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Table 2 Variable description of empirical research on the impact of performance incentives on stock mispricing
RD
Convex 1 0
Concave 1 0
Overconfidence
Risk
Dividend
Experience 6
Period
3 N 870 1.
\ ® 3.48
3 0.1
0.71
348. 18
® . Panel B Kruskal-Wallis p 0.1
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Table 3 Descriptive statistics
Panel A:
0.79 0.91 -1.50 3.42 0.45 2.93 253
348.18 172.77 1 870 -0.01 3.07 253
3.48 2.60 0 14 1.36 5.31 270
Panel B:
0.71 0.17 0.2 1 -0.63 2.83 108
1.03 2.67 0.046 27.76 7.12 9.45 108
0.10 0.49 0 4 5.92 41.74 108
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(abec)
5 6 (d).
5

Fig. 5 Average trading price of stocks in different treatments
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Table 4 Average mispricing level of each session in different treatments
1 2 3 4 5 6
-0.44 0.29 0.56 0.77 1.05 1.39 0.60
0.37 0.53 0.54 0.97 1.51 1.59 0.92
0.30 0.55 0.71 0.98 1.27 1.40 0.87
(01S)

RD, =8, + B, x Convex,, , + 3, X
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Fig. 6 Comparison of mispricing degree among different treatments :81 >0 1
D Mann-Whitney 5% , ,82 >0 2
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Table 5 Performance incentives and mispricing: Baseline regression
P 6. 6 (1)
(1) (2)
RD RD 6 ( 2)
0.35%* 0. 347
Convex
(3.23) (4.81)
0.29** 0.29 ** 0.74 10%
Concave
(2. 66) (2.91) 1.33
-0.00
Dividend 5%
( ~0.70)
-0.08
Experience :
( -0.32)
0.07 ***
Period
(5.66)
0. 57 % 0.04
Bol )
(8.59) (0.37) 3
R 0.028 0. 147
P 0.018 5 0.000 0
253 253
f Kk l%; *%k
5%;" 10% .
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Table 6 Performance incentives and mispricing: The effect of risk attitude and overconfidence
(1) (2) (3) (4) (5) (6)
RD RD RD RD RD RD
-0.23 -0.45 -6.50 7" -6.50 7" -5.65"" -5.99 "
Convex
( —0.43) (-1.16) (-12.36) ( -12.26) ( —3.406) (—4.35)
-0.56 -0.82 -5.10%* —5.28%% -6.337%%% -7.03 %%
Concave
( -0.96) ( -1.66) (-4.61) ( —4.30) (-7.81) ( -15.14)
-0.40 -0.58 -0.59 -0.85%
Risk
( —0.80) (-1.45) (-1.16) (-2.39)
0.55 0.74" 0.76 1.04™*
Convex_Risk
(1.10) (1.84) (1.48) (2.84)
L’ 1.33* 1.32° 1617
Concave_Risk
(1.94) (2.62) (2.23) (3.35)
—7.827%%% ~7.75%% —8.287% ~8.56*
Overconfidence
(-25.14) ( -35.16) (-22.22) ( —25.98)
9.617 9.59*** 7.307* 7.337%%*
Convex_QOverconfidence
(11.30) (11.01) (3.22) (3.33)
7,537 7777 7.817* 8.317%
Concave_Qverconfidence
(4.58) (4.23) (12.34) (10.91)
-0.00 -0.00 -0.00
Dividend
( -0.24) (-0.72) (-0.21)
-0.36 -0.13 -0.51*
Experience
(-1.25) ( —0.46) (-1.84)
0. 07 *** 0. 07 *** 0. 07 ***
Period
(5.80) (5.74) (5.73)
B ) 0.92 0.59 6.16™ 5. 60 *** 7.017%* 6. 98 ***
0
(1.76) (1.56) (23.55) (24.47) (9.18) (24.38)
R? 0.072 0. 194 0. 068 0. 186 0.112 0.237
P 0.000 0 0.000 0 0.000 0 0. 000 0 0.000 0 0.000 0
253 253 253 253 253 253
¢ 1%; ™ 5%;" 10%.
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Fig. 7 Fund managers’ risk-taking behavior and herd behavior in different treatments
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Table 7 Performance incentives and fund managers’ behaviors
(1) (2)
Risk_Ratio Herd
0. 047 0.24
Convex
(4.37) (0.08)
0. 047 2.16
Concave
(4.17) (0.93)
-0.00 -0.02
Dividend
(-1.32) (-1.09)
0. 1277 -1.49
Experience
(4.93) ( =0.20)
0' 01 *xk _1.24*‘){*
Period
(3.81) ((-7.63)
O. 24 *kk 7- 49 *xk
Bo( )
(12.97) (3.55)
R 0. 131 0.231
P 0.000 0 0.000 5
253 253
. Sedkde 1% ook
5%;" 10%.
8 N

Table 8 Fund managers’ risk-taking behavior herd behavior

and stock mispricing

(1) (2)
RD RD
0.09 0.34*
Convex
(1.20) (2.83)
0.04 0.24**
Concave
(0.79) (2.29)
5. 64 kK
Risk_Ratio
(7.89)
0. 02 ***
Herd
(4.51)
0.00 -0.00
Dividend
(0.83) ( =0.36)
) —0. 747 -0.04
Experience
( —-5.53) ( -0.17)
) 0.04 7% 0. 107
Period
(3.61) (6.92)
B ) -1.33%% -0.14
’ (-7.91) (-1.12)
R? 0.507 0.219
P 0.000 0 0.000 4
253 253
. Hokk 1% ek
5%;" 10%.
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( Risk_Ratio)
( Ouiflow( -1))
( CumOutflow( -1))
9 (5) (6)
( Outflow( -1))
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Table 9 Performance incentives and mispricing: The effect of investors” behavior
(1) (2) (3) (4) (5) (6)
RD RD Risk_Ratio Risk_Ratio Herd Herd
0.357 0.39 7 0. 05 *** 0. 04 0.39 0.69
Convex
(4.60) (7.60) (4.33) (4.35) (0.13) (0.23)
0.31** 0.27 0. 05 *** 0. 05 *** 2.56 2.44
Concave
(2.80) (1.33) (4.29) (5.76) (1.10) (0.95)
-0.08 0. 08 *** —5.05%*
Outflow( -1)
( -0.80) (3.61) (-3.99)
-0.71** 0.04* -5.37"*
CumOutflow( - 1)
(-2.64) (1.94) (-2.91)
-0.00 0. 00 -0.00 -0.00 -0.02 -0.02
Dividend
(-0.51) (0.16) (-1.68) (-1.52) (-0.89) ( -0.86)
-0.10 0.18 0. 127 0. 117 -1.47 0. 60
Experience
(-0.38) (0.65) (4.58) (3.26) (-0.18) (0.07)
0. 05 0. 14** 0. 00* 0.00 —1.38%% -0.76™*
Period
(3.31) (3.17) (2.21) (0.03) ( -8.64) ( —2.40)
B ) 0.25" 0.18 0.26*** 0.267** 9.637* 8.75***
’ (2.0) (1.28) (12.25) (11.77) (3.98) (3.52)
R? 0.091 0.176 0.137 0.113 0.264 0.278
P 0.000 3 0.000 0 0.000 0 0.000 0 0.000 0 0.000 0
235 235 235 235 235 235
¢ 1%; ™ 5%;" 10%.
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Fund manager performance incentives and stock mispricing: An experimen—
tal study

GAO Mei YANG Xiao-an'

1. Key Laboratory of Brain-Machine Intelligence for Information Behavior Shanghai International Studies Uni—
versity Shanghai 201620 China;

2. School of Business and Management Shanghai International Studies University Shanghai 201620 China

Abstract: The design of incentive mechanism in the context of principal-agent is an important subject of man—
agement science research. However existing research pays less attention to how to incentivize agents who en—
gage in risky decisions. The paper considers the effect of fund managers’ performance incentives on asset
prices in an experimental stock market in the context of principal-agent dynamics by introducing both the roles
of investors and fund managers. The results show that mispricing is common in experimental stock markets no
matter fund managers face linear incentive ( proportional to fund return) convex incentive ( reward good fund
performance) or concave incentive ( penalize bad fund performance) . Further benchmark-inked convex and
concave incentives could lead to a significantly higher level of mispricing than linear incentives. At the same
time the risk attitude and overconfidence of fund managers can significantly affect the impact of incentives on
mispricing. In addition the incentive mechanism affects the mispricing of stocks by influencing the risk-taking
behavior of fund managers rather than herd behavior. Exploring the relationship between the microdevel fund
manager incentive mechanism and the macrodevel market mispricing has reality significance for the institution—
al design of fund companies for the strengthening of the prudential supervision of institutional investors’ port—
folio risks by the regulatory authorities and for the maintenance of financial market stability.

Key words: fund manager; incentive mechanism; stock mispricing; principal-agent relationship



