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6. Conclusion 

Mutual fund managers change their risk levels significantly over time and this risk 
shifting behavior can have different impact on fund performance based on 
whether it is the result of fund managers’ response to the incentives they face, 
and/or their superior investment ability. Our paper sheds light on this issue by 
examining whether the performance consequence of such behavior is dependent 
on the state of the market and on the funds’ past performance. We first 
document that mutual fund managers exhibit different risk shifting behavior 
across bull and bear markets. Specifically, we find that poorly performing funds 
are likely to increase their portfolio risk level in bull markets, while reducing it 
during bear markets.
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