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ABSTRACT

The level of development achieved in the financial market is a fundamental indicator of the overall
development of the national economy. Investment funds represent another alternative for small
investors to place their funds and thereby attempt to preserve the value of their assets. However, the
question remains whether this investment strategy is effective in an underdeveloped capital market.
The aim of this paper is to analyze the performance of investment funds in Serbia during a period of
significant global uncertainty and instability, characterized by high inflation rates and geopolitical
tensions. The research focuses on the operations of investment funds in Serbia from the beginning of
2017 to the end of 2022. The findings indicate a negative trend in the performance of investment
funds, highlighting the challenges in fully utilizing their potential in Serbia, a transitioning economy,
unlike their role in more developed countries.
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INTRODUCTION

An investment fund is a collective investment organization that gathers and invests monetary resources
into various types of assets with the goal of generating income and minimizing investment risk. A fund
management company is a business enterprise that establishes, organizes, and manages investment
funds. (Republic of Serbia Securities Commission, 2023). An investment fund is a financial institution
that collects funds from smaller investors to whom it issues shares or issues certificates of the fund's
financial assets (goﬁkié, Zivkovié, 2006).

Efficient investment of fund assets is entrusted to a professional manager or expert team representing
the portfolio management company. Leveraging the knowledge of their managers and the scale of their
resources, they have greater capabilities than individuals—from high-quality and professional market
analysis to risk diversification through investment in various securities. Revenues from securities are
distributed in proportion to their participation, reduced by the value of the portfolio manager's service
fees. Investment funds are managed by an Investment Fund Management Company. This company is
structured as a closed joint-stock company and can oversee multiple investment funds with different
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investment policies and returns. The Investment Fund Management Company manages the fund,
implements the investment policy, makes investment decisions, maintains records of fund members and
the value of their holdings, and performs specific administrative, accounting, and marketing tasks on
behalf of the fund (Brcanski, 2011).

Investment funds in developed economies have solidified their position in the financial market,
generating considerable interest among small savers. Their rapid expansion in the 21st century has
firmly established them as essential institutions within a broad range of financial entities. The global
growth of investment funds correlates closely with the rise of the middle class. These funds have enabled
middle-class participation in securities markets through small investments and regular savings,
opportunities previously accessible primarily to investors with significant capital.

In Serbia, investment funds entered the scene relatively late. Legalization and operationalization of
investment funds occurred only recently, lagging behind other transition economies that implemented
these measures much earlier. Investment funds were formally established in Serbia in 2007. Prompted
by a significant surge in the stock market during that period, numerous equity funds were swiftly
launched, achieving notable returns until the market crisis ensued, causing a significant decline (Deki¢
etal., 2017).

Leading up to the global economic crisis in 2008, investment funds had been performing well. However, during
the crisis itself, there was a marked decrease in demand and securities prices, resulting in a devaluation of
investment units and subsequent years of negative outcomes. Prior to the crisis, investment funds had
concentrated on high-risk investments with substantial returns, but by 2008, they had shifted their investment
strategies towards more conservative portfolios (Pavlovi¢, Muminovi¢, 2010).

The contemporary development of the investment funds sector plays a vital role in ensuring the effective
functioning of financial markets and expanding options for investors to diversify their capital allocation.
For example, as of Q4 2021, investment funds held 22.5 trillion euros in net assets in the United States,
15.2 trillion euros across Europe, including 2.7 trillion euros in Ireland, 2.2 trillion euros in Germany,
and 1.8 trillion euros in France (Kravchuk, 2022).

As of December 31, 2022, the total net asset value of all open-end investment funds in Serbia amounted
to 62.6 billion dinars or approximately 534 million euros, which is a decrease of about 19% compared
to December 31, 2021 (Republic of Serbia Securities Commission, 2023).

The subject of this research is the performance of investment funds in Serbia from 2017 to 2022. The
aim is to determine whether investing retail savings in investment funds in Serbia is a sound investment
decision or carries excessive risk with insufficient returns. For the purposes of this study, the following
hypotheses have been formulated:

e  HI: Open-end investment funds in Serbia have achieved a positive return during the period
of 2017-2022 and represent a good investment alternative.

e  H2: Investing in investment funds in Serbia from 2017 to 2022 has preserved the real value
of money and mitigated the negative effects of inflation.

The rest of the article is structured in the following manner: the second section provides a brief overview
of the literature concerning investment funds and their characteristics. The third section defines the
research sample and methodology. Moving forward, the fourth section presents the findings and
discussion, while the fifth section concludes the paper and offers directions for further research.
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LITERATURE REVIEW

In most developed market economies, investment funds have emerged as significant players in the
securities market. While there are open-end, closed-end, and private investment funds, open-end funds
are the most prevalent worldwide. Based on their investment objectives, risk tolerance, and desired
returns, open-end investment funds can be divided into several categories: asset preservation funds,
which invest in short-term debt securities and cash deposits; income funds, which allocate at least 75%
of their assets to debt securities; balanced funds, which invest at least 85% of their assets in both equity
and debt securities; and growth funds, which invest at least 75% of their assets in equity securities
(Republic of Serbia Securities Commission).

The emergence of investment funds has enriched the structure of the financial sector, increased
competition, deepened the capital market, and facilitated a transition to modern practices. Their rapid
growth has driven explosive expansion, particularly in the securities market. Their establishment
primarily aims to address the shortcomings associated with individual investing (Brcanski, 2011).

Since investment funds have provided an alternative for small investors, analyzing their performance is of
crucial importance. Brueggeman et al. (1984) found that real estate investment funds exhibit positive investment
performance, offer inflation-hedging properties, and provide diversification benefits compared to other types of
investments. Conversely, Bollen and Busse (2005) determined that the exceptional performance of mutual funds
is temporary and fades when assessed over extended timeframes.

Phalippou (2006) concludes that, after adjusting for sample bias and inflated accounting values, private
equity funds significantly underperform relative to the S&P 500. Liang (2006) asserted that hedge funds
boast higher Sharpe ratios and superior management skills relative to mutual funds, with their average
returns being tied to factors such as incentives, assets, and lockup periods.

Kozak & Ochnio (2016) analyzed monthly data from 26 investment funds operating continuously in
Poland from 2005 to 2014 and concluded that the financial crisis significantly reduced the efficiency of
these funds from 2008 onwards. Returns achieved in the years following the crisis were substantially
lower compared to the pre-crisis period. The negative impact of the crisis on fund performance was
further confirmed by the decline in the Sharpe index values. The level of risk indicates that funds took
on additional risk to increase returns in favorable economic conditions, but this strategy also weakened
their performance during recession periods.

In their study on U.S. small-size value mutual funds, Korenak & Staki¢ (2022) discovered that factors
such as the market premium and a portfolio emphasis on stocks from companies with robust operating
profits, small market capitalization, and an aggressive investment approach were key drivers of positive
investment performance.

Kaufmann (2023) analyzed the impact of US monetary policy and the influence of loose monetary policy
on fund inflows. He concluded and empirically proved that easing US monetary policy leads to spillover
effects of liquidity into the Euro Area (EA) during the period from 2007 to 2019. The results have shown
that loosening US monetary policy leads to inflows into the investment fund sector globally.

Korenak et al. (2023) analyzed the performance of ETFs in the U.S. market and found that the bear
market starting in early 2022 had a uniformly negative effect on the observed ETFs, largely because of
their long-only exposures. This period also indicated a shift in the relative performance between value
and growth styles, with conservative investment approaches outperforming, highlighting the need to
adapt to evolving market dynamics.
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In capital market practice, investment funds offer several advantages: professional management by
experienced experts who handle portfolios more effectively than individual investors could,;
diversification within the fund's portfolio, reducing risk by investing in securities from various issuers;
and flexibility in (re)investment, often without minimum initial investment requirements, allowing
investors to buy additional shares later even with smaller amounts of capital (Soski¢, 2006).

Apart from their advantages, it's important to consider the drawbacks of open-end investment funds to
get a comprehensive picture. These include limitations on the types of assets they can hold, trading costs,
tax implications for investors, regulatory challenges, and fund expenses (Haslem, 2009).

DATA AND METHODOLOGY

For the research on the performance of open-end investment funds in Serbia, data on the achieved results of
investment funds from 2017 to 2022 were used. The data were sourced from reports by the Republic of Serbia
Securities Commission (2018, 2019, 2020, 2021, 2022, 2023). The Sharpe ratio was utilized for the econometric
analysis of the data. Many authors also used Sharpe ratio for analyzing the performace of investment funds
(Bogotlebska, 2018, Filip, Karas, 2018, Homa, Moscibrodzka, 2020).

The Sharpe ratio is a fundamental and extensively used measure for evaluating portfolio performance,
which adjusts returns to account for risk. The Sharpe ratio is among several metrics designed to quantify
the balance between return and risk (Switkay, 2022). The Sharpe ratio is widely appreciated because it
integrates two key statistics that are highly relevant to investors: the mean (average return) and the
variance (square of the standard deviation), combining them into a single metric (O’Connor, 2022). It
measures the difference between a portfolio's average return and the risk-free rate, relative to the
portfolio's volatility. This metric quantifies the excess return per unit of total risk taken. Essentially, the
Sharpe Ratio assesses the net performance of a portfolio considering the level of risk assumed. A
portfolio deemed "risk-free" would have a Sharpe Ratio of zero. Typically, a higher Sharpe Ratio
indicates a more favorable risk-adjusted return (Brinza et al., 2023).

The ex post Sharpe ratio is calculated using the formula introduced by Sharpe (1994):

-1
Sh:(x f)

O—(rl_rf) (1)

In equation (1): Sk -represents the Sharpe ratio; r; - represents the return rate of an open-end investment
fund; r¢- represents the risk-free rate; (1 — rf’) - represents the average excess return above the risk-
free rate and o(ri-rf) - represents the standard deviation of the excess return above the risk-free rate.

There is not a universally optimal value for the Sharpe ratio, unlike some other financial ratios
commonly used in financial analysis. Ideally, the ratio's denominator should be low, indicating low risk
for the investment fund, while the numerator should be high. A negative numerator indicates that the
fund has yielded a lower average return than the risk-free asset, suggesting the investment was
suboptimal. In such cases, investing in risk-free securities could have potentially yielded a better return.
A negative overall ratio indicates that the fund's risk-reward performance has been worse compared to
the risk-free rate. One drawback of the Sharpe ratio is its inability to distinguish whether a high value is
a result of prudent investment decisions or mere luck.

449



13* International Scientific Conference "Employment, Education and Entrepreneurship”

eec

37 INTERNATIONAL SCIENTIFIC CONFERENCE
EMPLOYMENT, EDUCATION AND ENTREPRENEURSHIP

Conference Proceedings

DISCUSSION OF RESULTS

The performance analysis of investment funds was conducted using the Sharpe ratio based on data for
all open-end investment funds that operated continuously from 2017 until the end of 2022. The analysis
was performed for 3 growth funds (Ilirika Dynamic, WVP Dynamic, WVP Premium), 6 capital
preservation funds (Ilirika Cash Dinar, KomBank devizni fond, KomBank nov¢ani fond, Raiffeisen
Cash, Raiffeisen Euro Cash, WVP Cash), and 4 balanced funds (Ilirika Balanced, KomBank IN Fund,
Raiffeisen World, WVP Balanced). The risk-free rate used was the 10-year US Treasury bond note rate.
The obtained results are presented in Table 1.

Table 1. Performance of Investment Funds - Sharpe ratio
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As previously mentioned, negative Sharpe ratios indicate that the fund's achieved results are below
optimal, meaning the returns are lower than those that would be achieved by investing in a risk-free
asset (although there is no truly risk-free asset, it is generally accepted that investing in 10-year T-bonds
is relatively safe). As we can see from Table 1, only two funds (WVP Premium and Raiffeisen World)
have positive Sharpe ratios, indicating that only by investing in these two funds could one achieve
returns above the risk-free rate.
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Furthermore, to fullfill the analysis, we compared the nominal returns of the funds with the inflation rate
during the observed period to see if investing in investment funds at least preserved real value. The
cumulative inflation is presented in Figure 1.
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Figure 1. Inflation in Serbia 2017-2022
Soruce: Authors

From Figure 1, it is evident that the cumulative inflation rate during the observed period in Serbia is a
high 26.98%.

In Table 2, the cumulative nominal returns of the investment funds are shown, indicating how much 100
invested units at the beginning of 2017 would be worth at the end of 2022.

Table 2. Cumulative nominal yild of investments funds

Investment fund / Time 2017 2018 2019 2020 2021 2022
Ilirika Dynamic 99.50 90.15 109.44| 102.76| 120.85 103.42
WVP Dynamic 97.70 83.14] 104.09] 105.76] 121.94 89.27
WVP Premium 99.30 90.07| 110.87| 105.44| 127.47] 120.11
Ilirika Cash Dinar 101.70] 104.55 106.53 107.28| 107.39] 108.24
KomBank devizni fond 99.50 99.80| 100.60| 104.52| 106.09| 106.72
Kombank nov¢ani fond 101.00{ 104.43 107.04| 108.65 110.06| 113.00
Raiffeisen Cash 100.90| 103.73 106.84| 108.23 109.09] 110.73
Raiffeisen Euro Cash 99.40 99.80 99.90[ 100.50] 100.80f 101.55
WVP Cash 100.10] 102.20] 104.45| 105.81 107.08]  109.09
Ilirika Balanced 100.30 92.38] 102.81 102.61 116.15 102.96
KomBank IN Fond 99.60( 100.00f 106.30| 101.83 106.93 108.40
Raiffeisen World 99.50 92.44| 103.62| 102.27| 112.09| 125.62
WVP Balanced 97.10 91.18] 102.85 104.29| 115.86] 102.17

Source: Authors

Since the cumulative inflation during the observed period was 26.98%, none of the investment funds
managed to preserve the real value of the invested funds. The closest were Raiffeisen World with a
nominal return of 25.62% and WVP Premium with 20.11%, while WVP Dynamic achieved a negative
nominal return of -10.73%, indicating that holding cash would have been more profitable.
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CONCLUSIONS

Serbia faces considerable challenges compared to developed countries in the realm of investment funds.
This is largely due to factors such as underdeveloped capital markets, heavy reliance on banks and credit
for financing, a lack of widespread investment culture marked by low public awareness and limited
knowledge. These issues have hindered the effectiveness of investment funds in transitional economies.

The hypotheses set in the research were not confirmed. Despite achieving positive nominal returns, none
of the open-end investment funds realized a positive real return. Therefore, investing in Serbian
investment funds did not represent a good investment strategy during the observed period. The majority
of surplus funds (savings) in Serbia end up in the real estate market, leaving little room for portfolio
managers to diversify. This, coupled with fund management costs, significantly hinders the ability to
achieve positive results and renders this type of investment unattractive. It creates a vicious cycle:
inadequate inflow of money into investment funds significantly reduces the chances of positive results,
while poor outcomes deter investors and push them towards more profitable markets.

Further research could focus on identifying the causes of inefficiencies in investment funds and developing
strategies to attract more capital into these funds, thereby increasing the potential for generating returns.
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