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Abstract

“The emerging manager who goes out and buys a 
fancy sports car right off the bat is someone you 
probably want to avoid.”
                                                                                                                    
-Business Insider , February 2016
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Vehicle data sources

VIN Place Autocheck cars.com 
and cars-data IIHS

New vehicle purchase 
records from 2006 to 
2012.Including make,  
model , year ,and  
vehicle identification 
number(VIN).

Car details such as trim 
levels and body style.

Car details such as 
horsepower , maximum 
torque , passenger 
volume, and price.

Car’s Insurance 
Institute for Highway 
Safety(IIHS) average 
safety rating .



Summary Statistics



Hedge funds data sources

Lipper TASS Morningstar Hedge Fund 
Research(HFR)

BarclayHedge 
data

Using monthly net-of-fee returns and assets under management(AUM) data for 
live and dead hedge funds to evaluate the impact of sensation seeking on hedge 
funds.

1990.1-2015.12 2004.1-2015.12

2006-2012



Four broad investment styles

Security Selection Multiprocess Directional Trader Relative Value

Taking long and short 
positions in 
undervalued and 
overvalued securities, 
respectively.

Taking advantage of 
significant events, 

Beting on the direction 
of market prices of 
currencies, 
commodities,
equities, and bonds in 
the futures and cash 
markets.

Taking positions on 
spread relations 
between prices of 
financial assets and
seek to minimize 
market exposure.

Agarwal , Daniel , and Naik (2009)



Seven-factor model

Risk of hedge funds

Fund and Hsieh(2004)

(6) The excess returns on 
portfolios of lookback straddle 

options on commodities

(7) The excess returns on 
portfolios of lookback straddle 

options on bonds

(5) The excess returns on 
portfolios of lookback straddle 

options on currencies

(4) The change in the credit spread of Moody’s BAA bonds 
over the 10-year Treasury bond

(3) The yield spread of the U.S. 10-year Treasury bond over
the three-month Treasury bill

(2) A small minus big factor constructed as the difference 
between the Russell 2000 and S&P 500 stock indexes

(1) The excess return on the Standard and Poor’s 500 index

For diversified hedge fund portfolios, the seven ABS style
factors explain up to 90% of monthly return variations.
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Financial Risk and Performance

A sports car or nonsports 
car

A high or low horsepower car

A high or low torque car

Grouping hedge funds by the prosensation automobile attributes to explore the impact 
of sensation seeking on fund risk-taking behavior.



Financial
 Risk
 and 
Performance

Hedge fund managers who purchase performance cars take on 
more risk than do other hedge fund managers.

Fund size may explain why we find that 
performance car owners take on more risk
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Financial
 Risk
 and 
Performance

Hedge fund managers who purchase performance 
cars take on more risk than do other fund managers.

Funds that charge higher management fees and use 
greater leverage tend to take on greater idiosyncratic risk.

Smaller funds take on more risk.



Financial
 Risk
 and 
Performance

Managers who acquire practical but unexciting cars take on lower 
investment risk.
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Financial
 Risk 
And
 Performance

Managers who acquire practical but 
unexciting cars take on lower investment risk.



Financial
 Risk
 and 
Performance

Hedge fund managers who purchase performance cars take on 
more risk than do other hedge fund managers.

Fund size may explain why we find that 
performance car owners take on more risk

The incremental risk-taking by 
performance car buyers does not 

translate into higher returns.

Whether the heightened risk of 
performance car buyers results in lower 

Sharpe and information ratios?



Financial Risk and Performance

Monthly fund alpha : the monthly fund abnormal return.



Financial Risk and 
Performance

Managers who purchase vehicles with prosensation attributes 
deliver lower Sharpe , information ratios , and lower alpha.
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Operational Risk

Performance car buyers are more likely to terminate their funds.
Fund managers who own practical but unexciting cars are less likely to 

terminate their funds.
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Operational Risk

Hedge fund managers who purchase performance cars are also more likely to report on their 
Form ADVs that they have been associated with past regulatory , civil , and criminal violations.

Sensation seekers exhibit greater operational risk.

Brown et al.(2009)一个源自于基金的业绩、波动、年龄、
规模、费用结构和其他特征的一个操作风险指标



TURNOVER
Annualized turnover of a 
hedge fund manager’s 
stock portfolio,

NRSQUARED
One minus the R2 from the 
regression of fund excess 
returns

NONSPRATIO
The ratio of the number of 
non-S&P 500 index stocks 
bought in a quarter to the 
total number of new 
positions in the quarter, 

DISTINCTIVENESS
One minus the sample 
correlation of a fund’s return 
with the average return of
all funds belonging to the 
same investment style

ACTIVESHARE
Active Share or the fraction 
of fund portfolio
holdings that differ from the 
S&P 500

EXCESSIVETRADING
The difference between the 
return that quarter of
the portfolio of stocks held 
by the fund at the end of 
the prior year and the
return that same quarter of 
the actual portfolio of stocks 
held by the fund.

Trading Behavior

LOTTERY
The maximum daily stock 
return over the past month
(or MAX）



Trading Behavior
Owners of cars with prosensation qualities trade more often,

purchase more nonindex stocks, increase their Active Share vis- ` a-vis the S&P
500, exhibit lower R2s relative to the Fung and Hsieh (2004) seven-factor model.

and engage in more distinctive strategies.

Sensation seekers are more likely to trade excessively 
and are drawn to lottery-like stocks.
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Demand for 
Sensation-Seeking 
Hedge Funds

FoFs managed by performance car owners tend to take on more risk and 
idiosyncratic risk in their hedge fund portfolios than do other FoFs.

FoFs managed by owners of practical but unexciting
cars tend to take on less risk and idiosyncratic risk than do other FoFs.

Some hedge fund investors are themselves 
susceptible to sensation seeking.



Demand for 
Sensation-Seeking 
Hedge Funds

Sensation seeking drives investor preference for sensation-seeking hedge funds

sensation avoidance does not fuel investor demand for sensation-avoiding hedge funds.



Fund Flow-
Performance 
Relationship

Flows to sensation-seeking hedge funds are indeed more
sensitive to performance than are flows to sensation-avoiding hedge funds.



Alignment with 
Investors

Sharp differences in sensation-seeking activity between
funds sorted on manager personal capital.

Fund managers are less likely to indulge in sensation seeking when their
incentives are more aligned with those of their investors.

Striking differences in sensation-seeking activity 
between funds sorted on manager total delta.



Investor Perceptions

Sensation-avoiding managers are indeed more capable than sensation-seeking managers.



Investor Perceptions

Investors correctly perceive sensation seeking managers to be less competent.

Investors do not fully appreciate the superior investment skills of sensation-avoiding managers.



Alternative Explanations 
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Reverse causality

The act of buying or driving a performance car, rather than telegraphing a manager’s innate preference for 
sensation seeking, actually begins to increase her tolerance for risk.

Consistent with the view that sensation seeking is a durable personality trait, our 
sensation-seeking proxies based on vehicle attributes also explain past fund risk.



Gender

Barber and Odean (2001) show that female investors take on less risk than their male counterparts

(https://genderize.io/) to determine gender using a manager’s first name.

Gender does not drive our results.



Social status or wealth

Piff et al. (2012), upper-class individuals, driven in part by greed, exhibit greater unethical tendencies. 
Greed among high-status drivers may motivate them to take on more investment risk

Control for vehicle price

Cull data on fund manager home prices

Inferences remain unchanged



Biological age

Manager biological age may also drive our results.

To account for manager biological age, we cull data on fund 
manager date of birth from Peoplewise (www.peoplewise.com)

Our inferences remain unchanged with this adjustment.



Other risk-seeking motives

Performance car purchases may be driven by risk-seeking
motives that are unrelated to sensation seeking.

we control for past fund risk or idiosyncratic risk estimated over the 
last 24 months and reestimate our baseline regressions

Inferences remain unchanged



Skewness or excessively trade

Performance vehicle purchases could proxy for either skewness 
preference or a propensity to trade excessively.

We control for past fund return skewness estimated over the last 24 months as well as EXCESSIVETRADING 
estimated over the last eight quarters and reestimate our baseline risk regressions.

Neither past skewness preference nor past
excessive trading drives our findings.
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Foundation

A novel data set

Sensation seeking

Investment behavior

Cross-sectional variation 
in vehicle attributes

Purchase of a powerful sports car Drive in a spirited fashion



Conclution1

Validate the advice given by 
some hedge fund allocators 
to avoid managers who drive 
fancy sports cars.

(2)Terminating their funds, disclose violations on their 
Form ADVs,and exhibit greater operational risk.

(1)Taking on more investment riskwithout 
being compensated with higher returns.

(3)Trading more frequently, actively, and unconventionally , 
they also gravitate toward lottery-like stocks.,

(4)Trading hurts the performance 
of sensation seekers more



Conclution2

(1)Some investors are themselves 
susceptible to sensation seeking

(2)Sensation-seeking investors fuel the 
demand for sensation seeking managers

While investors understand that sensation-
seeking managers are less competent, they do 
not fully appreciate the superior investment 
skills of sensation-avoiding managers.
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