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Motivation

Mutual fund managers are key players in both main and wall streets

They have significant impact on household savings

- Over 50% of US households consistently invest in mutual funds

- In 2023, over 68 million US households (52%) owned mutual funds

They play a unique, pivotal role in shaping stock valuations

- Over 30% of the U.S. equity market is managed by active funds

- Since 2020, over $13 trillion in assets have been managed by active funds

- Growing literature: Investment funds ̸= a “sideshow” in asset pricing

Agency conflict: Fund managers pursue different objectives from clients

- Advisory contract between fund companies and clients:

Fee revenue ∝ AUM ≈
∑

return +
∑

flow

- Clients would not be concerned with fund flows
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Compensation of fund managers

Question: What drives manager compensation — AUM, return, or flow?

- What is the compensation contract between fund companies and managers

- Break down the personal incentives & income risks of fund managers

Active fund managers should care mainly about AUM like fund companies
(Dou Kogan Wu, 2023)

- Managers actively tilt their portfolios to hedge against fund flow shocks

- even at the expense of return performance

- Swedish data shows that compensation is determined by AUM but not
return performance (Ibert Kaniel Van Niewerburgh Vestman, 2018)

- Risk-shifting behavior studies on U.S. active equity mutual funds
(e.g., Huang, Sialm and Zhang, 2011; Lee, Trzcinka and Venkatesan, 2019)

- Indirectly infer compensation structure, esp. asymmetric bonuses tied
to benchmark-relative returns

However, direct evidence on U.S. fund manager compensation is limited
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Overview of results and contributions

1. Creation of a novel dataset on US active equity mutual funds

- Detailing the compensation and employment history of fund managers

- Linking managers’ compensation with fund AUM, flows, performance, etc.

- Approximately 11,500 observations at the manager-year level

- Spanning from 1990 through 2022

- Covering approximately 2,400 fund managers and 650 fund companies

2. New facts on what affects fund managers’ compensation and careers

- Compensation is affected by flows and performance, but through AUM

- Compensation has a stable concave relationship with AUM in equilibrium

- Performance has significant extra effect on bonus, but not on base pay

- Flow has significant extra effect on base pay, but not on bonus

- Bonus share rises with age, tenure, experience, AUM, rating, & activeness

- Downside career risk is mainly caused by flows, rather than performance
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Outline

1. Data construction

– Databases

– Merge and matching

– Summary statistics

2. Empirical findings

– Compensation

– Job turnovers

3. A quasi-natural experiment
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Longitudinal Employment-Household Dynamic (LEHD)

A comprehensive BLS-based administrative data from the US Cenusus

- Each individual’s income and job history from 1990 to 2022

- All individuals listed in the unemployment insurance wage records, which
represents over 95% of employment in the US

- Information on income and employment is precise and authentic

Typically, each research project can gain access to a total of 20 states

- A fund company is included if it has business in one of the 28 states:

Arizona, California, Colorado, Connecticut, Delaware, Iowa, Idaho, Indiana, Kansas,
Massachusetts, Maryland, Maine, Montana, North Dakota, New Jersey, New Mexico,
Nevada, Ohio, Oklahoma, Pennsylvania, South Carolina, South Dakota, Tennessee, Utah,
Virginia, Washington, Wisconsin, and Wyoming

Another sample including 17 states demonstrates robustness
Arizona, Arkansas, California, the District of Columbia, Delaware, Illinois, Indiana, Iowa,
Kansas, Maine, Maryland, Nevada, New Mexico, Oklahoma, Pennsylvania, Tennessee, Texas

One “big four” states is missing: New York
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Mutual fund data

Sources:
- CRSP Survivorship Bias Free Mutual Fund Database

- fund names, fund manager names, fund returns, total net assets (TNA), quarterly
portfolio holdings, investment objectives, fund addresses, fund company names and
addresses, etc.

- Morningstar Database
- fund returns, fund manager names, total net assets (TNA), and self-declared

benchmarks

- Thomson Reuters Mutual Fund Holding Data (S12)
- quarterly portfolio holdings of mutual funds

- monthly composition and weights of the benchmarks

Filters:
- Active US equity mutual funds
- Thomson (before July 2008) + CRSP (otherwise) for quarterly holdings
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Bridging datasets to match LEHD and mutual funds

Mutual fund prospectus, LinkedIn, and Company websites

- Complete incomplete fund manager names

CoreLogic Deeds and Listing Data

- Transactions and mortgage terms for over 147 million properties

- Owner and seller’s names and comprehensive property addresses

LexisNexis Public Records

- Over 84 billion public records

- Comprehensive information on individual, including DOB, first 5 digits of
SSN, and residential address history (including rentals)
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Illustration of data construction (a major contribution)

Outside the Census (CRSP & Morningstar Mutual Fund 
Databases)

Inside the Census (LEHD)

Fund management 
company name 

Fund name 

Manager name 

CRSP and Morningstar
databases

CRSP, Morningstar, 
LinkedIn, Fund prospectus, 
Company websites, etc.

Name, Employer, Education, Age range,
Work & home addresses by city & state

Individual I

LexisNexis + CoreLogic:
Detailed personal information

Individual I 

Name, SSN, DOB, Gender, Education, 
Residential street addresses from 
LexisNexis + CoreLogic 

Employee N

Firm name, Industry, 
Company location, EIN

Matching services 
provided by the 
Person Identification 
Validation System 
(PVS) office 

(Name, SSN, DOB, EDU 
are removed from the 
outcome data panel 
after PVS matching)

Employee 3 

Employee 2

Employee 1
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Manager-level variables

The total net asset for manager m in month t:

TNAm,t =
∑

i∈Ωm,t

TNAi,t

Mi,t
,

Ωm,t = the set of funds managed by manager m in month t
Mi,t = the number of managers overseeing fund i in month t

The fund revenue earned by manager m in month t:

Revm,t =
∑

i∈Ωm,t−1

TNAi,t−1

Mi,t−1
× TERi,t ,

TERi,t = the total expense ratio of fund i in month t

The fund flow or fund return faced by manager m in month t:

Ym,t =
1

TNAm,t−1

∑
i∈Ωm,t−1

TNAi,t−1

Mi,t−1
× Yi,t

Y = Fund Flow or Fund Return
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Summary statistics of key variables

All sample: Mean SD 5th pct 25th pct Median 75th pct 95th pct

ln(Paym,t ) 13.21 1.65 10.67 12.44 13.19 14.23 15.77

ln(Basem,t ) 12.85 1.13 10.58 12.22 12.75 13.58 15.06

ln(Bonusm,t ) 12.28 1.99 9.34 10.41 12.32 13.92 15.49

Paym,t ($k) 1, 522 2, 553 43.04 242.7 535.0 1, 513 7, 060

Basem,t ($k) 728.4 1, 192 39.34 202.8 344.6 790.2 3, 472

Bonusm,t ($k) 904.6 1, 644 11.35 33.19 224.1 1, 110 5, 336

Bonusm,t/Paym,t 0.428 0.283 0.038 0.173 0.341 0.692 0.889

ln(TNAm,t ) 19.91 1.86 16.79 18.53 19.97 21.23 22.90

ln(Revm,t ) 15.31 1.78 12.29 14.01 15.41 16.57 18.10

Sample without job turnovers:

ln(Paym,t/Paym,t−1) 0.043 0.732 −1.053 −0.125 0.062 0.244 0.939

ln(Basem,t/Basem,t−1) 0.030 0.752 −1.099 −0.140 0.027 0.183 1.092

ln(Bonusm,t/Bonusm,t−1) 0.148 2.419 −1.671 −0.213 0.086 0.482 3.134

Sample with job turnovers in year t :

ln(Paym,t+1/Paym,t−1) −0.089 1.376 −2.038 −0.524 0.047 0.500 1.373

ln(Paym,t+1→t+3/Paym,t−1) −0.203 1.464 −2.798 −0.592 0.026 0.437 1.545
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Summary statistics of riskiness

All sample: Mean SD 5th pct 25th pct Median 75th pct 95th pct

SD of ln(1 + Flowm,t ) 0.315 0.334 0.020 0.115 0.247 0.363 0.834

SD of ln(1 + Rgross
m,t ) 0.201 0.119 0.057 0.135 0.198 0.264 0.399

Sample without job turnovers:

SD of ln(Paym,t/Paym,t−1) 0.403 0.415 0.063 0.230 0.349 0.577 1.283

SD of ln(Basem,t/Basem,t−1) 0.475 0.533 0.037 0.118 0.354 0.827 1.611

SD of ln(Bonusm,t/Bonusm,t−1) 2.580 2.415 0.108 0.378 2.092 3.957 6.889

SD of ln(Revm,t /Revm,t−1) 0.544 0.459 0.129 0.297 0.445 0.670 1.517

Further without AUM reallocation:

SD of ln(Paym,t/Paym,t−1) 0.348 0.368 0.061 0.111 0.288 0.575 1.182

SD of ln(Revm,t/Revm,t−1) 0.327 0.236 0.071 0.168 0.263 0.413 0.747
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Long-run relationship between pay and size

Panel Dynamic OLS for co-integration relationship estimation:

ln(Paym,t) = γ ln(Revm,t−1) +
h∑

τ=1

γret
τ ln(1 + Rm,t−τ )

+
h∑

τ=1

γflow
τ ln(1 + Flowm,t−τ ) + θm + δt + εm,t

- Paym,t = the compensation of fund manager m in year t

- Revm,t−1 = the revenue produced by fund manager m during year t − 1

- Rm,t−τ = the gross return or risk-adjusted return relative to the market (or tradable indices)
for the funds managed by m over year t − τ

- Flowm,t−τ = the fund flow of the funds overseen by manager m over year t − τ

- θm = the manager fixed effect

- δt = the year fixed effect
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Long-run relationship between pay and revenue

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

ln(Paym,t )

ln(Revm,t−1) 0.275∗∗∗ 0.170∗∗∗ 0.282∗∗∗ 0.173∗∗∗ 0.282∗∗∗ 0.175∗∗∗ 0.286∗∗∗ 0.180∗∗∗ 0.190∗∗∗ 0.202∗∗∗

[10.35] [6.88] [10.60] [7.40] [10.67] [7.40] [10.88] [7.45] [9.43] [6.90]

ln(1 + Rgross
m,t ) 0.437∗ −0.146

[1.78] [−1.37]

ln(1 + Rgross
m,t−1) 0.652∗∗∗ 0.271 0.564∗∗ 0.164 0.420∗∗ 0.106

[2.85] [1.57] [2.41] [1.40] [2.24] [0.89]

ln(1 + Rabn,ms
m,t ) −0.181

−1.01

ln(1 + Rabn,ms
m,t−1 ) 0.115

[0.56]

ln(1 + Rabn,ms (−m)
m,t ) −0.071

[−0.34]

ln(1 + Rabn,ms (−m)
m,t−1 ) 0.039

[0.15]

ln(1 + Flowm,t ) 0.302∗∗∗ 0.149∗∗∗ 0.153∗∗∗ 0.129∗∗∗

[4.01] [3.81] [3.36] [3.42]

ln(1 + Flowm,t−1) 0.468∗∗∗ 0.235∗∗∗ 0.423∗∗∗ 0.222∗∗∗ 0.322∗∗∗ 0.186∗∗∗ 0.167∗∗∗ 0.175∗∗∗

[7.84] [5.39] [7.03] [5.09] [6.24] [4.45] [3.12] [3.72]

Adjusted R2 0.194 0.702 0.194 0.702 0.196 0.702 0.199 0.703 0.692 0.698

Manager FE No Yes No Yes No Yes No Yes Yes Yes

Year FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
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Long-run relationship between pay and AUM

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

ln(Paym,t )

ln(Am,t−1) 0.277∗∗∗ 0.185∗∗∗ 0.279∗∗∗ 0.182∗∗∗ 0.278∗∗∗ 0.182∗∗∗ 0.281∗∗∗ 0.187∗∗∗ 0.195∗∗∗ 0.206∗∗∗

[11.01] [8.07] [11.22] [8.00] [11.17] [8.00] [11.36] [8.08] [10.31] [7.37]

ln(1 + Rgross
m,t ) 0.444∗ −0.124

[1.87] [−1.17]

ln(1 + Rgross
m,t−1) 0.524∗∗ 0.135 0.424∗ 0.072 0.294 0.012

[2.30] [0.90] [1.87] [0.64] [1.58] [0.10]

ln(1 + Rabn,ms
m,t ) −0.174

[−1.03]

ln(1 + Rabn,ms
m,t−1 ) 0.138

[]0.49]

ln(1 + Rabn,ms (−m)
m,t ) −0.056

[−0.27]

ln(1 + Rabn,ms (−m)
m,t−1 ) 0.012

[]0.05]

ln(1 + Flowm,t ) 0.264∗∗∗ 0.150∗∗∗ 0.151∗∗∗ 0.127∗∗∗

[3.53] [3.91] [3.32] [3.37]

ln(1 + Flowm,t−1) 0.280∗∗∗ 0.136∗∗∗ 0.248∗∗∗ 0.130∗∗∗ 0.159∗∗∗ 0.091∗∗ 0.077 0.081∗

[4.57] [3.13] [4.15] [2.99] [3.08] [2.17] [1.54] [1.75]

Adjusted R2 0.198 0.702 0.198 0.702 0.198 0.702 0.201 0.703 0.692 0.698

Manager FE No Yes No Yes No Yes No Yes Yes Yes

Year FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
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Error correction models (ECM) for co-integration

The co-integrated system can be reformulated in the ECM specification:

∆ ln(Paym,t) = φ∆ ln(Am,t−1)︸ ︷︷ ︸
AUM change

+ ϕ [ln(Paym,t−1)− γ ln(Am,t−2)]︸ ︷︷ ︸
Deviation from long-term relationship

+θm + δt + εm,t

Approximate accounting identity:

∆ ln(Am,t) ≈ ς ret ln(1 + Rgross
m,t ) + ςflow ln(1 + Flowm,t) + AUM Reallocationm,t

with ς ret ≈ 1 and ςflow ≈ 1

Compensation growth regression:

∆ ln(Paym,t) = φret ln(1 + Rgross
m,t−1) + φflow ln(1 + Flowm,t−1) + θm + δt + ε̃m,t ,

with φret > 0 and φflow > 0, which become zero after controlling for ∆ ln(Am,t)
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Impact is through AUM

(1) (2) (3) (4) (5) (6) (7) (8)

∆ ln(Paym,t )

ln(1 + Flowm,t−1) 0.172∗∗∗ 0.189∗∗∗ −0.171 −0.086

[4.15] [4.14] [−1.45] [−0.93]

ln(1 + Rgross
m,t−1) 0.467∗∗∗ 0.428∗∗∗ 0.222 0.148

[4.04] [2.90] [1.59] [1.34]

∆ ln(Am,t−1) 0.333∗∗∗ 0.278∗∗∗ 0.239∗∗∗ 0.265∗∗∗

[3.24] [3.34] [3.54] [3.08]

Adjusted R2 0.144 0.290 0.147 0.290 0.142 0.292 0.143 0.292

Manager FE No Yes No Yes No Yes No Yes

Year FE Yes Yes Yes Yes Yes Yes Yes Yes

Note: We focus on the scenarios without AUM reallocation
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Extra effects of return performance on bonuses

(1) (2) (3) (4) (5) (6) (7) (8)

ln(Bonusm,t )

ln(Revm,t−1) 0.646∗∗∗ 0.274∗∗∗ 0.651∗∗∗ 0.270∗∗∗ 0.648∗∗∗ 0.272∗∗∗ 0.343∗∗∗ 0.250∗∗∗

[6.91] [3.93] [6.95] [3.88] [6.91] [3.91] [4.26] [3.68]

ln(1 + Rgross
m,t−1) 0.968∗ 0.578∗∗ 0.820 0.515∗∗

[1.76] [2.19] [0.87] [1.80]

ln(1 + Rabn,ms
m,t−1 ) 0.810∗∗

[1.96]

ln(1 + Rabn,ms (−m)
m,t−1 ) 0.762∗∗

[2.14]

ln(1 + Flowm,t−1) 0.471 0.248 0.376 0.214 0.255 0.292
[1.63] [1.08] [1.36] [0.80] [1.53] [1.57]

Adjusted R2 0.104 0.841 0.103 0.841 0.104 0.841 0.868 0.747
Manager FE No Yes No Yes No Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes Yes
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Extra effects of fund flows on base pay

(1) (2) (3) (4) (5) (6) (7) (8)

ln(Basem,t )

ln(Revm,t−1) 0.224∗∗∗ 0.132∗∗∗ 0.226∗∗∗ 0.134∗∗∗ 0.226∗∗∗ 0.135∗∗∗ 0.136∗∗∗ 0.148∗∗∗

[11.98] [6.73] [11.83] [7.39] [11.86] [6.79] [6.23] [6.88]

ln(1 + Rgross
m,t−1) 0.429∗∗ 0.131 0.322∗ 0.072

[2.20] [1.20] [1.74] [0.67]

ln(1 + Rabn,ms
m,t−1 ) 0.114

[0.97]

ln(1 + Rabn,ms (−m)
m,t−1 ) 0.117

[1.21]

ln(1 + Flowm,t−1) 0.252∗∗∗ 0.115∗∗∗ 0.232∗∗∗ 0.111∗∗∗ 0.081∗∗ 0.086∗∗

[6.40] [3.53] [5.97] [3.30] [2.19] [2.42]

Adjusted R2 0.162 0.715 0.162 0.716 0.162 0.716 0.707 0.710
Manager FE No Yes No Yes No Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes Yes
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Credibility of self-disclosed SAI compensation scheme
(1) (2) (3) (4) (5) (6) (7) (8)

∆ ln(Paym,t ) ∆ ln(Bonusm,t )

ln(1 + Rgross
m,t−1) 0.349 0.467 0.372 0.487 0.695∗ 0.759∗ 0.649∗ 0.701∗

[0.95] [1.39] [1.11] [1.46] [1.78] [1.88] [1.73] [1.81]
∆ ln(Am,t−1) 0.169∗∗∗ 0.167∗∗∗ 0.174∗∗ 0.155∗∗∗ 0.303∗∗ 0.305∗∗ 0.292∗∗ 0.283∗∗

[2.95] [3.10] [2.17] [2.72] [2.43] [2.12] [2.60] [2.37]
DNonPerf

m,t−1 × ln(1 + Rgross
m,t−1) −0.190 −0.081 −0.208∗ −0.236∗

[−1.34] [−0.57] [−1.76] [−1.87]
DNonPerf

m,t−1 × ∆ ln(Am,t−1) 0.043 0.043 0.039 0.030
[0.38] [0.38] [0.47] [0.27]

DAUM
m,t−1 × ln(1 + Rgross

m,t−1) −0.146 −0.160 −0.163 −0.209
[−0.26] [−0.27] [−0.37] [−0.54]

DAUM
m,t−1 × ∆ ln(Am,t−1) 0.049 0.075 0.066 0.045

[0.17] [0.28] [0.29] [0.23]
Adjusted R2 0.123 0.375 0.125 0.376 0.045 0.207 0.045 0.207
Observations 3,700 3,700 3,700 3,700 3,700 3,700 3,700 3,700
Manager FE No Yes No Yes No Yes No Yes
Year FE Yes Yes Yes Yes Yes Yes Yes Yes

Note: DNonPerf
m,t−1 = 1 for managers who work in funds that do not mention performance-based pay in their SAIs

Note: DAUM
m,t−1 = 1 for managers who work in funds that mention AUM-based pay in their SAIs
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Credibility of self-disclosed SAI compensation scheme

(1) (2) (3) (4) (5) (6) (7) (8)

1(Bonusm,t/Paym,t ≥ 5%)

DPerf
m,t 0.086∗∗∗ 0.027

[7.50] [0.97]

DAUM
m,t 0.018 0.018

[1.10] [0.87]

Adjusted R2 0.018 0.438 0.006 0.438

Observations 3,700 3,700 3,700 3,700

Manager FE No Yes No Yes

Year FE Yes Yes Yes Yes

Note: DNonPerf
m,t−1 = 1 for managers who work in funds that do not mention performance-based pay in their SAIs

Note: DAUM
m,t−1 = 1 for managers who work in funds that mention AUM-based pay in their SAIs
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Risk sharing and tournament

(1) (2) (3) (4) (5) (6) (7) (8)

∆ ln(Basem,t ) ∆ ln(Bonusm,t )

ln(1 + Family Flow (−m)
m,t−1) 0.110∗∗ 0.097∗∗ 0.074∗∗ 0.071∗ 0.115∗∗ 0.108∗ 0.109 0.092

[2.70] [2.19] [2.07] [1.80] [2.26] [1.95] [1.62] [1.30]

ln(1 + Family Rgross,(−m)
m,t−1 ) 0.279∗ 0.247∗ 0.172 0.181 0.680∗∗ 0.702∗∗ 0.608 0.541

[1.69] [1.77] [1.19] [1.27] [2.23] [2.46] [0.83] [1.64]

ln(1 + Flowm,t−1) 0.118∗∗∗ 0.107∗∗∗ 0.149∗∗ 0.124∗∗

[3.30] [2.88] [2.39] [2.22]

ln(1 + Rgross
m,t−1) 0.284∗∗∗ 0.332∗∗∗ 0.488∗∗∗ 0.528∗∗

[4.45] [3.70] [2.84] [2.58]

Adjusted R2 0.047 0.154 0.053 0.158 0.055 0.158 0.062 0.164

Observations 7,300 7,300 7,300 7,300 7,300 7,300 7,300 7,300

Manager FE No Yes No Yes No Yes No Yes

Year FE Yes Yes Yes Yes Yes Yes Yes Yes
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Bonus share heterogeneity

(1) (2) (3) (4) (5) (6)

Panel A: Age, tenure, and experience
Bonusm,t/Paym,t

DHigher Age
m,t 0.028∗∗∗ 0.038∗∗∗

[5.92] [8.91]
DLonger Tenure

m,t 0.063∗∗∗ 0.051∗∗∗

[13.64] [13.27]
DMore Experienced

m,t 0.026∗∗∗ 0.031∗∗∗

[5.86] [8.69]
Adjusted R2 0.002 0.652 0.011 0.653 0.002 0.654
Observations 7,300 7,300 7,300 7,300 5,700 5,700
Manager FE No Yes No Yes No Yes

Panel B: Manager AUM, quality, and fund activeness
Bonusm,t/Paym,t

DLarger AUM
m,t−1 0.096∗∗∗ 0.054∗∗∗

[20.35] [10.35]
DStar Managers

m,t−1 0.051∗∗∗ 0.024∗∗∗

[8.53] [4.60]
DMore Active

m,t−1 0.024∗∗ 0.008
[2.38] [1.10]

Adjusted R2 0.026 0.659 0.006 0.666 0.002 0.650
Observations 7,300 7,300 4,700 4,700 7,300 7,300
Manager FE No Yes No Yes No Yes

22 / 30



Outline

1. Data construction

– Databases

– Merge and matching

– Summary statistics

2. Empirical findings

– Compensation

– Job turnovers

3. A quasi-natural experiment
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Intensive margin: Pay change

Sample with job turnovers in year t:

log(Paym,t+1/Paym,t−1) log(Paym,t+1→t+3/Paym,t−1)

ln(1 + Flowm,t−1) 0.335∗∗∗ 0.330∗∗ 0.375∗∗∗ 0.307∗∗

[2.70] [2.33] [2.70] [2.18]

ln(1 + Rgross
m,t−1) 0.345 0.017 0.304 0.068

[1.28] [0.05] [1.41] [0.26]

Adjusted R2 0.014 0.083 0.015 0.086

Observations 2,500 2,500 2,500 2,500

Year FE No Yes No Yes
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Extensive margin: Turnover likelihood
(1) (2) (3) (4) (5) (6) (7) (8)

DDemotion
m,t DPromotion

m,t

DLarge Outflow
m,t−3→t−1 0.036∗∗ 0.032∗∗ 0.034∗∗ 0.029∗∗ −0.003 −0.007

[2.47] [2.47] [2.21] [2.22] [−0.49] [−1.00]

DLarge Inflow
m,t−3→t−1 −0.015∗∗ −0.025∗∗ 0.034∗∗ 0.037∗∗ 0.030∗∗ 0.036∗∗

[−2.11] [−2.53] [2.38] [2.12] [2.12] [2.02]

DLarge Negative Return
m,t−3→t−1 0.007 0.006 0.007 0.006 −0.002 −0.006

[0.74] [0.91] [0.73] [0.85] [−0.24] [−0.79]

DLarge Positive Return
m,t−3→t−1 −0.000 −0.006 0.010 0.019∗ 0.008 0.019∗

[−0.05] [−0.74] [0.54] [1.80] [0.47] [1.84]

Adjusted R2 0.017 0.290 0.018 0.292 0.020 0.311 0.021 0.312
Observations 10,500 10,500 10,500 10,500 10,500 10,500 10,500 10,500
Manager FE No Yes No Yes No Yes No Yes
Year FE Yes Yes Yes Yes Yes Yes Yes Yes

Note: DDemotion
m,t = 1 if the labor income of manager m in year t + 1 is at least 20% lower than that in year t − 1,

and the manager undergoes a job turnover in year t

Note: DLarge Outflow
m,t−3→t−1 = 1 if the average fund flow of the manager from year t − 3 to year t − 1 is ranked in the

bottom decile
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Causal relation of compensation with AUM

Is compensation casually (contractually) determined by AUM or revenue?

- Unclear yet, because of an endogeneity issue

- A latent confounder may include the fund manager’s fundamental skill level

To establish a conclusive causal relationship

- We rely on variations in a fund’s AUM (or revenue) that goes beyond the
inherent skill level and the influence of its fund managers

- Variations in fund AUM (or revenue) attributed to “luck”

- “non-skill-related” variations

- An IV approach similar to the idea of demand-driven price impacts
(e.g., Harris Gurel 1986; Shleifer 1986; Koijen Yogo, 2019)
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Rationale behind the quasi-experiment

Suppose a stock is included in the investment scopes of institutions,
particularly larger ones

- It can be due to index inclusion or mandate adjustment

- It generates a greater exogenous “non-skill-related” demand for the stock

- Market clearing + downward-sloping demand curve
⇒ higher stock prices due to price impacts

- Mutual funds whose portfolios are heavily weighted towards such stocks
are likely to see a substantial increase in their AUM (and revenue)

Examine if such a “non-skill-related” increase in AUM is compensated
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Construction of IV

Define m̂ei,t(n) for stock n fund i in quarter t as

m̂ei,t(n) = ln

∑
j ̸=i

Aj,t
1j,t(n)

1 +
∑Nt

n′=1 1j,t(n′)


Aj,t = the average total investment made by institution j in all stocks during the past 3 years
1j,t (n) = 1{n ∈ Nj,t} indicating whether stock n lies within institution j ’s investment scope Nj,t

Aggregate m̂ei,t(n) across the stocks held by fund i:

m̂ei,t =
N∑

n=1

wi,t−4(n)× m̂ei,t(n)

wi,t−4(n) = the portfolio weights of stock n within fund i during quarter t − 4
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Construction of IV

Aggregate m̂ei,t across the funds operated by manager m:

m̂em,t =
1

TNAm,t−4

∑
i∈Ωm,t−4

TNAi,t−4

Mi,t−4
× m̂ei,t .

Ωm,t−4 = the set of funds managed by fund manager m in quarter t − 4
Mi,t−4 = the number of fund managers overseeing fund i in quarter t − 4
TNAm,t−4 = the total net assets under the supervision of fund manager m in quarter t − 4

Demand-driven price impacts take effect through performance, not flows

ln(1 + Rgross
m,t ) ln(1 + Flowm,t )

∆m̂em,t 0.516∗∗∗ 0.541∗∗∗ −0.019 −0.021
[4.42] [3.82] [−0.42] [−0.57]

Adjusted R2 0.139 0.243 0.002 0.347
Manager FE No Yes No Yes
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IV regressions

Panel A: First-stage IV regressions

∆ ln(Am,t ) ∆ ln(Revm,t )

All Small Large All Small Large

∆m̂em,t 0.382∗∗∗ 0.555∗∗∗ 0.234∗ 0.653∗∗∗ 0.780∗∗∗ 0.447∗∗

[2.81] [2.77] [1.75] [4.39] [3.62] [2.60]

F-test statistics 16.08 20.62 30.00 50.14 45.97 42.25
Manager FE Yes Yes Yes Yes Yes Yes

Panel B: Second-stage IV regressions

∆ ln(Paym,t ) ∆ ln(Paym,t )

∆ ln(Âm,t−1) 0.502∗∗ 0.586∗∗∗

[2.46] [2.13]

∆ ln(R̂evm,t−1) 0.322∗∗ 0.343∗∗∗

[3.30] [2.86]

∆m̂em,t−1 0.245∗∗∗ 0.224∗∗∗

[3.52] [3.02]

Adjusted R2 0.04 0.04 0.04 0.28 0.28 0.28
Manager FE No No No Yes Yes Yes
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Conclusion

This paper builds a unique and novel dataset

- Fund managers’ compensation and employment histories

- Linked to fund AUM, revenue, return performance, flows, portfolios, etc.

New facts on compensation contracts

- Compensation is affected by flows and performance, but through AUM

- Compensation has a stable concave relationship with AUM in equilibrium

- Performance has significant extra effect on bonus, but not on base pay

- Flow has significant extra effect on base pay, but not on bonus

- Bonus share rises with age, tenure, experience, AUM, rating, & activeness

- Downside career risk is mainly caused by flows, rather than performance

Important mplications for

- Intermediary asset pricing theories

- Organizational and market structure of fund companies

- ...
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