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Paper Abstracts
Creative Destruction Intensity and the Idiosyncratic Risk of the World (Job Market Paper)- in
progress
The objective of this study is to determine to what extent cross-country differences in stock price
synchronicity are reflections of cross-country differences in the intensity of the creative destruction
process. Using measures derived from the entry and exit of firms in and out of the equity markets, such as
firm turnover, average firm age and average firm growth, | identify patterns in the intensity of the creative
destruction process of countries in the Compustat Global Vantage database. | propose that countries with
a more intense creative destruction processes also have more efficient capital allocations, more
heterogeneous cash flows and, consequentially, more heterogeneous stock returns. Additionally, I propose
that cross-country differences in return synchronicity depend on how easy it is for new firms to enter the
economy and how easy it is for already established firms to leave it. Markets with low return
synchronicity should have institutions that encourage the entry of more technologically advanced firms
into the economy. Similarly, economies where the creative destruction process is more intense should also
have institutions conducive to the exit of old firms once they become obsolete.

Does Fund Size Erode Mutual Fund Performance? Evidence from Bond Funds

Previous studies (e.g., Chen, et. al. (2004)) document a significant inverse relation between fund size and
fund performance among equity mutual funds, and attribute this finding to illiquidity and organizational
diseconomies. Using a comprehensive sample of bond mutual funds for the period 1993-2004, we
examine whether fund size erodes performance for bond mutual funds. Contrary to previous findings on
equity funds, we find no evidence of performance erosion in bond funds. Furthermore, inconsistent with
the liquidity hypothesis, we find evidence of economies of scale in funds holding illiquid bonds. Our
results are consistent with transaction costs increasing with trade sizes as bonds become more illiquid and
with bond funds not suffering from organizational diseconomies from processing soft information as bond
funds become larger and more hierarchical.

Noise, the Link between Visibility and Price Informativeness: Results from Analyst Initiations

In this paper we propose that analysts provide a valuable service by increasing investor awareness of
previously neglected stocks, resulting in higher firm values, improved liquidity, and less price
fluctuations occurring because of noise. These three changes in stock characteristics have a positive effect
on price informativeness. Consistent with this hypothesis, we find a 22.4% increase in the market model
Rz within one year of a first-time analyst initiation, a significant increase in stock’s ability to forecast
future earnings. Also in support of our prediction, we find that the increase in price informativeness is
caused by a higher sensitivity of the stock’s excess returns to market-level earnings innovations as
opposed to firm-level earnings. We interpret this result as indication of analysts making recommendations
based on inferences on the firm’s future cash flows from the performance of other, better known stocks
with similar fundamentals immediately after the initiation.



