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Abstract 

 

The academic literature has found mixed evidence that fund size is negatively related to 

performance. One reason for the lack of consensus may be that the fund size and performance 

relation is endogenous. In this paper, we identify a set of instrumental variables that influence 

fund size but are unrelated to expected fund performance. Using this specification, we show that 

fund size does not appear to affect fund performance.   

  

 

 

 

 

 

Keywords: Mutual fund performance; Size-performance relation; Instrumental variables; 

Diseconomies of scale 

1. Introduction 

Research has shown that, on average, fund managers appear unable to outperform passive 

fund benchmarks on a post-cost basis.
1
 Berk and Green (2004) argue that this is because funds 
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