Internet Appendix for
Horses for courses:
Fund managers and organizational structures

Proofs of the propositionsin Section 11

Proof of Lemma 1. If a manager with signal precisignis running a fund on his own, the manager
will observe the signal conditional on the outcomés andB with the following probabilities:

@) v+ (1—v)u =Projo =g|0= (G|,
2 v+ (1—v)(1—u) =Projo =g|O=BJ.

Since the manager is uncertain about the informativendsis signal, his posterior assessment of
outcomeG after observing the signgl pg(u), is given by

B mumn+(1—-v)u)
S umt(I-o)(mp+(A-m(1-p)

(3) )

By differentiating this expression with respectuoit can readily be verified that it is increasing
in L. Moreover,p%(u) = nmwhenpu = 1/2, Therefore,pg(u) > mfor u € {u,uq}. Similarly,

it can be verified that, after he observes the signahe posterior assessment a manager in a
single-managed fund with signal precisigns

nul-m+(1-v)1-p)
1-m+1-0)(m1-p)+(1-mu)

4 B(u) =
( ) pS(U) U( <,
and is declining inu.

Since pg(u) < p%(u), it follows that for a fixed share of the fund’s payotf, under single
management, the manager’s expected payoff from selettngsky allocation is higher following
receipt of the signaj that it is after receiving signd, i.e.,

(5) a[pd(k) (1+1)+(1—pd()) (1—r1—A)]+ pd(u) 2 >
a [PE(U) (1+1) + (1= p2(H)) (L -1 — A)] + p&(K) B.

Therefore, if there exists a fully revealing equilibriumvithich a manager with sole charge of a
fund selects the risky allocation after receiving the sidgne will also select the risky allocation



after receiving the signa. This implies that the fund will adopt the risky allocaticegardless of
the manager’s signal, implying that the fund’s expectedffay

(6) ml+r)+(1-m(A-r—-A)=1+Ry< 1

Therefore, the investors’ best response is not to capit#iie fund. This contradiction establishes
Claim A.

When two managers work as a team they can compare their iafmmsignals. When two
managers’ signals disagree, they know that they have meateiminformative signals. Therefore,
conditional on their signals disagreeing, the team willeassa probability oft, their prior, to
outcomeG. When their signal has precisign both managers will observe the siggadonditional
on the outcome& andB with the following probabilities:

(7) v+ (1—v) u =Prolj(c,0’) = (9,9)|0=G],
(8) v+ (1-v)(1-p) = Prokj(o,0’) = (9,9)|0=BJ.

Therefore, each manager’s posterior assessment of outGoafter both observe the signg)

p%(w), is given by

m(um+(1—-u)p)

9) p%(u)zUn2+(1_u)(nu+(l—n>(1—u)>'

By differentiating this expression with respectuoit can readily be verified that it is increasing
in L. Moreover,p%(u) = mwhenu = 1/2. Therefore,p%(u) > mrfor g € {uL, ULH, UHH }-
Moreover, after both members of a team observe the slgmach manager’s posterior assessment
of outcomeG,

(v (1— 12+ (1 v) (1 p))
1— 2+ (1—0) (m(l—p) + 1M 1

b
and is declining inu.

Since p? (u) < m< pl(u), it follows that for a fixed fraction of the fund’s payoffy, the
manager’s expected payoff per dollar of invested capitathfselecting the risky allocation is lower
following receipt of the signd) by both managers than itis if both receive sigmat if they receive
conflicting signals, i.e.,

(11) a[pf(u) (1+1)+(L1—py(H)) (1—r =)+ pp(H) 52 >
a[m(l+r)+(1-m(1-r—A)]|+ 0% >
a[PR(H) (1+1) + (1= pR(H) (L= =A)] + P} (k) 3 2.

Therefore, if there exists a fully revealing equilibriumahich the team selects the risky allocation
after receiving both receive the sigralthey will also select the risky allocation after they both
receive the signaj or if they receive conflicting signals. This implies that fbed will adopt the
risky allocation regardless of the managers’ signals, yinglthat the fund’s expected payoff is

(12) ml+r)+(1-m(A-r—-A)=14+Ry< 1
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Therefore, the investors’ best response is not to capit#iie fund. This contradiction establishes
Claim A. n

Proof of Lemma 2. Suppose investors agree to capitalize a fund in exchandeafdion 1— a of

its payoff. Under single management, a manager with sigredigionu receives the signdd,
his expected payoff from selecting the safe allocation.is herefore, the difference between his
expected payoffs from selecting the risky allocation aredgaife allocation is

(13) a[p&(H) (1+1)+(1—p(u)) (L—r —A)] + p(H) Z —a =
a [P3(u) 1 — (1— pa(u)) (r +A)] + pd(H) B <

()T — (1— p(u) (r +A) + p&(p) B <
—(1-m(r+A)+nAB =R+ 1A <O0.

It follows that the manager will prefer the safe allocatidteareceiving the signd, establishing
Claim A.

If the manager is part of a team with signal precisjond he receives the signal he can
ensure that his fund implements the safe allocation by mredu® implement the risky allocation.
In this case, his expected payoff will me. The risky allocation can only be implemented if
the second manager is willing to implement it. Suppose thatfitst manager believes that the
second one observed the siggalThen, the manager must believe that the team’s signalsodre n
informative, and the difference between the first managsipected payoff if the fund implements
the risky allocation and his payoff from selecting the sdliecation must be

(14) a(m(l+r)—(1-m@A+r+A))+m0AB—-1) =
a(mr—A-m(r+A)+n%h)=a(Ry+m1A)<0.

It follows that the manager will prefer the safe allocati@n the other hand, if the first manager
believes that the second manager also observed the sigihal difference between the first man-
ager’s expected payoff if the fund implements the risky@toon and his payoff from selecting
the safe allocation is

(15) a (PR(u) (1+1)+ (1= ph(R) (1—1—=A)) + (1) 8% —a =
o (PR (k)r— (1= PR(w) (r+ >)+p$<u>693<
ob

()T = (1= P} (K) (r +2) + pR(1) &
mr—(1—m)(r +)\)+7T<@:Rn+7'[<@<0.

It follows that regardless, of the first manager’s beliefgreling the signal observed by the second
manager, the first manager will prefer the safe outcomebkstieng Claim B. O

= PU

Proof of Proposition 1. From Lemma 2, it follows that an actively managed single-aggad fund
must select the risky allocation only after the receipt ghsaig. Therefore, the expected payoff
for single-managed fund that is managed by a typeanager equals

(16) 1+ R+ (1-u)R ().

3



SinceRy; < 0 andR' () < 0, the fund’s expected payoff is less than one. Therefoesinirestors’
best response is not to capitalize the fund. This estalslidtet claim. O

Proof of Proposition 2. Suppose such an equilibrium exists. Then, the equilibritantion of a
single-managed fund’s return captured by the manager guihk

. URI+(1-0)R(u)
(17) “3_1+uFég+(1—u)R'(uH)'

Similarly, the equilibrium fraction of a team-managed fisne@turn captured by the managers will
equal

_ |
(18) a_»li — v RL'# + (1 U) R (ULL) .
1+ URY +(1- )R (b
In equilibrium, a high-ability manager’s should prefer tonk at a single-managed fund than
to be part of a team, i.e.,

(19) a& (1+uvRE+(1— V)R (u)) + MU+ (1— V) pn) B =
VRS + (1= 0)R (UH) + 7T (U 7T+ (1— V) ) B >
af (1+uRy+(1-0)R (un)) +m (v P+ (1-v) ) 6 5B
This condition simplifies to

(20) m(um(1-0m)+(1-0)(HH —OpiH)) & =

(1—0) (KL — Hin) ) R
1+0R +(1- )R (uL)/) "
In equilibrium a low-ability manager should prefer to woik fa team-managed fund rather
than mimic a high-ability manager, i.e.,
(1) af (1+uR} +(1—0)R () +m (VP +(1—v) L) 5 B =
VR +(1-v)R(p) +m(vm+(1-v) ) 6.8 >
as (1+ R+ (1—- )R () +m(vm+ (1—-v) ) B.

(un(n—1>+<1—u><uLH—uH>+

This condition simplifies to

(22) mom(1-0m+(1—v)(HuL—O L)) B <

(1—0) (K~ ) ) R
1+ R+ (1-0)R () "

The equilibrium non-mimicry conditions (19) and (21), anglséimptions 3, 6, and 7 are satis-
fied by the following parameter values:

HL = 0.625, HH = 0.845, HLL = 0.773, HLH = 0.922, HHH = 0.993;
m=04,r=02A=02 6=05 0=01 %=0.125

(un(n—1>+<1—u><uLL—uH>+

(23)



Proof of Proposition 3. First consider a single-managed fund whose manager hasy ghil Its
expected excess return is given by

(24) URE+(1—0)R ().

SinceR! (1) = mrur — (1—m) (1— ) (r +A) it is clear thatR (u) is increasing inu. Moreover,
sinceR = mi[mr — (1—m) (r +A)], it follows thatRY is independent ofi. Therefore, a single-
managed fund’s excess return is increasing in manageii@yap. Next consider a team-managed
fund with signal precisiom. Its expected excess return is given by

(25) URY +(1-U)R (W).

SinceRY = 2 [nr — (1— 1) (r +A)], it follows thatRY is independent ofi. Therefore, since
R (u) is increasing inu, a team-managed fund’s excess return is increasing in neaiahgpbility,
U. This completes the proof of statement A.
The difference between the excess return on a team-manage@nd a single-managed fund
with signal precisioru is given by
URY +(1-U)R () — [URS + (1 - U)R (k)]
=uv(RY—R)) = v Ry (11— 1).
Our proof is concluded by noting thef; < 0 andimr—1 < 0. O

(26)

Proof of Proposition4. Lemma 1 demonstrates that, in equilibrium, funds nevercséte risky
allocation after receiving signdl. Hence, for active fund management to be attractive to fund
families, the risky allocation must only be chosen aftenalg. Note that, given signal precision
U, a single-managed fund can expect to receive sigmath probability

(27) nuon+(1-o)u)+(1—m (vn+(1—v)(1—p)).
The derivative of this expression with respectitcs
(28) m(l-v)—(1-—m (1-v)<0.

Similarly, given signal precisiop, a team-managed fund can expect to receive the sggnath
probability

(29) T+ (1-o)p)+(1—m (VP +(1-0)(1—p)).
The derivative of this expression with respectitcs
(30) m(l-v)—(1—m (1-v)<0.

This completes the proof of statement A.
The difference between the probabilities of a team-mangesai with signal precisiou and
a single-managed fund with the same signal precision rexgitie signaf is given by
m(um+(1-ov)p)+(1—m (VP +(1-v)(1-p))
(31) — [+ (L 0)p)+ (L7 (0T (1 0) (1 - p))]
=vu(mr-1)<0.



Test for the robustness of instruments to exclusion restriction
(Ashley, 2009)
Our approch to examining robustness follows Ashley (200@x X denote the dummy variable

TM, letZ denote the instrumed Team Managednd let us supress all the control variables and
subscripts. Then the estimated model can be representeticagst

ar = fo+ B1X+u
(32) X=B}+Biz+e.
Given the covariance matrix

Uzz Ozx Ozu
2
Oxz Ox Oxu
2
Oyz Oux Oy,

(33)

it can be shown that the asymptotic sampling distributioﬁ{&fis
(34) VN (BY = Bi=3Y) ¥ (0V),
whered'V denotes the bias and is given by

(35) 8" = oy 070,

whileV is given as

(36) V= (0202 + 202, + 62 (020% + 202 ) — 26 (020%y + 207x074) ] -

No2,
Thus, for givenoz,, the quantities needed in order to estimate the samplitigiition of 3 are

estimates Ob'zz, a)%, Oxz7, Oxu, anda&. The first three quantities can be directly obtained from the
sample. The last two quantities can be estimated as follows:

A o 020;
Oxu = 0 |plim(BP*S) — plim(BL) | + =%

2 2 2
Ozu0 LA . 05 O

(37) 0f = 0f +270 X [plim(BPS) — plim(B1)] + =257,
XZ

whereé!V are estimated residuals of the IV regression.

References

Ashley, Richard, “Assessing the credibility of instrumental variableseirgnce with imperfect
instruments via sensitivity analysisiéurnal of Applied Econometrics, 2009,24 (2), 325-337.
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Table OLS.1: Fund Performance and Team Management
This table presents regression estimates of fund-perfeecenan management-structure. Fund performance is the
monthly abnormal return in basis points (alpha plus redgjdieom the Carhart four-factor model. The dummy variable
TM that takes the value of one when the fund is team managed aadtteerwise represents fund management
structure. We present both OLS estimates and four estinttaéesorrect for potential endogeneity bias by using the
percentage of team managed funds in a fund fanglyTeam Managédo instrumenfTM. IV TM is the instrumented
value for the team management dummy. Two endogeneity dedrestimates utilize a lineaf btage regression while
the remaining two utilize a Probit*lstage modely is the coefficient on the residual from th& &tage regression
in the Control Functiomapproachp is the correlation coefficient estimated from tReobit Treatmeniodel, and

AH is the coefficient on the inverse Mill’'s ratio used in tHeckmanmodel. The average treatment effedTE) is

the annualized coefficient oA in Berformance regressions and the coefficients themsmhad®cation-deviations
regressions. The remaining variables include fund chariatits such as allocations to cagba6l), stocks Gtocks,

and bondsBondg; fund expensesHxpenseks turnover (Turnove), size (logTNA)), and age (Iogﬁdge). We also use

a dummy indicating the period after the most recent finarmiais (after June, 2009Pps}, and a dummy indicating
whether the fund is still operatind.f/e). Each regression also includes fund style dummies to obiutr style fixed-
effects and corrects for fund clustering effects (Heckmsesbootstrap). The total number of observations used (fund
and quarter) is 162,449. Significance at the 1% and 5% lesalemoted by superscript a and b, respectively. The
sample period is from January 1993 to December 2014.

Carhart Four-Factor Abnormal Returns

Pand A: Linear IV Panel B: Probit Treatment

1% Stage 2 Stage £ Stage 2 Stage

Linear v Control Func Probit Probit Treat Heckman oLS
Intercept -0.01 -262 -26.2 -1.92 -25. 7 -25.48 224

(-0.22)  (-4.34) (-4.36) (-18.33) (-4.26) (-3.36) (-3.72)
T™M (IV TM) 9.642 9.64 8.9¢ 8.44 3.97

(6.27) (6.28) (5.70) (7.21) (4.05)
yip/IAH -10.4 -0.0% 470
(-5.37) (-4.54) (-5.17)
% Team Managed 1.62 3.7%
(130.13) (73.34)

Expenses -0.29 -7.07 -7.07 -1.02 -7.10 -7.11 -7.25

(-4.71) (-1.68) (-1.67) (-4.09) (-1.69) (-1.54) (-1.73)
Stocks -0.02 5.18 5.19 -0.05 5.19 5.20 5.24

(-0.41) (1.01) (1.02) (-0.41) (1.01) (0.69) (1.02)
Cash -0.26 -499.0 -499.0 -8.07 -502.0 -504.0 -523.0

(-0.19) (-0.72) (-0.72) (-0.85) (-0.73) (-0.80) (-0.76)
Bonds 0.03 0.15 0.15 0.14 0.15 0.15 0.14

(0.62) (1.48) (1.48) (0.73) (1.47) (1.34) (1.39)
Turnover 0.88 203 20.4 2.81 20.3 20.8 20.8

(0.38) (2.70) (2.70) (0.23) (2.71) (4.62) (2.76)
l0g(TNA) 0.01 -1.5% -1.518 0.12 -1.506 -1.5¢ -1.458

(0.34) (-3.69) (-3.70) (1.31) (-3.67) (-7.15) (-3.51)
log(Age) -0.02 4682 462 -0.13 457 454 4.28

(-5.28) (5.32) (5.33) (-6.15) (5.27) (6.78) (4.85)
Post 0.00 -51% -51.8 0.02 -51.4 -51.3 -50.72

(0.16)  (-31.47) (-31.49) (0.61) (-31.44) (-51.82)  (-3).19
Live 0.00 25.9 25.F 0.05 25.9 25.F 25. 7

(0.31) (22.42) (22.51) (1.61) (22.42) (28.93) (22.38)
ATE (bps) 115.% 115.7 107.8 101.3 47.6

(6.27) (6.28) (5.70) (7.21) (4.05)

Style Dummy Yes Yes Yes Yes Yes Yes Yes
Cluster by Fund Yes Yes Yes Yes Yes Bootstrap Yes
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Table OLS.2: Team Management and Deviations from Benchibokations

This table presents regression estimates of fund-allmeateviations on management-structure. Fund allocatien d
viations are the variance-normalized squared deviatipd@POS) from style benchmark portfolio allocations. The
dummy variableTM that takes the value of one when the fund is team managed andterwise represents fund
management structure. We present both OLS estimates anddtinates that correct for potential endogeneity bias
by using the percentage of team managed funds in a fund fd@lyeam Managédo instrumentTM. IV TM is

the instrumented value for the team management dummy. Twogameity corrected estimates utilize a linedr 1
stage regression while the remaining two utilize a ProBisiage model.y is the coefficient on the residual from
the ® stage regression in th@ontrol Functiorapproachp is the correlation coefficient estimated from tReobit

Treatmenimodel, andA™ is the coefficient on the inverse Mill's ratio used in theckmanmodel. The average
treatment effect4TE) is the annualized coefficient afiVl in performance regressions and the coefficients themselves
in allocation-deviations regressions. The remainingalaés include fund characteristics such as allocationash ¢
(Cash, stocks Gtocks, and bondsBondg; fund expensesHxpenses turnover (Turnovey, size (log("NA)), and age
(log(Age). We also use a dummy indicating the period after the mosintefinancial crisis (after June, 2009)ds},

and a dummy indicating whether the fund is still operatibiy€). Each regression also includes fund style dummies
to control for style fixed-effects and corrects for fund ¢dumg effects (Heckman uses bootstrap). The total number
of observations used (fund and quarter) is 162,449. Sigmifie at the 1% and 5% levels is denoted by superscript a
and b, respectively. The sample period is from January 1®@8&tember 2014.

Variance-Normalized Squared Deviations

Panel A: Linear 1V Panel B: Probit Treatment
19 Stage 2 Stage £ Stage 2 Stage
Linear \ Control Func Probit Probit Treat Heckman oLSs
Intercept -0.01 1.4 1.4¢ -1.92 1.42 142 1.1
(-0.22)  (5.95) (5.98) (-18.33) (11.36) (2.65) (5.33)
T™ (IV TM) -0.442 -0.44 -0.47 -0.472 -0.06
(-2.72) (-2.73) (-8.39) (-8.28)  (-0.75)
yipIAH 0.6% 0.06 0.4%
(2.79) (5.72) (8.68)
% Team Managed 1.62 3.7%
(130.13) (73.34)
Expenses -0.29 1.08 1.08 -1.02 1.08 1.08 1.0¢
(-4.71) (5.29) (5.28) (-4.09) (11.18) (7.88) (5.38)
Stocks -0.02 -14.9 -14.9 -0.05 -14.9 -14.9 -15.2
(-0.41) (-1.07) (-1.09) (-0.41) (-1.55) (-0.26) (-1.08)
Cash -0.26 171%0 171.¢ -8.07 171.6 171.G° 174.¢0
(-0.19) (2.52) (2.52) (-0.85) (4.99) (3.27) (2.57)
Bonds 0.03 0.01 0.01 0.14 o1 0.01 0.01
(0.62) (1.43) (1.44) (0.73) (2.44) (1.30) (1.51)
Turnover 0.88 1.20 1.20 2.81 1.25 1.25 0.45
(0.38) (0.50) (0.50) (0.23) (0.69) (0.73) (0.19)
log(TNA) 0.01 0.0 0.09 0.12 0.09 0.0 0.08
(0.34) (2.42) (2.42) (1.31) (6.59) (6.89) (2.33)
log(Age) -0.02 -0.34 -0.34 -0.13 -0.34 -0.34 -0.32
(-5.28) (-4.46) (-4.47) (-6.15) (-12.89) (-12.73) (-4.40)
Post 0.00 0.07 0.07 0.02 0.08 0.08 0.03
(0.16) (1.08) (1.08) (0.61) (1.75) (1.21) (0.36)
Live 0.00 0.33 0.38 0.05 0.33 0.38 0.3¢
(0.31) (4.98) (4.99) (1.61) (13.50) (13.38) (5.09)
ATE -0.44 -0.44 -0.47 -0.47 -0.06
(-2.72) (-2.73) (-8.39) (-8.28)  (-0.75)
Style Dummy Yes Yes Yes Yes Yes Yes Yes
Cluster by Fund Yes Yes Yes Yes Yes Bootstrap Yes




Table OLS.3: Ln(# of Funds in a Family) as the Instrument
This table presents regression estimates of fund-perfoeenand the fund-allocation-deviations on managemeungtstre. Fund performance is the monthly
abnormal return in basis points (alpha plus residuals) fiteenCarhart four-factor model. Fund allocation deviatiaresthe variance-normalized squared
deviations pctAPOS) from style benchmark portfolio allocations. The dummyiahte TM that takes the value of one when the fund is team managed
and zero otherwise represents fund management structgrprédent both OLS estimates and four estimates that cdorgmbtential endogeneity bias by
using the log of total number of funds in a fund familynFund3to instrumentTM. IV TM is the instrumented value for the team management dummy.
Two endogeneity corrected estimates utilize a linéastage regression while the remaining two utilize a Probistiage modely is the coefficient on
the residual from thei stage regression in th@ontrol Functiorapproachp is the correlation coefficient estimated from tReobit Treatmenmodel, and
A is the coefficient on the inverse Mill’s ratio used in theckmanmodel. The average treatment effedTE) is the annualized coefficient oAM in
performance regressions and the coefficients themseladlsaation-deviations regressions. All regressiondidelthe control variables reported in Table 1
plus a dummy indicating the period after the most recent tirzwrisis (after June, 2009), and a dummy indicating wlethe fund is still operating. Each
regression also includes fund style dummies to controltide dixed-effects and corrects for fund clustering effdéteckman uses bootstrap). We exclude
any fund families with the total number of funds greater th@f, and thus the total number of observations used (fundaader) is 148,229. Significance
at the 1% and 5% levels is denoted by superscript a and b,atdsgdg. The sample period is from January 1993 to DecemB#&#2

Panel A: Linear 1V Panel B: Probit Treatment
1% Stage Performance Deviation ¥ Btage Performance Deviation
Linear v Control Func IV Control Func  Probit  Probit Treat ¢kenan Probit Treat Heckman
Intercept 0.5% -81.6 -78.2 252 2.37% 0.02 -79.9 -79.9 2.2% 2.2%
(54.31) (-6.74) (-8.99) (4.89) (5.32) (0.81) (-10.47) 8a). (11.31) (3.86)
™ (IV TM) 108.62 100.72 -2.2° -2.04 103.2 103.2 -1.8¢% -1.8¢%
(6.51) (9.93) (-2.99) (-3.17) (10.87) (12.30) (-7.07) [&53)
yip/AH -96.72 1.94 -0.40% -60.5 0.14 1.03
(-9.64) (2.96) (-10.39) (-11.77) (5.11) (6.11)
Ln(#Funds) 0.02 0.122
(38.76) (38.48)
ATE 1,303.2 1,201.2 -2.2° -2.04 1,237.2 1,237.2 -1.8¢% -1.8¢%
(6.51) (9.93) (-2.99) (-3.17) (10.87) (12.30) (-7.07) [&5))
Controls Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Style Dummy Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes

Cluster by Fund Yes Yes Yes Yes Yes Yes Yes Bootstrap Yes Bapts




Table OLS.4: The Relation Between Benchmark AllocationiBgns and Performance
This table presents an OLS regression estimate of fundpeahnce on management-structure and fund allocation
deviations. Fund performance is the monthly abnormal reitubasis points (alpha plus residuals) from the Carhart
four-factor model. Fund allocation deviatiof& Deviationis the variance-normalized squared deviatiqms4POS)
from style benchmark portfolio allocations in percent. Thenmy variableTM that takes the value of one when the
fund is team managed and zero otherwise represents fundgeraeat structure. The remaining variables include
fund characteristics such as allocations to c&3s(), stocks Gtock3, and bondsBondg; fund expensesHxpenses
turnover (Turnovey, size (log"NA)), and age (logfge). We also use a dummy indicating the period after the most
recent financial crisis (after June, 2009p&}, and a dummy indicating whether the fund is still operatihige). The
regression also employs fund style dummies to control fde sixed-effects and corrects for fund clustering effects.
The total number of observations used (fund and quarteB4s7B2. Significance at the 1% and 5% levels is denoted
by superscript a and b, respectively. The sample periodis ffanuary 1993 to December 2014.

Abnormal Return

Intercept -17.2
(-3.26)
™ 3.3%¢
(3.43)
% Deviation -0.06
(-1.49)
Expenses¢ 10000) -8.39
(-1.97)
Stocks&100) 2.10
(0.84)
Cash10000) -442.0
(-0.57)
Bonds 0.15
(1.20)
Turnover(x100) 5.29
(0.81)
log(TNA) -1.65°
(-4.50)
log(Age) 4.0
(4.76)
Post -43.8
(-28.91)
Live 25.¢
(21.45)
adj R? (%) 1.8
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Table OLS.5: 2-Way Clustering
This table reports regression estimates of fund-perfoomamd the fund-allocation-deviations on managementitsirel clustering errors by time and
fund. We report results using both linear and ProBitslage regressions, respectively. Fund performance is tiithly abnormal return in basis points
(alpha plus residuals) from the Carhart four-factor moBahd allocation deviations are the variance-normalizedszp deviationspgct APOS) from style
benchmark portfolio allocations. The dummy varialbid that takes the value of one when the fund is team managed andtrerwise represents fund
management structure. We present four estimates thatt&orgotential endogeneity bias by using the percentagessh managed funds in a fund family
(% Team Managéedo instrumentTM. IV TM is the instrumented value for the team management dummy. ehdogeneity corrected estimates utilize
a linear # stage regression while the remaining two utilize a ProBistage modely is the coefficient on the residual from th& &tage regression in
the Control Functiorapproach and ™ is the coefficient on the inverse Mill's ratio used in theckmarmodel. The average treatment effedTE) is the
annualized coefficient oM in performance regressions and the coefficients themsehadkcation-deviations regressions. All regressiortdtide the
control variables reported in Table 1 plus a dummy indi@attre period after the most recent financial crisis (afteeJ@009), and a dummy indicating
whether the fund is still operating. Each regression alsluites fund style dummies to control for style fixed-effeotd corrects for fund clustering effects.
The total number of observations used (fund and quartei§2s449. Significance at the 1% and 5% levels is denoted byrseiget a and b, respectively.
The sample period is from January 1993 to December 2014.

Panel A: Linear |V Panel B: Probit Treatment

1% Stage Performance Deviation s Btage Performance Deviation
Linear IV ControlFunc IV Control Func Probit Probit Treat ¢kenan Probit Treat Heckman
Intercept -0.01 -26.2 -26.2 1.20 1.4¢ -1.92 -25.7 -25.4 1.44 1.4
(-0.22) (-1.89) (-1.89) (5.61) (5.61) (-18.33) (-1.85) .83) (5.70) (5.72)
T™ (IV TM) 9.64° 9.64 -0.44 -0.44 8.89 8.44 -0.46 -0.47
(2.47) (2.47) (-2.40) (-2.41) (2.37) (2.22) (-2.59) (-263
yIAH -10.4 0.6 -4.70 0.43
(-2.18) (2.61) (-1.80) (2.84)
% Team Managed 1.62 3.7%
(132.74) (73.34)
ATE 1157 1157 044 044 106.7 101.% -0.468 -0.46
(2.47) (2.47) (-2.40) (-2.41) (2.37) (2.22) (-2.59) (-263
Controls Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Style Dummy Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Cluster by Fund+Quarter  Yes Yes Yes Yes Yes Fund Yes Yes Yes s Ye




Table OLS.6: Anonymous versus Named Teams
This table reports regression estimates of fund-perfoomand the fund-allocation-deviations on management-
structure after accounting for team anonymity. Panel A rispesults on fund performance and Panel B on allocation
deviations. We report OLS results as well as results usirly limear and Probit 1 stage regressions, respectively.
Fund performance is the monthly abnormal return in basistpdalpha plus residualsc)J from the Carhart four-factor
model. Fund allocation deviations are the variance-nde@dlsquared deviationp¢tAPOS) from style benchmark
portfolio allocations. The dummy variableéTM (ATM) that takes the value of one when the fund is managed by
a named (an anonymous) team and zero otherwise. We presemstimates that correct for potential endogeneity
bias by using the percentage of named (anonymous) team edifiagds in a fund family% NTM Managed %
ATM Managed to instrumentNTM (ATM). IV NTM (IV ATM) is the instrumented value faWTM (ATM). Two
endogeneity corrected estimates utilize linedrstage regressions while the remaining two utilize ProBistage
models. ATM y (NTM y) is the coefficient on the residual from th& &tage regression in th@ontrol Functiorap-

proach, andATM A" (NTM AH) is the coefficient on the inverse Mill's ratio used in the Ke@an model ATM ATE

(NTM ATE) is the annualized coefficient offrM (NTM) in performance regressions and the coefficients themselve
in allocation-deviations regressions. All regressioridude the control variables reported in Table 1 plus a dummy
indicating the period after the most recent financial c(iafter June, 2009), and a dummy indicating whether the fund
is still operating. Each regression also includes fundestigimmies to control for style fixed-effects and corrects for
fund clustering effects. The total number of observati fund and quarter) is 162,449. Significance at the 1%
gggf% levels is denoted by superscript a and b, respectiValy sample period is from January 1993 to December

Panel A: Performance

Pand Al: Linear 1V Panedl A2: Probit Treatment

1% Stage Performance 1Stage Performance

Linear Linear OLS IV Control Func Probit  Probit Probit Treateckman

Intercept 0.01 -0.02 -2224 -26.2 -26.2 1748 -2.0F 2412 -58.7#
(0.59) (-1.02) (-3.72) (-4.36) (-4.36) (-12.65) (-15.71) -4.00) (-8.96)
ATM (IV ATM) 3.994 10.8 10.8 6.8% 6.03
(3.66) (6.48) (6.48) (4.49) (4.02)
NTM (IV NTM) 3.842 8.7 8.7¢ 6.2 5.3¢%
(3.36) (4.67) (4.66) (3.45) (2.99)
ATM y/AH -12.8 -2.54
(-5.87) (-2.32)
NTM y/AH -8.97 -1.80
(-3.95) (-1.47)
% ATM Managed 1.02 3.82
(151.94) (74.49)
% NTM Managed 1.08 3.72
(137.98) (74.16)
ATM ATE (bps) 47.9¢ 126.¢ 126.G¢* 82.7 2.4
(3.66) (6.48) (6.48) (4.49) (4.02)
NTM ATE (bps) 46.2 105.2 105.F 75.2 63.6"
(3.36) (4.67) (4.66) (3.45) (2.99)
Controls Yes Yes Yes Yes Yes Yes Yes Yes Yes
Style Dummy Yes Yes Yes Yes Yes Yes Yes Yes Yes
Cluster by Fund Yes Yes Yes Yes Yes Yes Yes Yes Yes
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Panel B: Deviation

Panel B1: Linear |V

Panel B2: Probit |V

OoLS v Control Func Probit Treat Heckman
Intercept 1.18 143 143 1.3¢ 2.5¢
(5.34) (6.15) (6.15) (5.94) (5.29)
ATM (IV ATM) 0.06 -0.26 -0.26 -0.20 -0.19
(0.45) (-1.20) (-1.19) (-0.91) (-0.90)
NTM (IVNTM) -0.16° -0.568 -0.55% -0.49 -0.44
(-2.12) (-3.44) (-3.43) (-3.15) (-2.94)
ATM y/IAH 0.68 0.30
(1.98) (1.56)
NTM y/AH 0.72 0.32
(3.37) (2.66)
ATM ATE 0.24 -1.04 -1.04 -0.80 -0.76
(0.45) (-1.20) (-1.19) (-0.91) (-0.90)
NTM ATE -0.640 224 -2.2¢° -1.9¢ -1.76
(-2.12) (-3.44) (-3.43) (-3.15) (-2.94)
Controls Yes Yes Yes Yes Yes
Style Dummy Yes Yes Yes Yes Yes
Cluster by Fund Yes Yes Yes Yes Yes
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Table OLS.7: Fama—MacBeth Regression with Recursive Ssmnpl

This table presents estimates of the relation between fembrmance and the fund-allocation-deviations with nggmaent-structure using Fama-MacBeth
regression with recursive samples. Fund performance isnttrethly abnormal return in basis points (alpha plus redgjufeom the Carhart four-factor
model. Fund allocation deviations are the variance-namedlsquared deviationpgtAPOS) from style benchmark portfolio allocations. The dummy
variable TM that takes the value of one when the fund is team managed an@terwise represents fund management structure. Wergresth OLS
estimates and four estimates that correct for potentiabganeity bias by using the percentage of team managed mdsind family 66 Team Managed
to instrumentTM. IV TM is the instrumented value for the team management dummy. éhgogeneity corrected estimates utilize a linearsiage
regression while the remaining two utilize a Probfitstage modely is the coefficient on the residual from th& gtage regression in th@ontrol Function

approach and ™ is the coefficient on the inverse Mill's ratio used in theeckmanmodel. Each quarter, we estimate regressions in both stezjeg
the available observations UF to that quarter. The averagéntent effectATE) is the annualized coefficient oRV in performance regressions and the
coefficients themselves in allocation-deviations regoess All regressions include the control variables repdih Table 1 plus a dummy indicating the
period after the most recent financial crisis (after Jun@920and a dummy indicating whether the fund is still opagtiEach regression also includes
fund style dummies to control for style fixed-effects and Mgwand West (1987) correction for standard errors. The tatadber of observations used (fund
and qu%rter) is 162,449. Significance at the 1% and 5% leselsrioted by superscript a and b, respectively. The samptege from January 1993 to
December 2014.

Panel A: Linear |V Panel B: Probit Treatment

Performance Deviation Performance Deviation

Coefficient oLS [\ Control Func  OLS \Y) Control Func Probit te Heckman Probit Treat Heckman

IVTM 197 6.33 6.33 -0.02 -0.3¢ -0.3¢% 6.64 6.49 -0.2¢ -0.3¢%
(1.53) (2.59) (2.59) (-9.76) (-6.65) (-6.65) (2.93) (2.85) (-5.49) (-5.72)
yIAH -8.14 0.44 -4.95 0.28
(-3.61) (5.81) (-4.30) (4.83)
Expenses -1.05 -1.05 -1.05 -0.00 -0.00 -0.00 -1.04 -1.04 00-0. -0.00
(-1.09) (-1.09) (-1.09) (-0.79) (-0.91) (-0.92) (-1.09) 109) (-0.90) (-0.91)
Stocks 0.12 0.13 0.13 0.00 0.00 0.00 0.8 0.13 0.00 0.00
(3.11) (3.09) (3.09) (1.69) (1.74) (1.74) (3.09) (3.09) 7Q). (1.73)
Cash 0.10 0.11 0.11 0.2 0.02 0.02 0.11 0.11 0.02 0.02
(0.71) (0.78) (0.78) (5.44) (5.53) (5.53) 0.77) 0.77) 5. (5.52)
Bonds 0.32 0.34 0.34 0.0 0.08 0.0 0.34 0.34 0.0% 0.0%
(4.34) (4.47) (4.47) (5.37) (5.13) (5.13) (4.47) (4.47) 1. (5.20)
Turnover 0.18 o0.12 0.12 -0.00 -0.00 -0.00 0.2 0.12 -0.00 -0.00
(5.51) (5.46) (5.46) (-1.67) (-1.15) (-1.14) (5.46) (5.45) (-1.15) (-1.08)
log(TNA) -1.23 -1.29 -1.2¢ 0.08¢ 0.0¢ 0.09 -1.3¢% -1.2¢ 0.09 0.09
(-6.03) (-6.22) (-6.22) (40.4) (45.5) (45.7) (-6.26) (B2 (45.4) (45.4)
log(Age) 13”7  143% 1.43 -0.28¢  -0.26 -0.26 1.43 1.43 -0.26 -0.26
(2.80) (2.95) (2.95) (-7.38) (-7.28) (-7.28) (2.96) (2.95) (-7.25) (-7.23)
Live 19.¢ 19.2 19.2 0.38 0.34 0.34 19.2 19.2 0.34 0.34
(12.5) (12.2) (12.2) (25.5) (27.5) (27.4) (12.2) (12.3) .07 (27.4)
ATE 236 76.6 76.0 -0.28¢ -1.20% -1.2¢ 79.7# 77.9 -1.16 -1.2¢
(1.53) (2.59) (2.59) (-9.76) (-6.65) (-6.65) (2.93) (2.85) (-5.49) (-5.72)
Style Dummy  Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes

Newey—West Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
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Table OLS.8: Fama—MacBeth Regression with Rolling Samples

This table presents estimates of the relation between femtbrmance and the fund-allocation-deviations with nggmaent-structure using Fama-MacBeth
regression with rolling samples of 60 quarters. Fund perforce is the monthly abnormal return in basis points (al mesiduals? from the Carhart
four-factor model. Fund allocation deviations are theamce-normalized squared deviatiopstDPOS) from style benchmark portfolio allocations. The
dummy variableTM that takes the value of one when the fund is team managed amdtherwise represents fund management structure. Wergresth
OLS estimates and four estimates that correct for poteatidbgeneity bias by using the percentage of team managédd i fund family ¢ Team
Managedito instrumentTM. IV TM is the instrumented value for the team management dummy.efidogeneity corrected estimates utilize a lingar 1
stage regression while the remaining two utilize a ProBistage modely is the coefficient on the residual from th& &tage regression in th€ontrol

Functionapproach and " is the coefficient on the inverse Mill’s ratio used in theckmarmodel. Each quarter, we estimate regressions in both stages
with rolling samFIes of 60 quarters. The average treatniéettgATE) is the annualized coefficient ofV in %erformance regressions and the coefficients
themselves in allocation-deviations regressions. Alteésgions include the control variables reported in Tablled @dummy indicating the period after the
most recent financial crisis (after June, 2009), and a dumutigating whether the fund is still operating. Each regosalso includes fund style dummies

to control for style fixed-effects and Newey and West (198x)yection for standard errors. The total number of obs@wmatused (fund and quarter) is
162,449. Significance at the 1% and 5% levels is denoted bgrsagipt a and b, respectively. The sample period is fromdgn1993 to December 2014.

Panel A: Linear |V Panel B: Probit Treatment

Performance Deviation Performance Deviation

Coefficient oLS [\ Control Func  OLS \Y) Control Func Probit te Heckman Probit Treat Heckman

IVTM 152 5.39 5.39 -0.02 -0.32 -0.32 6.64 553 -0.3¢% -0.32
(1.11) (2.04) (2.04) (-9.51) (-6.23) (-6.23) (2.93) (2.19) (-5.22) (-5.45)

yIAH -7.2&¢ 0.4% -4.4¢ 0.27
(-2.92) (5.59) (-3.31) (4.71)

Expenses -1.05  -1.05 -1.05 -0.00 -0.00 -0.00 -1.04 -1.04 00-0. -0.00
(-1.09) (-1.09) (-1.09) (-0.79) (-0.91) (-0.92) (-1.09)  1.09) (-0.90) (-0.92)

Stocks 013 01& 0.13 0.00  0.00 0.00 0.13 0.13 0.00 0.00
(3.08) (3.06) (3.06) (1.67) (1.71) (1.71) (3.09) (3.06) 7Q). (1.70)

Cash 010 0.11 0.11 0.82 0.02 0.02 0.11 0.11 0.02 0.02
(0.72) (0.78) (0.78) (5.43) (5.52) (5.52) (0.77) (0.78) 5. (5.51)

Bonds 0.38 0.3% 0.33 0.0 0.02 0.022 0.34 0.33 0.022 0.0
(4.23) (4.34) (4.34) (5.32) (5.03) (5.03) (4.47) (4.33) 08. (5.08)

Turnover 012 0.2 0.12 -0.00 -0.00 -0.00 0.7 0.12 -0.00 -0.00
(5.57) (5.54) (5.54) (-1.78) (-1.42) (-1.42) (5.46) (5.53) (-1.43) (-1.37)

log(TNA) 122 128 -1.28 0.08 0.0 0.09 -1.3¢ -1.28 0.09 0.09
(-5.84) (-5.98) (-5.98) (41.5) (47.4) (47.6) (-6.26) (®0 (47.0) (47.1)

log(Age) 111 1.2P 1.21° -0.28¢ -0.27 -0.27 1.43 1.20 -0.27 -0.27
(2.12) (2.19) (2.19) (-7.22) (-7.07) (-7.07) (2.96) (2.18) (-7.04) (-7.02)

Live 18.8 19.¢% 19.¢% 0382 033 0.33 19.2 19.¢% 0.33 0.33
(11.9) (11.6) (11.6) (25.6) (28.4) (28.3) (12.2) (11.6) .8 (28.4)

ATE 182 64.7 64.7 -0.28 -1.28 -1.28 79.7 66.4 1207 -1.28
(1.11) (2.04) (2.04) (-9.51) (-6.23) (-6.23) (2.93) (2.19) (-5.22) (-5.45)
Style Dummy  Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes

Newey—West Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
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Table OLS.9: Controlling for Return-based Family Corrielat
This table reports regression estimates of fund-perfoomand the fund-allocation-deviations on managementistrelcontrolling for fund family effects.
The fund family control we employ is fund return correlatisithin a family. We report results using linear and Probit dtage regressions. Fund
performance is the monthly abnormal return in basis pomfsh@ plus residuals) from the Carhart four-factor modeind~allocation deviations are the
variance-normalized squared deviatiopstAPOS) from style benchmark portfolio allocations. The dummyiahle TM that takes the value of one when
the fund is team managed and zero otherwise represents fandgement structure. We present four estimates that tdorepotential endogeneity
bias by using the percentage of team managed funds in a fumity f6% Team Managédo instrumentTM. IV TM is the instrumented value for the
team management dummy. Two endogeneity corrected estiméitize a linear ¥ stage regression while the remaining two utilize a ProBitsage
model. y is the coefficient on the residual from th& &tage regression in th@ontrol Functiorapproachp is the correlation coefficient estimated from
the Probit Treatmenmodel, andA" is the coefficient on the inverse Mill’s ratio used in theckmanmodel. The average treatment effedTE) is the
annualized coefficient oM in performance regressions and the coefficients themsehakcation-deviations regressions. All regressiortdtide the
control variables reported in Table 1 plus a dummy indigathre period after the most recent financial crisis (afteeJ@009), and a dummy indicating
whether the fund is still operating. Each regression alstudes fund style dummies to control for style fixed-effeatsl corrects for fund clustering
effects (Heckman uses bootstrap). The total number of sasens used (fund and quarter) is 162,449. Significandeeai¥% and 5% levels is denoted by
superscript a and b, respectively. The sample period is fimmuary 1993 to December 2014.

Panel A: Linear 1V Panel B: Probit Treatment

1% Stage Performance Deviation s Btage Performance Deviation

Linear \Y] Control Func IV Control Func  Probit Probit Treat ¢kenan Probit Treat Heckman

Intercept 0.0 -70.8 -70.6* 1.568 1.56 -1.67 -69.5° -69.5° 1.60% 1.60%
(2.19) (-10.61) (-10.61) (3.91) (3.90) (-38.29) (-13.23) -6.42) (7.87) (4.20)
T™ (IV TM) 10.12 10.12 -0.44 -0.44 8.9¢ 8.9¢ -0.47 -0.47
(6.45) (6.45) (-2.57) (-2.57) (6.95) (7.23) (-7.91) (-8.59
yip/IAH -10.2 0.7¢% -0.03 -4.7¢ 0.0¢ 0.4F
(-5.21) (2.70) (-5.02) (-5.43) (5.57) (9.50)
% Team Managed 1.61 3.72
(123.38) (252.73)
Family Correlation -9.52 58.¢ 58.¢ -0.21 -0.21 -32.2 58.6% 58.6° -0.22 -0.22
(-3.88) (13.65) (13.65) (-0.67) (-0.67) (-8.85) (16.55) 6.@8) (-1.40) (-1.40)
ATE 121.2 121.2  -0.44 -0.44 107.8 107.8 -0.46 -0.46
(6.45) (6.45) (-2.57) (-2.57) (6.95) (7.23) (-7.91) (-8.59
Controls Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Style Dummy Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes

Cluster by Fund Yes Yes Yes Yes Yes Yes Yes Bootstrap Yes Bapts




