

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
		

		
            

		
		
		
			
				
			
		
			
		
			
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Delegated Portfolio Management: A Survey of the Theoretical Literature

	
    
        
            
            







    
    










    
    
    
    











			
                    ECB Working Paper No. 520
 
        

    
	

	
	
		
		
			41 Pages
		
		

		Posted: 21 Sep 2005
		
		
		
	

	
		
			
			




	See all articles by Livio StraccaLivio Stracca
European Central Bank (ECB)


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: September 2005

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		This paper provides a selective review of the theoretical literature on delegated portfolio management as a principal-agent relationship. The main focus of the paper is to review the analytical issues raised by the peculiar nature of the delegated portfolio management relationship within the broader class of principal-agent models. In particular, the paper discusses the performance of linear vs. nonlinear compensation contracts in a single-period setting, the possible effects of limited liability of portfolio managers, the role of reputational concerns in a multiperiod framework, and the incentives to noise trading. In addition, the paper deals with some general equilibrium dimensions and asset pricing implications of delegated portfolio management. The paper also suggests some directions for future research. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Delegated portfolio management, agency, principalagent models, adverse selection, moral hazard

	
	

	
    

    
	

	
	
		JEL Classification: D82, G11

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Stracca,  Livio, Delegated Portfolio Management: A Survey of the Theoretical Literature (September 2005). ECB Working Paper No. 520,  Available at SSRN: https://ssrn.com/abstract=781088 or http://dx.doi.org/10.2139/ssrn.781088 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Livio Stracca (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: European Central Bank (ECB)]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				European Central Bank (ECB)  ( email )

			

			
			
				
				
				
					Sonnemannstrasse 22
Frankfurt am Main, 60314
Germany
0049 69 13440 (Phone)
0044 69 1344 6000 (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

				      534

			

		
		
		
			Abstract Views

			    2,353

		

		
		 
		
			Rank

			   96,450

		

		
	


	
		
            
            	       14 Citations
		

	

	
		
			
				       91 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    European Central Bank Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                European Central Bank Research Paper Series

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

                                
                                    
                                        FOLLOWERS

                                            8,328

                                    

                                    
                                        PAPERS

                                            3,236

                                    

                                

                                
                            

                        

                    

                
	
                    Behavioral & Experimental Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Finance eJournal

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

                                
                                    
                                        FOLLOWERS

                                            3,707

                                    

                                    
                                        PAPERS

                                           16,904

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    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

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            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
                                    
                                    
                                        
                                        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, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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-l100 in   0.079 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
