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		Abstract

		The literature traditionally assumes that a portfolio manager who expends costly effort to generate information makes an unrestricted portfolio choice and is paid according to a sharing rule. However, the revelation principle provides a more efficient institution. If credible communication of the signal is possible, then the optimal contract restricts portfolio choice and pays the manager a fraction of a benchmark plus a bonus proportional to performance relative to the benchmark. If credible communication is not possible, an additional incentive to report extreme signals may be required to remove a possible incentive to underprovide effort and feign a neutral signal. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Dybvig,  Philip H. and Farnsworth,  Heber and Carpenter,  Jennifer N., Portfolio Performance and Agency (2004). NYU Working Paper No. SC-AM-04-03,  Available at SSRN: https://ssrn.com/abstract=1295170
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Philip H. Dybvig (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Washington University in St. Louis - John M. Olin Business School]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Washington University in St. Louis - John M. Olin Business School  ( email )

			

			
			
				
				
				
					One Brookings Drive
Campus Box 1133
St. Louis, MO  63130-4899
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Heber  Farnsworth

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Rice University  ( email )

			

			
			
				
				
				
					6100 South Main Street
Houston, TX  77005-1892
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Jennifer N. Carpenter

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: New York University (NYU) - Department of Finance]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				New York University (NYU) - Department of Finance  ( email )

			

			
			
				
				
				
					Stern School of Business
44 West 4th Street
New York, NY  10012-1126
United States
212-998-0352 (Phone)
212-995-4233 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       62

			

		
		
		
			Abstract Views

			    4,252

		

		
		 
		
			Rank

			  174,748

		

		
	


	

	
		
			
				       29 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Capital Markets: Asset Pricing & Valuation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Asset Pricing & Valuation eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,023

                                    

                                    
                                        PAPERS

                                           32,409

                                    

                                

                                
                            

                        

                    

                
	
                    Mutual Funds, Hedge Funds & Investment Industry eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Mutual Funds, Hedge Funds & Investment Industry eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,979

                                    

                                    
                                        PAPERS

                                           17,669

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    New York University Stern School of Business Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                New York University Stern School of Business Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                               42

                                    

                                    
                                        PAPERS

                                            3,437

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Panagiotis G. Ipeirotis at New York University - Leonard N. Stern School of Business

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Agency and Asset Pricing

                        
                            By
                                
                                
                                    
                                    Michael J. Brennan
                                     and 
                                
                                    
                                    Feifei Li
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Equilibrium Prices in the Presence of Delegated Portfolio Management

                        
                            By
                                
                                
                                    
                                    Domenico Cuoco
                                     and 
                                
                                    
                                    Ron Kaniel
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Portfolio Performance and Agency

                        
                            By
                                
                                
                                    
                                    Philip H. Dybvig, 
                                    
                                
                                    
                                    Heber Farnsworth, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Portfolio Performance and Agency

                            
                                By
                                    
                                    
                                        
                                        Heber Farnsworth, 
                                        
                                    
                                        
                                        Philip H. Dybvig, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Portfolio Performance and Agency

                            
                                By
                                    
                                    
                                        
                                        Philip H. Dybvig, 
                                        
                                    
                                        
                                        Heber Farnsworth, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Equilibrium Prices in the Presence of Delegated Portfolio Management

                            
                                By
                                    
                                    
                                        
                                        Domenico Cuoco
                                         and 
                                    
                                        
                                        Ron Kaniel
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Offsetting the Incentives: Risk Shifting and Benefits of Benchmarking in Money Management

                            
                                By
                                    
                                    
                                        
                                        Suleyman Basak, 
                                        
                                    
                                        
                                        Anna Pavlova, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Offsetting the Incentives: Risk Shifting and Benefits of Benchmarking in Money Management

                            
                                By
                                    
                                    
                                        
                                        Suleyman Basak, 
                                        
                                    
                                        
                                        Anna Pavlova, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Offsetting the Incentives: Risk Shifting, and Benefits of Benchmarking in Money Management

                            
                                By
                                    
                                    
                                        
                                        Suleyman Basak
                                         and 
                                    
                                        
                                        Alex Shapiro
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.149 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

