationship between managed fund ratings and efficiency? 
H N l i hi i b M i “ ll” i d DEA ffi iHo: No relationship exists between Morningstar “overall” star ratings and DEA efficiency score.

RQ2: Do efficient funds with low Morningstar  “overall” star ratings (lower than 5) Q g g ( )
receive a rating upgrade in the near to immediate future? 
Ho: Efficient funds with low Morningstar “overall” star ratings are not upgraded.

RQ3: Do inefficient funds with high Morningstar “overall” star ratings (higher than 
1) receive a rating downgrade in the near to immediate future? 

ffi i f i i i “ ” iHo: Inefficient funds with high Morningstar “overall” star ratings are not downgraded.
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Research Design (DEA RUNS)
A i f d l b d i hi dAn overview of models to be used in this study

Overall Efficiency (CCR)

E i Effi i (BCC)Economic Efficiency (BCC)
Dual of the equivalent LP model
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Data and Variable Selection
Input-output variables for 682 Australian managed funds covering a ten year 
period (January 1998 to December 2007) are obtained from the Morningstar  
Direct Database.Direct Database. 

The total value of assets in these funds is approximately AUD 314 billion and 
t b t 33% f th t t l i f th ti A t li i t trepresents about 33% of the total size of the entire Australian investment 

industry.

The Morningstar dataset used in this analysis includes all details on open, 
closed and finalised funds. 
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Data and Variable Selection
Five output variables capture the short-, the medium-, and the long term 
performance using annual gross returns. 

Short-term performance is captured by returns in final 12 months.Short term performance is captured by returns in final 12 months. 
Medium-term performance is measured by 2- & 3-year returns. 
Long term performance is measured by 5- & 10-year returns. 

Eight input variables are used in the DEA analysis 
the standard deviations of the 1-, 2-, 3-, 5- and 10-year gross returns
sales charges incurred at the time of purchasing and sellingsales charges incurred at the time of purchasing and selling 
operating expenses 
minimum initial investment. 



9/21/2009

7

Data and Variable Selection
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Data and Variable Selection
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RESULTS (DEA ANALYSIS)
49 separate DEA runs were executed (refer Table 4)
under assumptions of both VRS (BCC model)  and CRS 
(CCR model) using DEA solver pro(CCR model) using DEA solver pro.

– DEA Runs 1,9, 17, 25, 33, 41 and 49 [STP]

– DEA Runs 2, 3, 6, 9, 10, 14, 18, 19, 22, 26, 27, 30, 34, 35, 38, 42, 43, 46, 50, 51 and 54 [MTP]

– DEA Runs 4, 5, 7, 12, 13, 15, 20, 21, 23, 28, 29, 31, 36, 37, 39, 44, 45, 47, 52, 53  and 55 [LTP]

the total number of input-output variables included in any 
DEA run ranges between 3 and 7.
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RESULTS (DEA ANALYSIS)
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RESULTS (DEA ANALYSIS)
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TABLE 5
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TABLE 7: Contingency Table between Morningstar “Overall” Star Ratings and DEA Scores
PANEL A: OVERALL
(χ2 = 0.02185)* RANGE 
RATING DEA score < 0.2 0.2 < DEA score < 0.40 0.40 < DEA score < 0.6 0.6 < DEA score < 0.8 DEA score > 0.8 Grand Total

1 32 53 24 4 113
2 42 51 26 10 1 1302 42 51 26 10 1 130
3 49 86 40 33 5 213
4 11 66 48 50 8 183
5 2 5 5 14 17 43

Grand Total 136 261 143 111 31 682
PANEL B: SHORT TERM
(χ2 0 03305)* RANGE(χ2 = 0.03305)* RANGE 
RATING DEA score < 0.2 0.2 < DEA score < 0.40 0.40 < DEA score < 0.6 0.6 < DEA score < 0.8 DEA score > 0.8 Grand Total

1 89 21 3 0 113
2 88 26 12 2 2 130
3 123 37 35 14 4 213
4 68 47 34 30 4 183
5 7 1 4 8 23 435 7 1 4 8 23 43

Grand Total 375 132 88 54 33 682
PANEL C: MEDIUM TERM
 (χ2 = 0.02499)* RANGE
RATING DEA score < 0.2 0.2 < DEA score < 0.40 0.40 < DEA score < 0.6 0.6 < DEA score < 0.8 DEA score > 0.8 Grand Total

1 37 54 19 1 2 113
2 56 34 33 5 2 130

RQ: Is there a relationship between managed fund ratings and efficiency?

2 56 34 33 5 2 130
3 68 70 34 37 4 213
4 11 66 54 40 12 183
5 3 5 3 13 19 43

Grand Total 175 229 143 96 39 682
PANEL D: LONG TERM
(χ2 = 0.01419)* RANGE

Ho: No relationship exists between Morningstar ratings and the DEA efficiency score.
(χ2   0.01419) RANGE 
RATING DEA score < 0.2 0.2 < DEA score < 0.40 0.40 < DEA score < 0.6 0.6 < DEA score < 0.8 DEA score > 0.8 Grand Total

1 31 25 38 13 6 113
2 38 29 39 19 5 130
3 39 61 47 45 21 213
4 6 36 64 54 23 183
5 1 4 6 11 21 43

Grand Total 115 155 194 142 76 682

RQ1: Is there a relationship between managed fund ratings and efficiency? 
Ho: No relationship exists between Morningstar “overall” star ratings and DEA efficiency score.
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TABLE 8

RQ2 and RQ3: Do efficient funds with low(high) Morningstar ratings receive a rating 
upgrade  (downgrade) in the near to immediate future?
Ho: Efficient funds with low(High) Morningstar “overall’’ star ratings are not upgraded(downgraded). 
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Conclusions and future research

A strong positive association is found to exist in all cases between the average DEA
efficiency score, (computed using short-, medium-, and long-term information)
and the Morningstar “star’ rating.

RQ1: ANSWER = YES

Funds that are found to be efficient (inefficient) have a high likelihood of receiving
a rating upgrade (rating downgrade) within six months following the analysisg pg ( g g ) g y

RQ 2 and RQ3 ANSWER = YES and YES
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THANK YOUTHANK YOU


