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Conclusion

� Advertising neither misleads about future performance 
nor signals superior future performance.

� Governance quality, proxied by board credentials, 
signals the good governance. 
� Credentials of the boards are positively associated with� Credentials of the boards are positively associated with

future flows and future returns.

Implication
� Investors can reduce search costs by investing in the 

advertised funds of high credentialed boards of directors.
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The Problem
� Mutual fund advertising is potentially misleading.

� Investors chase returns.
� Share redemptions are not fully functioning.
� Fund managers might exploit investors.

� Mutual fund boards of directors are not always effective � Mutual fund boards of directors are not always effective 
monitors.
� The Boards negotiate fund fees. 
� Fees are the sources of advertising budget.
� Hence, boards and advertising should be related.

� Effectiveness of governance is doubtful
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Hypotheses
� Main hypothesis: 

� Advertised funds have better governance mechanisms than 
control group funds.

� To accept the main hypothesis:
� Performance of the advertised funds is at least as good as 

that of the control group funds.that of the control group funds.
� Relation between governance and flows is positive.
� Relation between governance and returns is positive.

� Alternative hypothesis:
� The advertised funds boards are not distinguishable from 

those of the non-advertised funds.
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Related Literature

Advertising, Flow and Board Structure (1) 

� Advertising increases fund flows.
� Jain and Wu (2000)

� Money flows to funds with good past performance. 
Investors chase returns.Investors chase returns.
� Sirri and Tufano (1998), Ippolito (1992),  Johnson (2006)

� Flows are positively related to fund fees. Hence, 
advertising attracts money.
� Barber, Odean and Zheng (2005), O’Neal (2004), Tufano and 

Sevick (1997)
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Related Literature

Advertising, Flow and Board Structure (2) 

� The number of independent directors is positively 
associated with future performance.
� Ding and Wermers (2005) 

Board size, fraction of independent directors and director � Board size, fraction of independent directors and director 
compensations do not show significant relation with 
future performance.
� Meschke (2006), Khorana, Servaes and Wedge (2007) 
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Related Literature
Performance Persistence

� Mutual fund performance persists. 

� Brown and Goetzmann (1995), Grinblatt and Titman (1992), 

Hendricks, Patel and Zeckhauser (1993)

� Momentum factor explains mutual fund returns. 

� Carhart (1997), Carhart, Carpenter, Lynch and Musto (2002)

� Performance persistence last three months. 

� Bollen and Busse (2005)

� Return reversal.

� Jain and Wu (2000)
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Related Literature
Director Incentives and Control Mechanisms

� Highly compensated independent directors allow funds to charge 

higher fund fees.

� Tufano and Sevick (1997), Kuhnen (2005), Kuhnen (2007)

� Director ownership is positively related to fund performance.

� Meschke (2006), Cremers, Driessen, Maenhout and Weinbaum (2006)� Meschke (2006), Cremers, Driessen, Maenhout and Weinbaum (2006)

� Monitoring benefits to shareholders motivate directors to own 

shares. 

� Chen, Goldstein and Jiang (2008)

� Directors’ outside directorships are associated with firm performance

� Fich and Shivdasani (2006)
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Sample and Data
� Advertised mutual funds

� Domestic (US) equity funds: From January 2003 to June 2006

� From Barron’s and Money Magazine: No advertising during the 
preceding three months.

� One fund accounts for one observation

� Control group mutual funds� Control group mutual funds
� Matched by yesteryear’s returns and Lipper objective category. 
� Eight matched funds for one advertised funds: Four  funds of 

lower and four funds of higher yesteryear’s returns.

� Governance data
� Board of directors data from the Statement of Additional 

Information filed with prospectus (US SEC’s EDGAR database)
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Variables (1)

� Returns

� Adjusted returns in post-advertising performance analyses: 

(1) Jensen’s alpha; (2) Three-factor alpha; (3) Four-factor alpha; 

(4) EW-objective adjusted returns; (5) VW-objective adjusted 

returns; and (6) Market-adjusted returns. 

� Raw returns, net-of-expense, in regressions

� Fund Flows
� Flowi,t = TNAi,t – [TNAi,t-1 ×(1+Ri,t)] ; TNA = Total Net Assets

� Flowi,τ toT =
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Variables (2)

� Governance

� Board structure

� The Number of Directors

� Percent of Disinterested Directors

� Incentives� Incentives

� Average Director Share Ownership

� Average Disinterested Director Compensation ÷ 10,000

� Board credentials

� Average Disinterested Director Outside Directorships
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Empirical Results (1-1)Table 3. Post-advertising Performance
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• Advertised funds do not underperform their counterparts
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Empirical Results (1-2)Table 3. Post-advertising Performance (cont’d)
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• Advertised funds do not underperform their counterparts
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Empirical Results (1-3)

� Advertised funds do not underperform their counterparts in 
the aftermath.

� Advertised funds outperform the control group funds in every 
return measure, though with weak statistic significances. 

� Conclusion:
� Advertising neither misleads about future performance nor 

signals superior future performance.
Governance analyses confirm this conclusion
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Empirical Results (2-1)

• Advertising significantly 
brings in more money to the 
advertised funds.

• A 10% decrease in R,-12to-1

associates with an increase 

Table 4: Future Flow

Panel A: Year +/- 1 Panel B: Year +/- 2

Dependent Variables

Flow,0to11 Flow,0to23

Regressions 1 2 3 4

Variables

….. … … … …

Ads 47.7689 103.7835 211.9355 279.8130

(2.00)** (3.54)*** (3.31)*** (3.85)***

LnTNA 6.4188 2.3381 6.44032 -2.0870

(1.83)* (0.66) (0.68) (-0.22)

Flow,-12to-1 0.8084 0.9156

(37.49)*** (32.08)***

R,-12to-1 -63.9097 -33.2201
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• On average, a decrease of 1% in   

R,-12to-1 is associated with an 
increase of $2.78 million flows

• Ads helps funds of lower past 
returns and past flows.

associates with an increase 
of $6.39 million.
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(-1.77)* (-0.88)

Flow,-24to-1 0.6843 0.8228

(21.59)*** (17.01)***

R,-24to-1 73.3789 95.6716

(1.02) (1.25)

Ads × Flow,-12to-1 -0.2363

(-5.50)***

Ads × R,-12to-1 -278.7969

(-2.47)**

Ads × Flow,-24to-1 -0.2459

(-3.82)***



Empirical Results (2-2)

� Advertising significantly brings in more money to the 

advertised funds as opposed to the control group funds.

� This conclusion is consistent with that of existing 

literature.literature.
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Empirical Results (3-1)

Table 5: 
Governance Effects 
on Flow

• Reputations are 
positively 

Panel A: Year +/- 1 Panel B: Year +/- 2

Dependent Variables

Flow, 0to11 Flow, 0to23

Regressions 1 2 3 4

Variables

… … … … …

Advertising Dummy 29.1291 133.3911 154.1475 -102.3642

(1.15) (0.42) (2.27)** (-0.12)

Average Director Share Ownership -10.6333 -12.9036 -43.4627 -41.4760

(-1.35) (-1.57) (-2.06)** (-1.88)*

… … … … …

Average Disinterested Director Outside Directorships 22.7818 14.5160 93.2774 73.9336

(2.53)** (1.53) (3.89)*** (2.92)***
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positively 
associated with 
future flows.
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(2.53)** (1.53) (3.89)*** (2.92)***

… … … … …

Percent of Disinterested Directors on Board -114.5136 -64.2440 -402.6121 -306.2124

(-1.63) (-0.87) (-2.14)** (-1.55)

LnTNA 6.8515 6.7311 10.2396 9.0291

(1.80)* (1.77)* (1.01) (0.89)

Flow, -12to-1 0.8041 0.8024

(37.14)*** (36.52)***

R, -12to-1 -60.5082 -60.5439

(-1.65)* (-1.65)*

Flow, -24to-1 0.6797 0.6690

(21.49)*** (20.83)***

… … …



Ads × Average Director Share Ownership 17.3276 -45.5292

(0.64) (-0.63)

Ads × Average Disinterested Director Compensation ÷ 10,000 2.6605 -10.6112

(0.60) (-0.9)

Ads × Average Disinterested Director Outside Directorships 61.0556 152.7986

(1.82)* (1.71)*

Table 5: Governance Effects on Flow (cont’d)

Empirical Results (3-2)
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• The positive relation is 
greater in magnitude for the 
advertised funds.
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Empirical Results (3-3)

� Board reputations, represented by an average 

disinterested director outside directorships, are 

associated with future flows.

� The positive relation between board reputations and future flows� The positive relation between board reputations and future flows

is greater in magnitude for the advertised funds vis-à-vis the 

control group funds.
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Empirical Results (4-1)
Panel A: Year +/- 1 Panel B: Year +/- 2

Dependent Variables

R, 0to11 R, 0to23

Regressions 1 2 3 4

Variables

… … … … …

Advertising Dummy 0.0096 -0.0086 0.0235 -0.0969

(0.94) (-0.07) (1.30) (-0.42)

…

…

…

…

…

…

…

…

…

…

Average Disinterested Director Outside Directorships 0.0079 0.0089 0.0153 0.0168

(2.19)** (2.34)** (2.40)** (2.49)**

Table 6: Governance Effects on Return

• Reputations are 
positively 
associated with 
future returns

• Advertised funds 
do not 
underperform

… … … … …

Percent of Disinterested Directors on Board -0.0589 -0.0796 -0.1168 -0.1568

(-2.09)** (-2.68)*** (-2.33)** (-2.98)***

…

…

…

…

…

… … …

R, -12to-1 -0.4255 -0.4237

(-28.97)*** (-28.81)***

… … …

R, -24to-1 -0.1271 -0.1267

(-6.60)*** (-6.54)***
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• Percent of 
disinterested 
directors on board 
is negatively 
associated with 
future returns

• Return reversal
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Ads × Average Director Share Ownership 0.0079 0.0193

(0.73) (1.00)

Ads × Average Disinterested Director Compensation ÷ 10,000 -0.0032 -0.0069

(-1.81)* (-2.21)**

…

…

…

…

…

…

…

…

…

Empirical Results (4-2)Table 6: Governance Effects on Return (cont’d)
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• For the advertised funds, director compensation is 
negatively related to future returns

• However, the compensation is not related to future 
flows
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Empirical Results (4-3)

� A combination of board characteristics that is positively 
associated with future returns is: 
(1) low percentage of disinterested directors;
(2) low director compensation and; 
(3) high average outside directorships

� Both advertised and non-advertised funds exhibit return � Both advertised and non-advertised funds exhibit return 
reversal.

� Conclusion:

� Governance quality, proxied by board credentials, signals 
the good governance. 
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Conclusion

� Advertising neither misleads about future performance 
nor signals superior future performance.

� Governance quality, proxied by board credentials, 
signals the good governance. 
� Credentials of the boards are positively associated with� Credentials of the boards are positively associated with

future flows and future returns.

Implication
� Investors can reduce search costs by investing in the 

advertised funds of high credentialed boards of directors.
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