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Panel A: A BM 7%

Al A2 A3 A4 A5 KOSPI
TE=01% TE=015% TE=02% TE=025% TE=0.3%
Hes 2398 2398 2398 2398 2398 2398
st 0.00 -0.01 -0.02 -0.05 -0.08 0.09
HHTE 1.66 1.66 1.66 1.66 1.67 1.66
tgk 0.01 -0.10 -0.20 -0.43 -0.64 0.77
Panel B: 4% 84 ~ulE WE YEZFS 73
Al A2 A3 A4 A5 KOSPI
TE=01% TE=015% TE=02% TE=025% TE-=0.3%
HesF 2398 2398 2398 2398 2398 2398
Bt -0.08 -0.30 -0.42 -0.43 -0.42 0.09
HTTE 1.68 1.73 1.78 1.85 1.94 1.66

tk -0.69 -2.49" -3.32™ -3.32"™ -3.07" 0.77
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o &} -0.05 -0.17 -0.21 -0.23 -0.31 0.09
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HHFTE 1.66 1.71 1.76 1.84 1.94 1.66
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Benchmark Setting and

Evaluation Methodology for
Fund of Fund’s Stock Fund

Sujin Lee™ - Jaehyun Lee™”

Abstract

The Out-sourced CIO(OCIO) market is recently becoming standard model in the operation of
pension funds in Korea. However, the performance evaluation of the role of the OCIOs have not
yet been systematically established. In the stock management sector, OICOs play a role in allocating
subordinate fund(or style, factor funds), however, the performance evaluation only measures the
effect of stock selection. This study introduces an evaluation methodology for OCIOs’ style allocating
ability using a smart beta strategy. Basically, the pension fund’s stock management follows a passive
strategy, but OCIOs basically pursue alpha that exceeds the benchmark given through allocation
to the style fund. From this point of view, the stock management of OCIOs need a strategy to
select and pursue better benchmarks between smart beta portfolios and passive benchmarks. This
study defined this as a winner benchmark and classified the stock management capability of OCIOs
into a simple stock selection effect of individual funds and a benchmark selection capability or
style distribution capability. As a result of empirical analysis focusing on public active stock funds,
we find that alpha compared to passive benchmarks is largely offset by the negative effect of

style allocation ability.

Keywords : Out-sourced CIO, Smart Beta Strategy, Style Allocating Ability
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