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EQUILIBRIUM WHERE THE HIGHER ABILITY MANAGER HEDGES
 (TYPE A EQUILIBRIUM) s=0.4
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FIGURE 1A

Lower ability manager does not hedge

Lower ability manager
hedges

     Type A Equilibrium Does Not Exist

Lower ability 
manager randomizes 
                       between hedging
                             and not hedging

EQUILIBRIUM WHERE THE HIGHER ABILITY MANAGER HEDGES
 (TYPE A EQUILIBRIUM) s=0.75
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FIGURE 1B

Lower ability manager does not hedge

Lower ability manager
hedges

     Type A Equilibrium Does Not Exist

Lower ability 
manager randomizes 
                       between hedging
                             and not hedging
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EQUILIBRIUM WHERE BOTH MANAGERS DO NOT HEDGE (TYPE B(i))
 AND 

EQUILIBRIUM WHERE THE HIGHER ABILITY MANAGER HEDGES (TYPE A)
s=0.4
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FIGURE 2A

     Type A Equilibrium Does Exist
     Type B(i) Equilibrium Does Not Exist

     Type A  and Type B(i) Equilibria Both  Exist
     

     Type A Equilibrium Does Not Exist
     Type B(i) Equilibrium Does Exist

EQUILIBRIUM WHERE BOTH MANAGERS DO NOT HEDGE (TYPE B(i))
 AND 

EQUILIBRIUM WHERE THE HIGHER ABILITY MANAGER HEDGES (TYPE A)
s=0.75
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FIGURE 2B

     Type A Equilibrium Does Exist
     Type B(i) Equilibrium Does Not Exist

     Type A  and Type B(i) Equilibria Both  Exist
     

     Type A Equilibrium Does Not Exist
     Type B(i) Equilibrium Does Exist
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ì ?L� _�tU�tt |�i i4T�h�U@* �4T*�U@|�L?t Lu L�h 4L_i*� `��*i �i_}�?} �t ?L|

LMtih�@M*ic t�Mti^�i?| |L |�i i�i?|c L?i tL4i|�4it !?L�t ��i|�ih @ �h4t �i_}it Lh

?L|� A��t �t MiU@�ti i �TLt| �h4t �L*�?|@h�*) _�tU*Lti �i_}�?} @U|���|) �? |�i ?L|it

|L |�i M@*@?Ui t�ii|� Wu L�h t|Lh) Lu �i_}�?} �t ULhhiU|c |�i ThL�|t Ei@h?�?}t� Lu �h4t

�? |�i ^�@h|ih Lh )i@h ���U� |�i) �i_}i t�L�*_ Mi ��}�ih @?_ |�i �L*@|�*�|) Lu U@t�

�L�t t�L�*_ Mi *L�ih |�@? �t�@*� 5�U� @ |it| _�giht uhL4 |it|t Lu t�}?@*�?} 4L_i*t

��ihi ThL�|t Ei@h?�?}t� @hi ��}�ih uLh �h4t |�@| t�}?@*( ?L �L*@|�*�|) �4T*�U@|�L?t @hi

Thiti?|� �iU@�ti �i_}�?} hi_�Uit �L*@|�*�|)c |�i �L*@|�*�|) hi_�U|�L? �t @? @__�|�L?@*

�4T*�U@|�L?� 5L4i Thi*�4�?@h) i4T�h�U@* �Lh! M) #iBiLh}ic �Lti**i @?_ ~iU!�@�tih

� 2e �



E�bbD� �t�?} �L4T�t|@| _@|@ �t t�TTLh|��i Lu |��t �4T*�U@|�L? Lu |�i �i_}�?} �)TL|��

it�t�

� tiUL?_ i4T�h�U@* �4T*�U@|�L? Lu L�h 4L_i* �t @t uL**L�t� `�i? |�i _�gihi?Ui

�? @M�*�|�it �t ��}� @?_ |�ihi @hi ULt|t |L �i_}�?}c �i @hi 4Lhi *�!i*) |L �?_ �i_}�?}� W?

UL?|h@t|c ��i? |�i _�gihi?Ui �? @M�*�|�it �t *L�c |�i i^��*�Mh��4 |�@| LUU�ht �?�L*�it ?L

�i_}�?} M) ML|� !�?_t Lu 4@?@}iht� A��t �4T*�U@|�L? �t MLh?i L�| �? @ hiUi?| i4T�h�U@*

t|�_) M) A�u@?L E�bbD� L? |�i }L*_ 4�?�?} �?_�t|h)� 6�ht| �i �?_t |�@| )L�?}ih

4@?@}iht @hi 4Lhi *�!i*) |L �i_}i |�@? L*_ih 4@?@}iht� 5�?Ui |�ihi �t *�!i*) |L Mi

}hi@|ih E*ittih� �?Uih|@�?|) @ML�| |�i @M�*�|) Lu )L�?}ih EL*_ih� 4@?@}ihtc @ ��}�ih

E*L�ih� _�gihi?Ui �? @M�*�|�it �t UL?t�t|i?| ��|� )L�?}ih EL*_ih� 4@?@}iht� Oi?Uic

A�u@?L<t �Lh! ThL��_it 4�U� t�TTLh| uLh L�h @TThL@U� |L �i_}�?}��2

� |��h_ i4T�h�U@* �4T*�U@|�L? Lu L�h 4L_i* �t @t uL**L�t� `�i? |�i ULt|t Lu

�i_}�?} @hi *L�c *itt tiT@h@|�L? LUU�ht� W? UL?|h@t|c ��i? |�i ULt|t Lu �i_}�?} @hi

��}�c 4Lhi tiT@h@|�L? LUU�ht� A�ihiuLhic |�i �@*�i Lu �h4t |�@| �i_}i hi*@|��i |L

�h4t |�@| _L ?L| �i_}i �t 4�U� ��}�ih ��i? |�i ULt| Lu �i_}�?} �t ��}�ih� A��t �t

@?L|�ih �4T*�U@|�L? Lu |�i 4L_i* |�@| �t TL|i?|�@**) |it|@M*i� A�u@?L<t �?_�?} |�i

4@?@}iht ��|� t|LU! LT|�L?t _L ?L| �i_}i �t UL?t�t|i?| ��|� L�h �_i@ |�@| ��}�ih

ULt|t Lu �i_}�?} *i@_ |L *itt L�ih@** �i_}�?}� OL�i�ihc @ |it| Lu L�h @TThL@U� �L�*_

hi^��hi |�@| �u 4@?@}iht ��|� t|LU! LT|�L?t �i_}ic |�i�h �h4 �@*�i �t 4�U� ��}�ih

|�@? |�@| Lu 4@?@}iht ��|�L�| t|LU! LT|�L?t ��L �i_}i���

V� ����wN5W��5
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