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2mVHWWLQJ WKH ,QFHQWLYHV� 5LVN 6KLIWLQJ� DQG
%HQHnWV RI %HQFKPDUNLQJ LQ 0RQH\ 0DQDJHPHQW

$EVWUDFW

0RQH\ PDQDJHUV DUH UHZDUGHG IRU LQFUHDVLQJ WKH YDOXH RI DVVHWV XQGHU PDQDJHPHQW� DQG SUHGRP�

LQDWHO\ VR LQ WKH PXWXDO IXQG LQGXVWU\� 7KLV FRPSHQVDWLRQ VFKHPH JLYHV WKH PDQDJHU DQ LPSOLFLW

LQFHQWLYH WR H[SORLW WKH ZHOO�GRFXPHQWHG SRVLWLYH IXQG�oRZV WR UHODWLYH�SHUIRUPDQFH UHODWLRQVKLS E\

PDQLSXODWLQJ KHU ULVN H[SRVXUH� ,W DOVR SURYLGHV KHU ZLWK DQ H[SOLFLW LQFHQWLYH WR PDQDJH WKH IXQG

LQ DFFRUGDQFH ZLWK KHU RZQ DSSHWLWH IRU ULVN� ,Q D G\QDPLF DVVHW DOORFDWLRQ IUDPHZRUN� ZH VKRZ

WKDW DV WKH \HDU�HQG DSSURDFKHV� WKH LQWHUSOD\ RI WKHVH LQFHQWLYHV LQGXFHV WKH PDQDJHU WR RSWLPDOO\

FORVHO\ PLPLF WKH LQGH[� UHODWLYH WR ZKLFK KHU SHUIRUPDQFH LV HYDOXDWHG� ZKHQ WKH IXQG
V \HDU�WR�

GDWH UHWXUQ LV MXVW VXpFLHQW WR FDXVH D KLJKHU H[SHFWHG oRZ� $V VKH IDOOV EHKLQG� VKH JUDGXDOO\

LQFUHDVHV KHU ULVN H[SRVXUH �YLD OHYHUDJH RU VKRUW VHOOLQJ�� UHDFKLQJ DQ H[WUHPXP DW D FULWLFDO OHYHO RI

XQGHUSHUIRUPDQFH� 7KLV SROLF\ UHVXOWV LQ HFRQRPLFDOO\ VLJQLnFDQW GHYLDWLRQV IURP LQYHVWRUV
 GHVLUHG

ULVN H[SRVXUH� VXEVWDQWLDOO\ LPSDLULQJ WKHP� 7R EHWWHU DOLJQ LQYHVWRUV
 DQG PDQDJHUV
 LQFHQWLYHV�

LQYHVWRUV RU UHJXODWRUV FDQ LPSRVH D EHQFKPDUNLQJ UHVWULFWLRQ RQ WKH IXQG PDQDJHU� SURKLELWLQJ

D VKRUWIDOO UHODWLYH WR D FHUWDLQ UHIHUHQFH SRUWIROLR WR H[FHHG D SUH�VSHFLnHG OHYHO� 7KH UHVWULFWLRQ

WHPSHUV GHYLDWLRQV IURP WKH LQYHVWRUV
 GHVLUHG ULVN H[SRVXUH LQ WKH VWDWHV LQ ZKLFK WKH PDQDJHU LV

WHPSWHG WR GHYLDWH WKH PRVW� DQG KHQFH LV EHQHnFLDO� 7KH DQDO\VLV UHYHDOV KRZ WKLV ULVN PDQDJHPHQW

UHVWULFWLRQ VKRXOG EH GHVLJQHG IRU WKH KLJKHVW EHQHnW WR WKH LQYHVWRUV� 2XU nQGLQJV FRPSOHPHQW

DQG UHnQH UHVXOWV LQ WKH UHODWHG OLWHUDWXUH RQ ULVN WDNLQJ LQFHQWLYHV RI PXWXDO IXQG PDQDJHUV� DQG

DUH DW RGGV ZLWK SUHYLRXV ZRUN DUJXLQJ DJDLQVW EHQFKPDUNLQJ�

-(/ &ODVVLnFDWLRQV� *��� *��� '��� '���

.H\ZRUGV� )XQG )ORZV� ,PSOLFLW ,QFHQWLYHV� 5LVN 7DNLQJ� %HQFKPDUNLQJ� 5LVN 0DQDJHPHQW�

,QYHVWPHQWV�



�� ,QWURGXFWLRQ

?7KH UHDO EXVLQHVV RI PRQH\ PDQDJHPHQW LV QRW PDQDJLQJ PRQH\� LW LV JHWWLQJ PRQH\ WR PDQDJH���

,QGHHG� ZLWK WKH QXPEHU RI PXWXDO IXQGV LQ WKH 86 H[FHHGLQJ WKH QXPEHU RI VWRFNV� IXQG PDQDJHUV

DUH LQFUHDVLQJO\ FRQFHUQHG ZLWK DWWUDFWLQJ LQYHVWRUV
 PRQH\�� 5HFHQW HPSLULFDO HYLGHQFH �H�J��

*UXEHU ������� &KHYDOLHU DQG (OOLVRQ ������� 6LUUL DQG 7XIDQR �������� RmHUV VLPSOH LQVLJKW WR D

PDQDJHU� QHZ PRQH\ LV H[SHFWHG WR oRZ LQWR WKH IXQG LI WKH PDQDJHU KDV SHUIRUPHG ZHOO UHODWLYH WR D

FHUWDLQ LQGH[� :LWK KHU FRPSHQVDWLRQ W\SLFDOO\ LQFUHDVLQJ LQ WKH YDOXH RI DVVHWV XQGHU PDQDJHPHQW�

WKLV SRVLWLYH IXQG�oRZV WR UHODWLYH�SHUIRUPDQFH UHODWLRQVKLS FUHDWHV DQ LPSOLFLW LQFHQWLYH IRU WKH

PDQDJHU WR LQFUHDVH WKH OLNHOLKRRG RI IXWXUH IXQG LQoRZV� GLVWRUWLQJ KHU DVVHW DOORFDWLRQ FKRLFH�

7KHUH LV� RI FRXUVH� DOVR DQ H[SOLFLW LQFHQWLYH LQGXFHG E\ WKH PDQDJHU
V FRPSHQVDWLRQ� PDQDJLQJ

DVVHWV LQ OLQH ZLWK KHU RZQ DSSHWLWH IRU ULVN� ZKLFK QHHG QRW FRLQFLGH ZLWK WKDW RI WKH LQYHVWRU�

7KLV LV DQRWKHU VRXUFH RI FRQoLFW EHWZHHQ D IXQG PDQDJHU DQG KHU LQYHVWRUV� RULJLQDOO\ SRLQWHG

RXW E\ 5RVV �������� 7RJHWKHU� WKH PDQDJHU
V LPSOLFLW DQG H[SOLFLW LQFHQWLYHV VKDSH KHU DVVHW

DOORFDWLRQ SROLF\� 8QGHUVWDQGLQJ WKLV SROLF\ LV RI XWPRVW LPSRUWDQFH WR IXQG LQYHVWRUV ZKR PD\ EH

KXUW E\ DGYHUVH LQFHQWLYH HmHFWV� 5LVN WDNLQJ E\ PXWXDO IXQGV LQ UHVSRQVH WR LQFHQWLYHV KDV EHHQ

WKRURXJKO\ LQYHVWLJDWHG E\ &KHYDOLHU DQG (OOLVRQ ������� :H ZRXOG OLNH WR UHYLVLW WKH GLVFXVVLRQ

ZLWKLQ D IDPLOLDU G\QDPLF DVVHW DOORFDWLRQ IUDPHZRUN� DV ZHOO DV WR HVWDEOLVK LQ WKLV IUDPHZRUN D

UROH IRU ULVN PDQDJHPHQW UHVWULFWLRQV �XVLQJ EHQFKPDUNLQJ��

:H FRQVLGHU D G\QDPLF HFRQRP\ DQG IRFXV RQ WZR DJHQWV� D IXQG PDQDJHU DQG D SDVVLYH LQYHVWRU�

ZKR GHOHJDWHV IXQGV WR WKH PDQDJHU� ERWK JXLGHG E\ ULVN�DYHUVH REMHFWLYHV� 7KH LQYHVWRU LV LPSOLFLWO\

DVVXPHG WR UHIUDLQ IURP DFWLYH LQYHVWLQJ GXH WR YDULRXV ZHOO�UHFRJQL]HG LPSHUIHFWLRQV LQFOXGLQJ

PDUNHW SDUWLFLSDWLRQ RU LQIRUPDWLRQDO FRVWV �0HUWRQ �������� EHKDYLRUDO OLPLWDWLRQV �+LUVKOHLIHU

�������� KLJKHU WUDQVDFWLRQ FRVWV IRU UHWDLO LQYHVWRUV� WLPH FRQVWUDLQWV RU VRPH RWKHU IRUP RI ERXQGHG

UDWLRQDOLW\ �5XELQVWHLQ �������� &RQVLVWHQW ZLWK WKH GRPLQDQW LQGXVWU\ SUDFWLFH� WKH PDQDJHU LV

DVVXPHG WR EH DFWLYH DV RSSRVHG WR EHLQJ D SDVVLYH LQGH[HU� 7KH PDQDJHU
V FRPSHQVDWLRQ GHSHQGV

RQ WKH WRWDO YDOXH RI WKH IXQG DW VRPH WHUPLQDO GDWH �H�J�� HQG RI WKH \HDU�� 7KLV IXQG YDOXH

LV GHWHUPLQHG E\ DQ DVVHW DOORFDWLRQ SROLF\ WKH PDQDJHU FKRRVHV GXULQJ WKH \HDU DQG E\ QRQ�

PDUNHWDEOH LQoRZV�RXWoRZV RI QHZ PRQH\ DW WKH \HDU�HQG� 7KH UDWH RI oRZV LQWR WKH IXQG� VLPSO\

ORZ RU KLJK IRU PRVW RI RXU DQDO\VLV� LV GULYHQ E\ WKH PDQDJHU
V SHUIRUPDQFH RYHU WKH \HDU UHODWLYH

�$V HORTXHQWO\ SXW E\ 0DUN +XUOH\ LQ WKH IDPRXV *ROGPDQ� 6DFKV DQG &R� UHSRUW RQ WKH HYROXWLRQ RI WKH
LQYHVWPHQW PDQDJHPHQW LQGXVWU\ �VHH :6- �������� DQG H�J�� KWWS���DVVHWPDJ�FRP�VWRU\����������������DVS��

�$W WKH HQG RI ����� WKHUH ZHUH ���� OLVWHG VWRFNV LQ WKH 86 �EDVHG RQ &563�� DQG ���� PXWXDO IXQGV �����
0XWXDO )XQG )DFW %RRN��

�5RVV DUJXHV WKDW DQ DJHQF\ FRQoLFW DULVLQJ GXH WR GLmHUHQFHV LQ XWLOLW\ IXQFWLRQV ZKHQ WKH DJHQW
V DFWLRQ LV
GLpFXOW WR PRQLWRU LV WKH PRVW IXQGDPHQWDO GHOHJDWLRQ SUREOHP� +H VWUHVVHV WKDW QR LQIRUPDWLRQDO DV\PPHWULHV DUH
UHTXLUHG� :H FRQFXU ZLWK WKLV SRLQW RI YLHZ� HVSHFLDOO\ LQ WKH FRQWH[W RI PRQH\ PDQDJHPHQW� ZKHUH LQYHVWRUV FDQQRW
IUHTXHQWO\ PRQLWRU WKH WUDGLQJ VWUDWHJLHV RI D IXQG� DQG ZKHUH HPSLULFDO HYLGHQFH LQ VXSSRUW RI PDQDJHUV
 SRVVHVVLQJ
VXSHULRU LQIRUPDWLRQ RU DELOLW\ UHODWLYH WR LQYHVWRUV LV SDUWLFXODUO\ ZHDN�
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WR DQ ?LQGH[� b D UHIHUHQFH SRUWIROLR RI VWRFN DQG PRQH\ PDUNHWV� ,I KHU UHODWLYH SHUIRUPDQFH LV

DERYH D FHUWDLQ WKUHVKROG� VKH JHWV IXQG oRZV DW D KLJK UDWH� RWKHUZLVH D ORZ UDWH� 7KH PDQDJHU
V

RSWLPDO SROLF\ UHoHFWV WKH LQWHUSOD\ EHWZHHQ LPSOLFLW LQFHQWLYHV JLYHQ E\ WKH oRZ�SHUIRUPDQFH

UHODWLRQVKLS DQG KHU ?QRUPDO�� DEVHQW LPSOLFLW LQFHQWLYHV� SROLF\ GULYHQ E\ KHU DWWLWXGHV WRZDUGV

ULVN� ,Q SDUWLFXODU� DV WKH \HDU�HQG DSSURDFKHV� LI KHU \HDU�WR�GDWH UHODWLYH UHWXUQ LV DW WKH oRZ

WKUHVKROG� WKH PDQDJHU FKRRVHV WR FORVHO\ PLPLF WKH LQGH[� $V VKH VWDUWV RXWSHUIRUPLQJ WKH LQGH[�

VKH WHQGV WR KHU QRUPDO SROLF\� $V VKH IDOOV EHKLQG WKH LQGH[� KRZHYHU� VKH JDLQV DQ LQFHQWLYH WR

GUDVWLFDOO\ PDQLSXODWH KHU ULVN H[SRVXUH� WKH SDWWHUQ RI ZKLFK LV VKRZQ WR GHSHQG RQ ZKHWKHU WKH

PDQDJHU
V QRUPDO SROLF\ LV ULVNLHU WKDQ WKH LQGH[ RU QRW� :KHQ WKH LQGH[ LV OHVV ULVN\� VKH OHYHUDJHV

KHU SRUWIROLR� ZHOO EH\RQG WKH QRUPDO OHYHO� DQG NHHSV LQFUHDVLQJ WKH ULVN H[SRVXUH IXUWKHU DV VKH

IDOOV EHKLQG WKH LQGH[� :KHQ WKH LQGH[ LV ULVNLHU� VKH UHGXFHV KHU VWRFN PDUNHW KROGLQJV� HYHQWXDOO\

VHOOLQJ WKH PDUNHW VKRUW DV VKH FRQWLQXHV IDOOLQJ EHKLQG WKH LQGH[� $W VRPH FULWLFDO OHYHO RI WKH

UHODWLYH \HDU�WR�GDWH UHWXUQ� VXFK ODUJH GHYLDWLRQV IURP KHU QRUPDO SROLF\ EHFRPH LQWROHUDEOH WR

WKH ULVN DYHUVH PDQDJHU� DQG VR KHU ULVN H[SRVXUH UHDFKHV DQ H[WUHPXP� EH\RQG ZKLFK WKH QRUPDO

SROLF\ FRQVLGHUDWLRQV VWDUW WR ZHLJK LQ� DQG KHU ULVN H[SRVXUH WHQGV WR KHU QRUPDO�

7KH PDQDJHU
V SROLF\ LQ WKH XQGHUSHUIRUPDQFH UHJLRQ QHDU WKH oRZ WKUHVKROG LV UHODWHG WR

WKH ULVN�VKLIWLQJ EHKDYLRU RIWHQ DULVLQJ LQ FRUSRUDWH nQDQFH DSSOLFDWLRQV �-HQVHQ DQG 0HFNOLQJ

������� LQ WKDW VKH RSWLPDOO\ HQJDJHV LQ ?JDPEOLQJ�� +RZHYHU� GXH WR PDQDJHULDO ULVN DYHUVLRQ� WKH

SDWWHUQ RI ?JDPEOLQJ� LV FRQVLGHUDEO\ ULFKHU� )LUVW� DQ LQFHQWLYH WR JDPEOH FDQ IRUFH WKH PDQDJHU

WR DFWXDOO\ UHGXFH WKH YRODWLOLW\ RI KHU SRUWIROLR� 6HFRQG� ULVN DYHUVLRQ DOZD\V FRXQWHUDFWV WKH

WHQGHQF\ WR JDPEOH �RU PDQLSXODWH WKH ULVN H[SRVXUH�� 7KH PDQDJHU ZRXOG QRW RSWLPDOO\ DOWHU KHU

ULVN H[SRVXUH E\ DQ\ PRUH WKDQ ZKDW LV VXpFLHQW WR HQVXUH D KLJK oRZ LQ WKH JRRG RXWFRPH� 7KXV�

WKH ?JDPEOLQJ� LQFHQWLYH LV WKH ORZHVW ZKHQ WKH PDQDJHU
V \HDU�WR�GDWH UHWXUQ LV DURXQG WKH oRZ

WKUHVKROG� DQG LV WKH KLJKHVW DW DQ LQWHULRU SRLQW RI WKH XQGHUSHUIRUPDQFH UHJLRQ�

&RVWV WR WKH LQYHVWRU� UHVXOWLQJ IURP VXFK EHKDYLRU� DUH VKRZQ WR EH VLJQLnFDQW� :H FRPSDUH

WKH LQYHVWRU
V LQGLUHFW XWLOLW\ ZKHQ DFWLYHO\ PDQDJLQJ WKH SRUWIROLR KLPVHOI ZLWK ZKHQ GHOHJDWLQJ LW

WR WKH PDQDJHU� 7KH GLmHUHQFH LV TXDQWLnHG LQ XQLWV RI LQLWLDO ZHDOWK� )RU H[DPSOH� LI WKH LQYHVWRU
V

UHODWLYH ULVN DYHUVLRQ LV � DQG WKH PDQDJHU
V LV ���� ZH nQG WKH FRVW WR LQYHVWRU WR EH QHDUO\ ���

RI KLV LQLWLDO ZHDOWK� :H GHPRQVWUDWH KRZ WKH PDQDJHU
V H[SOLFLW DQG LPSOLFLW LQFHQWLYHV UHLQIRUFH

HDFK RWKHU LQ KDUPLQJ WKH LQYHVWRU� 7KH FRVW GXH WR H[SOLFLW LQFHQWLYHV LV SDUWLFXODUO\ VHYHUH ZKHQ

WKH PDQDJHU
V DQG LQYHVWRU
V DWWLWXGHV WRZDUGV ULVN GLmHU VXEVWDQWLDOO\� DQG WKH FRVW GXH WR LPSOLFLW

LQFHQWLYHV LV SDUWLFXODUO\ KLJK ZKHQ WKH KLJK DQG ORZ oRZ UDWHV GHYLDWH VLJQLnFDQWO\ RU ZKHQ WKH

LQGH[ LV YHU\ ULVN\� 7KH PDJQLWXGH RI WKHVH FRVWV PRWLYDWHV XV WR VHDUFK IRU SUDFWLFDO PHFKDQLVPV

RQ WKH SDUW RI LQYHVWRUV DQG UHJXODWRUV DLPHG DW FRXQWHUDFWLQJ WKH PDQDJHU
V DGYHUVH LQFHQWLYHV�

7KH VWDQGDUG WKHRUHWLFDO DSSURDFK WR DOLJQLQJ WKH LQFHQWLYHV RI LQYHVWRUV DQG PDQDJHUV LV WR

RmHU WKH PDQDJHU D FRQWUDFW WKDW ZLOO LQGXFH WKH ULJKW OHYHO RI ULVN H[SRVXUH� 8QIRUWXQDWHO\�
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WKH PDQDJHU
V ULVN H[SRVXUH RYHU WKH \HDU LV QRW REVHUYDEOH� PDNLQJ KHU DVVHW DOORFDWLRQ SROLF\

QRQ�FRQWUDFWDEOH� $OWHUQDWLYHO\� RQH PD\ FRQVLGHU D G\QDPLF FRQWUDFW EDVHG RQ WKH IXQG
V \HDU�

WR�GDWH DVVHW YDOXH� +RZHYHU� VXFK FRQWUDFWV DUH GLpFXOW WR LPSOHPHQW DQG PRQLWRU� OHDGLQJ WR

WKHLU DEVHQFH LQ SUDFWLFH� ,Q WKLV SDSHU� ZH WDNH D IXQGDPHQWDOO\ GLmHUHQW DSSURDFK� ,QVWHDG

RI DWWHPSWLQJ WR DOWHU WKH PDQDJHU
V FRPSHQVDWLRQ VWUXFWXUH� ZH SURSRVH DOWHULQJ KHU LQYHVWPHQW

RSSRUWXQLW\ VHW VR DV WR WHPSHU XQGHVLUDEOH VZLQJV LQ KHU ULVN H[SRVXUH LQ WKH WDUJHWHG VWDWHV RI WKH

ZRUOG� 7KLV REMHFWLYH FDQ EH DFKLHYHG ZLWK DSSURSULDWHO\ VSHFLnHG ULVN PDQDJHPHQW UHVWULFWLRQV� RI

ZKLFK ZH FRQVLGHU D VLPSOH FRQVWUDLQW W\SLFDOO\ UHIHUUHG WR DV D ?PLQLPXP SHUIRUPDQFH FRQVWUDLQW�

RU D ?EHQFKPDUNLQJ UHVWULFWLRQ�� $ EHQFKPDUNLQJ UHVWULFWLRQ SURKLELWV WKH \HDU�HQG VKRUWIDOO LQ WKH

PDQDJHU
V UHWXUQ UHODWLYH WR D FHUWDLQ UHIHUHQFH SRUWIROLR WR H[FHHG D SUH�VSHFLnHG OHYHO�

7KH nQDQFLDO LQGXVWU\ DQG UHJXODWRUV DUH� LQ IDFW� OHDGLQJ DFDGHPLD LQ PDQGDWLQJ WKH XVH RI ULVN

PDQDJHPHQW FRQVWUDLQWV LQ WKH 8QLWHG 6WDWHV� DQG WR DQ LQFUHDVLQJ H[WHQW ZRUOGZLGH� $OPD]DQ�

%URZQ� &DUOVRQ� DQG &KDSPDQ ������ SUHVHQW DPSOH HYLGHQFH RQ WKH XVH RI FRQVWUDLQWV LQ WKH

PXWXDO IXQG LQGXVWU\� 7KH QHHG IRU FRQVWUDLQWV ZDV UHFRJQL]HG VKRUWO\ DIWHU WKH ELUWK RI WKH

nUVW PXWXDO IXQG LQ WKH 86� DQG IRUPDOL]HG LQ WKH ,QYHVWPHQW &RPSDQ\ $FW RI ����� 6LQFH �����

FRQVWUDLQWV UHPDLQHG SRSXODU ZLWK ERWK UHJXODWRUV DQG PXWXDO IXQG FRPSDQLHV� 7KH 6(&
V 'LYLVLRQ

RI ,QYHVWPHQW 0DQDJHPHQW RYHUVHHV FRPSOLDQFH RI PRQH\ PDQDJHUV ZLWK WKH $FW� DQG WDNHV DQ

DFWLYH UROH LQ WKH HYROXWLRQ RI FRQVWUDLQWV RYHU WLPH� 7KH EHQFKPDUNLQJ UHVWULFWLRQ ZH DGYRFDWH

LV D YHU\ VLPSOH \HW UHPDUNDEO\ YHUVDWLOH FRQVWUDLQW� ,W VXEVXPHV VRPH SRSXODU ULVN PDQDJHPHQW

SUDFWLFHV DV VSHFLDO FDVHV �H�J�� SRUWIROLR LQVXUDQFH� SXUH LQGH[LQJ�� DQG LW LQYROYHV QR PRQLWRULQJ

FRVWV� :H VKRZ WKDW E\ VHOHFWLQJ D EHQFKPDUN WKDW LV OHVV ULVN\ WKDQ WKH LQGH[� LQYHVWRUV RU

UHJXODWRUV FDQ WHPSHU GHYLDWLRQV IURP WKH LQYHVWRUV
 GHVLUHG ULVN H[SRVXUH LQ VWDWHV ZKHUH WKH

PDQDJHU LV WHPSWHG WR GHYLDWH WKH PRVW� DQG KHQFH DUH EHQHnFLDO WR LQYHVWRUV� )RU H[DPSOH� DV D

UHVXOW RI LPSRVLQJ D EHQFKPDUN FRQVLVWLQJ RI �� LQ WKH VWRFN PDUNHW DQG ��� LQ WKH PRQH\ PDUNHW�

PRVW RI WKH ORVV RI ��� LQ WKH HDUOLHU H[DPSOH FDQ EH UHFRXSHG� 7KURXJK WDLORULQJ WKH FRPSRVLWLRQ

RI WKH EHQFKPDUN DQG WKH DOORZHG VKRUWIDOO� WKH UHFRXSHG IUDFWLRQ FDQ EH LQFUHDVHG IXUWKHU� 2XU

UHVXOWV WKXV SURYLGH JXLGDQFH IRU DQ RSWLPDO GHVLJQ RI D EHQFKPDUNLQJ UHVWULFWLRQ�

5HODWHG WR RXU ZRUN LV WKH OLWHUDWXUH H[DPLQLQJ LPSOLFLW LQFHQWLYH FRQoLFWV LQ PRQH\ PDQDJH�

PHQW� 7R VWXG\ oRZV�LQGXFHG ULVN WDNLQJ E\ PXWXDO IXQG PDQDJHUV� &KHYDOLHU DQG (OOLVRQ ������

GHnQH ULVN�WDNLQJ LQFHQWLYH DV WKH VHQVLWLYLW\ RI D IXQG
V YDOXH WR LWV YRODWLOLW\ �DV LV VWDQGDUG LQ

FRUSRUDWH nQDQFH�� 7KLV ULVN�WDNLQJ LQFHQWLYH FDSWXUHV WKH VWUHQJWK RI WKH �YDOXH�PD[LPL]LQJ� PDQ�

DJHU
V GHVLUH WR LQFUHDVH KHU ULVN H[SRVXUH UHODWLYH WR VRPH n[HG VWDWXV TXR DVVHW DOORFDWLRQ� 2XU

PHDVXUH RI ULVN�WDNLQJ LV WKH RSWLPDO ULVN H[SRVXUH DV GHnQHG LQ WKH DVVHW DOORFDWLRQ OLWHUDWXUH�

WKH IUDFWLRQ RI WKH IXQG RSWLPDOO\ LQYHVWHG LQ WKH VWRFN PDUNHW �QRW QHFHVVDULO\ ZHOO�GHnQHG XQGHU

ULVN QHXWUDOLW\�� 7KHUHIRUH� RXU DQDO\VLV LV FRPSOHPHQWDU\ WR &KHYDOLHU DQG (OOLVRQ� DV ZH RmHU

FRQVLGHUDEO\ GLmHUHQW LPSOLFDWLRQV IRU PDQDJHULDO ULVN WDNLQJ �VHH 6HFWLRQ ������ :LWKLQ D G\QDPLF
�$ UHODWHG DUHD LQ FRUSRUDWH nQDQFH LV WKH ZRUN RQ ULVN DYHUVH PDQDJHUV
 ULVN�WDNLQJ LQFHQWLYHV LQGXFHG E\ H[HFXWLYH
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DVVHW DOORFDWLRQ IUDPHZRUN OLNH RXUV� &DUSHQWHU ������ H[DPLQHV WKH ULVN WDNLQJ EHKDYLRU RI D IXQG

PDQDJHU ZLWK D FRQYH[� RSWLRQ�EDVHG FRPSHQVDWLRQ� $OWKRXJK LW PD\ DSSHDU SODXVLEOH WR LQWHU�

SUHW VXFK D PRGHO DV UHGXFHG IRUP IRU oRZ�SHUIRUPDQFH�EDVHG LPSOLFLW LQFHQWLYHV� LW ZRXOG OHDG WR

WKH FRXQWHUIDFWXDO LPSOLFDWLRQ WKDW IXQG oRZV LQFUHDVH DV WKH IXQG YDOXH GHWHULRUDWHV �VHH 6HFWLRQ

����� 0RUHRYHU E\ GHVLJQ� GXH WR WKH VDIHW\ QHW DW SRRU IXQG SHUIRUPDQFH� PDQDJHU
V ULVN DYHUVLRQ

FRQVLGHUDWLRQV DUH VXSSUHVVHG LQ WKH XQGHUSHUIRUPDQFH UHJLRQ� LPSO\LQJ XQERXQGHG ULVN H[SRVXUH�

7KLV FRQWUDVWV WR RXU nQGLQJ RI DQ LQWHULRU H[WUHPXP DW SRRU IXQG UHODWLYH�SHUIRUPDQFH� UHoHFWLQJ

WKH WUDGHRm EHWZHHQ WKH PDQDJHU
V ULVN�VKLIWLQJ DQG ULVN�DYHUVLRQ� $OVR UHODWHG DUH %UHQQDQ �������

&XRFR DQG .DQLHO ������� DQG *RPH] DQG =DSDWHUR ������ ZKR VWXG\ HTXLOLEULXP DVVHW SULFHV LQ

DQ HFRQRP\ ZLWK DJHQWV FRPSHQVDWHG EDVHG RQ WKHLU SHUIRUPDQFH UHODWLYH WR DQ LQGH[� DV ZHOO DV

WKH IXQG PDQDJHU
V FDUHHU FRQFHUQV SUREOHP VWXGLHG E\ $URUD DQG 2X�<DQJ ������� +XJRQQLHU DQG

.DQLHO ������ HQGRJHQL]H IXQG oRZV� ZKLFK DUH PDUNHWDEOH� LQ D G\QDPLF HFRQRP\ ZLWK D VPDOO LQ�

YHVWRU DQG D QRQ�FRPSHWLWLYH IXQG PDQDJHU� 8QGHU WKH GHULYHG oRZ IXQFWLRQ� KRZHYHU� WKH RSWLPDO

SROLF\ RI WKH PDQDJHU GRHV QRW GHSHQG RQ KHU ULVN DYHUVLRQ� DQG GRHV QRW HQWDLO DQ\ ULVN�VKLIWLQJ� ,Q

WKH FRQWH[W RI D IXQG�YDOXH�PD[LPL]LQJ PDQDJHU� ZKRVH DELOLW\ LQ XQNQRZQ� %HUN DQG *UHHQ ������

GHULYH DQ HPSLULFDOO\ SODXVLEOH IXQG oRZV�SHUIRUPDQFH UHODWLRQVKLS� 7KHUH LV D VWUDQG RI OLWHUDWXUH�

JURZLQJ RXW RI %KDWDFKDU\D DQG 3oHLGHUHU ������� LQYHVWLJDWLQJ RSWLPDO FRQWUDFWLQJ �RU H[SOLFLW

LQFHQWLYH SUREOHPV� LQ WKH FRQWH[W RI GHOHJDWHG SRUWIROLR PDQDJHPHQW� ZKHUH WKH PDQDJHU W\SLFDOO\

KDV VXSHULRU LQIRUPDWLRQ RU DELOLW\� ,Q WKLV YHLQ� LV '\EYLJ� )DUQVZRUWK� DQG &DUSHQWHU ������� WKH

nUVW WR LQFOXGH UHVWULFWLRQV RQ WKH LQYHVWPHQW RSSRUWXQLW\ VHW �WUDGLQJ VWUDWHJLHV� DV SDUW RI DQ

RSWLPDO FRQWUDFW� 0RUH UHFHQWO\� 5RVV ������ LQYHVWLJDWHV WKH LQWHUDFWLRQ EHWZHHQ WKH PDQDJHU
V

SD\Rm DQG ULVN DYHUVLRQ ZLWKLQ D JHQHUDO FODVV RI SUHIHUHQFHV DQG FRPSHQVDWLRQ VWUXFWXUHV�

$QRWKHU VWUDQG RI UHODWHG OLWHUDWXUH LQYHVWLJDWHV �DGYHUVH� FRQVHTXHQFHV RI EHQFKPDUNLQJ� ,Q

D PHDQ�YDULDQFH VHWWLQJ� 5ROO ������ DUJXHV WKDW EHQFKPDUNLQJ D PRQH\ PDQDJHU WR DQ LQGH[

UHVXOWV LQ KHU FKRRVLQJ D SRUWIROLR WKDW LV QRW PHDQ�YDULDQFH HpFLHQW� $GPDWL DQG 3oHLGHUHU

������� LQ D VLPLODU FRQWH[W EXW ZLWK DQ DV\PPHWULFDOO\ LQIRUPHG LQYHVWRU DQG SRUWIROLR PDQDJHU�

DOVR DGYRFDWH DJDLQVW EHQFKPDUNLQJ WKH PDQDJHU� DQG SDUWLFXODUO\ OLQNLQJ FRPSHQVDWLRQ WR WKH

W\SHV RI EHQFKPDUNV REVHUYHG LQ SUDFWLFH� $OWKRXJK WKLV PD\ DSSHDU DV FRQWUDGLFWRU\ WR RXU

UHVXOWV� RQH VKRXOG H[HUFLVH FDXWLRQ� 2XU YLHZSRLQW LV WKDW WKHUH LV D ZHOO�XQGHUVWRRG FRQoLFW RI

LQWHUHVW EHWZHHQ IXQG PDQDJHUV DQG LQYHVWRUV� ZKLFK ZH DFFHSW DV D IDFW RI OLIH� 7KH UROH RI RXU

EHQFKPDUNLQJ UHVWULFWLRQ LV WR �SDUWLDOO\� DOOHYLDWH WKH DGYHUVH HmHFWV RI PDQDJHULDO LQFHQWLYHV� WKXV

EHQHnWWLQJ LQYHVWRUV� 7KHUH LV DOVR D UHFHQW OLWHUDWXUH H[DPLQLQJ EHQFKPDUNLQJ DEVHQW GHOHJDWLRQ�

VWRFN RSWLRQV �/DPEHUW� /DUFNHU� DQG 9HUUHFFKLD ������� +DOO DQG 0XUSK\ ������� +DOO DQG 0XUSK\ ������� /HZHOOHQ
�������� +HUH� D ULVN�WDNLQJ LQFHQWLYH LV JLYHQ E\ WKH VHQVLWLYLW\ RI WKH PDQDJHU
V FHUWDLQW\ HTXLYDOHQW ZHDOWK WR
YRODWLOLW\� 7KHUH DUH VRPH VLPLODULWLHV EHWZHHQ WKH UHVXOWV REWDLQHG LQ WKLV FRQWH[W DQG RXUV �VHH� HVSHFLDOO\ /HZHOOHQ
�������� KRZHYHU XQOLNH LQ RXU PRGHO WKH PDQDJHU LV DVVXPHG WR KROG D SUH�VSHFLnHG SRUWIROLR� DQG PD\ DmHFW ULVN
H[SRVXUH RQO\ WKURXJK PDQLSXODWLQJ WKH FRPSDQ\
V VWRFN SULFH� 7KH QRWLRQ RI LPSOLFLW LQFHQWLYHV ZDV LQWURGXFHG
E\ )DPD ������ DQG +ROPVWURP ������� DQG DSSOLHG WR RWKHU UHODWHG SUREOHPV LQ FRUSRUDWH nQDQFH E\� IRU H[DPSOH�
=ZLHEHO ������ DQG +XGGDUW �������

�



,Q D G\QDPLF VHWWLQJ OLNH RXUV� 7HSOD ������� DQG %DVDN� 6KDSLUR� DQG 7HSOD ������ VWXG\ WKH

RSWLPDO SROLFLHV RI DQ DJHQW VXEMHFW WR D EHQFKPDUNLQJ UHVWULFWLRQ�

7KH UHVW RI WKH SDSHU LV RUJDQL]HG DV IROORZV� ,Q 6HFWLRQ �� ZH GHVFULEH WKH PRGHO� VROYH IRU WKH

RSWLPDO ULVN H[SRVXUH RI WKH PDQDJHU� DQG FRPSXWH FRVWV RI DFWLYH PDQDJHPHQW WR WKH LQYHVWRU GXH

WR PDQDJHULDO H[SOLFLW DQG LPSOLFLW LQFHQWLYHV� ,Q 6HFWLRQ �� ZH VSHFLI\ WKH EHQFKPDUNLQJ UHVWULFWLRQ�

GHULYH WKH PDQDJHU
V RSWLPDO SROLF\ XQGHU EHQFKPDUNLQJ� DQG HYDOXDWH LQYHVWRU
V FRVW�EHQHnW GXH

WR ULVN PDQDJHPHQW� 6HFWLRQ � FRQFOXGHV� DQG WKH $SSHQGL[ SURYLGHV WKH SURRIV�

�� )XQG 0DQDJHU
V ,PSOLFLW DQG ([SOLFLW ,QFHQWLYHV

��� 7KH (FRQRPLF 6HWWLQJ

:H DGRSW WKH IDPLOLDU %ODFN DQG 6FKROHV ������ HFRQRP\ IRU WKH nQDQFLDO LQYHVWPHQW RSSRUWXQLWLHV�

:H FRQVLGHU D FRQWLQXRXV�WLPH� nQLWH KRUL]RQ� >�� 7 @ HFRQRP\� LQ ZKLFK XQFHUWDLQW\ LV GULYHQ E\ D

%URZQLDQ PRWLRQ Z� $YDLODEOH IRU LQYHVWLQJ DUH D ULVNOHVV PRQH\ PDUNHW DFFRXQW DQG D ULVN\ VWRFN�

7KH PRQH\ PDUNHW SURYLGHV D FRQVWDQW LQWHUHVW UDWH U� 7KH VWRFN SULFH� 6� IROORZV D JHRPHWULF

%URZQLDQ PRWLRQ

G6W  x6WGW� }6WGZW�

ZKHUH WKH VWRFN PHDQ UHWXUQ� x� DQG YRODWLOLW\� }� DUH FRQVWDQW� 7KURXJKRXW� WKH QRWDWLRQ }=

GHQRWHV WKH YRODWLOLW\ �LQVWDQWDQHRXV VWDQGDUG GHYLDWLRQ� RI DQ ,WAR SURFHVV = VDWLVI\LQJ G=W =W  

x=
W GW� }=

W GZW�

:H IRFXV RQ WZR HFRQRPLF DJHQWV� DQ LQYHVWRU� ,� DQG D PDQDJHU� 0 � 7KH LQYHVWRU GHULYHV XWLO�

LW\� X, � IURP KRUL]RQ ZHDOWK� :7 � :H DVVXPH WKDW KH KDV FRQVWDQW UHODWLYH ULVN DYHUVLRQ �&55$�

SUHIHUHQFHV� X,�:7 �  
:

�bo,
7
�bo,

� o, ! �� 7KH LQYHVWRU LV SDVVLYH LQ WKDW KH GHOHJDWHV DOO KLV LQLWLDO

ZHDOWK� :�� WR WKH PDQDJHU WR LQYHVW� 7KH GHFLVLRQ WR GHOHJDWH� H[RJHQRXV LQ WKLV SDSHU� FDSWXUHV

LQ D UHGXFHG IRUP WKH FKRLFH WR DEVWDLQ IURP DFWLYH LQYHVWLQJ GXH WR YDULRXV LPSHUIHFWLRQV DVVRFL�

DWHG ZLWK PRQH\ PDQDJHPHQW �SDUWLFLSDWLRQ DQG LQIRUPDWLRQ FRVWV� WLPH UHTXLUHG WR LPSOHPHQW D

G\QDPLF WUDGLQJ VWUDWHJ\� WUDQVDFWLRQ FRVWV� EHKDYLRUDO OLPLWDWLRQV��

7KH PDQDJHU G\QDPLFDOO\ DOORFDWHV WKH LQYHVWRU
V DVVHWV� LQLWLDOO\ YDOXHG DW :�� EHWZHHQ WKH

ULVN\ VWRFN DQG WKH PRQH\ PDUNHW� +HU SRUWIROLR YDOXH SURFHVV� : � IROORZV

G:W  >U � tW�xb U�@:WGW� tW}:WGZW � ���

ZKHUH t GHQRWHV WKH IUDFWLRQ RI WKH SRUWIROLR LQYHVWHG LQ WKH ULVN\ VWRFN� RU WKH ULVN H[SRVXUH� &RQ�

VLVWHQW ZLWK WKH OHDGLQJ SUDFWLFH� WKH PDQDJHU
V FRPSHQVDWLRQ� GXH DW WKH KRUL]RQ 7 � LV SURSRUWLRQDO

WR WKH WHUPLQDO YDOXH RI DVVHWV XQGHU PDQDJHPHQW� 7\LQJ RI FRPSHQVDWLRQ WR SHUIRUPDQFH SURYLGHV

WKH PDQDJHU ZLWK DQ H[SOLFLW LQFHQWLYH WR LQFUHDVH WKH nQDO YDOXH RI WKH SRUWIROLR :7 � 3HUKDSV

�



MXVW DV VLJQLnFDQW WR WKH PDQDJHU
V FKRLFHV DUH LPSOLFLW LQFHQWLYHV XQGHUO\LQJ WKH PRQH\ PDQDJH�

PHQW LQGXVWU\� 7KHUH� LPSOLFLW LQFHQWLYHV FRPH LQ WKH IRUP RI WKH ZHOO�GRFXPHQWHG IXQG�oRZV WR

UHODWLYH�SHUIRUPDQFH UHODWLRQVKLS �VHH H�J�� &KHYDOLHU DQG (OOLVRQ �������� ,I WKH PDQDJHU GRHV ZHOO

UHODWLYH WR VRPH LQGH[ �H�J�� WKH VWRFN PDUNHW�� KHU DVVHWV XQGHU PDQDJHPHQW PXOWLSO\ GXH WR WKH

LQoRZ RI QHZ LQYHVWRUV
 PRQH\� LI VKH GRHV SRRUO\� D SDUW RI DVVHWV XQGHU KHU PDQDJHPHQW JHWV

ZLWKGUDZQ� :H PRGHO WKLV UHODWLRQVKLS LQ WKH VLPSOHVW SRVVLEOH ZD\� 7KH LQGH[ UHODWLYH WR ZKLFK

WKH LPSOLFLW LQFHQWLYHV DUH HYDOXDWHG� KHUHDIWHU WKH LQGH[� < � LV D YDOXH�ZHLJKWHG SRUWIROLR ZLWK D

IUDFWLRQ n LQYHVWHG LQ WKH VWRFN PDUNHW DQG ��b n� LQ WKH PRQH\ PDUNHW� IROORZLQJ

G<W  ��b n�U<WGW� n�<W 6W�G6W  >��b n�U � nx@<WGW� n}<WGZW �

7KH �FRQWLQXRXVO\ FRPSRXQGHG� UHWXUQV RQ WKH PDQDJHU
V SRUWIROLR DQG RQ WKH LQGH[ RYHU WKH

SHULRG >�� W@ DUH GHQRWHG E\ 5:
W  OQ :W

:�
DQG 5<

W  OQ <W
<�
� UHVSHFWLYHO\� 7KHUH DUH WZR IXQG oRZ

UDWHV� KLJK� I+ � DQG ORZ� I/� I+ w I/ ! �� $W WKH WHUPLQDO GDWH� WKH PDQDJHU UHFHLYHV IXQG oRZV

DW UDWH I7  I+ LI 5
:
7 b 5<

7 w s� DQG DW UDWH I7  I/ RWKHUZLVH� 7KH SLYRWDO GLmHUHQFH LQ UHWXUQV

s� ZKLFK ZH ZLOO FDOO WKH oRZ WKUHVKROG� FDQ EH HLWKHU SRVLWLYH� ]HUR� RU QHJDWLYH� 7KH oRZ UDWH

I7 LV XQGHUVWRRG LQ WKH SURSRUWLRQ�RI�SRUWIROLR WHUPV� IRU H[DPSOH LI I7 ! �� WKH PDQDJHU JHWV DQ

LQoRZ� RWKHUZLVH LI I7 � �� JHWV DQ RXWoRZ� ,W WXUQV RXW WKDW WKLV VLPSOH ZD\ RI PRGHOLQJ IXQG

oRZV LV DEOH WR FDSWXUH PRVW RI WKH LQVLJKWV SHUWDLQLQJ WR ULVN WDNLQJ LQFHQWLYHV RI WKH PDQDJHU�

,Q 6HFWLRQ ���� ZH GLVFXVV KRZ RXU UHVXOWV H[WHQG WR D JHQHUDO IXQG�oRZV WR UHODWLYH�SHUIRUPDQFH

UHODWLRQVKLS� 7KH PDQDJHU LV JXLGHG E\ &55$ SUHIHUHQFHV� GHnQHG RYHU WKH RYHUDOO YDOXH RI DVVHWV

XQGHU PDQDJHPHQW DW WLPH 7 �

X0�:7I7 �  
�:7I7 �

�bo0

�b o0
� o0 ! � � ���

ZKHUH I7 GLUHFWO\ HQWHUV WKURXJK WKH XWLOLW\� DQG QRW WKURXJK WKH EXGJHW FRQVWUDLQW� EHFDXVH IXWXUH

�WLPH�7 � IXQG oRZV DUH QRQ�WUDGDEOH� :H QRWH WKDW WKLV SD\Rm LV FRQVLVWHQW ZLWK D OLQHDU IHH

VWUXFWXUH� SUHGRPLQDQWO\ DGRSWHG E\ PXWXDO IXQG FRPSDQLHV �H�J�� 'DV DQG 6XQGDUDP �������

(OWRQ� *UXEHU� DQG %ODNH ��������� 7KH PDQDJHU LQWHUWHPSRUDOO\ FKRRVHV D ULVN H[SRVXUH SURFHVV t

DQG WHUPLQDO SRUWIROLR YDOXH :7 VR DV WR PD[LPL]H KHU H[SHFWHG XWLOLW\ ��� VXEMHFW WR WKH EXGJHW

FRQVWUDLQW ���� 1RWH WKDW ZKHQ o, DQG o0 DUH QRW HTXDO� WKH PDQDJHU
V FRPSHQVDWLRQ VWUXFWXUH

PDNHV KHU REMHFWLYH GLmHUHQW IURP WKDW RI WKH LQYHVWRU� HYHQ ZKHQ LPSOLFLW LQFHQWLYHV DUH QRW SUHVHQW�

$EVHQW LPSOLFLW LQFHQWLYH FRQVLGHUDWLRQV� WKH PDQDJHU
V RSWLPDO ULVN H[SRVXUH� t1 � KHQFHIRUWK

WKH QRUPDO ULVN H[SRVXUH� LV JLYHQ E\ �0HUWRQ ��������

t1W  
�

o0

xb U

}�
�

�,Q SDUWLFXODU� WKH PDQDJHU PD\ EH JLYHQ D OLQHDU FRQWUDFW� m:7I7 � m ! �� 6XFK D FRQWUDFW ZRXOG EH RSWLPDO LQ
RXU PRGHO DEVHQW H[SOLFLW DQG LPSOLFLW LQFHQWLYHV� L�H�� o, o0 DQG I7 �� +RZHYHU� WKH SUHVHQFH RI LQFHQWLYHV OHDGV
WR D FRQVLGHUDEOH FRVW WR LQYHVWRUV� DV GHPRQVWUDWHG LQ 6HFWLRQ ���� 2XU VSHFLnFDWLRQ GRHV QRW FDSWXUH WKH FDVH RI
IXOFUXP IHHV� ZKLFK DUH OHVV FRPPRQ� EXW WKH PRGHO FDQ EH H[WHQGHG WR LQFRUSRUDWH WKHP� 0RUHRYHU� RXU LPSOLFLW
LQFHQWLYH FRPSRQHQW LQ WKH PDQDJHU
V SD\Rm FRXOG EH UHLQWHUSUHWHG DV DQ H[SOLFLW SHUIRUPDQFH�EDVHG IHH�
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$OWKRXJK WKH LQYHVWRU LV QRW PDNLQJ DQ\ LQYHVWPHQW GHFLVLRQV� ZH nQG LW XVHIXO LQ WKH VHTXHO WR

VRPHWLPHV UHIHU WR WKH LQYHVWRU
V RSWLPDO ULVN H[SRVXUH� t,W  
�
o,

xbU
}�

� %\ DQDORJ\� ZH GHnQH WKH ULVN

H[SRVXUH RI WKH LQGH[ SRUWIROLR� t< � DV WKH IUDFWLRQ RI WKH LQGH[ LQYHVWHG LQ WKH ULVN\ DVVHW�

t<W  n�

��� 0DQDJHU
V 5LVN 7DNLQJ ,QFHQWLYHV

7KH RSWLPL]DWLRQ SUREOHP RI WKH PDQDJHU LV VXPPDUL]HG DV�

PD[
t�:7

(>X0�:7I7 �@

VXEMHFW WR G:W  >U � tW�xb U�@:WGW� tW}:WGZW � :� JLYHQ�

ZKHUH I7  

�
I/ LI 5:

7 b5<
7 � s�

I+ LI 5:
7 b5<

7 w s� � � I/ � I+ � s � b �
���

7KLV SUREOHP LV QRQ�VWDQGDUG LQ WKDW LW LV QRQ�FRQFDYH RYHU D UDQJH RI :7 � ZKHUH WKH UDQJH LV

GHSHQGHQW RQ WKH SHUIRUPDQFH RI WKH VWRFKDVWLF LQGH[ < � 7KH HPSLULFDO OLWHUDWXUH RQ IXQG�oRZV WR

UHODWLYH�SHUIRUPDQFH UHODWLRQVKLS FOHDUO\ LQGLFDWHV WKDW QRQ�FRQFDYLWLHV DUH LQKHUHQW LQ WKH PXWXDO

IXQG PDQDJHUV
 SUREOHPV� $V LV ZHOO NQRZQ �H�J�� .DUDW]DV DQG 6KUHYH �������� WKH GULYLQJ HFRQRPLF

VWDWH YDULDEOH LQ DQ DJHQW
V G\QDPLF LQYHVWPHQW SUREOHP LV WKH VR�FDOOHG VWDWH SULFH GHQVLW\� ,Q WKH

FRPSOHWH�PDUNHWV %ODFN DQG 6FKROHV ������ HFRQRP\� WKLV VWDWH SULFH GHQVLW\ SURFHVV� z� LV JLYHQ E\

GzW  bUzWGW b �zWGZW� ZKHUH � s �x b U� } LV WKH FRQVWDQW PDUNHW SULFH RI ULVN LQ WKH HFRQRP\�

3URSRVLWLRQ � FKDUDFWHUL]HV WKH VROXWLRQ WR ��� LQ WHUPV RI WKH VWDWH YDULDEOH z�

3URSRVLWLRQ �� 7KH RSWLPDO ULVN H[SRVXUH DQG WHUPLQDO ZHDOWK RI D IXQG PDQDJHU IDFLQJ LPSOLFLW
LQFHQWLYHV DUH JLYHQ E\

�D� IRU HFRQRPLHV ZLWK t1 ! t< � OHWWLQJ zD ! Az VDWLVI\ J�zD�  �� ZH KDYH
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ZKHUH LQ DOO HFRQRPLHV A\ VROYHV (>z7 A:7 @  :�� -0�c� LV WKH LQYHUVH IXQFWLRQ RI X�0�c�� 1 �c� DQG
��c� WKH VWDQGDUG�QRUPDO FXPXODWLYH GLVWULEXWLRQ DQG GHQVLW\ IXQFWLRQV UHVSHFWLYHO\� A�  � �n}��
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S
7 b W�� DQG A:W LV DV JLYHQ LQ WKH $SSHQGL[� 7KH

NQLIH�HGJH HFRQRPLHV ZLWK t1  t< DUH GHVFULEHG LQ WKH $SSHQGL[�

3URSRVLWLRQ � UHYHDOV WKDW WKH PDQDJHU
V RSWLPDO EHKDYLRU LV GLVWLQFWO\ GLmHUHQW GHSHQGLQJ RQ

ZKHWKHU WKH LQGH[ LV ULVNLHU WKDQ KHU QRUPDO SROLF\ �HFRQRPLHV �D�� RU QRW �HFRQRPLHV �E��� :H QRWH

WKDW ERWK W\SHV RI HFRQRPLHV� �D� DQG �E�� DUH HPSLULFDOO\ SODXVLEOH VLQFH HDFK HFRQRP\ LV LGHQWLnHG

E\ FRQGLWLRQV LQYROYLQJ PDQDJHULDO ULVN DYHUVLRQ o0 � ZKLFK QHHG QRW HTXDO WKDW RI D UHSUHVHQWDWLYH

DJHQW� 7KH LPSOLFDWLRQV IRU RSWLPDO ULVN WDNLQJ DUH EHVW KLJKOLJKWHG E\ SORWWLQJ WKH PDQDJHU
V

VWDWH�GHSHQGHQW ULVN H[SRVXUH DV D IXQFWLRQ RI KHU SHUIRUPDQFH UHODWLYH WR WKH LQGH[��
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)LJXUH �� 7KH PDQDJHU
V RSWLPDO ULVN H[SRVXUH� 7KH VROLG SORWV DUH IRU WKH RSWLPDO ULVN
H[SRVXUH� DQG WKH GRWWHG SORWV DUH IRU WKH PDQDJHU
V QRUPDO ULVN H[SRVXUH��

7KHUH DUH WZR FRQVLGHUDWLRQV DmHFWLQJ WKH PDQDJHU
V EHKDYLRU� )LUVW LV KHU DWWLWXGH WRZDUGV

ULVN� GULYLQJ WKH QRUPDO SROLF\� VHFRQG LV WKH ULVN�VKLIWLQJ LQFHQWLYH LQGXFHG E\ IXQG oRZV� 7R

XQGHUVWDQG WKH ODWWHU� LW LV XVHIXO WR QRWH WKDW WKH QRQ�FRQFDYH SD\Rm WR WKH PDQDJHU FDQ EH

H[SUHVVHG DV

:7I7  I/:7 � �I+ b I/�:7�I5:
7 b5<

7wsJ
�

�$OWKRXJK LQ 3URSRVLWLRQ � WKH RSWLPDO ULVN H[SRVXUH LV H[SUHVVHG DV D IXQFWLRQ RI WKH VWDWH SULFH GHQVLW\ z�
ZH FDQ GUDZ VXFK D SORW SDUDPHWULFDOO\ SURYLGHG WKDW WKH PDQDJHU
V RXWSHUIRUPDQFH 5: b 5< LV PRQRWRQLF LQ z�
7KLV PRQRWRQLFLW\ SURSHUW\ KROGV IRU DOO SDUDPHWHU YDOXHV ZH HPSOR\HG� 2XU ZD\ RI SUHVHQWLQJ WKH UHVXOWV RI WKH
SURSRVLWLRQ LV UHLQIRUFHG E\ REVHUYLQJ WKDW 5: b5< LV D QDWXUDO VWDWH YDULDEOH LQ WKH PDQDJHU
V RSWLPL]DWLRQ ����

�7KH nJXUH LV W\SLFDO� 3DUDPHWHU YDOXHV DUH FKRVHQ IRU GHPRQVWUDWLYH SXUSRVHV� ,Q HFRQRPLHV �D� WKH SDUDPHWHU
YDOXHV DUH o0  ���� I/  ����� I+  ����� n  ���� s  b���� x  ���� U  ����� }  ����� :�  �� W  ����� 7  ��
DQG LQ HFRQRPLHV �E� o0  ���� I/  ����� I+  ����� n  ���� s  ���� x  ����� U  ����� }  ����� :�  ��
W  ����� 7  ��
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ZKHUH WKH nUVW WHUP LV D OLQHDU IXQFWLRQ RI WHUPLQDO ZHDOWK� DQG WKH VHFRQG LV D SRVLWLRQ LQ I+ b I/

?DVVHW�RU�QRWKLQJ� ELQDU\ RSWLRQV ZLWK D VWRFKDVWLF VWULNH� :KHQ WKH PDQDJHU LV IROORZLQJ KHU

QRUPDO SROLF\� KHU RSWLPDO ZHDOWK SURFHVV LV D JHRPHWULF %URZQLDQ PRWLRQ� DQG KHQFH WKH H[DFW

SULFLQJ IRUPXOD IRU WKH ELQDU\ RSWLRQ LV UHDGLO\ DYDLODEOH� ,Q SDUWLFXODU� WKH YRODWLOLW\ RI WKH XQGHU�

O\LQJ� : < � GHSHQGV RQ WKH YRODWLOLW\ RI WKH LQGH[� DQG LV JLYHQ E\ M}:
W b }<

W M  }Mt1W b t<W M�� $V
HPSKDVL]HG LQ WKH YDVW ULVN�VKLIWLQJ OLWHUDWXUH �RULJLQDWLQJ IURP -HQVHQ DQG 0HFNOLQJ �������� WR

LQFUHDVH WKH YDOXH RI KHU FRPSHQVDWLRQ� WKH PDQDJHU KDV DQ LQFHQWLYH WR GHYLDWH IURP KHU QRUPDO

SROLF\ E\ ERRVWLQJ WKH YRODWLOLW\ RI WKH XQGHUO\LQJ� 1RWH WKDW DQ LQFUHDVH LQ WKH YRODWLOLW\ �RU ULVN

H[SRVXUH� RI WKH PDQDJHU
V SRUWIROLR : � }tW� GRHV QRW DOZD\V UHVXOW LQ DQ LQFUHDVH RI WKH YRODWLOLW\

RI WKH XQGHUO\LQJ : < �

/HW XV IRFXV nUVW RQ WKH PDQDJHU
V RSWLPDO SROLFLHV DW WKH \HDU�HQG� ULJKW EHIRUH KHU UHFHLYLQJ

IXQG oRZV LQ UHZDUG IRU KHU SHUIRUPDQFH� :H VWDUW ZLWK HFRQRPLHV �D� �)LJXUH �D�� LQ ZKLFK WKH

PDQDJHU
V QRUPDO ULVN H[SRVXUH LV KLJKHU WKDQ WKDW RI WKH LQGH[ �t1 ! t< �� :KHQ WKH UHWXUQ RQ

WKH PDQDJHU
V SRUWIROLR H[FHHGV WKH LQGH[ UHWXUQ E\ H[DFWO\ WKH oRZ WKUHVKROG s �WKH PDQDJHU
V

RSWLRQ LV DW�WKH�PRQH\�� VKH FKRRVHV WR FORVHO\ PDWFK WKH LQGH[� ,Q WKHVH VWDWHV� WKH EHQHnWV WR WKH

PDQDJHU RI D VPDOO GHYLDWLRQ IURP IROORZLQJ WKH LQGH[� DUH YHU\ VPDOO DV FRPSDUHG WR WKH SRWHQWLDO

FRVW RI HQGLQJ XS ZLWK DQ RXW�RI�WKH�PRQH\ RSWLRQ� $V WKH PDQDJHU
V SRUWIROLR VWDUWV RXWSHUIRUPLQJ

WKH LQGH[� WKH QRUPDO SROLF\ FRQVLGHUDWLRQV ZHLJK LQ PRUH� DQG WKH PDQDJHU VWDUWV WDNLQJ PRUH

DQG PRUH ULVN� FRQYHUJLQJ WR KHU QRUPDO ULVN H[SRVXUH LQ WKH OLPLW� 7KH SDWWHUQ LV TXLWH GLmHUHQW

LQ WKH XQGHUSHUIRUPDQFH UHJLRQ� )RU WKH VWDWHV LQ ZKLFK KHU RSWLRQ LV VOLJKWO\ RXW�RI�WKH�PRQH\�

WKH PDQDJHU KDV DQ LQFHQWLYH WR LQFUHDVH WKH YRODWLOLW\ RI WKH XQGHUO\LQJ �JDPEOH� IRU D FKDQFH WR

HQG XS LQ�WKH�PRQH\� 6LQFH WKH PDQDJHU
V QRUPDO SROLF\ LV ULVNLHU WKDQ WKH LQGH[� WKH PDQDJHU

KDV DQ LQFHQWLYH WR LQFUHDVH KHU ULVN H[SRVXUH DERYH QRUPDO� $V WKH XQGHUSHUIRUPDQFH ZLGHQV�

WKH PDQDJHU
V RSWLRQ GLSV GHHSHU RXW�RI�WKH�PRQH\� ZKHUH LWV YDOXH DQG WKH OLNHOLKRRG RI nQLVKLQJ

LQ�WKH�PRQH\ LV OHVV VHQVLWLYH WR YRODWLOLW\� )RU D FKDQFH WR HQG XS LQ�WKH�PRQH\� WKH PDQDJHU QHHGV

WR LQFUHDVH WKH YRODWLOLW\ HYHQ KLJKHU �WDNH D ELJJHU JDPEOH�� $V WKH XQGHUSHUIRUPDQFH UHDFKHV D

FULWLFDO OHYHO ZKHUH WKH EHQHnWV RI LQFUHDVLQJ ULVN H[SRVXUH DUH HTXDO WR WKH FRVW GXH WR ULVN DYHUVLRQ

RI GHYLDWLQJ IURP KHU QRUPDO SROLF\� WKH ULVN H[SRVXUH DFKLHYHV WKH PD[LPXP SRLQW� %H\RQG WKDW

SRLQW� WKH PDQDJHU
V ULVN H[SRVXUH VWDUWV WR GHFUHDVH DV WKH XQGHUSHUIRUPDQFH ZLGHQV� FRQYHUJLQJ WR

KHU QRUPDO� $QDORJRXV LQWXLWLRQ LV DSSOLFDEOH WR HFRQRPLHV �E� �)LJXUH �E�� LQ ZKLFK WKH PDQDJHU
V

QRUPDO ULVN H[SRVXUH LV ORZHU WKDQ WKDW RI WKH LQGH[ �t1 � t< �� 6KH PDWFKHV WKH LQGH[ ZKHQ KHU

RSWLRQ LV DW�WKH�PRQH\� DQG JUDGXDOO\ GHFUHDVHV KHU ULVN H[SRVXUH FRQYHUJLQJ WR KHU QRUPDO LQ WKH

RXWSHUIRUPDQFH VWDWHV� ,Q WKH XQGHUSHUIRUPDQFH VWDWHV� DJDLQ� WKH PDQDJHU KDV DQ LQFHQWLYH WR

JDPEOH� +RZHYHU� VLQFH t1 b t< � �� WR LQFUHDVH WKH YRODWLOLW\ RI WKH XQGHUO\LQJ� WKH PDQDJHU

�7KH ELQDU\ RSWLRQ ZLWK WKH SD\Rm :7�I5:
7
w5<

7
�sJ  :7�I:7wHs<7 J LV HVVHQWLDOO\ DQ RSWLRQ RQ WKH UDWLR : < �

7KH SURSHUWLHV RI VXFK DQ RSWLRQ FORVHO\ UHVHPEOH WKRVH RI DQ H[FKDQJH RSWLRQ� )RU GLVFXVVLRQ RI ELQDU\ DQG H[FKDQJH
RSWLRQV� VHH +XOO �������

�



QHHGV WR GHFUHDVH KHU SRVLWLRQ LQ WKH ULVN\ VWRFN� $V VKH IDOOV EHKLQG WKH LQGH[ PRUH DQG PRUH�

KHU SRVLWLRQ GHFUHDVHV IXUWKHU� 7KH PDQDJHU PD\ HYHQ RSWLPDOO\ FKRRVH WR VKRUW WKH ULVN\ VWRFN�

$JDLQ� GXH WR D WUDGHRm EHWZHHQ ULVN DYHUVLRQ DQG WKH SD\Rm�LQGXFHG LQFHQWLYH WR JDPEOH� WKH ULVN

H[SRVXUH GRHV QRW JR WR �QHJDWLYH� LQnQLW\� LW UHDFKHV DQ H[WUHPXP DW VRPH SRLQW ZKHUH WKH RSWLRQ

LV VXpFLHQWO\ GHHS RXW�RI�WKH�PRQH\� %H\RQG WKDW� WKH ULVN DYHUVLRQ FRQVLGHUDWLRQV SUHYDLO� DQG WKH

PDQDJHU
V SROLF\ VWDUWV FRQYHUJLQJ WR KHU QRUPDO�

7KH GHVFULEHG RSWLPDO SROLF\ nQDQFHV WKH PDQDJHU
V WHUPLQDO SRUWIROLR YDOXH ZKLFK GLVSOD\V

WKUHH GLVWLQFW SDWWHUQV GHSHQGLQJ RQ WKH VWDWH RI WKH ZRUOG� ,Q WKH H[WUHPH VWDWHV �ORZ z7 RU KLJK

z7 �� WKH PDQDJHU EHKDYHV DV LI WKH IXQG oRZV ZHUH FRQVWDQW DW WKH ORZ I/ RU KLJK I+ UDWH� ,Q

DGGLWLRQ� WKHUH LV DQ H[WHQGHG LQWHUPHGLDWH UHJLRQ LQ ZKLFK WKH PDQDJHU PLPLFV WKH LQGH[� 7KH

QRQFRQFDYLW\ RI WKH PDQDJHU
V SUREOHP JLYHV ULVH WR D GLVFRQWLQXLW\ LQ WKH RSWLPDO ZHDOWK SURnOH

DW z7  Az� 7KLV GLVFRQWLQXLW\ LV GXH WR WKH IDFW WKDW RYHU WKH UDQJH ZKHUH KHU SUHIHUHQFHV DUH QRQ�

FRQFDYH LQ WKH WHUPLQDO SRUWIROLR YDOXH �RU UHWXUQV�� WKH PDQDJHU H[KLELWV D ULVN�ORYLQJ EHKDYLRU�

7KDW LV� VKH ZLOO DOZD\V SUHIHU DGGLQJ D JDPEOH WR KHU SRUWIROLR RYHU D FHUWDLQW\ HTXLYDOHQW SRUWIROLR

YDOXH IDOOLQJ LQWR WKLV �VXERSWLPDO� UDQJH �VHH 6HFWLRQ ��� IRU IXUWKHU HODERUDWLRQ��
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)LJXUH �� '\QDPLFV RI WKH PDQDJHU
V RSWLPDO ULVN H[SRVXUH� 7 �WKLJK  ���� 7 �WPHG  �����
DQG 7 �WORZ  ����� 7KH UHPDLQLQJ SDUDPHWHU YDOXHV DUH WKH VDPH DV LQ )LJXUH ��

7KH PDQDJHU
V RSWLPDO WUDGLQJ VWUDWHJ\ HDUOLHU LQ WKH \HDU UHoHFWV WKH DQWLFLSDWLRQ RI WKH \HDU�

HQG GULYH WR DYRLG WKH VXERSWLPDO UDQJH RI WKH WHUPLQDO SRUWIROLR UHWXUQV� 6KH GRHV QRW ZDLW WLOO

WKH \HDU�HQG WR VHH KRZ KHU UHWXUQV SOD\ RXW� WR WKHQ WDNH D JDPEOH ULJKW EHIRUH WKH WHUPLQDO

GDWH LI QHFHVVDU\� 5DWKHU� VKH VWDUWV WLOWLQJ KHU ULVN H[SRVXUH DURXQG WKH VXERSWLPDO UDQJH ZHOO LQ

DGYDQFH� GLVSOD\LQJ D KXPS LQ WKH ULVN H[SRVXUH DV LQ )LJXUH �� +RZHYHU� WKH PRUH RSSRUWXQLWLHV

VKH KDV WR DGMXVW KHU SRUWIROLR LQ WKH IXWXUH� WKH OHVV ULVN H[SRVXUH VKH LV ZLOOLQJ WR EHDU WRGD\�

7KH ULVN DYHUVLRQ �QRUPDO SROLF\� FRQVLGHUDWLRQV GRPLQDWH HDUO\ LQ WKH \HDU� VXEVWDQWLDOO\ WHPSHU�

��



LQJ WKH ULVN�VKLIWLQJ FRQVLGHUDWLRQV DQG EULQJLQJ WKH RSWLPDO SROLF\ FORVHU WR QRUPDO� EXW DV WLPH

SURJUHVVHV� WKH ULVN�VKLIWLQJ PRWLYH JURZV VWURQJHU� DQG KHQFH WKH PDJQLWXGH RI ULVN WDNLQJ DURXQG

WKH VXERSWLPDO UDQJH RI SRUWIROLR UHWXUQV JURZV� $GGLWLRQDOO\� WKH UDQJH RYHU ZKLFK WKH ULVN H[SR�

VXUH GLVSOD\V D ULVN�VKLIWLQJ�LQGXFHG KXPS LV ZLGHU HDUO\ LQ WKH \HDU� DQG VKULQNV PRQRWRQLFDOO\ DV

WKH KRUL]RQ DSSURDFKHV� 7KH PDQDJHU VWDUWV HQJDJLQJ LQ ULVN VKLIWLQJ ZKHQ KHU RSWLRQ LV GHHSHU

RXW�RI�WKH�PRQH\� DQG UHGXFHV GHYLDWLRQV IURP WKH LQGH[ �ORFNV LQ JDLQV� HYHQ LI VKH LV VWLOO LQ WKH

RXWSHUIRUPDQFH UDQJH� )RU UHDVRQDEOH SDUDPHWHU YDOXHV� WKH GLmHUHQFH EHWZHHQ WKH RXWSHUIRUPDQFH

SRLQW� DW ZKLFK WKH PDQDJHU PLQLPL]HV KHU GHYLDWLRQV IURP WKH LQGH[� DQG WKH oRZ WKUHVKROG s

LV SRVLWLYH EXW YHU\ VPDOO� RIWHQ QRW GLVWLQJXLVKDEOH WR WKH H\H RQ D SORW� 7KH SORWV LQ )LJXUH �

LOOXVWUDWH WKLV GLVFXVVLRQ�

��� )XUWKHU 'LVFXVVLRQ DQG *HQHUDOL]DWLRQV

7KLV VHFWLRQ RmHUV IXUWKHU LQVLJKW LQWR WKH PDQDJHU
V RSWLPDO EHKDYLRU DQG DWWHPSWV WR JHQHUDOL]H

RXU LQWXLWLRQ WR DOWHUQDWLYH VSHFLnFDWLRQV RI WKH IXQG�oRZ WR UHODWLYH�SHUIRUPDQFH UHODWLRQVKLS�

$� 5LVN�7DNLQJ LQ &RUSRUDWH )LQDQFH YHUVXV 2XU $QDO\VLV

:H WKLQN LW LV XVHIXO WR FRQWUDVW RXU UHVXOWV RQ WKH PDQDJHU
V RSWLPDO ULVN WDNLQJ WR PHDVXUHV RI

ULVN�WDNLQJ LQFHQWLYHV DV GHnQHG LQ WKH FRUSRUDWH nQDQFH OLWHUDWXUH� W\SLFDOO\ XQGHU WKH DVVXPS�

WLRQ RI DJHQWV
 ULVN�QHXWUDOLW\� )RU H[DPSOH� *UHHQ DQG 7DOPRU ������� LQ WKH FRQWH[W RI WKH DVVHW

VXEVWLWXWLRQ SUREOHP� GHnQH WKH ULVN�WDNLQJ LQFHQWLYH DV WKH VHQVLWLYLW\ RI WKH YDOXH RI WKH HTXLW\�

KROGHUV
 RSWLRQ�OLNH SD\Rm WR ?FKDQJHV LQ LQYHVWPHQW ULVN� �YDULDELOLW\ RI WKH XQGHUO\LQJ FDVK oRZ��

$ VLPLODU PHDVXUH LV DGRSWHG E\ &KHYDOLHU DQG (OOLVRQ ������ ZKRVH IRFXV LV WKH FORVHVW WR RXUV�

,Q RSWLRQ SULFLQJ� WKLV PHDVXUH LV W\SLFDOO\ UHIHUUHG WR DV YHJD� WKH SDUWLDO GHULYDWLYH RI DQ RSWLRQ
V

�SRUWIROLR� YDOXH ZLWK UHVSHFW WR WKH YRODWLOLW\ RI WKH XQGHUO\LQJ� 7KH ULVN�WDNLQJ LQFHQWLYH� DV GH�

nQHG LQ FRUSRUDWH nQDQFH� WKHQ FDSWXUHV WKH VWUHQJWK RI WKH �YDOXH�PD[LPL]LQJ� PDQDJHU
V GHVLUH

WR LQFUHDVH WKH YRODWLOLW\ RI KHU SRUWIROLR �ULVN H[SRVXUH� UHODWLYH WR VRPH n[HG VWDWXV TXR DVVHW

DOORFDWLRQ� 7KLV ULVN WDNLQJ LQFHQWLYH ZLOO EH WKH VWURQJHVW �ZHDNHVW� ZKHQ YHJD RI WKH PDQDJHU
V

SD\Rm DFKLHYHV LWV PD[LPXP �PLQLPXP��

2XU PHDVXUH RI ULVN WDNLQJ LV WKH PDQDJHU
V RSWLPDO ULVN H[SRVXUH� WKH IUDFWLRQ RI ZHDOWK VKH

RSWLPDOO\ LQYHVWV LQ WKH ULVN\ DVVHW LQ UHVSRQVH WR KHU LQFHQWLYHV� 7KLV TXDQWLW\ DOORZV XV WR IRUPDOL]H

DQ LPSRUWDQW LQWHUDFWLRQ RI WKH PDQDJHU SD\Rm
V YHJD ZLWK KHU ULVN DYHUVLRQ� 5LVN DYHUVLRQ LQGXFHV

WKH PDQDJHU WR WDNH DV OLWWOH ULVN �DV VPDOO D JDPEOH� DV QHFHVVDU\ WR FURVV RYHU LQWR WKH PRQH\QHVV

LQ WKH JRRG VWDWHV RI WKH ZRUOG� 7KXV� D VPDOO LQFUHDVH LQ WKH ULVN H[SRVXUH LV VXpFLHQW QHDU WKH

PRQH\� DQG D PXFK ODUJHU LQFUHDVH LV QHHGHG ZKHQ WKH RSWLRQ LV GHHS RXW�RI�WKH�PRQH\� 1RWH WKDW

RXU HQGRJHQRXV JDPEOH�WKHQ�ORFN�LQ SDWWHUQ RI ULVN H[SRVXUH GRHV QRW FRQYHUJH WR WKH FRUSRUDWH�

��



nQDQFH PHDVXUH RI ULVN�WDNLQJ LQFHQWLYHV HYHQ DV WKH ULVN DYHUVLRQ RI WKH PDQDJHU WHQGV WR ]HUR�

7KLV LV EHFDXVH WKH SURSHU OLPLW RI WKH SUHIHUHQFHV RI RXU PDQDJHU LV D OLQHDU IXQFWLRQ RYHU WKH UDQJH

RI SRVLWLYH YDOXHV RI WHUPLQDO ZHDOWK� FRXSOHG ZLWK D UHVWULFWLRQ WKDW ZHDOWK FDQQRW IDOO EHORZ ]HUR

�WKH QHJDWLYLW\ RI ZHDOWK LV UXOHG RXW E\ WKH ,QDGD FRQGLWLRQV�� 7KLV IXQFWLRQ LV �ZHDNO\� FRQFDYH�

VR ZH GR QRW JHW D ULVN�QHXWUDO �OLQHDU� REMHFWLYH HYHQ LQ WKH OLPLW�

%� $OWHUQDWLYH 6SHFLnFDWLRQV RI )ORZ�3HUIRUPDQFH 5HODWLRQVKLS

%HORZ ZH GLVFXVV KRZ RXU DQDO\VLV DSSOLHV PRUH JHQHUDOO\ WKDQ MXVW WR D WZR�VWDWH IXQG oRZV�

�L� )ORZ�SHUIRUPDQFH VSHFLnFDWLRQ RI &KHYDOLHU DQG (OOLVRQ ������� &RQVLGHU D IXQFWLRQDO IRUP IRU

WKH oRZ�SHUIRUPDQFH UHODWLRQVKLS DORQJ WKH OLQHV RI &KHYDOLHU DQG (OOLVRQ�

I7  

�!!�
!!�

I/ LI U:7 b U<7 � ��

I/ � U:7 b U<7 LI � � U:7 b U<7 � s �

I+  I/ � s LI s � U:7 b U<7 � � � I/ � I+� s ! � �

ZKHUH � � U=W  H5
=
W GHQRWHV WKH VLPSOH �KROGLQJ SHULRG� UHWXUQ RQ =� &KHYDOLHU DQG (OOLVRQ

KLJKOLJKW WKH IROORZLQJ IHDWXUH RI WKH oRZV�SHUIRUPDQFH UHODWLRQVKLS� D FRQYH[ ?NLQN� IRU VOLJKW

XQGHUSHUIRUPDQFH� IROORZHG E\ DQ DSSUR[LPDWHO\ OLQHDU VHJPHQW� WKHQ D FRQFDYH ?NLQN� LQ WKH

RYHUSHUIRUPDQFH UHJLRQ� 7KH\ DUJXH WKDW WKH PDQDJHU
V ULVN WDNLQJ LQFHQWLYHV �GHnQHG E\ YHJD� DW

WLPH W DUH �ORFDOO\� WKH KLJKHVW DW WKH nUVW NLQN DQG WKH ORZHVW DW WKH VHFRQG�� 1RWH WKDW ZH FDQ

H[SUHVV WKH PDQDJHU
V SD\Rm DV D OLQHDU IXQFWLRQ RI WKH WHUPLQDO SRUWIROLR YDOXH :7 DQG D SRUWIROLR

RI WZR FDOO RSWLRQV ZLWK VWRFKDVWLF VWULNHV <7 DQG <7 � s:��

:7I/ �
:7

:�
PD[I:7 b <7 � �J b :7

:�
PD[I:7 b <7 b s:�� �J�

2I LQWHUHVW WR XV� LV WKH nUVW FDOO RSWLRQ� 8QOLNH WKH VHFRQG FDOO� LW LQWURGXFHV D QRQ�FRQFDYLW\ LQ

WKH PDQDJHU
V SD\Rm� 7KH ORFDO EHKDYLRU DURXQG WKLV QRQ�FRQFDYLW\ ZLOO UHVHPEOH WKDW GHVFULEHG

LQ 3URSRVLWLRQ �� ,Q SDUWLFXODU� VLQFH WKH YRODWLOLW\ RI WKH XQGHUO\LQJ LV DJDLQ JLYHQ E\ M}:
W b }<

W M  
}MtWb t< M� WKH SDWWHUQV RI PDQDJHU
V EHKDYLRU ZLOO EH GLVWLQFWO\ GLmHUHQW GHSHQGLQJ RQ ZKHWKHU WKH
LQGH[ LV ULVNLHU WKDQ WKH PDQDJHU
V QRUPDO SROLF\ RU QRW� 7KH NLQN DW U:7  U<7 JLYHV WKH PDQDJHU

DQ LQFHQWLYH WR LQFUHDVH WKH ULVNLQHVV RI WKH XQGHUO\LQJ� 7KXV� WKH ZD\ VKH ZLOO GR WKLV GHSHQGV

RQ ZKHWKHU WKH HFRQRPLF HQYLURQPHQW LV RI W\SH �D� RU �E�� 0DQDJHULDO ULVN DYHUVLRQ ZLOO DFW WR

FRXQWHUDFW WKH RSWLRQ�LQGXFHG LQFHQWLYH WR LQFUHDVH ULVN� 7KH ULVN H[SRVXUH ZLOO GLVSOD\ D ORFDO

PD[LPXP DQG D ORFDO PLQLPXP LQ WKH QHLJKERUKRRG RI U:7  U<7 �

�2I FRXUVH� RXU IRUP RI I7 LV DQ RYHUO\ VLPSOLnHG YHUVLRQ RI WKH VSHFLnFDWLRQ UHYHDOHG E\ &KHYDOLHU DQG (OOLVRQ
V
HVWLPDWLRQ� )RU H[DPSOH� WR VLPSOLI\ H[SRVLWLRQ ZH DEVWUDFW DZD\ IURP WZR RWKHU ?NLQNV� FRUUHVSRQGLQJ WR WKH UHJLRQV
RI H[WUHPHO\ JRRG DQG H[WUHPHO\ EDG SHUIRUPDQFH UHODWLYH WR WKH LQGH[� 7KLV LV EHFDXVH� VLPLODUO\ WR &KHYDOLHU DQG
(OOLVRQ� ZH DUH LQWHUHVWHG LQ LGHQWLI\LQJ WKH PDQDJHU
V EHKDYLRU ORFDOO\ DURXQG D JLYHQ NLQN� 7KH IXQFWLRQDO IRUP ZH
DGRSW WKXV VXLWV WKLV SXUSRVH�

��



�LL� )ORZ�SHUIRUPDQFH VSHFLnFDWLRQ RI &DUSHQWHU ������� &DUSHQWHU VWXGLHV WKH ULVN WDNLQJ RI D ULVN�

DYHUVH PDQDJHU SDLG ZLWK D FDOO RSWLRQ RQ WKH DVVHWV VKH FRQWUROV� $V &DUSHQWHU KLJKOLJKWV� VXFK D

FRQYH[ FRPSHQVDWLRQ VWUXFWXUH FRXOG SRWHQWLDOO\ DULVH IURP WKH GRFXPHQWHG IXQG oRZ�SHUIRUPDQFH

UHODWLRQVKLS� +HUH� ZH DWWHPSW WR LQWHUSUHW &DUSHQWHU
V PRGHO DV UHGXFHG IRUP IRU VXFK DQ LPSOLFLW

LQFHQWLYH� 7KH FORVHVW ZD\ WR REWDLQ &DUSHQWHU
V ?VDIHW\ QHW� DW SRRU IXQG SHUIRUPDQFH ZLWKLQ

RXU PRGHO� LV WR VHW I/  . :7 � JXDUDQWHHLQJ WKH oRRU . IRU SRUWIROLR YDOXHV EHORZ .� DQG

D SD\Rm OLQHDU LQ :7 IRU OHYHOV DERYH .� 7KH LQGH[ < LV QRQ�VWRFKDVWLF �t<  �� IRU PRVW RI

&DUSHQWHU
V DQDO\VLV� 1RWH WKDW WKLV IRUP RI IXQG�oRZV WR UHODWLYH�SHUIRUPDQFH UHODWLRQVKLS HQWDLOV

D FRXQWHUIDFWXDO LPSOLFDWLRQ WKDW IXQG oRZV LQFUHDVH DV WKH IXQG YDOXH GHFUHDVHV ZKHQ SHUIRUPLQJ

SRRUO\ �IRU ORZ :7 � I/ ! I+�� DQG WHQGV WR �SRVLWLYH� LQnQLW\ DW ]HUR IXQG YDOXH� 7KLV EHKDYLRU

KLJKOLJKWV WKH LQFHQWLYH HmHFWV RI D ?VDIHW\ QHW�� DORQJ WKH OLQHV RI WKH ULVN�VKLIWLQJ VWRU\ RI -HQVHQ

DQG 0HFNOLQJ ������� 2XU PDQDJHU� ZKR LV QRW UHZDUGHG IRU SRRU SHUIRUPDQFH EXW LV HmHFWLYHO\

SHQDOL]HG LQVWHDG �E\ ORZ IXQG oRZ IRU ORZ:7 �� EHKDYHV FRQVLGHUDEO\ GLmHUHQWO\� 7KH ULVN DYHUVLRQ

FRQVLGHUDWLRQV SOD\ DQ LPSRUWDQW UROH LQ WKH XQGHUSHUIRUPDQFH UHJLRQ LQ FRXQWHUDFWLQJ ULVN�VKLIWLQJ�

WKXV UXOLQJ RXW XQERXQGHG ULVN H[SRVXUH� 7KLV IHDWXUH ZLOO DOVR EH SUHVHQW LQ D PRGHO ZKHUH D

PDQDJHU FDQ JHW nUHG ZKHQ WKH IXQG UHWXUQ LV ORZ� VLQFH WKH PDQDJHU ZRXOG RSWLPDOO\ FKRRVH WR

OLPLW WKH VL]H RI WKH JDPEOH VKH WDNHV WR DYRLG WKH VWDWHV LQ ZKLFK VKH JHWV nUHG� $QRWKHU nQGLQJ

RI RXU DQDO\VLV LV XQFRYHULQJ RI HFRQRPLHV �E�� $OWKRXJK D VWRFKDVWLF EHQFKPDUN LV FRQVLGHUHG LQ

&DUSHQWHU� KHU PRGHO LV DEOH WR XQFRYHU RQO\ HFRQRPLHV RI W\SH �D�� 2XU DQDO\VLV GLVWLQJXLVKLQJ

EHWZHHQ WKH WZR HFRQRPLHV XQGHUVFRUHV WKH IDFW WKDW WKH PDQDJHU
V EHKDYLRU LV LQ SDUW GULYHQ E\

DQ LQFHQWLYH WR PDQLSXODWH WKH GLVWDQFH EHWZHHQ WKH ULVN H[SRVXUH RI WKH IXQG DQG WKDW RI WKH LQGH[

LQ DFURVV VWDWHV RI WKH ZRUOG� 7KLV SURYLGHV DQ DOWHUQDWLYH H[SODQDWLRQ IRU &DUSHQWHU
V nQGLQJ WKDW

WKH PDQDJHU
V RSWLPDO ULVN H[SRVXUH PD\ GURS EHORZ QRUPDO�

�LLL� *HQHUDO oRZ�SHUIRUPDQFH VSHFLnFDWLRQ� :H QRZ FRQVLGHU D JHQHUDO SD\Rm VWUXFWXUH :7I7 � :H

FRQMHFWXUH WKDW WKH EXON RI RXU UHVXOWV KROGV ORFDOO\ IRU HYHU\ UHJLRQ LQ ZKLFK X0�:7I7 � LV QRQ�

FRQFDYH� ,I VXFK D UHJLRQ LQFOXGHV :7  � RU :7  �� WKHQ DW WKH JOREDO PD[LPXP �RU PLQLPXP��
WKH PDQDJHU
V ULVN H[SRVXUH FDQ EH LQnQLWH �D FRUQHU VROXWLRQ� RU QRW ZHOO�GHnQHG� 2WKHUZLVH� WKH

PDQDJHU
V ULVN H[SRVXUH LV ERXQGHG IURP DERYH DQG EHORZ IRU HDFK W� DQG WKH SDWWHUQ RI ULVN WDNLQJ

LQFHQWLYHV LV DORQJ WKH OLQHV RI WKDW GHVFULEHG LQ WKLV VHFWLRQ�

5HPDUN �� �$OWHUQDWLYH DSSOLFDWLRQV� $QWLFLSDWLQJ SRVVLEOH DSSOLFDELOLW\ RI RXU LQWXLWLRQ WR
WKH DUHDV LQ FRUSRUDWH nQDQFH� ZKHUH QRQ�FRQFDYLWLHV DUH LQKHUHQW LQ WKH SD\Rm VWUXFWXUH RI D ULVN�
DYHUVH PDQDJHU �H�J�� WKH DVVHW VXEVWLWXWLRQ SUREOHP� H[HFXWLYH FRPSHQVDWLRQ�� LW LV ZRUWK SRLQWLQJ
WKDW D ULVNOHVV LQGH[ LV D VSHFLDO FDVH RI RXU DQDO\VLV� 7KH SDWWHUQ RI RSWLPDO ULVN H[SRVXUH ZLOO
UHVHPEOH WKDW LQ RXU )LJXUH �D�

��



&� $ )XUWKHU ,OOXVWUDWLRQ RI 1RQFRQFDYLWLHV DQG 5LVN 6KLIWLQJ

X0�:7I7 �

: D : D
:7

X0�:7I7 �

: E: E
:7

�D� (FRQRPLHV ZLWK At ! t< � �E� (FRQRPLHV ZLWK At � t< �

)LJXUH �� 7KH PDQDJHU
V WHUPLQDO XWLOLW\� 7KH VROLG SORWV DUH IRU WKH PDQDJHU
V XWLOLW\� ZLWK
LWV FRQFDYLnFDWLRQ VXSHULPSRVHG ZLWK WKH GDVKHG OLQH� 4XDQWLW\ At GHQRWHV WKH ULVN H[SRVXUH� ZKLFK
LV DVVXPHG FRQVWDQW LQ WKH SORWV�

)LJXUH � GHSLFWV WKH PDQDJHU
V XWLOLW\ IXQFWLRQ� ZLWK LWV FRQFDYLnFDWLRQ VXSHULPSRVHG RQ WKH

SORW��� 7KH VROLG SORW UHSUHVHQWV WKH PDQDJHU
V XWLOLW\ XQGHU D JLYHQ FRQVWDQW ULVN H[SRVXUH At�

7KH nJXUH LOOXVWUDWHV WKH HmHFWV RI FRUUHODWLRQ RI WKH IXQG SRUWIROLR ZLWK WKH LQGH[� ,Q SDQHO �D�

�At ! t< �� WKH IXQG UHFHLYHV oRZV DW WKH ORZ UDWH IRU ORZ IXQG YDOXHV DQG DW WKH KLJK UDWH IRU KLJK

YDOXHV �:7 ! : D�� &RQYHUVHO\� LQ SDQHO �E� �At � t< �� IXQG oRZV DUH KLJK IRU ORZ IXQG YDOXHV DQG

ORZ IRU KLJK YDOXHV �:7 ! : E�� 7KLV LV EHFDXVH WKH GULYLQJ IDFWRU LQ UHFHLYLQJ oRZV LV QRW DEVROXWH

SHUIRUPDQFH� EXW UHODWLYH� ,Q SDQHO �D�� WKH IXQG ULVN H[SRVXUH LV KLJKHU WKDQ WKDW RI WKH LQGH[� DQG

KHQFH D SHUFHQW UHWXUQ RQ WKH LQGH[ LV DFFRPSDQLHG E\ PRUH WKDQ D SHUFHQW UHWXUQ RQ WKH IXQG�

6R� LQ UHODWLYH WHUPV� WKH IXQG EHDWV WKH LQGH[ LQ JRRG VWDWHV �KLJK :7 � DQG ODJV LQ EDG VWDWHV �ORZ

:7 �� ,Q SDQHO �E�� WKH IXQG ULVN H[SRVXUH LV ORZHU WKDQ WKDW RI WKH LQGH[� DQG KHQFH D SHUFHQW

UHWXUQ RQ WKH LQGH[ LV PDWFKHG E\ OHVV WKDQ D SHUFHQW UHWXUQ RQ WKH IXQG� 7KHQ LQ JRRG VWDWHV �KLJK

:7 �� WKH IXQG LV DFWXDOO\ XQGHUSHUIRUPLQJ WKH LQGH[� ZKLOH RXWSHUIRUPLQJ LQ EDG VWDWHV �ORZ :7 ��

$FFRUGLQJO\� WKH LQFHQWLYHV WR DGMXVW ULVN H[SRVXUH UHODWLYH WR WKH VWDWXV TXR OHYHO At DUH GLVWLQFWO\

GLmHUHQW LQ WKH WZR VFHQDULRV� DNLQ WR WKH WZR GLVWLQFW EHKDYLRU SUHVHQWHG LQ 3URSRVLWLRQ ��

7KH nJXUH KLJKOLJKWV WKH H[LVWHQFH RI D nQLWH UDQJH RI SRUWIROLR YDOXHV RYHU ZKLFK WKH XWLOLW\

LV QRQFRQFDYH� DQG KHQFH WKH PDQDJHU KDV DQ LQFHQWLYH WR JDPEOH� 7KDW LV� VKH ZRXOG DOZD\V

��7KH UROH RI WKH nJXUH LV WR LOOXVWUDWH RXU UHVXOWV E\ DSSHDOLQJ WR D VLPSOH WZR�SHULRG LQWXLWLRQ� 7R FRQVWUXFW WKH
nJXUH� ZH n[HG WKH PDQDJHU
V ULVN H[SRVXUH� At� WR EH D FRQVWDQW DERYH WKDW RI WKH LQGH[� t< LQ HFRQRPLHV �D�� DQG WR
EH EHORZ LQ HFRQRPLHV �E�� 7KLV LV DV LQ 3URSRVLWLRQ �� ZKHUH AtW LV DERYH �EHORZ� t

< LQ HFRQRPLHV �D� �HFRQRPLHV �E���

��



SUHIHU DGGLQJ D ]HUR SUHVHQW YDOXH JDPEOH I��� ZLWK SUREDELOLW\ ���� ��� ZLWK SUREDELOLW\ ���J
WR KHU VWDWXV TXR SRUWIROLR �GHnQHG E\ n[HG At� RYHU HQGLQJ XS ZLWK D YDOXH LQ WKH VXERSWLPDO

�: D� : D� RU �: E� : E� UDQJHV� $Q DGGLWLRQDO OD\HU RI FRPSOH[LW\ LQ RXU VHWXS LV WKDW WKH QDWXUH

RI WKH QRQFRQFDYLW\ FKDQJHV G\QDPLFDOO\� DQG WKH PDSSLQJ IURP )LJXUH � WR � DFFRXQWV IRU WKDW�

&RUUHVSRQGLQJO\� WKH RSWLPDO WHUPLQDO IXQG SRUWIROLR YDOXH GHULYHG LQ 3URSRVLWLRQ � IHDWXUHV D

GLVFRQWLQXLW\� UHVSRQVLEOH IRU WKH PDQDJHU
V ULVN�VKLIWLQJ EHKDYLRU� +RZ ZRXOG WKH PDQDJHU� ZKRVH

LQYHVWPHQW RSSRUWXQLW\ VHW FRQVLVWV RI DVVHWV ZLWK FRQWLQXRXV GLVWULEXWLRQV� DFKLHYH D GLVFRQWLQXRXV

RSWLPDO ZHDOWK SURnOH" 6LPSO\� E\ WDNLQJ DGYDQWDJH RI FRQWLQXRXV WUDGLQJ DQG WKXV V\QWKHWLFDOO\

UHSOLFDWLQJ D ����� JDPEOH� RU LWV FORVH VXEVWLWXWH� D ELQDU\ RSWLRQ� 2QH FDQ VHH IURP WKH H[SUHVVLRQV

IRU WKH RSWLPDO WUDGLQJ VWUDWHJLHV WKDW WKH\ LQGHHG FRQWDLQ ELQDU\ RSWLRQ�W\SH FRPSRQHQWV� :KDW

LI� SHUKDSV PRUH UHDOLVWLFDOO\� WKH PDQDJHU LV XQDEOH WR V\QWKHWLFDOO\ FUHDWH D ELQDU\ RSWLRQ� DV

ZRXOG EH WKH FDVH� IRU H[DPSOH� LQ WKH SRSXODU WZR�SHULRG PRGHO ZLWK FRQWLQXRXV VWDWH VSDFH EXW

ZLWK D nQLWH QXPEHU RI VHFXULWLHV DYDLODEOH IRU LQYHVWPHQW" 7KH DERYH DUJXPHQW LQGLFDWHV WKDW LQ

VXFK DQ HFRQRP\ WKH PDQDJHU ZRXOG FOHDUO\ EHQHnW IURP LQWURGXFWLRQ RI VSHFLnF VHFXULWLHV LQWR

KHU LQYHVWPHQW RSSRUWXQLW\ VHW� ELQDU\ RSWLRQV� :H QRWH WKDW WKLV GLVFXVVLRQ DSSOLHV JHQHUDOO\ WR

DQ\ SUHIHUHQFHV H[KLELWLQJ D QRQFRQFDYLW\� DQG LV QRW GULYHQ E\ WKH IDFW WKDW LQ RXU VHWWLQJ WKH

PDQDJHU
V SD\Rm HVVHQWLDOO\ LQFOXGHV D ELQDU\ RSWLRQ�

��� &RVWV RI $FWLYH 0DQDJHPHQW WR ,QYHVWRUV

,PSOLFLW DQG H[SOLFLW LQFHQWLYHV WKDW WKH PDQDJHU IDFHV PDNH KHU DGRSW D SROLF\ WKDW GHYLDWHV

IURP WKH RSWLPDO SROLF\ RI WKH LQYHVWRU� t, � ,Q RUGHU WR HYDOXDWH WKH HFRQRPLF VLJQLnFDQFH RI WKLV

GHYLDWLRQ� ZH FRPSXWH WKH XWLOLW\ ORVV WR WKH LQYHVWRU RI GHOHJDWLQJ KLV PRQH\ WR WKH PDQDJHU�

)ROORZLQJ &ROH DQG 2EVWIHOG ������� ZH GHnQH D FRVW�EHQHnW PHDVXUH� Aw� UHoHFWLQJ WKH LQYHVWRU
V

JDLQ�ORVV TXDQWLnHG LQ XQLWV RI KLV LQLWLDO ZHDOWK�

9 ,��� � Aw�:��  A9 �:�� �

ZKHUH 9 ,�c� GHQRWHV WKH LQYHVWRU
V LQGLUHFW XWLOLW\ XQGHU KLV RSWLPDO SROLF\ t, � DQG A9 �c� KLV LQGLUHFW
XWLOLW\ XQGHU GHOHJDWLRQ� ,Q RUGHU WR GLVHQWDQJOH WKH LPSOLFDWLRQV RI H[SOLFLW DQG LPSOLFLW LQFHQWLYHV

RI WKH PDQDJHU� ZH GHFRPSRVH WKH WRWDO FRVW�EHQHnW PHDVXUH LQWR WZR FRPSRQHQWV� w1 DQG w< �

7KH IRUPHU FDSWXUHV WKH HmHFWV RI WKH PDQDJHU
V DWWLWXGH WRZDUGV ULVN GULYLQJ KHU QRUPDO SROLF\�

ZKLOH WKH ODWWHU WKH HmHFWV RI LPSOLFLW LQFHQWLYHV� ,Q SDUWLFXODU� w1 VROYHV 9 ,��� � w1�:��  

A9 �:�� I7  ��� ZKHUH A9 �:�� I7 �� GHQRWHV WKH LQYHVWRU
V LQGLUHFW XWLOLW\ XQGHU GHOHJDWLRQ DEVHQW

LPSOLFLW LQFHQWLYHV� DQG w< VROYHV � � Aw  �� � w1��� � w< ��

7KH PDLQ SDUDPHWHU JRYHUQLQJ WKH JDLQ�ORVV GXH WR H[SOLFLW LQFHQWLYHV LV WKH PDQDJHU
V ULVN

DYHUVLRQ� o0 � $EVHQW LPSOLFLW LQFHQWLYHV� WKH IXUWKHU o0 GHYLDWHV IURP WKH LQYHVWRU
V ULVN DYHUVLRQ�

o, � WKH ODUJHU WKH GLVFUHSDQF\ EHWZHHQ WKH RSWLPDO ULVN H[SRVXUH RI WKH PDQDJHU� t
1 � DQG WKDW

��



GHVLUHG E\ WKH LQYHVWRU� t, � DQG FRQVHTXHQWO\ WKH KLJKHU WKH ORVV WR WKH LQYHVWRU� $V UHSRUWHG LQ

7DEOHV �D DQG �E� WKH ORVV GXH WR H[SOLFLW LQFHQWLYHV� w1 � LV ]HUR ZKHQ WKH PDQDJHU DQG WKH LQYHVWRU

KDYH WKH VDPH DWWLWXGH WRZDUGV ULVN� o0  o,� ��� +RZHYHU� IRU o,  ��� VXFK D ORVV FDQ EH TXLWH

VLJQLnFDQW� ������ LQ HFRQRPLHV �D� DQG ������ LQ HFRQRPLHV �E����

7KH VWUHQJWK RI WKH LPSOLFLW LQFHQWLYHV LV GHSHQGHQW XSRQ WKH YDOXH RI WKH RSWLRQ FRPSRQHQW

GXH WR IXQG oRZV UHODWLYH WR WKH WRWDO YDOXH RI WKH FRPSHQVDWLRQ SDFNDJH RI WKH PDQDJHU� $EVHQW

H[SOLFLW LQFHQWLYHV� WKH PRUH LPSRUWDQW WKLV RSWLRQ FRPSRQHQW LV� WKH PRUH WKH PDQDJHU HQJDJHV

LQ WKH JDPEOLQJ EHKDYLRU LQ WKH XQGHUSHUIRUPDQFH UHJLRQ� GHYLDWLQJ IXUWKHU IURP WKH LQYHVWRU
V

GHVLUHG ULVN H[SRVXUH� 7KH YDOXH RI WKH RSWLRQ FRPSRQHQW LV LQFUHDVLQJ LQ WKH LPSOLFLW UHZDUG

IRU RXWSHUIRUPDQFH� I+ b I/� $FFRUGLQJO\� WKH ORVV WR WKH LQYHVWRU GXH WR LPSOLFLW LQFHQWLYHV� w
< �

LQFUHDVHV ZLWK I+ b I/� )RU WKH ODUJHVW LPSOLFLW UHZDUG ZH FRQVLGHU LQ 7DEOH �� I+ b I/  ���� WKH

ORVV LV ����� LQ HFRQRPLHV �D� DQG ����� LQ HFRQRPLHV �E�� $GGLWLRQDOO\� WKLV YDOXH LQKHULWV WKH

SURSHUWLHV RI WKH ELQDU\ ?DVVHW�RU�QRWKLQJ� RSWLRQ ZLWK D VWRFKDVWLF VWULNH < � ,Q SDUWLFXODU� WKH

YDOXH LV VHQVLWLYH WR WKH YRODWLOLW\ RI WKH XQGHUO\LQJ }MtW b t< M� 7KLV REVHUYDWLRQ UHQGHUV LQVLJKWV
LQWR LGHQWLI\LQJ HFRQRPLF HQYLURQPHQWV� LQ ZKLFK WKH HmHFWV RI LPSOLFLW LQFHQWLYHV ZRXOG EH PRVW

SURQRXQFHG� )RU H[DPSOH� LQ 7DEOH �D ZH UHSRUW WKH FRVW GXH WR LPSOLFLW LQFHQWLYHV RI ������ IRU

WKH KLJKHVW ULVN H[SRVXUH RI WKH LQGH[ ZH FRQVLGHU �t<  ����� DQG LQ 7DEOH �E D FRUUHVSRQGLQJ FRVW

RI ������

7KH H[SOLFLW DQG LPSOLFLW LQFHQWLYHV HmHFWV UHLQIRUFH HDFK RWKHU LQ KDUPLQJ RI WKH LQYHVWRU�

7DEOH � UHSRUWV WKH WRWDO FRVW GXH WR ERWK H[SOLFLW DQG LPSOLFLW LQFHQWLYHV� Aw UDQJLQJ IURP �����

WR ������� ,QYRNLQJ PXWXDO IXQGV DV RXU OHDGLQJ H[DPSOH� WKLV EHJV IRU DQ DFWLRQ RQ WKH SDUW RI

PXWXDO IXQG LQYHVWRUV RU UHJXODWRUV DLPHG DW EHWWHU DOLJQLQJ WKH LQFHQWLYHV RI PXWXDO IXQG PDQDJHUV

ZLWK WKRVH RI LQYHVWRUV�

�� 8QZLQGLQJ WKH 0DQDJHU
V ,QFHQWLYHV ZLWK %HQFKPDUNLQJ

$V DUJXHG LQ WKH SUHYLRXV VHFWLRQ� H[SOLFLW DQG LPSOLFLW LQFHQWLYHV VZD\ PXWXDO IXQG PDQDJHUV DZD\

IURP DGRSWLQJ DVVHW DOORFDWLRQ SROLFLHV WKDW DUH RSWLPDO IRU LQYHVWRUV� $ QDWXUDO TXHVWLRQ WR DVN

WKHQ LV ZKDW LQYHVWRUV RU UHJXODWRUV FDQ GR WR EHWWHU DOLJQ WKH LQFHQWLYHV RI IXQG PDQDJHUV� 2QH

DSSURDFK LV WR GHVLJQ DQ DSSURSULDWH FRPSHQVDWLRQ FRQWUDFW� :KLOH DUJXDEO\ D FOHYHUO\�GHVLJQHG

FRQWUDFW PD\ DFKLHYH VXSHULRU EHQHnWV WR WKH LQYHVWRU RYHU WKH PHFKDQLVP ZH SURSRVH EHORZ� LW

��7KH YDOXHV UHSRUWHG LQ 7DEOH � DUH IRU WKH PRGHO SDUDPHWHUV� FDOLEUDWHG WR FRQIRUP ZLWK WKH REVHUYHG PDUNHW
G\QDPLFV DQG URXJKO\ FDSWXULQJ WKH REVHUYHG oRZ�SHUIRUPDQFH UHODWLRQVKLS IRU PXWXDO IXQGV� 7KH PDUNHW SDUDPHWHUV
LQ HFRQRPLHV �E� UHSUHVHQW ?XQIDYRUDEOH� PDUNHW FRQGLWLRQV GHVLJQHG WR WHPSHU WKH PDQDJHU
V QRUPDO ULVN H[SRVXUH
EHORZ WKDW RI WKH LQGH[ DVVXPHG WR EH WKH VWRFN PDUNHW� $OWKRXJK ZH GR QRW IUHTXHQWO\ REVHUYH PXWXDO IXQG
PDQDJHUV KROGLQJ D OHYHUDJHG SRUWIROLR� WKH VWDQGDUG DUJXPHQW �0HUWRQ ������ DSSOLHG WR SDUDPHWHU HVWLPDWHV EDVHG
RQ KLVWRULFDO GDWD� SUHGLFWV WKDW WKH\ VKRXOG� 7KLV REVHUYDWLRQ LV UHODWHG WR WKH HTXLW\ SUHPLXP SX]]OH �0HKUD DQG
3UHVFRWW ��������

��



PD\ QRW EH YHU\ SUDFWLFDO� 7KLV PXVW EH SDUW RI WKH UHDVRQ ZK\ WKH UHDO�OLIH IXQG PDQDJHUV DUH

SULPDULO\ FRPSHQVDWHG EDVHG RQ QHW DVVHW YDOXH RI WKH IXQG �KDYH OLQHDU FRQWUDFWV�� 2XU DSSURDFK�

RQ WKH FRQWUDU\� LV TXLWH HDV\ WR LPSOHPHQW DQG LV LQ WKH VSLULW RI D ZLGHVSUHDG SUDFWLFH�

��� $ %HQFKPDUNLQJ 5HVWULFWLRQ

:H ZRXOG OLNH WR GHVLJQ D ULVN PDQDJHPHQW UHVWULFWLRQ� ZKLFK LI LPSRVHG RQ WKH IXQG PDQDJHU� ZLOO

UHGXFH KHU LPSOLFLW�LQFHQWLYHV�LQGXFHG ULVN WDNLQJ EHKDYLRU DV ZHOO DV EULQJ WKH PDQDJHU
V HmHFWLYH

ULVN DYHUVLRQ FORVHU WR WKDW RI WKH LQYHVWRU� 6XFK D UHVWULFWLRQ KDV WR EH VWDWH�GHSHQGHQW� ZH ZRXOG

OLNH LW WR DmHFW WKH PDQDJHU
V ULVN H[SRVXUH LQ WKH XQGHUSHUIRUPDQFH VWDWHV� LQ ZKLFK VKH HQJDJHV

LQ JDPEOLQJ WR D JUHDWHU H[WHQW WKDQ LQ WKH RXWSHUIRUPDQFH VWDWHV ZKHUH KHU ULVN H[SRVXUH LV

ZLWKLQ ZHOO�GHnQHG ERXQGV� 8QOLNH� IRU H[DPSOH� D VLPSOH VROXWLRQ VXFK DV D VKRUW VDOH FRQVWUDLQW�

ZKLFK ZLOO ZRUN WRZDUGV WKLV JRDO LQ HFRQRPLHV �E� EXW QRW LQ HFRQRPLHV �D�� ZKHUH WKH PDQDJHU

RSWLPDOO\ QHYHU ZDQWV WR VKRUW WKH VWRFN� ZH ZRXOG DOVR ZDQW RXU UHVWULFWLRQ WR DSSO\ XQLIRUPO\

WR DOO HFRQRPLHV� :H SURSRVH EHQFKPDUNLQJ WKH PDQDJHU WR D YDOXH�ZHLJKWHG SRUWIROLR ;� ZLWK D

IUDFWLRQ p LQYHVWHG LQ WKH VWRFN PDUNHW DQG ��b p� LQ WKH PRQH\ PDUNHW� $QWLFLSDWLQJ RXU UHVXOWV�

WR DFKLHYH UHGXFWLRQ RI WKH HmHFWV RI LPSOLFLW LQFHQWLYHV� ZH UHTXLUH WKDW WKH ULVN H[SRVXUH RI WKH

EHQFKPDUN� t;  p� LV OHVV WKDQ WKDW RI WKH LQGH[� t< � 7R VLPSOLI\ SUHVHQWDWLRQ LQ WKH SURSRVLWLRQ

EHORZ� ZH IXUWKHU UHVWULFW WKH ULVN H[SRVXUH RI WKH EHQFKPDUN WR EH EHORZ WKH PDQDJHU
V QRUPDO

H[SRVXUH� ,Q WKH VHTXHO� ZH FRPPHQW RQ WKH PDQDJHU
V RSWLPDO EHKDYLRU ZKHQ WKHVH WZR FRQGLWLRQV

DUH YLRODWHG� 7KH EHQFKPDUNLQJ UHVWULFWLRQ FDQ EH IRUPDOO\ VWDWHG DV

5:
7 b5;

7 w � � t; � PLQIt1 � t< J � ���

ZKHUH � LV WKH PDQDJHU
V DOORZHG VKRUWIDOO� )RU H[DPSOH� �  b�� PHDQV WKDW WKH PD[LPDO

VKRUWIDOO RI WKH PDQDJHU
V UHWXUQ RYHU WKDW RI WKH EHQFKPDUN PD\ QRW H[FHHG ��� 7KLV UHVWULFWLRQ

QHVWV VHYHUDO SRSXODU ULVN PDQDJHPHQW SUDFWLFHV� LQFOXGLQJ SRUWIROLR LQVXUDQFH �p  �� � � �� DQG

VWRFN PDUNHW LQGH[LQJ �p  �� �  ��� $EVHQW GHOHJDWLRQ DQG LPSOLFLW LQFHQWLYHV� VXFK D G\QDPLF

LQYHVWPHQW SUREOHP KDV UHFHQWO\ EHHQ VWXGLHG E\ 7HSOD ������ DQG %DVDN� 6KDSLUR DQG 7HSOD �������

7KH DGYDQWDJH RI WKLV UHVWULFWLRQ LV WKDW WKH FRQWUDFWHG TXDQWLWLHV DUH HDVLO\ REVHUYDEOH� ,Q WKDW�

D EHQFKPDUNLQJ UHVWULFWLRQ KDV D FOHDU DGYDQWDJH RYHU FRQVWUDLQWV LPSRVHG RQ G\QDPLF WUDGLQJ

VWUDWHJLHV� XQOHVV D IXQG
V SRVLWLRQV DUH IUHTXHQWO\ PRQLWRUHG� 7KH EHQFKPDUNLQJ UHVWULFWLRQ GRHV

QRW QHFHVVLWDWH IUHTXHQW PRQLWRULQJ� LW LV VXpFLHQW WR MXVW REVHUYH WKH KRUL]RQ UHWXUQ�

3URSRVLWLRQ � FKDUDFWHUL]HV WKH VROXWLRQ WR ���^��� LQ WHUPV RI WKH SULPLWLYH HFRQRPLF VWDWH

YDULDEOH z�

3URSRVLWLRQ �� 7KH RSWLPDO ULVN H[SRVXUH DQG WHUPLQDO ZHDOWK RI D IXQG PDQDJHU IDFLQJ LPSOLFLW
LQFHQWLYHV DQG D EHQFKPDUNLQJ UHVWULFWLRQ DUH JLYHQ E\
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zE� $� A� DV JLYHQ LQ 3URSRVLWLRQ �� DQG ��  � �p}�� z�  �\e%o0  I�bo0/ �� �o0 ��b��� z�  

�\e%o0  I�bo0+ �� �o0 ��b��� z�  �$ %�
N �}�nbp��� %  :�H

>� 7���bp�U�p�xb}� �b�U��� ��} ��@7 �
(FRQRPLHV �D� KDYH IRXU VXEFDVHV� LQ D� z� � z� � Az� LQ D� Az � z� � z�� LQ D� z� � zD � Az�
LQ D� zD � z� � z�� DQG WKHQ az  z� LQ D� DQG az  Az RWKHUZLVH� wz  z� LQ D� DQG wz  zD LQ D�� D��
�z  z�� z�� zD� z�� LQ D�� D�� D�� D� UHVSHFWLYHO\�
(FRQRPLHV �E� KDYH nYH VXEFDVHV� LQ E� z� � z� � zE� LQ E� z� � zE � z� � Az� LQ E� z� � zE �
Az � z�� LQ E� zE � z� � Az DQG zE � z�� LQ E� zE � Az � z� DQG zE � z�� DQG WKHQ az  z� LQ E�� E��
E� DQG az  zE RWKHUZLVH� wz  z� LQ E�� E� DQG wz  Az LQ E�� E�� �z  z� LQ E�� �z  z� LQ E�� E�� �z  z�
LQ E�� E��

7KH EHQFKPDUNLQJ UHVWULFWLRQ UHQGHUV D PXFK ULFKHU VWUXFWXUH WR WKH VROXWLRQ� ZLWK PXOWLSOH

VXEFDVHV DSSHDULQJ IRU HDFK HFRQRP\� )LJXUH � KLJKOLJKWV WKH LPSOLFDWLRQV RI WKH EHQFKPDUNLQJ

UHVWULFWLRQ IRU WKH PDQDJHU
V RSWLPDO ULVN H[SRVXUH E\ VXSHULPSRVLQJ WKH RSWLPDO SROLFLHV UHYHDOHG

E\ 3URSRVLWLRQ � RQ SHUWLQHQW SDQHOV RI )LJXUH � IURP 6HFWLRQ ��

��
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�D� (FRQRPLHV ZLWK t1 ! t< � �E� (FRQRPLHV ZLWK t1 � t< �

)LJXUH �� 7KH HmHFWV RI WKH EHQFKPDUNLQJ UHVWULFWLRQ� ,Q HFRQRPLHV �D� �ORZ  b����
�PHG  b���� �KLJK  b����� DQG p  ���� LQ �E� �ORZ  b���� �PHG  b����� �KLJK  b����� DQG
p  ���� 7KH UHPDLQLQJ SDUDPHWHU YDOXHV DUH WKH VDPH DV LQ )LJXUH ��

7KH nJXUH XQGHUVFRUHV WKH LPSRUWDQFH RI LPSRVLQJ D VWDWH�GHSHQGHQW UHVWULFWLRQ RQ WKH PDQDJHU

IRU WKH SXUSRVHV RI UHGXFLQJ KHU LPSOLFLW LQFHQWLYH�LQGXFHG WHQGHQFLHV WR JDPEOH� ,Q WKH VWDWHV LQ

ZKLFK WKH PDQDJHU LV RXWSHUIRUPLQJ WKH LQGH[� WKH EHQFKPDUNLQJ UHVWULFWLRQ GRHV QRW GUDVWLFDOO\

DmHFW KHU EHKDYLRU� ,Q FRQWUDVW� LQ WKH XQGHUSHUIRUPDQFH VWDWHV� LQ ERWK W\SHV RI HFRQRPLHV� WKH

EHQFKPDUN KDV D VLJQLnFDQW HmHFW E\ IRUFLQJ WKH PDQDJHU WR WLOW KHU ULVN H[SRVXUH FORVHU WRZDUGV

WKH ULVN H[SRVXUH RI WKH EHQFKPDUN ;� 6LQFH E\ FRQVWUXFWLRQ� WKH EHQFKPDUN ZH SURSRVH LV VDIHU

WKDQ ERWK WKH PDQDJHU
V QRUPDO SROLF\ DQG WKH LQGH[� LW ZLOO DOZD\V DFW LQ WKH GLUHFWLRQ RI UHGXFLQJ

WKH PDQDJHU
V ULVN H[SRVXUH� 7KH OHYHU FRQWUROOLQJ KRZ PXFK SRZHU WKH EHQFKPDUNLQJ UHVWULFWLRQ

KDV LQ UHGXFLQJ WKH ULVN H[SRVXUH LV WKH DOORZHG VKRUWIDOO �� $Q DOORZHG VKRUWIDOO RI FORVH WR b�
HVVHQWLDOO\ UHPRYHV WKH EHQFKPDUNLQJ UHVWULFWLRQ� DV � LQFUHDVHV� WKH PDQDJHU
V ULVN H[SRVXUH LV

IRUFHG WR DSSURDFK WKDW RI WKH EHQFKPDUN� FRQYHUJLQJ WR WKH ODWWHU ZKHQ � UHDFKHV LWV XSSHU ERXQG

�WKH KLJKHVW DOORZHG VKRUWIDOO IRU ZKLFK VDWLVI\LQJ WKH EHQFKPDUNLQJ UHVWULFWLRQ LV IHDVLEOH IRU WKH

PDQDJHU�� /RRVHO\ VSHDNLQJ� LW LV WKLV OHYHU � WKDW JLYHV ULVH WR D UDQJH RI VXEFDVHV LQ 3URSRVLWLRQ ��

)RU WKH VXEFDVHV FRUUHVSRQGLQJ WR D YHU\ ORZ � �HFRQRPLHV D�� E�� E��� WKH PDQDJHU LV DOORZHG WR

XQGHUSHUIRUP WKH EHQFKPDUN E\ D ODUJH DPRXQW� DQG VR WKH EHQFKPDUNLQJ UHVWULFWLRQ KDV SUDFWLFDOO\

QR HmHFW LQ WKH UDQJH ZKHUH WKH PDQDJHU JDPEOHV �GRWWHG SORWV LQ )LJXUH ��� %\ LQFUHDVLQJ �� ZH

PRYH WR VXEFDVHV D�� E� DQG E�� IRU ZKLFK WKH EHQFKPDUNLQJ UHVWULFWLRQ LV VWURQJ HQRXJK WR WDUJHW

WKH ULVN�H[SRVXUH KXPSV LQGXFHG E\ LPSOLFLW LQFHQWLYHV �GDVKHG SORWV�� )LQDOO\� IRU KLJK HQRXJK �

�HFRQRPLHV D�� D�� E��� ZH UHDFK WKH VXEFDVHV ZKHUH WKH JDPEOLQJ EHKDYLRU LV QR ORQJHU SUHVHQW

�VROLG SORWV��

3HUKDSV RI QR OHVVHU LPSRUWDQFH WR LQYHVWRUV DUH DOVR H[SOLFLW LQFHQWLYHV WKH PDQDJHU IDFHV� 7KH

EHQFKPDUNLQJ UHVWULFWLRQ FDQ EH YHU\ HmHFWLYH LQ DOLJQLQJ WKRVH DV ZHOO� $EVHQW LPSOLFLW LQFHQWLYHV�

��



WKH JHQHUDO UXOH LV YHU\ VLPSOH� WKH PDQDJHU
V ULVN H[SRVXUH GHFUHDVHV LI VKH LV EHQFKPDUNHG WR

D SRUWIROLR ; WKDW LV OHVV ULVN\ WKDQ KHU QRUPDO SROLF\� RWKHUZLVH LQFUHDVHV LI EHQFKPDUNHG WR ;

WKDW LV ULVNLHU WKDQ KHU QRUPDO SROLF\� 7KH RYHUDOO HmHFW RI WKH EHQFKPDUNLQJ UHVWULFWLRQ RQ WKH

PDQDJHU
V LQFHQWLYHV UHoHFWV WKH LQWHUDFWLRQ RI WKH WZR PHFKDQLVPV GHVFULEHG DERYH� :H DVVHVV LW

TXDQWLWDWLYHO\ LQ WKH IROORZLQJ VHFWLRQ� DQG GLVFXVV WKH FRVW�EHQHnW LPSOLFDWLRQV IRU WKH LQYHVWRU�

7KH H[SUHVVLRQV IRU WKH RSWLPDO WHUPLQDO SRUWIROLR YDOXH UHYHDOHG E\ 3URSRVLWLRQ � PDNH WKH

GLVWLQFWLRQ EHWZHHQ WKH VXEFDVHV ZH GLVFXVVHG YHU\ SUHFLVH� 7KH SDUDPHWHU VSDFH LV VXEGLYLGHG LQWR

WZR �LQ D�� E�� WR nYH �LQ E�� UHJLRQV RI GLVWLQFW EHKDYLRU RI WKH PDQDJHU� $OWKRXJK WKH H[SUHVVLRQV

IRU WKH VXEFDVHV RmHU DGGLWLRQDO LQVLJKWV LQWR WKH VXEWOHWLHV RI WKH PDQDJHU
V HFRQRPLF EHKDYLRU�

ZH GR QRW SUHVHQW WKH GHWDLOV KHUH LQ WKH LQWHUHVW RI SUHVHUYLQJ VSDFH�
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)LJXUH �� 7KH HmHFWV RI WKH EHQFKPDUNLQJ UHVWULFWLRQ ZLWK t; ! PD[It1 � t< J� 7KH VROLG
SORWV DUH IRU WKH ULVN H[SRVXUH RI WKH PDQDJHU IDFLQJ D EHQFKPDUNLQJ UHVWULFWLRQ� DQG WKH GRWWHG
SORWV DUH IRU WKH XQFRQVWUDLQHG PDQDJHU� ,Q HFRQRPLHV �D� �  b����� p  �� DQG LQ HFRQRPLHV �E�
�  b������ p  ���� 7KH UHPDLQLQJ SDUDPHWHU YDOXHV DUH WKH VDPH DV LQ )LJXUH ��

)LQDOO\� ZH FRPPHQW WKDW RXU FKRLFH RI D EHQFKPDUN WKDW LV VDIHU WKDQ ERWK WKH PDQJHU
V

QRUPDO SROLF\ DQG WKH LQGH[� t; � PLQIt1 � t< J� ZDV IRU H[SRVLWLRQDO SXUSRVHV� DQG LV DOVR PRVW
OLNHO\ WR EH D FKRLFH WKDW ZLOO IDYRUDEO\ UHVRQDWH ZLWK UHJXODWRUV DQG LQYHVWRUV� ,QGHHG� )LJXUH �

H[DPLQHV WKH VFHQDULR LQ ZKLFK WKH EHQFKPDUN LV ULVNLHU WKDQ ERWK WKH QRUPDO SROLF\ DQG WKH

LQGH[� t; ! PD[It1 � t< J� 7KH FRQWUDVW ZLWK )LJXUH � LV VWULNLQJ� 7KH ULVN WDNLQJ LQFHQWLYHV
DUH QRW UHGXFHG� RQ WKH FRQWUDU\� WKH ULVN H[SRVXUH LV DPSOLnHG DV WKH PDQDJHU WLOWV KHU SRUWIROLR

WRZDUGV WKH ULVNLHU EHQFKPDUN ; �

��



��� &RVW�%HQHnW ,PSOLFDWLRQV RI %HQFKPDUNLQJ

7R TXDQWLI\ WKH HmHFWV RI LPSRVLQJ D EHQFKPDUNLQJ UHVWULFWLRQ� ZH QHHG WR GHnQH D PHDVXUH RI DQ

LQFUHPHQWDO LQFUHDVH LQ WKH LQYHVWRU
V XWLOLW\ GXH WR UHVWUDLQLQJ WKH PDQDJHU� we�

9 ,��� � we��� � Aw�:��  9 e�:���

ZKHUH Aw LV WKH XWLOLW\ ORVV WR WKH LQYHVWRU DEVHQW WKH EHQFKPDUNLQJ UHVWULFWLRQ DV GHnQHG LQ 6HF�

WLRQ ���� DQG 9 e�c� LV WKH LQGLUHFW XWLOLW\ RI WKH LQYHVWRU XQGHU GHOHJDWLRQ ZLWK EHQFKPDUNLQJ�
$ SRVLWLYH we PHDQV WKDW WKH EHQFKPDUNLQJ UHVWULFWLRQ EHQHnWV WKH LQYHVWRU�

$W WKH RXWVHW� RQH UDUHO\ WKLQNV RI LQYHVWPHQW UHVWULFWLRQV DV EHLQJ EHQHnFLDO� 7KLV ZRXOG

FHUWDLQO\ EH LPSDLULQJ LI ZH SURSRVHG LPSRVLQJ D FRQVWUDLQW RQ WKH LQYHVWRU KLPVHOI� +RZHYHU� LQ

WKH FRQWH[W RI GHOHJDWHG PRQH\ PDQDJHPHQW� ULVN PDQDJHPHQW UHVWULFWLRQV FDQ EH HFRQRPLFDOO\

MXVWLnHG� &RQVLGHU� IRU H[DPSOH� WKH FDVH RI D KLJKO\ ULVN DYHUVH LQYHVWRU �PRUH SUHFLVHO\� FRQVLGHU

WKH FDVH RI t, � PLQIt1 � t< J�� 6XSSRVH QRZ WKDW ZH EHQFKPDUN WKH IXQG PDQDJHU WR D ORZ�ULVN
SRUWIROLR ; � DORQJ WKH OLQHV RI 6HFWLRQ ���� $V RQH FDQ LQIHU IURP )LJXUH �� E\ WLJKWHQLQJ WKH

EHQFKPDUNLQJ UHVWULFWLRQ �LQFUHDVLQJ ��� WKH LQYHVWRU RU D UHJXODWRU FDQ HmHFWLYHO\ UHGXFH WKH ULVN

H[SRVXUH RI WKH PDQDJHU� EULQJLQJ KHU SROLF\ FORVHU WR WKDW RSWLPDO IRU WKH LQYHVWRU� ,QGHHG� WKH

FRUUHVSRQGLQJ JDLQV UHSRUWHG LQ 7DEOH � IRU WKLV VFHQDULR DUH DOO SRVLWLYH DQG FDQ EH YHU\ ODUJH LQ

PDJQLWXGH� IRU H[DPSOH� LQ WKH WRS OHIW HQWU\� DQ LQFUHDVH RI ������ �PRVW RI WKH ORVV LV UHFRXSHG�

LQ HFRQRPLHV �D� DQG ������ LQ HFRQRPLHV �E��

7KH VXUSULVLQJ UHVXOW LV WKDW HYHQ D ULVN WROHUDQW LQYHVWRU PD\ EHQHnW IURP EHQFKPDUNLQJ D

OHVV ULVN WROHUDQW PDQDJHU WR D VDIHU SRUWIROLR� 2QH FRXOG DUJXH WKDW VXFK DQ LQYHVWRU ZRXOG VLPSO\

GHVLUH WR LQFUHDVH WKH PDQDJHU
V ULVN H[SRVXUH� DV WKH ODWWHU LV QRUPDOO\ EHORZ WKH LQYHVWRU
V RSWLPDO

SROLF\� E\ EHQFKPDUNLQJ WKH PDQDJHU WR D ULVNLHU SRUWIROLR� ,QVWHDG� 7DEOH � LOOXVWUDWHV WKDW WKH

UHYHUVH FDQ EH WUXH� ,Q 7DEOH �� WKH EHQFKPDUN SRUWIROLR ; LV VDIHU WKDQ WKH RSWLPDO ULVN H[SRVXUH

RI ERWK WKH LQYHVWRU DQG WKH PDQDJHU� EXW QHYHUWKHOHVV DOO HQWULHV IRU WKH FRVW�EHQHnW PHDVXUH we

�LQFOXGLQJ WKRVH LQ ZKLFK WKH PDQDJHU LV OHVV ULVN WROHUDQW WKDQ WKH LQYHVWRU� o0 ! o,� DUH SRVLWLYH

�H[FHSW IRU WKH FDVH RI o0  ��� LQ 7DEOH �D�� 7KHVH UHVXOWV VKRZ WKDW WKH VLPSOH DUJXPHQW LQ IDYRU

RI D ULVNLHU EHQFKPDUN IDLOV LQ WKH FRQWH[W RI UHDO�OLIH PXWXDO IXQG PDQDJHUV ZKRVH SROLFLHV PD\ EH

GULYHQ E\ LPSOLFLW LQFHQWLYHV WR D ODUJHU GHJUHH WKDQ E\ WKHLU DWWLWXGHV WRZDUGV ULVN�

2QFH ZH KDYH GHPRQVWUDWHG WKDW D EHQFKPDUNLQJ UHVWULFWLRQ UHGXFHV WKH FRVW RI GHOHJDWLRQ�

WKH QDWXUDO QH[W VWHS LV WR DVN KRZ VXFK D UHVWULFWLRQ QHHGV WR EH GHVLJQHG IRU WKH KLJKHVW EHQHnW

WR WKH LQYHVWRU� 7KH JXLGHOLQH FDQ EH LQIHUUHG IURP 7DEOH �� 7KHUH DUH WZR SDUDPHWHUV RI WKH

UHVWULFWLRQ WKDW LQYHVWRUV RU UHJXODWRUV DUH IUHH WR FKRRVH� WKH ULVN H[SRVXUH RI WKH EHQFKPDUN t;

DQG WKH DOORZHG VKRUWIDOO �� 7DEOH � VKRZV DQ RSWLPXP IRU ERWK� ,Q HFRQRPLHV �D�� WKH RSWLPDO

EHQFKPDUNLQJ UHVWULFWLRQ FDOOV IRU VHOHFWLQJ WKH ULVN H[SRVXUH RI DURXQG ��� ���� VWRFN� ��� PRQH\

��



PDUNHW� DQG WKH DOORZHG VKRUWIDOO RI DERXW ����� ,Q HFRQRPLHV �E�� WKHVH QXPEHUV DUH ���� DQG �����

UHVSHFWLYHO\� ,Q ERWK HFRQRPLHV� LW LV EHQHnFLDO WR WKH LQYHVWRU WR EHQFKPDUN WKH PDQDJHU WR D

UHODWLYHO\ VDIH SRUWIROLR� 7KH EHQFKPDUNLQJ UHVWULFWLRQ LV TXLWH ORRVH LQ HFRQRPLHV �D� DQG YHU\

WLJKW� FORVH WR WKH XSSHU ERXQG RQ �� LQ HFRQRPLHV �E��

�� &RQFOXVLRQ

,Q WKLV SDSHU ZH KDYH DWWHPSWHG WR LVRODWH WKH WZR PRVW LPSRUWDQW DGYHUVH LQFHQWLYHV RI D IXQG
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RI WKH LQGH[ ������ ����� ������ ����� ������ ����� ������ ����� ������ �����

����� ����� ����� ����� �����

)ORZ WKUHVKROG s ����� ����� ���� ���� ����
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7DEOH �D
&RVWV DQG EHQHnWV RI EHQFKPDUNLQJ WR WKH LQYHVWRU LQ HFRQRPLHV �D�

7KH LQYHVWRU
V JDLQ�ORVV TXDQWLnHG LQ XQLWV RI KLV LQLWLDO ZHDOWK� Aw� VROYHV 9 ,��� � Aw�:��  
A9 �:��� ZKHUH 9

,�c� GHQRWHV WKH LQYHVWRU
V LQGLUHFW XWLOLW\ XQGHU KLV RSWLPDO SROLF\ t, � DQG A9 �c� KLV
LQGLUHFW XWLOLW\ XQGHU GHOHJDWLRQ� 7KH LQFUHPHQWDO LQFUHDVH LQ WKH LQYHVWRU
V XWLOLW\ GXH WR UHVWUDLQLQJ
WKH PDQDJHU� we� VROYHV 9 ,��� � we��� � Aw�:��  9 e�:��� ZKHUH 9

e�c� LV WKH LQGLUHFW XWLOLW\ RI WKH
LQYHVWRU XQGHU GHOHJDWLRQ ZLWK EHQFKPDUNLQJ� 7KH n[HG SDUDPHWHU YDOXHV DUH �ZKHUH DSSOLFDEOH�
o0  ���� o,  ���� p  ����� �  b���� I/  ���� I+  ���� �I/ � I+� �  �� n  ���� s  ����
x  ���� U  ����� }  ����� :�  �� 7  ��

&RVW�EHQHnW PHDVXUHV
(mHFWV RI Aw� we

0DQDJHULDO ULVN o0 ��� ���� ���� ���� ����

DYHUVLRQ ������� ����� ������ ���� ������ ���� ������ ���� ������ �����

,PSOLFLW UHZDUG I+�I/ ��� ��� ��� ��� ���

IRU RXWSHUIRUPDQFH ������ ���� ������ ���� ������ ���� ������� ����� ������� �����

5LVN H[SRVXUH t< ���� ���� ���� ���� ����

RI WKH LQGH[ ������ ���� ������ ���� ������� ����� ������� ����� ������� �����

)ORZ WKUHVKROG s ����� ����� ���� ���� ����

������ ���� ������ ���� ������ ���� ������ ���� ������ ����

5LVN H[SRVXUH t; ��� ��� ��� ��� ���

RI WKH EHQFKPDUN ������ ���� ������ ���� ������ ���� ������ ���� ������ ����

$OORZHG VKRUWIDOO � ����� ����� ����� ����� �����
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7DEOH �E
&RVWV DQG EHQHnWV RI EHQFKPDUNLQJ WR WKH LQYHVWRU LQ HFRQRPLHV �E�

7KH LQYHVWRU
V JDLQ�ORVV TXDQWLnHG LQ XQLWV RI KLV LQLWLDO ZHDOWK� Aw� VROYHV 9 ,��� � Aw�:��  
A9 �:��� ZKHUH 9

,�c� GHQRWHV WKH LQYHVWRU
V LQGLUHFW XWLOLW\ XQGHU KLV RSWLPDO SROLF\ t, � DQG A9 �c� KLV
LQGLUHFW XWLOLW\ XQGHU GHOHJDWLRQ� 7KH LQFUHPHQWDO LQFUHDVH LQ WKH LQYHVWRU
V XWLOLW\ GXH WR UHVWUDLQLQJ
WKH PDQDJHU� we� VROYHV 9 ,��� � we��� � Aw�:��  9 e�:��� ZKHUH 9

e�c� LV WKH LQGLUHFW XWLOLW\ RI WKH
LQYHVWRU XQGHU GHOHJDWLRQ ZLWK EHQFKPDUNLQJ� 7KH n[HG SDUDPHWHU YDOXHV DUH �ZKHUH DSSOLFDEOH�
o0  ���� o,  ���� p  ����� �  b���� I/  ���� I+  ���� �I/ � I+� �  �� n  ���� s  ����
x  ����� U  ����� }  ����� :�  �� 7  ��

&RVW�EHQHnW PHDVXUHV
(mHFWV RI Aw� we

0DQDJHULDO ULVN o0 ��� ���� ���� ���� ����

DYHUVLRQ ������� ����� ������ ���� ������ ���� ������ ���� ������ ����

,PSOLFLW UHZDUG I+�I/ ��� ��� ��� ��� ���

IRU RXWSHUIRUPDQFH ������ ���� ������ ���� ������ ���� ������ ���� ������ ����

5LVN H[SRVXUH t< ���� ���� ���� ���� ����

RI WKH LQGH[ ������ ���� ������ ���� ������ ���� ������ ���� ������ ����

)ORZ WKUHVKROG s ����� ����� ���� ���� ����

������ ���� ������ ���� ������ ���� ������ ���� ������ ����
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5HIHUHQFHV

$GPDWL� $� 5�� DQG 3� 3IOHLGHUHU ������� ?'RHV LW $OO $GG 8S" %HQFKPDUNV DQG WKH &RP�
SHQVDWLRQ RI $FWLYH 3RUWIROLR 0DQDJHUV�� -RXUQDO RI %XVLQHVV� ������ ���^����

$OPD]DQ� $�� .� &� %URZQ� 0� &DUOVRQ� DQG '� $� &KDSPDQ ������� ?:K\ &RQVWUDLQ
<RXU 0XWXDO )XQG 0DQDJHU"�� ZRUNLQJ SDSHU� 8QLYHUVLW\ RI 7H[DV DW $XVWLQ�

$URUD� 1�� DQG +� 2X�<DQJ ������� ?$ &RQWLQXRXV�7LPH 0RGHO RI ([SOLFLW DQG ,PSOLFLW ,Q�
FHQWLYHV�� ZRUNLQJ SDSHU� 8QLYHUVLW\ RI 1RUWK &DUROLQD�

%DVDN� 6�� $� 6KDSLUR� DQG /� 7HSOD ������� ?5LVN 0DQDJHPHQW ZLWK %HQFKPDUNLQJ�� ZRUNLQJ
SDSHU� /%6� 1<8� DQG ,16($'�

%HUN� -�� DQG 5� *UHHQ ������� ?0XWXDO )XQG )ORZV DQG 3HUIRUPDQFH LQ 5DWLRQDO 0DUNHWV��
ZRUNLQJ SDSHU� 8QLYHUVLW\ RI &DOLIRUQLD� %HUNHOH\� DQG &08�

%KDWDFKDU\D� 6�� DQG 3� 3IOHLGHUHU ������� ?'HOHJDWHG 3RUWIROLR 0DQDJHPHQW�� -RXUQDO RI
(FRQRPLF 7KHRU\� ��� �^���

%ODFN� )�� DQG 0� 6FKROHV ������� ?7KH 3ULFLQJ RI 2SWLRQV DQG &RUSRUDWH /LDELOLWLHV�� -RXUQDO
RI 3ROLWLFDO (FRQRP\� ������ ���^����

%UHQQDQ� 0� -� ������� ?$JHQF\ DQG $VVHW 3ULFLQJ�� ZRUNLQJ SDSHU� 8&/$�

%URZQ� .� &�� :� 9� +DUORZ� DQG /� 7� 6WDUNV ������� ?2Q 7RXUQDPHQWV DQG 7HPSWDWLRQV�
$Q $QDO\VLV RI 0DQDJHULDO ,QFHQWLYHV LQ WKH 0XWXDO )XQG ,QGXVWU\�� -RXUQDO RI )LQDQFH� ������
��^����

&DUSHQWHU� -� 1� ������� ?'RHV 2SWLRQ &RPSHQVDWLRQ ,QFUHDVH 0DQDJHULDO 5LVN $SSHWLWH"��
-RXUQDO RI )LQDQFH� ������ ����^�����

&KHYDOLHU� -�� DQG *� (OOLVRQ ������� ?5LVN 7DNLQJ E\ 0XWXDO )XQGV DV D 5HVSRQVH WR ,QFHQ�
WLYHV�� -RXUQDO RI 3ROLWLFDO (FRQRP\� ������� ����^�����

&ROH� +� /�� DQG 0� 2EVWIHOG ������� ?&RPPRGLW\ 7UDGH DQG ,QWHUQDWLRQDO 5LVN 6KDULQJ� +RZ
0XFK 'R )LQDQFLDO 0DUNHWV 0DWWHU"�� -RXUQDO RI 0RQHWDU\ (FRQRPLFV� ������ �^���

&XRFR� '�� DQG 5� .DQLHO ������� ?*HQHUDO (TXLOLEULXP ,PSOLFDWLRQV RI )XQG 0DQDJHUV
 &RP�
SHQVDWLRQ )HHV�� ZRUNLQJ SDSHU� 8QLYHUVLW\ RI 3HQQV\OYDQLD DQG 8QLYHUVLW\ RI 7H[DV DW $XVWLQ�

'DV� 6�� DQG 5� 6XQGDUDP ������� ?2Q WKH 5HJXODWLRQ RI )HH 6WUXFWXUHV LQ 0XWXDO )XQGV��
0DWKHPDWLFDO 0RGHOOLQJ LQ )LQDQFH� IRUWKFRPLQJ�

'\EYLJ� 3� +�� +� .� )DUQVZRUWK� DQG -� 1� &DUSHQWHU ������� ?3RUWIROLR 3HUIRUPDQFH DQG
$JHQF\�� ZRUNLQJ SDSHU� :DVKLQJWRQ 8QLYHUVLW\ LQ 6DLQW /RXLV�

(OWRQ� (� -�� 0� -� *UXEHU� DQG &� 5� %ODNH ������� ?,QFHQWLYH )HHV DQG 0XWXDO )XQGV��
-RXUQDO RI )LQDQFH� IRUWKFRPLQJ�

)DPD� (� )� ������� ?$JHQF\ 3UREOHPV DQG WKH 7KHRU\ RI WKH )LUP�� -RXUQDO RI 3ROLWLFDO (FRQRP\�
������ ���^����

*RPH]� -�� DQG )� =DSDWHUR ������� ?$VVHW 3ULFLQJ ,PSOLFDWLRQV RI %HQFKPDUNLQJ� $ 7ZR�
)DFWRU &$30�� ZRUNLQJ SDSHU� 8QLYHUVLW\ RI 6RXWKHUQ &DOLIRUQLD�

*UHHQ� 5� &�� DQG (� 7DOPRU ������� ?$VVHW 6XEVWLWXWLRQ DQG WKH $JHQF\ &RVWV RI 'HEW
)LQDQFLQJ�� -RXUQDO RI %DQNLQJ DQG )LQDQFH� ������ ���^����

*UXEHU� 0� ������� ?$QRWKHU 3X]]OH� 7KH *URZWK LQ $FWLYHO\ 0DQDJHG 0XWXDO )XQGV�� -RXUQDO
RI )LQDQFH� ������ ���^����

��



+DOO� %� -�� DQG .� -� 0XUSK\ ������� ?2SWLPDO ([HUFLVH 3ULFHV IRU ([HFXWLYH 6WRFN 2SWLRQV��
$PHULFDQ (FRQRPLF 5HYLHZ� ������ ���^����

������� ?6WRFN 2SWLRQV IRU 8QGLYHUVLnHG ([HFXWLYHV�� -RXUQDO RI $FFRXQWLQJ DQG (FR�
QRPLFV� ������ �^���

+LUVKOHLIHU� '� ������� ?,QYHVWRU 3V\FKRORJ\ DQG $VVHW 3ULFLQJ�� -RXUQDO RI )LQDQFH� ������
����^�����

+ROPVWURP� %� ������� ?0DQDJHULDO ,QFHQWLYH 3UREOHPV� $ '\QDPLF 3HUVSHFWLYH�� 5HYLHZ RI
(FRQRPLF 6WXGLHV� ������ ���^����

+XGGDUW� 6� ������� ?5HSXWDWLRQ DQG 3HUIRUPDQFH )HH (mHFWV RQ 3RUWIROLR &KRLFH E\ ,QYHVWPHQW
$GYLVHUV�� -RXUQDO RI )LQDQFLDO 0DUNHWV� ����� ���^����

+XJRQQLHU� -�� DQG 5� .DQLHO ������� ?0XWXDO )XQG 3RUWIROLR &KRLFH LQ WKH 3UHVHQFH RI '\�
QDPLF )ORZV�� ZRUNLQJ SDSHU� +(& 0RQWUHDO DQG 8QLYHUVLW\ RI 7H[DV DW $XVWLQ�

+XOO� -� &� ������� 2SWLRQV� )XWXUHV� DQG 2WKHU 'HULYDWLYHV ��WK HGLWLRQ�� 3UHQWLFH +DOO� 8SSHU
6DGGOH 5LYHU� 1-�

-HQVHQ� 0� &�� DQG :� 0HFNOLQJ ������� ?7KHRU\ RI WKH )LUP� 0DQDJHULDO %HKDYLRU� $JHQF\
&RVWV DQG 2ZQHUVKLS 6WUXFWXUH�� -RXUQDO RI )LQDQFLDO (FRQRPLFV� ����� ���^����

.DUDW]DV� ,�� DQG 6� (� 6KUHYH ������� %URZQLDQ 0RWLRQ DQG 6WRFKDVWLF &DOFXOXV� 6SULQJHU�
9HUODJ� 1HZ <RUN�

������� 0HWKRGV RI 0DWKHPDWLFDO )LQDQFH� 6SULQJHU�9HUODJ� 1HZ <RUN�

/DPEHUW� 5� $�� '� )� /DUFNHU� DQG 5� (� 9HUUHFFKLD ������� ?3RUWIROLR &RQVLGHUDWLRQV LQ
9DOXLQJ ([HFXWLYH &RPSHQVDWLRQ�� -RXUQDO RI $FFRXQWLQJ 5HVHDUFK� ������ ���^����

/HZHOOHQ� .� ������� ?)LQDQFLQJ 'HFLVLRQV :KHQ 0DQDJHUV $UH 5LVN $YHUVH�� ZRUNLQJ SDSHU�
8QLYHUVLW\ RI 5RFKHVWHU�

0HKUD� 5�� DQG (� &� 3UHVFRWW ������� ?7KH (TXLW\ 3UHPLXP� $ 3X]]OH�� -RXUQDO RI 0RQHWDU\
(FRQRPLFV� ������ ���^����

0HUWRQ� 5� &� ������� ?2SWLPXP &RQVXPSWLRQ DQG 3RUWIROLR 5XOHV LQ D &RQWLQXRXV�7LPH
0RGHO�� -RXUQDO RI (FRQRPLF 7KHRU\� �� ���^����

������� ?$ 6LPSOH 0RGHO RI &DSLWDO 0DUNHW (TXLOLEULXP ZLWK ,QFRPSOHWH ,QIRUPDWLRQ��
-RXUQDO RI )LQDQFH� ������ ���^����

5ROO� 5� ������� ?$ 0HDQ�9DULDQFH $QDO\VLV RI 7UDFNLQJ (UURU�� -RXUQDO RI 3RUWIROLR 0DQDJH�
PHQW� ������ ��^���

5RVV� 6� ������� ?7KH (FRQRPLF 7KHRU\ RI $JHQF\� 7KH 3ULQFLSDO
V 3UREOHP�� $PHULFDQ (FR�
QRPLF 5HYLHZ� ������ ���^����

������� ?&RPSHQVDWLRQ� ,QFHQWLYHV� DQG WKH 'XDOLW\ RI 5LVN $YHUVLRQ DQG 5LVNLQHVV��
ZRUNLQJ SDSHU� 0,7�

5XELQVWHLQ� $� ������� 0RGHOLQJ %RXQGHG 5DWLRQDOLW\� 0,7 3UHVV� &DPEULGJH� 0$�

6LUUL� (� 5�� DQG 3� 7XIDQR ������� ?&RVWO\ 6HDUFK DQG 0XWXDO )XQG )ORZV�� -RXUQDO RI
)LQDQFH� ������ ���^����

7HSOD� /� ������� ?2SWLPDO ,QYHVWPHQW ZLWK 0LQLPXP 3HUIRUPDQFH &RQVWUDLQWV�� -RXUQDO RI
(FRQRPLF '\QDPLFV 	 &RQWURO� ��� ����^�����

=ZLHEHO� -� ������� ?&RUSRUDWH &RQVHUYDWLVP DQG 5HODWLYH &RPSHQVDWLRQ�� -RXUQDO RI 3ROLWLFDO
(FRQRP\� ������� �^���
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