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Social Connectedness & Portfolio Selection

• Hirshleifer (2020): AFA Presidential Address

• Institutional investors acquire an investment edge from interacting with 
corporate executives / board members (Positive)

o Cohen, Malloy & Frazzini (2008), Bernile, Kumar & Sulaeman (2015), Hong 
& Xu (2019)

• Institutional investors who are socially connected to the firms they 
invest in do not earn superior returns (Neutral)

o Pool, Stoffman & Yonker (2012), Kuchler, Li, Peng, Stroebel & Zhou (2020)

• Social interactions aggravate behavioral biases for retail investors with 
respect to lottery stocks (Negative)

o Bali, Hirshleifer, Peng & Tang (2019)

• Research question: How did social connections affect institutional 
trading and performance during the pandemic period?
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Social Connection to COVID Hotspots

Low-SCI

• We define COVID hotspot counties as of end of Q1 2020.
• Use Facebook social connectednesss index (SCI) to measure social connection to hotspots
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High-SCI

Hotspot



Hypotheses

• H1: Portfolio managers in COVID-19 hotspot counties reduce stock 
holdings.

o Model of Salience Theory. (Bordalo et al., 2012)

• H2: Portfolio managers in counties socially connected to COVID-19 
hotspots reduce stock holdings.  

o Both theoretical model and empirical evidence suggest that social 
connections lead to similar trading behaviors between locations. (Duffie et 
al., 2009; Andrei and Cujean, 2017)
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Hypotheses

• H3a: salience hypothesis

o Fund managers located in or socially connected to the hotspots, especially 
those with low skills, underperform their peers during the pandemic period.

• H3b: smart connection hypothesis

o Fund managers located in or socially connected to the hotspots, especially 
those with high skills, outperform (or underperform less) relative to their 
peers during the pandemic period.
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Main Findings
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• During the COVID outbreak, both being in the hotspot itself and being 

socially connected to these hotspots intensified institutional stock 

selling. (H1 and H2)

• The effect of social connections to COVID hotspots on fund manager 

behavior depended on manager skill.

• Low-skill managers located in or socially connected to COVID 

hotspots underperformed the unconnected managers (H3a)

• High-skill managers socially connected to COVID hotspots (H3b)

• Outperform low-skill socially connected managers

• And perform equivalently to or better than unconnected

managers



Data



Data

• Institutional holdings data from CRSP Mutual Fund

o Remove funds outside of US, less than 10% stock holdings, index funds, 
reporting semi-annually, holding less than 5 equities. (Similar to Hong, Kubik
& Stein (2005))

• COVID19 hotspot data

o New York Times county-level data

• Social Connection Data

o Facebook Social Connectedness Index (SCI)
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Hotspot – Hotspot Counties (Red Circle): Criteria: cumulative cases >=2000 by the end of 

March, 2020. 

HiSCI – High Socially Connected Counties

LoSCI – Low Socially Connected Counties

Based on Facebook Social Connectedness Index.



Results



Results: Share Change % - Univariate Analysis
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Social Connectedness & Institutional 
Selling, Q1 2020
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• During the COVID outbreak, both being in the hotspot itself and being 

socially connected to these hotspots intensified institutional stock 

selling.



Social Connectedness & 
Institutional Selling, 
Epicenter Stocks
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Social 
Connectedness 
& Fund 
Performance, 
Q2 2020
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• “Smart Connection” Hypothesis vs “Fear Driven” Hypothesis



Measuring Manager Skill 

• CAPM alpha: average excess return, calculated over a 5-year rolling 
window by regressing fund returns on the market factor

• Carhart-4 alpha: average excess return, calculated over a 5-year rolling 
window by regressing fund returns on Carhart (1997) 4 factors

• BB2015: Berk and van Binsbergen (2015) value added metric 

o Value added: AUM x (Fund Return + Management Fee)t-1

o We t-test each fund’s value added over the pre-sample period (from 2010 to 
month t-1)

• Perform = 1 if skill metric is in top 30% 
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Fund Future Return, Conditioning on 
Manager Skill 
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Conclusion
• Fund managers socially connected to COVID-19 hotspots sold more stocks

• This behavior was partly salience-based and resulted in worse trading 
performance

o Unskilled fund managers socially connected to hotspots underperformed 
unconnected managers

o Skilled fund managers are able to ignore the salience bias

• Implications 

o Extend literature on how fund managers use informal networks to gather information

o It pays policy makers to design social network tools to help stabilize financial 
markets
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