2017 2018

The roles of institutional investors in capital markets and their impacts on
asset prices
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We investigate theoretically the impact of the rapid increase in the fund
management industry on asset prices.
In project 1, we study a model in which fund managers care not only about profits but also about
reputation, i.e., the market"s perception about their skill. The model yields a novel "
reputation-driven" equilibrium, where the managers trade more aggressively in an effort to look
skilled, leading to (i) financial fragility, (1i) high price volatility, and (iii) large wage
inequality in finance.
In project 2, we analyze a dynamic asset-market equilibrium model in which (1) an "innovative" asset
with as-yet-unknown average pazoff is traded, and (2% investors delegate investment to experts. The
combination of experts® moral hazard and investors® learning generates bubble-like price dynamics:
gradual upswing, overshoot, and reversal. Consistent with empirical observations, hedge funds "ride"
price swings, adjusting holdings counter-cyclically to other financial intermediaries.
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