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Research Papers:

“Conviction and volume: Measuring the information content of hedge fund trading” (Job Market Paper)

Media Coverage: Matt Levine, Bloomberg View; CNBC.com

Abstract: | provide novel evidence that hedge funds predict and drive the movement of asset prices towards
fundamental value. Willingness to move prices, proxied by the share of trading volume consumed, reveals
information: the volume consumed by quarterly hedge fund trades strongly predicts future stock returns.
The top decile of purchases generates abnormal returns of 5-9% annualized during the following quarter (t-
stat 4.4-6.5). Interpreting this phenomenon using the Kyle model of price impact, | test for the empirical
patterns one should observe if informed (hedge fund) trades incorporate information into prices. Informed
trading impounds earnings news, reducing the reaction to positive earnings announcements by 28%.
Informed trading also positively predicts contemporaneous price movement and future informed trading.
These price movements do not reverse. In contrast, mutual fund trades are significantly less informative.
Structural and reduced-form estimates imply that consuming 1% of quarterly volume generates 0.3%-0.5%
of price impact. Taken together, these results suggest that funds incorporate substantially more information
into prices than is apparent from their fund-level returns.

“Doubling Down” (working paper)

Media Coverage: Matt Levine, Bloomberg View; Alpha Architect

Abstract: When hedge funds “double down” on positions that have run against them, they outperform. A
portfolio of the U.S. equity positions that hedge fund managers add to after recent stock-level
underperformance generates abnormal returns of 5%-15% annualized. This finding is not the result of a
simple reversal effect, of a fund’s best ideas (large positions), or of the general informativeness of fund
trades. My results are consistent with a career risks mechanism. By adding to a losing position — the
opposite of window dressing — a manager makes her losses particularly salient. | confirm in panel
regressions that investment managers avoid adding to losing positions. Furthermore, managers outperform
by more when they double down after greater past losses in a position. These findings suggest a position-
level limits to arbitrage effect. When an asset’s price decreases for non-fundamental reasons, investment
managers with the most relevant knowledge may not trade against the mispricing because they have already
suffered losses in that asset.
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“Stock Experts” (working paper)

Abstract: Many investment managers develop company-specific expertise about a subset of the firms within
their potential investment universes. Within their long equity portfolios, hedge fund managers
disproportionately reestablish large positions in stocks that they have held in the past. A portfolio of expert
positions purchased after stock-level price drops generates abnormal returns of 5%-10% annualized.
Comparable control portfolios fail to outperform. The existence of experts highlights the network of
investment relationships: both the level and distribution of capital impacts capital formation.

“Slow trading and long-horizon information ” (in progress)



