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This study examines mutual fund performance by using a distinct method to identify and measure fund
managers’ educational and professional qualifications at a fund level irrespective of managerial
turnover. Fund performance is measured by eight Morningstar variables which are more practitioner
focused and easily accessible to investors. Empirical results document that funds with a higher intensity
of managers’ qualifications underperform. There is a statistically significant performance difference
between managers with either a CFA designation or an MBA degree (or both) and managers without any
of these attributes. Managers with an MBA degree perform moderately better than managers with a CFA
designation. These findings are robust to fund sizes, fund styles, different performance metrics, and
methodologies used.

INTRODUCTION

This paper reexamines the relationship between fund performance and intensity of managerial
educational and professional qualifications by using a set of performance metrics as defined by
Morningstar. Using a more recent (2009—2013) sample of 365 domestic equity mutual funds from USA,
we offer further evidence on the attribution of mutual fund performance to managerial educational
qualification (MBA — Masters of Business Administration is used as a proxy) and professional
qualification (CFA — Chartered Financial Analyst is used as a proxy).

Our major contribution in this study is to offer a distinct method of measuring mutual fund managers’
educational and professional qualifications. Most of the previous studies focus on using the SAT
(Scholastic Aptitude Test) or GMAT (Graduate Management Admission Test) scores, length of tenure
(e.g. age, job experiences), with or without a CFA designation, quality of MBA or undergraduate
programs etc. to measure individual manager’s educational and professional qualifications and
backgrounds [for example, Shukla and Singh (1994), Golec (1996), Chevalier and Ellison (1999),
Gottesman and Morey (2006), Switzer and Huang (2007), Dincer, Gregory-Allen, and Shawky (2010)].
Our objective is neither to contest how a proxy for educational or professional qualification is defined nor
the methodological weaknesses of relevant literature but to extend the contents by examining managers’
educational and professional qualifications at a fund level. Accordingly, we measure the qualification
intensity of a mutual fund manager using variables like the percentage of CFA-month, the percentage of
MBA-month, and the percentage of CFA&MBA-month to capture the fund level qualification attributes
irrespective of managerial turnover. This measurement approach is very unique and has not appeared in
other studies.
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Second, we contribute to the current literature by using eight Morningstar defined mutual fund
performance variables which are more practitioner-oriented and easily accessible to both individual and
institutional investors. The 5-year performance metrics that we use from Morningstar include two return
measurements (fund S5-year annualized return and S5-year annualized above-category return), two
Morningstar defined performance measurements (fund 5-year Morningstar rating and 5-year Morningstar
ranking), and four risk-adjusted return measurements (fund 5-year alpha, 5-year Sharpe ratio, 5-year
Treynor ratio, and 5-year Sortino ratio). Alpha, Sharpe, and Treynor ratios are widely used performance
metrics in finance literature but the simultaneous uses of 8 Morningstar defined performance variables are
exceptional and add value to the current academic literature since these performance metrics are very easy
to understand and calculate, readily available to both individual and institutional investors, and positioned
towards practitioners. A large section of investment advisers, portfolio managers and mutual fund
companies use Morningstar performance variables to market and promote their funds (Gerrans, 2006).
Further, using these 8 Morningstar defined performance metrics makes this study distinct from most other
relevant academic studies where multifactor models are used to measure a fund’s abnormal performance
[for example, Fama and French (1993), Carhart (1997), and Wagner & Winter (2013)].' The multifactor
models capture various risk exposures of mutual funds and are popular in academic research to examine
fund performance. As an alternative, we also segregate our empirical analysis in terms of fund sizes
(large, mid, and small-cap) and fund styles (growth, blend, and value), which are considered as two major
risk-exposures of equity mutual funds.

Third and finally, most of the pertinent studies on US-based mutual funds used a variety of pre-2008
samples but our 5-years of post-financial crisis sample (2009—2013) should be viewed as a continuous
examination of prior studies and provide us with further evidences of the effects of managers’ educational
qualification and professional background on mutual fund performance. This is particularly interesting to
unveil how the performance relationships, as noted in extant literature, have changed over time especially
after the 2007—08 financial crisis.

Empirical results of this study document that more than 50% of sample funds, in general, are
managed by managers with either a CFA designation or an MBA degree although the variations across
fund sizes (large, mid, and small-cap) and styles (growth, blend, and value) are prevalent. However, the
proportion of funds simultaneously managed by managers with both the CFA designation and MBA
degree are lower than those managed by managers with either a CFA designation or an MBA degree. The
S-year annualized return measure and 5-year annualized above category return measure exhibit slightly
higher returns (statistically not significant though) for funds managed by managers with either a CFA
designation or an MBA degree (or both). The 5-year Morningstar ranking and 5-year Morningstar rating
measures do not exhibit any significant performance differences for managers’ educational and
professional qualifications. In terms of risk-adjusted measures (the 5-year Alpha, 5-year Sharpe ratio, 5-
year Treynor ratio, and 5-year Sortino ratio), there seems to be a significant shift in performance
suggesting that fund managers with either a CFA designation or an MBA degree (or both) underperform.
However, fund managers with an MBA degree slightly over-perform relative to fund managers with a
CFA certification. These findings are robust to fund sizes (large, mid, and small-cap), fund styles (growth,
blend, and value), different risk-adjusted performance measures and methodologies used.

The rest of this study is organized as follows. Section 2 presents the relevant literature. Section 3
presents the selection, construction and characteristics of sample funds and measurements of managers’
educational and professional qualifications. Section 4 presents methodologies of fund performance
measurements. Section 5 presents and clarifies empirical findings. Section 6 concludes the paper.

LITERATURE REVIEW

Extant literature examine the relationship between fund managers’ educational qualification, training,
job experience, professional background etc. and fund performance. However, the outcomes are mixed
and whether the CFA designation is a decisive proxy for quality of management performance and
investment return is questionable. The earliest literature by Shukla and Singh (1994) investigate 223
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equity mutual funds’ monthly return from July 1988 to December 1992 and document that funds managed
by at least one or more CFA-designated manger are typically riskier but better diversified and outperform
funds managed by a non-CFA charter-holder. However, the differential performances between fund
managers with or without a CFA designation in diversified style categories are not always statistically
significant. Moreover, both groups fail to outperform the S&P 500 index. Brockman and Brooks (1998),
Hsiao and Lee (2005), Fortin and Michelson (2006), and Franco and Zhou (2009) also document that
financial analysts with a CFA designation produce statistically significant higher abnormal returns than
non-CFA analysts.

Golec (1996) examines whether the differential performances (returns and alpha), risks (systematic
and unsystematic) and fees (management fees, expense ratio, and turnover) of mutual fund classes are
explained by managers’ age, educational background, training and experiences. Using a sample of 530
equity funds’ returns (subject to survivorship biases) between 1988 and 1990, Golec (1996) finds that
younger managers (<46 years) with an MBA degree and longer tenure at their funds (>7 years) exhibit
better risk-adjusted performance.

Using a sample of 492 mutual fund managers between 1988 and 1994, Chevalier and Ellison (1999)
examine the relationship between mutual fund performance and managers’ educational attributes and
professional backgrounds and document that managers with higher SAT scores in their undergraduate
institutions have superior risk-adjusted excess returns. However, they do not find any significant
performance differences in funds managed by managers with either an MBA or a non-MBA degree.
Gottesman and Morey (2006) examine the relationship between mutual fund performance and a set of
educational attributes of managers (e.g. quality of MBA program they attended, whether they hold a CFA
designation or other graduate degrees such as PhD) for a sample of 518 funds during the period of 2000 —
2003 and find that the positive fund performance is significantly related to managers with higher GMAT
scores. In addition, managers with an MBA degree from top 30-ranked business programs significantly
outperform their counterparts. However, they find no statistically significant outperformance of fund
managers with a CFA designation.

Switzer and Huang (2007) investigate whether the performance of small and mid-cap funds are
related to managers’ level of education (e.g. MBA) and professional training (e.g. CFA) and find that the
CFA-managers outperform the non-CFA managers by approximately 58 basis points per year but the
superior performance dissipate when fund performance is estimated jointly with risk, expense, and
turnover. Dincer, Gregory-Allen, and Shawky (2010) examine the impact of managers’ education (MBA,
CFA etc.) and work/investment experiences on performance using a sample of equity funds between 2005
and 2007 but find no significant return differences for managers with or without MBA, CFA, and work
experiences etc. However, they find significantly different portfolio risk attributes between managers with
either CFAs or longer work experiences (who reduce risks) and managers with MBAs (who increase
risks). These findings are robust irrespective of different portfolio performance measures [Benchmark
adjusted return, Market adjusted return, Jensen (1968) single-factor model, Fama-French (1993) 3-factor
model and Carhart (1997) 4-factor model etc.], portfolio risk measures (portfolio beta and tracking
errors), bullish or bearish period, and with or without risk-controls. In a recent paper, Andreu and Puetz
(2015) compare the performance, risk, and style of equity mutual fund managers with both the CFA
designation and MBA degree to managers with only one of these qualifications for the period of 1996—
2009 but find no statistically significant performance differences between both groups.

The relationship between fund performance and managerial educational traits is also mixed in other
financial markets. Fang and Wang (2015) examine the performance of Chinese mutual funds and find that
managers with either a CFA or an MBA qualification have greater excess returns and superior stock
picking ability. Naidenova, Parshakov, Zavertiaeva, and Tome (2015) also find positive connection
between performance of fund managers in Russia and their level of education. However, Gallagher (2003)
find no linkage between the level of education and fund managers performance in Australian mutual fund
industry. Li, Zhang, and Zhao (2011) find robust influence of managers’ undergraduate educational
qualifications (e.g. SAT scores) on hedge fund performances but find no significant return differences for
managers with or without the CPA (Chartered Public Accountant), CFA and MBA etc.
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Sample Selection and Characteristics

Sample mutual funds are identified and data are collected for this study through Morningstar
Investment Research Center. We follow Fan (2018) and use several major criteria to construct the final
sample, including, (i) all sample funds were incepted prior to 2009 and are actively traded through 2013,
(ii) exclusion of institutional funds, index or enhanced index funds, socially conscious funds, and life
cycle funds due to their typical differences from traditional equity funds, (iii) if a mutual fund family
offers multiple share classes from the same fund with different fee and cost structures and characteristics,
only one fund (typically Class A share) from the same offering is employed, (iv) in order to fairly
compare funds with the same asset class holdings, international funds (i.e. funds with more than 5% of
non US stock holdings) and bond funds are excluded since these funds might require different managerial
skill-focus as opposed to the domestic equity funds. The final sample includes 365 domestic equity
mutual funds for a 5-year period (2009 through 2013) with zero percent of bond holdings.

Survivorship bias may exist since funds liquidated before the end of 2013 are not included in our
sample. However, the disappearance (survivorship bias) of some funds should not be a major concern
since disappearing funds would likely be poor performing firms. With equity funds, the poor performance
may be attributed to managers’ poor security selection, market timing, and high fund expenses due to
elevated costs incurred by both the poor management and excessive trading of underlying fund securities
(Mazumder, Miller and Varela, 2010). If disappearing funds were managed by managers with either a
CFA designation or an MBA degree (or both), one can question about the value of their educational
qualifications/professional certifications and fund performances. However, if disappearing funds were
managed by managers with none of the above qualifications, one can claim that the poor performance is
predominantly attributed to the managers’ poor educational background and professional qualification.
However, this is inconclusive as we lack empirical evidences in support of this argument.

Morningstar discloses the managers’ educational qualifications for each fund, for example, whether a
manager holds an MBA degree or a CFA designation, and a manager’s beginning and ending tenure time
within a fund. We calculate the percentage of CFA-month, percentage of MBA-month, and percentage of
CFA&MBA-month and use these as main variables to measure a fund’s managerial education intensity.
Accordingly, we identify that a fund with the 100% of CFA-month indicates that all managers of that
fund during the sample period of 2009 to 2013 have a CFA designation. Similarly, a fund with the 100%
of MBA-month implies that all managers of that fund have an MBA degree during the sample period.
Likewise, if all managers of a fund during the sample period have both the CFA designation and MBA
degree, its CFA&MBA-month would be 100%. This refers to the fact that the 100% CFA&MBA-month
fund should also have 100% CFA-month and 100% MBA-month. The percentage of CFA-month, MBA-
month and CFA&MBA-month are unique definitions and measures of managers’ educational and
professional qualifications but not used in previous studies.

The percentage (%) of CFA-month, MBA-month, and CFA&MBA-month are computed as follows:
(i) % of CFA-month = Total month of managers with CFA designation/Total managers’ month; (ii) % of
MBA-month = Total month of managers with MBA degree/Total managers’ month; (iii) % of
CFA&MBA-month = Total month of managers with both CFA designation and MBA degree/Total
managers’ month. It should be mentioned here that the total managers’ month is the sum of all working
months for all managers during the sample period. The above definition and calculation can be better
understood by an illustration. For example, a fund has two managers, the first manager possesses only a
CFA designation and has worked for the 5-year sample period. The second manager has both the CFA
designation and MBA degree but has worked only for last three years of the sample period. The total
managers’ month would be 60 months for the first manager plus 36 months for the second manager,
which equals 96 months. The percentage of CFA-month for this fund would be 96 divided by 96, i.e.
100%. Similarly, the percentage of MBA-month would be 36 divided by 96, i.e. 37.5%; and the
percentage of CFA&MBA-month would also be 36 divided by 96, i.e. 37.5%. If the second manager has
neither a CFA designation nor an MBA degree, the percentage of CFA-month would be 60 divided by 96,
i.e. 62.5% but both the percentage of MBA-month and percentage of CFA&MBA-month would be 0%.
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A fund with the 100% CFA&MBA-month represents the highest level of educational and professional
qualification intensity of fund managers. In contrast, a fund with any of the following attributes, the 0%
CFA-month, or 0% MBA-month, or 0% CFA&MBA-month, represents the least possible managers’
educational and professional qualification intensity. The major focus of this study is to reexamine if the
intensity of managers’ educational and professional qualifications has some sort of impacts on fund
performance.

Table 1 summarizes the sample fund characteristics based on fund size and investment style. The
sample has more large-cap and small-cap funds than mid-cap funds. Large-cap funds appear to have the
lowest 5-year average expense ratio. As expected, the expense ratios are higher for both the small-cap and
mid-cap funds irrespective of their styles. The 5-year average turnover ratio is computed by averaging the
reported annual turnover ratio of sample funds between 2009 and 2013. The mean turnover ratio for the
sample funds is 65.81%. However, both the small-cap growth and large-cap growth funds have relatively
larger 5-year average turnover ratios (83.49% and 73.96%, respectively). The turnover ratios of value
funds are relatively low. The low turnover ratio might explain the view that value funds like to follow a
contrarian strategy that requires longer period to realize profit.

Table 1 also exhibits that the percentages of CFA-month are more than 50% for all categories of fund
size and style except the large-cap blend and large-cap value funds. Mid-cap blend funds have the lowest
percentage of MBA-month. The percentages of CFA&MBA-month for small-cap funds are significantly
higher than those of large and mid-cap funds. Overall, both the CFA designation and MBA degree are
very common across different fund categories, as documented by the percentages of CFA-month and
percentages of MBA-month having been over 50%, in general.

Methods of Morningstar Performance Measurement

In this study, fund performance during the sample period of 2009-2013 is measured by eight
variables obtained from Morningstar Investment Research Center database. The performance
measurement metrics are listed below:

(1) Fund 5-year annualized return, which is the geometric mean of a fund’s five annual net returns.

(2) Fund 5-year annualized above-category return, which is the 5-year annualized return difference
between a fund and a portfolio of funds with similar investment objectives. In other words, it measures
the excess return of a fund from its relevant benchmark portfolio return. Since it is a benchmark adjusted
return, it can capture risks which might not be captured by the factor models (Livingston & Zhou, 2015).
The positive or negative sign of this measure indicates outperformance or underperformance of a fund
relative to its peers over a 5-year period. Morningstar states that a relative return, such as annualized
above-category return, is useful because it compares a fund to an appropriate peer group but excludes
performance factors that are generally beyond the control of a fund manager.

(3) Fund 5-year Morningstar ranking, as defined by a fund’s total 5-year return percentile relative to
a portfolio of funds in the same category. The highest (or most favorable) percentile rank is 1 and the
lowest (or least favorable) percentile rank is 100. Thus, the top-performing fund in a category will always
receive a rank of 1.

(4) Fund 5-year Morningstar rating, which is based on how well funds perform after adjusting for
risks and sales charges with reference to comparable funds. The top 10% funds receive five-star rating
and the bottom 10% receive one-star rating. The Morningstar fund rating (1 to 5 star) is labeled as one of
the most popular and well known performance measure.

(5) Fund 5-year Alpha, which shows a fund’s abnormal performance relative to the corresponding
benchmark or market. Morningstar calculates each fund’s Alpha by subtracting its expected return from
actual return adjusted for beta (systematic risk). Therefore, a higher Alpha indicates a better fund
performance after adjusting for market risk.
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(6) Fund 5-year Sharpe ratio, which is a fund’s annualized excess return divided by its annualized
standard deviation within a 5-year sample period. It uses the excess return and standard deviation to
determine reward per unit of risk. The higher the Sharpe ratio, the better the fund’s historical risk-adjusted
performance.”

(7) Fund 5-year Treynor ratio, which is a fund’s annualized excess return divided by its beta
(systematic risk) within a 5-year sample period. The Treynor ratio is a risk-adjusted measure similar to
the Sharpe ratio but uses beta as a risk (volatility) measure. The higher the Treynor ratio, the better the
fund’s historical risk-adjusted performance.’

(8) Fund 5-year Sortino ratio, which is a fund’s annualized excess return divided by its annualized
downside standard deviation within a 5-year sample period. Downside standard deviation (also known as
bad volatility) is caused by negative returns and is considered undesirable by investors. Unlike the Sharpe
ratio which uses total standard deviation as a risk measure, the Sortino ratio can help investors to better
assess risk by distinguishing volatility caused by unfavorable returns. Consequently, the higher the
Sortino ratio, the better the fund’s risk-adjusted performance.’

This study utilizes the first two variables, fund 5-year annualized return and fund 5-year annualized
above-category return, as proxies for return measures. The next two variables, fund 5-year Morningstar
ranking and fund 5-year Morningstar rating are widely accepted as Morningstar self-created measures for
fund ranking and rating, respectively. Finally, the last four variables, fund 5-year Alpha, fund 5-year
Sharpe ratio, fund S-year Treynor ratio, and fund 5-year Sortino ratio, are used as proxies for risk-
adjusted return measures.

The sample funds have an average Morningstar ranking and rating of 48.13% and 2.84, respectively
suggesting that our sample is a very well-representative since a typical fund should have an average
ranking of nearly 50% and an average rating close to 3. The sample funds have a 5-year annualized return
of 19.67% as opposed to 17.94% market return (i.e. S&P 500) between 2009 and 2013, showing the
emergence of a bullish US equity market after recovering from the pre-2008 financial crisis. Small-cap
funds relatively perform better in terms of 5-year annualized returns than those of large and mid-cap
funds. In terms of risk-adjusted performance measures, large-value funds outperform with better 5-year
Alpha, Sharpe, Treynor and Sortino ratios relative to other categories of sample funds.

EMPIRICAL RESULTS

Fund performance is examined on the basis of percentage of managers’ CFA-month, percentage of
managers’ MBA-month, and percentage of managers’ CFA&MBA-month. Each of the three variables is
further classified into four intensity levels of managers’ educational and professional qualifications. For
example, the CFA-month is classified as (i) funds with the 0% of managers’ CFA-month, (ii) funds with
more than the 0% but less than or equal to 50% of managers’ CFA-month, (iii) funds with more than the
50% but less than 100% of managers’ CFA-month, and (iv) funds with the 100% managers’ CFA-month.
Similarly, the MBA-month and CFA&MBA-month funds are divided into above four sub-categories
based on the managers’ professional and educational qualifications intensity. As stated before a 0% CFA-
month fund indicates that the corresponding fund has no manager at all with a CFA designation during
the sample period. Similarly, a 100% CFA-month fund indicates that all managers of the corresponding
fund have a CFA designation throughout the sample period. Likewise, a 100% CFA&MBA-month fund
indicates that all managers of the respective fund have both the CFA designation and MBA degree for the
5-year sample period. Although the four levels from 0% to 100% are arbitrarily chosen but represent
funds from the least to the highest intensity of managers’ educational and professional qualifications,
respectively. As a result, one would expect better performance of managers with higher intensity of
educational and professional qualifications.
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Table 2 shows that there are 118 funds with the 100% CFA-month, while there are 76 funds with the
0% CFA-month. There are 107 funds with the 100% MBA-month but only 53 funds with the 0% MBA-
month. However, the number of funds with all managers having both the CFA designation and MBA
degree is only 47. These findings suggest that managers with either a CFA designation or an MBA degree
are popular and desirable in the mutual fund industry. However, fund managers with both the CFA
designation and MBA degree are not the majority. One remarkable phenomenon is that the number of 5-
year total net assets is extremely larger for the 0% CFA-month funds ($1,051 million) than those of other
categories of CFA-month fund. This might indicate that managers without a CFA designation are
probably more senior folks and already have a long history of building up their clientele. Golec (1996)
also find that managers’ tenure appear to be the most statistically significant predictor of fund
performance but not the educational background or training. This might also explain the possession of
higher total net assets by managers with longer tenure. The expense ratios are slightly higher for the 0%
CFA-month and 0% MBA-month funds. In contrast, the turnover ratio is the lowest for 0% CFA-month
(52.6%) but highest for the 50% to 100% CFA&MBA-month (83.4%) funds. This suggests that the
turnover is positively related to the intensity level of a managers’ educational and professional
qualification.

Table 2 also documents that the 5-year annualized returns are very similar among all categories of
CFA-month, MBA-month, and CFA&MBA-month funds. The double digit return represents the five
years of bullish US stock market immediately after the 2007—08 financial crisis. The annualized return
difference between the highest return funds (CFA&MBA = 100%) and the lowest return funds (CFA =
0%) is only 1.3% but statistically insignificant. However, funds with the 0% CFA-month and 0% MBA-
month appear to have the negative 5-year annualized above category returns (-0.18% and -0.03%,
respectively), suggesting that both groups (i.e. CFA = 0% and MBA = 0%) slightly underperform relative
to their peers. Funds with the CFA-month between more than 0% and less or equal to 50% have the
highest 5-year annualized above category return (0.42%). The 5-year Morningstar rankings do not exhibit
any clear patterns to distinguish significant variations among the sample fund categories. The 100%
CFA&MBA-month funds have the lowest Morningstar ranking (45.9 — the lower the ranking, the better
the performance) but also have the lowest Morningstar rating (2.74).

For risk-adjusted fund performance measures, the pattern is relatively clear. The higher the intensity
of fund managers’ educational and professional qualifications, the worse the fund performances. Funds
with the 100% CFA-month, 100% MBA-month, and 100% CFA&MBA-month all have one of the worst
risk-adjusted performance as shown by the 5-year Alpha, 5-year Sharpe ratio, 5-year Treynor ratio, and 5-
year Sortino ratio. However, these ratios are relatively better for different sub-categories of non-100%
CFA-month, non-100% MBA-month, and non-100% CFA&MBA-month funds. This suggests that fund
managers without either a CFA designation or an MBA degree (or both) outperform fund managers with
any of these qualifications, on aggregate.

Further, we investigate the relationship between the intensity of managers’ educational and
professional qualifications and fund performance by implementing regression analysis where each of the
eight performance measures is used as a dependent variable and the percentage of CFA-month,
percentage of MBA-month, and percentage of CFA&MBA-month funds are used as independent
variables. Table 3 documents fund performance with the percentage of CFA-month and MBA-month
funds as independent variables and Table 4 shows fund performance with the percentage of CFA&MBA-
month funds as an independent variable. The control variables included in each of the regression equation
are the following: (1) natural logarithm of 5-year average fund Total Net Assets (TNA), (2) 5-year
average fund expense ratio, and (3) 5-year average fund turnover ratio. We include only the most
commonly used control variables in regression equations since our objective is not to predict the
performance but to illustrate it. The regression results in Table 3 and Table 4 are based on the following
equation (1) and equation (2), respectively.
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S-year Performance; = o, + f;[Percentage of CFA-month;] + f,[Percentage of MBA-month;] + B3;[Ln(5-
year TNA,)] + B4f5-year Expense Ratio;] + Bs[5-year Turnover;] + ¢; D

S-year Performance; = o + p;[Percentage of CFA&MBA-month;] + Bo[Ln(5-year TNA;)] + Bs[5-year
Expense Ratio;] + p,[5-year Turnover;] + ¢ 2)

A positive (negative) coefficient of an independent variable would indicate that it increases
(decreases) fund performance for a dependent variable except Morningstar ranking (because the higher
the Morningstar ranking, the worse the fund performance). The goal of our regression analysis it to
explain but not to predict the fund performance

Regression results of Table 3 and Table 4 document similar patterns of fund performances as
described before in Table 2 i.e. the intensity of managers’ educational and professional qualifications
appear to be negatively correlated to the risk-adjusted performance measures, in general. Most of the
coefficients for raw returns (e.g. 5 year annualized returns) seem to be positive but none of these is
statistically significant. However, most of the estimated coefficients for Morningstar rating and 4 risk-
adjusted returns are negative and many of these are statistically significant. For example, regression
coefficients of the percentage of CFA-month funds are negative irrespective of any of the four risk-
adjusted performance measures (5-year Alpha, 5-year Sharpe ratio, 5-year Treynor ratio, and 5-year
Sortino ratio) and statistically significant at 1% level. The R-squared values of the regression for risk-
adjusted returns are relatively higher than those for raw returns, Morningstar ranking, and rating. The
coefficients of the percentage of MBA-month funds are also negative for all four risk-adjusted
performance measures but statistically significant only in two out of four regressions (Sharpe ratio and
Sortino ratio). Overall, the negative impact of fund performance (as measured by the regression
coefficients) is more pronounced for the percentage of CFA-month funds than the percentage of MBA-
month funds. Similarly, the coefficients of the percentage of CFA&MBA-month funds are negative for all
four risk-adjusted performance measures and statistically significant. This suggests that fund managers
with an MBA degree have slightly better skills than managers with a CFA designation.5

Table 3 and Table 4 also report the regression results of three control variables. The size of total net
assets under management has a positive impact on fund performance, in general, irrespective of the CFA,
MBA, and CFA&MBA-month funds, though most of these are statistically insignificant. The expense
ratios exhibit significantly negative impacts on performance, in general, irrespective of the CFA, MBA,
and CFA&MBA-month funds. However, the findings for turnover ratios are mixed and mostly
insignificant.6

We then use the standard dummy variable in our regression model (equation 3) to examine whether a
fund with exclusively 100% CFA-month managers performs significantly different from a fund with
exclusively 0% CFA-month managers. In equation 3, Di represents a dummy variable which equals to 1
for a fund with exclusively 100% CFA-month managers and 0 for a fund with exclusively 0% CFA-
month managers. A positive (negative) coefficient of dummy variable in regression equation (3) suggests
a better (worse) performance for fund managers with a CFA designation. We also use the similar control
variables in equation (3): (1) natural logarithm of 5-year average fund total net assets, (2) 5-year average
fund expense ratio, and (3) 5-year average fund turnover ratio

5-year Performancei = o + B1Di + B2[Ln(5-year TNAi)] + B3[5-year Expense Ratioi] + p4[5-year
Turnoveri] + €i 3)

The dummy variable regression results of equation (3) are reported in Table 5 for sample funds with
100% vs. 0% CFA-month managers. In terms of raw returns (5-year annualized return, 5-year annualized
above category return, 5-year Morningstar Ranking, and 5-year Morningstar Rating), it appears that the
funds with 100% CFA-month managers perform better than those with 0% CFA-month managers (most
of these are statistically insignificant though). However, the coefficients of all of the four risk-adjusted
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performance metrics (5-year Alpha, 5-year Sharpe ratio, 5-year Treynor ratio, and 5-year Sortino ratio)
are negative and statistically significant in 3 out of the 4 cases. Overall, these findings suggest that the
funds with 100% CFA-month managers underperform on a risk-adjusted return basis.

Further we replicate the dummy variable regression equation (3) to examine the differential
performances between 100% and 0% MBA-month managers and between 100% and 0% CFA&MBA-
month managers, respectively. The results for sample funds with 100% vs. 0% MBA-month managers are
reported in Table 6 and for sample funds with 100% vs. 0% CFA&MBA-month managers are reported in
Table 7. The results in Table 6 and Table 7 are qualitatively similar to the results reported in Table 5. In
general, the results of Table 5, Table 6 and Table 7 suggest that the risk-adjusted returns of the 100%
CFA, 100% MBA, and 100% CFA&MBA-month fund managers are negative and significantly different
from their 0% counterparts. Table 5, Table 6 and Table 7 also report the coefficients of three control
variables where the results are qualitatively very similar to those previously reported in Table 3 and Table
4, respectively.’

150 Journal of Accounting and Finance Vol. 17(7) 2017



IST L10Z (L)L JOA 9dUeUL] puE FUNUNOJIY JO [eUINOf

[9AS] 010 Y& JUBOJIUTIS,,
[9A] §0°0 Y& JUBOYIUSIS ¢

[9A9] 1("( Y& JUBOLIUTIS 1

asodind Suieas 10y 00| Aq parjdiynui sI JUIdYJ00 Y

61 'yl €1c 8°GI 98 LY 88 L1 (%) on[eA parenbs-y
#+(LET) 09°1-) +%(90°C-) 9t'1-) (6L0) (€11°) (651 (82°0)
9L°0- 'y 1€0- e 78°0 691~ 8¢€'¢ 10°0 (°¢) (onex zoa0uIN,
#5%(19°97) #xx(ST°6) xxx(8T°L) #x%(S1°97) xxx(9T V") #x(00°0) xxx(89'7") (zzn
€€0- LO°C- L1°0- ST L0 69'v eI~ €L'9 (*¢) onex asuadxy
(¥s0) (88°0) (Ls0) (9t°0) (s +x(61°C) (99°0) #+(L1°0)
10°0 LO°0 €00’ €00 S0°0 70°1- 70°0 14724 (°9) s19sse jau [8101 DO']
+(89°1-) (Fe1-) «(9L°1-) (96°0-) (6¥°0-) (€2°0) (99°0) (€€0)
80°0- 6¥°0- 70°0- ce0- LO0- 887°0 0 89°1 (%9) yruow -y A U1
#2(TLT)  wex(L6T)  was(LLT) #x(L97T) (8€0-) (€11°) (29°0-) (€1
I70- 00°I- S0°0- 80" S0°0- 9¢°0- LT°0- §TS ('¢) yuow -y 1D 1udd18q
o1jel OuIloS onel oner adreyg eydyy Sunjer Sunyuelr K1039180 LU (syua1013J90)) UOISSAITAY)
Teak-g JouAar], Ieak-g Jeak-g Ie)SSUILIO  JeISSUIUION JAoQe pazijenuue so[qelie A Juspuadopuy
Jeok-g Jeak-g Jeak-g unal Ieak-¢
pazijenuue
IeoA-g

‘sisayjuared ur are sanjeA-) ‘sa[qeLrea juapuadop 3o
oy} JO YIBa UqIYXD ¢ Y3nody} g uwnjo)) ‘A[9A19adsal ‘suoissardar oy} Jo sanfea parenbs-y pue sa[qeriea juapuadapul 9y JO YoB SHQIYXD | uwnjo)
"s1o8euew punj YUOW-Y A pue s1dfeuew punj yuow-y ) 9y} I10j dsoueunioprad punj jo (] uonenbd) sjusIojooo uolIssaIdar smoys ¢ 9[qel
SAITAVIIVA
LINHANAJAANI SV HLNOIW-VHIN ANV HINON-VAD SHADVNVIA 40 ADVINADYAd THL HLIM SLTASHY NOISSHAOHTH
€ATdV.L



L10Z (L)L1 'TOA 9doueul,] pue SUijunoddy jo [eunof gs|

[9AS] O 1°0 J& JuedIIuTIS,,
[9A] §0°() Y& JUBOLIUTIS o
[9A9] [0 VB JUBOYIUTIS 5 5

asodand Surfess 1oy (001 Aq pardynu si JUSIOIIJ200 Y,

781 6Tl $0T 8¥I S8 LY 9'8 9'1 (%) anjeA parenbs-y
##%(29°T) (+x98°1-) #+(1€°T) +(89°1-) (€L°0) (Tr1) (65°1) #x(61°7)
£€8°0- 6LV 7€0- €6°¢- LLO CL9l- gee 9%°C (*¢) Loner oaouIn |,
#2(S€97)  xxx(98F7)  wsx(10°L7)  4sx(16°67)  sss(€TH) #+(T00  «(89%)  (€I'D)
T€0- S6'1- 91°0- 91'C- 69°0- LY vS1- 079 (¢¢) onex asuadxyg
(05°0) (¥8°0) (€5°0) (F¥°0) (oc'1) #+(0T°T) (£9°0) #x(61°7)
S00°0 LO°0 €00°0 €00 S0°0 SO°1- S0°0 9%°C (¢g) s1osse 10U [B10) DO
++x(¥8°C) +%(65°C) ##:(L6T)  #:(bTT) (1z°0°) (1¥°0-) (60°0-) (1o
€1o- 76°0- 90°0- ¥L0- €0°0- 98°0- €0°0- 145 ("g) puow -y NPV I 1U210d
onelouno§ onerloukar] oner adieyg eyd[y Sunyer Sunjuelr K1039189 RTTTEY (sua1911J20)) UOISSAITY)
Jeak-g Ieak-¢ Ieak-¢ Jeak-¢ Ie)STUIUIO  JeISSUIUION JA0qe pazijenuue so[qele A Juspuadopuy
Jeak-g Jeak-g uInal Ieak-¢
pazijenuue
Jeak-g

‘sisatuated ur ore

saneA-} ‘s9[qelieA Juapuadop o) JO yord NQIYXd ¢ Y3NOoay}) 7 uwnjo)) ‘A[oA130adsal ‘suorssaIsar ay) Jo sanfeA parenbs-y 2 so[qeriea juopuadopur
oy} JO YoBd S)IQIYXd | Uwn[o)) ‘siofeue punj yuow-ygN®V.4D 2Yi 1o} doueuwnioytad puny jo (z uorzenba) sjusIorjjood uoissaI3al smoys 4 o[qe],

ATAVIIVA INAANIJIANI SV HINOIW-VAN®VAD STADVNVIA 4O HIVINTOUIAd HHL HLIAM SLTASTA NOISSHTIO T

v 4'19V.L



€T L10T (L)L1 'TOA ddueUL] pue SUNUNOJIY JO [BUINO[

[9AQ] ("0 Y& JuedLIuJIS,,
[9AS] G0'() J& JUBOYTUSIS ,
[9A] 00 Y& JUBOLTUDIS 4

asodand Surfess 10y (001 Aq pardynu si JUSIOIIJ200 Y,

9°1¢ S¢Sl 911 6'1¢C L 9 0°Cl 0°¢ (%) anjea parenbs-y
(5S°1-) (€r'1-) o1'1-) (0s'1-) (01°0) (5€°0) (8+°0) Lr (") (one sonouIn,
vL 0" 8L~ LII- 01°6- Sro 90°L vl 90°0-
wex(10°67) 4xx(067€)  wxx(0S°€)  wax(0VS)  an(TOEY) (6T'1) #(09°€)  (28°0) (°¢) onyer asuadxy
(4 0L¢C 6v°0- e 29°0- 0r'€ 144% 145
(86°0) (1€°0) (99°0) (95°0) (¥t°0) (2617 Cray; orn (¢) sresse 10U [£101 DO
10°0 S0°0 00 900 00 91I'I- 110 09°1
(177 ++(86°7) (0s'1-) ++(9T°T) (1€'0) (L8°0~) (TT0) (581 ,
K
o 09'I- 91°0- 6L0- 50°0 8L'1- L0'0 06 (') g
quuow v 4D 1ud019d
opelounjo§ onelloukar]  onjer adieys eyd[y unelr Sunjuer A1039180 LUInal (SIUaI911J90)) UOISSAITIY)
Teoh-g TeaA-g TeoA-¢ TeoA-¢ Ie)SSUIuIOf  Je)SSUILION oAOQe pazijenuue sa[qere A juapuadapuy
Ieak-¢ Jeak-g wnjal Jeak-g
pazijenuue
Ieak-g

‘sisayjuared Ul ore sanfeA-} ‘sa[qelieA Juapuadap ay) Jo Yora JIqIYXd ¢ Y3noiy g uwnjo)) ‘A[oA10adsar ‘suorssai3al oy Jo sanfeA
pasenbs-y pue sa[qerieA juopuadapul oy} Jo yoed sUqIYx?d | uwnjo)) ‘(sieSeuewl Yruow-vy 1D %0 Y} 1o () pue sIdSeuew yuow-y 1D %00[ Y} 1oJ
[ "0'T) 9[qeLIeA AWwwnp € se pasn SI JIuow-y D JO %, dIdyM s1dgeuew yjuow-y JD) dy} 10 doueuriofiod punj Jo S)Nsar uorssaIgor smoys ¢ 9[qer.

HTAVIIVA AWINNA V SV HINOIN-VAD (SYADVNVIA 4O ADVINADYAd HHL HLIAM SLTIASHA NOISSHTIDHTA
€ H1dV.L



L10Z (L)L1 'TOA 9doueul,] pue SUijunoody jo [euInof 4<|

[9A9[Q "0 & JUBDIJIUSIS
[9AS] G0'() J& JUBOYTUSIS ,
[9A] 1070 Y& JUBOLTUTIS 4

asodand Surfess 10y (001 Aq pardynu si JUAIOLIJ200 Y,

791 "1 SLI 6Tl L1l 09 v'6 'l (%) anjeA parenbs-y
(§5°1-) (€TD (re1-) (1) (Lv'0) (15°0-) 8¢ D (110-) (") (oned 1oaoumy,
69°0- 8¢y 6C0- 01y~ 1.0 Sy ol- 60t 900°0-
wrx(C0)  wx(L0°€) s (STY) wan(19°€) wax(607€7) (6t 1) #++(08°CT)  (SL°0) (°¢) onex asuadxgy
8C0- vL'1- v1°0- 96'1- YL 0" L8V [4 & L8'S
(61°0) (52°0) (0€°0) (01°0) (€0'D Or'1-) (85°0) 61D (%) s1asse 12U [€101 DO
200°0 €00 20070 10°0 S0°0 €0'1- 90°0 €0°C
+(99'1-) «(SL'1°) «(0L1°) 8T'1-) (€v°0") (20°0) ¥T'0) (1+°0) ('g) Awwng
60°0- YL 0" ¥0°0- 1$°0- 80°0- LT0 60°0 6€7C qpuow VA juadied
opgelounio§ onerioukar]  onjer adreyg eyd[y Sunelr Sunjuer A1039180 RUTTEY] (S3UaI91}1J90)) UOISSAITIY)
Teak-g Teok-g Teoh-g TeoA-g Je)sSuILIOp  JeIsSuIuIo oAOQE pazifenuue sa[qere A Juspuadapuy
Ieak-g Jeak-¢ wnjal Jeak-¢
pazifenuue
Ieok-¢

‘stsotpuared uI o1e SaneA-} “sa[qeLIeA juapuadap Ay} JO Yoea JqIYXS ¢ YSnoIyl 7 uwnjo)) ‘A[oAndadsar ‘suoIssoIgor ayj Jo sanjea
parenbs-y] pue sojqeriea juopuadopur oy} Jo yoea s)QIYxXd | uwnjo) ‘(siefeuew YPuUOW-YHIN %0 O} 10} ( pue Je3euew puowW-yVgIN %001 oY}
10J 1 "9°1) 9|qeLleA AWwwnp & pasn sI Quow-y A JO 9, 21oym s1aSeuewl Juuow-ygA Yl 10} douewio)rod puny Jo sjnsal uoIssaigol smoys 9 d[qe].,

ATAVIIVA AIWINNA V SV HINOIN-VAIN SHIDVNVIA 40 IDVINIDHHAd FHL HLIM SLINSTH NOISSTHYO A
9 d'14V.L



SST L10T (L)LT 'TOA ddueUl] pue SUNUNOIIY JO [BUINOf

[9AJ] 010 Y& JUBdJIUTIS,,
[9A9] §0°() Y& JUBOLIUTIS o
[9A] 0’0 Y& JUBOLTUTIS

asodind Sureas 10y 00| Aq parjdiynui si JUIdJ00 Y

661 sl 8'I¢ LTl 811 8¢ 10l 8¢ (%) onjea parenbs-y
«(¥8'1-) +(89°1-) +(89'1-) 1) (LS0) (20°0-) @ro (69°0-) ("¢) (onex 1pr0uIn ],
680" r9- 8¢0- 0L°G- ¥80°0 170" 8¢'¢ ¥0°0-
#xx(89°€)  #xx(88T) #1077 sxx(16T) (Lr'T) (ST ++(8T°T) (001 (°¢f) onex asuadxy
LTO- 89°1- v1°0- 80°¢C- ¢s0- L0V SO'I- 98°'L
«(1L°1) (s «(LL°D) (ov' 1) #+(81°0) «(9L°1-) «(€6°1) (€T (°g) s10sse 10U [€30) DO
€00 81°0 10°0 1T°0 01°0 611~ 610 10°¢C
(V1) #:(CTT) #x(VET) (11 0107 (¥6°0-) (920 8s1 ('¢) Awwng
clro- 10°1- 90°0- L9°0- €0°0- 8¢°C- 600 0L°6 puol VIRV 4D HusdIed
onjel ounllo§  onerJoukar]  oneradieys eydyy Sunelr Sunjues K1039180 LUl (S1Ua1911J20)) UOISSAITY)
TeoA-g TeoA-g TeoA-¢ LY\ Ie)SSuIuIopN  Ie)SSUIlIo oA0qe pazijenuue so[qele A Juspuadopuy
Teok-g Jeak-g umnjal IBOA-G
pazijenuue
Jeak-g

‘sisoypuared ur ore

sanyeA-} ‘so[qereA juapuadap oy JO [oed IqIYXd ¢ YSNOIY} 7 utn[o)) ‘A[9A110adsal ‘Suorssaigar oy Jo sanjea parenbs-y pue sojqenea juspuodapur
Ay} JO YoBd SNQIYXd | uwn[o) ‘(sioeurw PUOW-YHINDVID %0 Y} 10) () pue sioSeuew PUOW-YIINPVID %001 Y} 10 | "9°1) d]qelieA
Awwunp e pasn SI PUOW-VHINDVAD JO % 21dym s1a3euewl PUOW-YIINRVAD 2Y) Joj ddueuwnioyiod punj Jo S)nsal uoIssaidal smoys / d[qe]

ATAVIIVA AININNA V SV HINOIN-VAN®VAD STADVNVIA 4O HDVINIDYAd HHL HLIA SLTASTI NOISSTIDHA
LATAVL



One possible explanation of our results is that fund managers with either a CFA designation or an
MBA degree might like to pursue a riskier strategy than managers without any of these qualifications.
The riskier strategy might increase a fund’s net returns, but hurt the risk-adjusted fund performances. The
second possible explanation may be attributed to the behavioral finance theories since our sample funds
exhibit better performance in terms of net returns but worse performance in terms of risk-adjusted returns.
Moskowitz (2000), Glode (2011), and Kosowski (2011) document that the risk-adjusted returns of mutual
fund managers are worse in a bullish market. Fund managers tend to generate better performance (i.e. raw
returns) in recessions because investors are willing to pay higher premiums for extra returns during bad
times as their marginal utility of consumption is higher during poor economic/business conditions.
Empirical results of this study are to some extent consistent with this notion since our sample (2009—
2013) covers mostly the post-crisis bullish US markets.®

The superior performance as documented by fund managers with MBA degree over CFA designation
implies that fund industry may hire more MBA managers down the road. This is consistent with the
empirical findings and theoretical motivations of Golec (1996) and Gottesman and Morey (2006) on the
outstanding knowledge, training, skills, and talent that MBA managers possess over CFA managers. The
results of this paper may also have implications not only for the US-based mutual fund managers but also
for the global fund industry since mixed-results are reported by Fang and Wang (2015), Naidenova,
Parshakov, Zavertiaeva, and Tome (2015), Gallagher (2003), Li, Zhang, and Zhao (2011) etc. on the
relationship between fund performance and managers’ educational and professional qualifications for
other security markets and countries.

CONCLUSION

This paper examines mutual fund performance on the basis of intensity of fund managers’ educational
qualifications (MBA as a proxy) and professional qualifications (CFA as a proxy). Several criteria are
used to construct the final sample of 365 equity funds from the US-based mutual fund industry over a 5-
year period (2009-2013). Fund performance is measured by eight Morningstar defined performance
variables: (1) fund 5-year annualized return, (2) fund 5-year annualized above-category return, (3) fund 5-
year Morningstar ranking, (4) fund 5-year Morningstar rating, (5) fund 5-year Alpha, (6) fund 5-year
Sharpe ratio, (7) fund 5-year Treynor ratio, and (8) fund 5-year Sortino ratio. Our empirical results exhibit
the well-documented underperformance of fund managers irrespective of managers’ educational and
professional qualifications. The most notable finding is that there is a statistically significant risk-adjusted
return difference between fund managers with either a CFA designation, or an MBA degree, (or both) and
fund managers without any of these qualifications. Our findings exhibit that fund managers with either a
CFA designation or an MBA degree (or both) significantly underperform at least during the sample
period of 2009 —2013. This is to some extent consistent with Chevalier and Ellison (1999) and Gottesman
and Morey (2006) especially with respect to underperformance of fund managers with a CFA designation.
Our result to some extent are also coherent with Dincer, Gregory-Allen, and Shawky (2010) and Andreu
and Puetz (2015) especially with respect to the fact that fund managers especially with a CFA designation
do not add value since they find no return differences between fund managers with and without a CFA
certification. It would be interesting to examine whether a fund is a team-managed or individually
managed and if that impacts the relationship between managerial qualifications and performances.
However, this investigation is left for a possible future extension of this paper.
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ENDNOTES

1.

It should be noted here that Morningstar’s Alpha is derived from the single factor model (market
return as a risk factor) of Jensen (1968). Fama and French (1993) introduce a three-factor model
that includes size (market capitalization) and valuation (market to book ratio) as risk factors along
with market return. Carhart (1997) extends it to a four-factor model by adding momentum factor.
Wagner and Winter (2013) further extend it to a six-factor model by adding liquidity risk and
idiosyncratic risk.

Sharpe ratio = (Average return of the fund — Average return of the risk-free rate) / Standard
deviation of the fund. The Sharpe ratio was introduced by Sharpe (1966).

Treynor ratio = (Average return of the fund — Average return of the risk-free rate) / Beta of the
fund. The Treynor ratio was introduced by Treynor (1965).

Sortino ratio = (Average return of the fund — Average return of the risk-free rate) / Downside
standard deviation of the fund. The Sortino ratio was introduced by Sortino and van deer Meer
(1991).

Regression results between funds with 100% CFA-month managers and 100% MBA-month
managers also reveal that the MBA managers have an edge over CFA managers in terms of risk-
adjusted returns. The results are not reported to conserve space but available upon request.

Since the Pearson correlation between the percentage of CFA-month and percentage of MBA-
month funds is only 0.157, we include both in equation 1 above (i.e. no multicollinearity
problem). However, we also perform separate regressions using each of the three (i.e. percentage
of CFA-month, percentage of MBA-month, and percentage of CFA&MBA-month funds) as an
independent variable. Further, we use all of the three simultaneously as independent variables.
However, the estimated coefficients and their level of significance are qualitatively similar to
those reported in both Table 3 and Table 4. Again, these results are not reported to conserve space
but available from the authors upon request.

We also conduct the empirics for equation 1 through 3 by controlling for fund sizes (large, mid,
and small-caps) and styles (growth, blend, and value). It appears that the major results of this
paper are still valid irrespective of fund sizes and styles. These findings are not reported to
conserve space but available from the authors upon request.

It should be noted here that the relationship between fund performance during the bullish/bearish
market and fund managers with or without a CFA designation/MBA degree is inconclusive since
mixed results are reported by Chevalier and Ellison (1999), and Dincer, Gregory-Allen, and
Shawky (2010).
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