
Result: Heterogeneity

The American Taxpayer Relief Act of 2012 (ATRA)
● fund manager : $436,000
● household : $105,000

Policy Implications

- managers with lower risk aversion
● Shorter tenure

- funds with higher rate of returns per unit risk taken
● lower expense ratio

● better investment sets (structural estimate 
of the slope of efficient frontier)

Result: Performance

Research Design: DiD

Result: Δ Risk-taking
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 Skin-in-the-game as an agency problem?

Do fund managers with co-ownership cater to their own tax preferences, 
thereby deviating from the risk-taking level desired by the majority of their investors?

Tax induces risk-taking Co-ownership is common Event: tax increase

 We find that:
Fund managers with high co-ownership
take more risk, as personal taxes increase.

Since capital losses can be offset against capital gains tax 
liabilities, higher taxation thus reduces the downside of 
risk-taking, motivating a risk-averse agent takes more risk. 

We find negative fund alpha in the subsequent years
● “Betting against beta” as a plausible explanation?
● Constrained fund managers take more systematic 

risk, leading to a lower alpha 

● More than 70% fund managers have co-ownership
● An average fund manager invests $346,702 in the fund 

they manage

Funds with higher co-ownership 
increase Δintended risk, after the ATRA tax hike

- Difference-in-differences analysis (DiD)
● Post := 1 after 2013, multiplying the tax chang magnitude
● Treat:= 1 for funds with above-median (pre) co-ownership 

- Nearest neighbor matching
- Taxes do not drive co-ownership
- S.E. Clustered by the fund level

The effect is stronger for 

    Treat

● should be aware of such tax-induced 
risk-taking, because it harms performance

Investors

Fund 
families

● should consider the tax factor and design 
an optimal incentive contract accordingly, to 
mitigate the detrimental risk-taking behavior 
driven by taxation. 

Tax 
policymakers

● should take into account the tax response of 
mutual fund managers

We call for a greater awareness on the impact 
of personal taxation on asset management.

Capital gains taxes increase 
only for those 

who earn > $400,000 
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