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Abstract

This paper measures the connectedness in EMU sovereign market volatility between April 1999
and January 2014, in order to monitor stress transmission and to identify episodes of intensive
spillovers from one country to the others. To this end, we first perform a static and dynamic
analysis to measure the total volatility connectedness in the entire period (the system-wide
approach) using a framework recently proposed by Diebold and Y 2imaz (2014). Second, we make
use of adynamic analysis to evaluate the net directional connectedness for each country and apply
panel model techniques to investigate its determinants. Finaly, to gain further insights, we
examine the time-varying behaviour of net pair-wise directional connectedness at different stages
of the recent sovereign debt crisis.
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Abstract

This paper examines whether extreme (positive) daily returns predict the cross-section of monthly
stock returns in Brazil. We find a negative effect of the maximum (MAX) daily return on future
performance in line with recent studies in the U.S. and Europe. High MAX stocks appear to cater
to some investors that look for lottery-like stocks as extreme positive returns stocks offer the
potential of substantial gains with a low probability. Increased demand leads to overpricing and
ensuing lower returns to lottery-like stocks. Other proxies for extreme returns like idiosyncratic
volatility and skewness play a much weaker role (if any) as cross-sectional determinants of stock
performance. We document that the MAX effect is significant only during economic contractions
suggesting that gambling behavior in the stock market exacerbates during economic downturns.
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Abstract

This paper studies the financial market responses to macroeconomic news announcements, in the
form of volatility and jumps. Both the first moment of news surprises and the second moments of
disagreement and uncertainty in news forecasts are modeled to affect the market responses.
Moreover, both volatility and jump responses are allowed to vary over time, based on real
economic Situation, financial system stress level, or the monetary policy of zero lower bound.
Using two decades of high-frequency data, this paper finds that there are significantly more jumps
on news days than on no-news days, with the bond being more responsive than the equity market,
and non-farm payroll employment being the most influential news. Both news surprises and
disagreement or uncertainty affect financial market responses, with impact significance changing
over different markets and different response types. Meanwhile, market responses to news vary
over the time with economic situations, financial systemic risk or the monetary policy of zero
lower bound. Positive and negative news surprises may exert asymmetric influences on financial
markets, in terms of the response magnitudes and the jump hazard rate.
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Abstract

This paper studies how differential borrowing cost can lead to inefficient real investment due to
the feedback effect of asset trade. In addition, it designs a Central Bank policy which can alleviate
the inefficiency. Therefore, | consider a model in which a large asset trader has superior
information about a firm's investment opportunity. The large trader, through his purchase of assets
from uninformed shareholders, signals (separating equilibrium) or does not signa (pooling
equilibrium) available information. Consequently, the asset price reflects available information in
a separating equilibrium and does not in a pooling equilibrium. The firm's manager bases the
investment decision on the asset price. If the asset price is (not) revealing available information,
the manager adopts an (in)efficient level of investment. The welfare analysis shows that
information revelation is aways valuable and hence the separating equilibrium welfare dominates
the pooling equilibrium. Then there exists a Central Bank policy which decreases the large trader's
gains from asymmetric information such that the inefficient pooling equilibrium ceasesto exist.
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Abstract

Exchange rate is an important determinant of economic growth and serves as an international
measure of economic competitiveness. The choice of exchange rate policy impacts the balance of
payments, flows of capital and many other macroeconomic indicators. The question that this study
seeks to answer is how the South African rand has performed in comparison to currencies of
emerging Economies such as Brazil, China, Morocco, Thailand and Turkey for the period
1994-2013. A basic plot of South African exchange rate series shows about four pikes since 1994,
suggests a considerable amount of volatility. We explore the relative performance of the South
African Exchange rate in nominal and real terms and find that the South African exchange rate did
not perform all that poorly when measured against its peers. The South African Rand (in its
nominal and real terms) experiences high volatility as a result of it being a small open economy
and an emerging market, with aweak current account. However, the Rand is not the most volatile
currency in the group of peers and only comes about the third when ranked by volatility measures.
The real effective exchange rate (REER) of the Rand moves in line with its peers, which means
that it provides South Africa along with its peersto enjoy an improving competitiveness position.
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Abstract

As asmall open economy with high dependence on the external sector, the Ghanaian economy has
over the years remained susceptible to external shocks, as fluctuations in commodity prices such
as gold, cocoa and crude oil has implications for government revenue. More so, the economy has
experienced several episodes of currency crises with dire consequences for maintaining fiscal
balance and macroeconomic stability. To this end, this paper investigates the exchange rate
dynamics in Ghana via identifying the sources of the exchange rate movements and their
implications for price stability. Using a battery of tests, we find supply, demand and nominal
shocks as significant drivers of exchange rate movements in Ghana albeit with varying magnitude
and direction. The results also reveal a high but incomplete pass-through effect of exchange rate
movements on domestic prices. The policy implication from the main findings from the paper is
that a mix of demand management policies (responsible fiscal and monetary policies) and
structural policies (e.g. tax and labour market reforms, property rights protection to encourage
innovations, among others) are recommended to ensuring exchange rate and domestic
macroeconomic stability. Further, reduction in excessive dependence on primary commodities as a
major source of foreign exchange has the potential of reducing the exposure of the economy to
disturbances in the international commodities markets.
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Abstract

Stock markets mobilises long term capital for firms to facilitate economic growth. There however
exist different conclusions on studies of the relationship between stock exchange development and
economic growth. This has provided the basis for a further empirical investigation on the nexus
between stock market development and economic growth in Ghana. By the use of ARDL model,
this study uses secondary data for the period 1991 to 2011. The results revedled a negative
relationship between stock market development and long-run growth of the economy. This was
confirmed by the granger causality test that there is no nexus between stock market development
and economic growth in Ghana. The study then recommends macroeconomic stability and
friendly private sector development policies to enhance the performance of companies in the
country. In addition, the mobilization of capital should be intensified to enhance stock market
liquidity to facilitate long-run economic growth.

Page 27/256



@ E-PROCEEDINGS

Did Quantitative Easing affect interest rates outside the US? New evidence
based on interest rate differentials

Ansgar Belke
University of Duisburg-Essen, Germany

ansgar.belke@uni-due.de

Daniel Gros
Centre for European Policy Studies, Belgium
danielg@ceps.eu

Thomas OsowsKi
University of Duisburg-Essen, Germany
thomas.osowski @uni-due.de

Abstract

The paper at hand explores the effects of non-standard monetary policies on international yield
relationships. Based on a descriptive analysis of international long-term yields, we find evidence
that long-term rates have followed a global downward trend prior as well as during the financial
crisis. Comparing interest rate developments in the United States and the Eurozone, it appears
difficult to find a distinct impact of the Fed's QE on US interest rates for which the global
environment — the global downward rend in interest rates — does not account. Motivated by these
results, we analyze the impact of the FED’s QE1 programme on the stability of the US-Euro
long-term interest rate relationship by using a CVAR and, in particular, recursive estimation
methods. Using data between 2002 and 2014, we find limited evidence that QE1 caused a breakup
or a destabilization of the transatlantic interest rate relationship. Taking global interest rate
developments into account, we thus find no significant evidence that QE had an independent,
distinct impact on US interest rates.
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Abstract

Business groups are one of the most prevalent modes of organizing and managing economic
activities through inter-firm coordination and cooperation. The extensive empirical literature on
this phenomenon is focused primarily on presenting cross-sectional evidence, and much less on
anayzing its developmenta pattern. This paper provides an in-depth empirical examination of
factors determining the evolutionary dynamics of business groups in a well-developed economy.
Building on the unique data set, covering 13 years of business groups restructuring activity in
Isragl, | test groups organizational boundaries in a dynamic setting. The results show that Isragli
business groups' acquisition and divestiture activities, as observed between 1995 and 2008, are
explained mostly by "unrelated"/conglomerate diversification and risk reduction motives. By
contrast, | find a much weaker empirical support for classical transaction costs arguments, the
resource-based view and the "missing institutions' approaches, broadly credited in cross-sectional
studies.
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Abstract

In this paper we construct a theoretical model that tries to explain why analysts make mistakes in
forecasting a firm's quarterly earnings per-share. We test our model empirically and useit totry to
predict future mistakes. We find that it is possible to predict earnings mistakes in all four quarters,
with a focus on the first and the fourth quarters. We find that analysts are overly pessimistic with
their earnings estimations for the first quarter and overly optimistic for the fourth quarter. Last
guarter and last year same quarter earnings surprises were found to be an important influential
factor in current quarter earnings mistakes. However, their influential direction varies across
sectors. Other external factors such as firm growth rate, financial leverage and market
capitalization were found to have a limited impact on quarterly earnings forecast mistakes and
their impact varies across quarters and sectors.
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Abstract

The aim of this paper isto fit Moody’s default rates by a “Perpetual-Debt Structural Model”. We
show that a single economy-wide factor, V, is sufficient to describe Moody’s data, given some
parameters that contribute to measure firm’s leverage, payout policy and business risk. The model
allows to estimate default probabilities for any time horizon and any class of rating, conditioned
on the current state of the economy. Banking, risk
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Abstract

The study explores the roles of metropolitan housing assets in risk diversification by assessing
intertemporal hedging demands for multi-asset portfolios, which include metropolitan houses,
REITs, stocks, bonds, and riskless assets. Investors substitute housing assets of high-population
MSAs for those in low-population cities, and they switch their holdings of housing assets to
less-risky bonds in the 2007-08 housing bust. The results provide evidence for momentum reversal
phenomena by showing that risk-averse investors substitute bottom metropolitan housing assets
for top ones in the housing boom, and the GTTB index and the lagged REIT price return have
negative impacts on various asset returns.
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Abstract

- In order to shed light on the debate concerning the exiting of the Franc Zone area, we address the
issue of the growth effects of currency misalignments in Sub-Saharan African countries. To this
end, we first assess misalignments which we include in a growth equation while taking into
account uncertainty and “jointness’ between growth determinants using recent Bayesian inference
techniques. More specifically, exchange rate regimes, as well as cross-sectional error dependence,
will be explored. We thus demonstrate that the gain related to undervaluation is almost zero

regardless of the exchange rate regime.
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Abstract

A magjor policy challenge posed by derivatives clearinghouses is that their collateral requirements
can rise sharply in times of stress, reducing market liquidity and exacerbating downturns. Curbing
procyclical collateral movements, however, increases risk sharing and moral hazard among
clearinghouse members. In contrast to the existing literature, 1 show that less procyclical
margining can destabilize markets by reducing trading in volatile periods. | find that the
destabilizing effect depends on financial market volatility and the risk aversion of clearing
members. | aso propose a stabilizing policy based on a countercyclical variation of CCP default
penalties, and show that it is welfare-improving when the default probability is sufficiently elastic
to the default penalty.
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Abstract

The notion of bubbles is ubiquitous in the public discussion of finance. Yet, the empirical
discovery of bubbles is notorioudly difficult. The main shortcoming of the current approaches is
that they rely on the estimation of the ?fundamental value of an asset?, which is hard to estimate
and interpret. In 2006-2007, Jarrow, Protter and Shimbo (JPS) proposed another approach to
bubbles, one, which does not rely on the notion of the fundamental value of an asset. In 2008, the
author developed two hypotheses (or theorems) connecting the JPS approach with the seria
correlations in returns of specially designed assets. These hypotheses were tested by the author on
a proverbial example of the Nasdag index in 1999-2001—the time of a hypothetical dot-com
bubble. In thiswork, | continue this study by applying informational criteriato the cases of a sharp
drop in oil pricesin the end of 1980s and the beginning of 1990s. The sharp drop in oil prices can
indicate unknown fundamental factorsin oil prices, or a negative bubble. While the application of
JPS theory to negative bubbles is tenuous, a sheer possibility that the subject of a negative bubble
can be empirically studied for commodities, offers afascinating glimpse into the market behavior.
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Abstract

The two incentive-compatible multi-stage investments games examine whether investors behave
myopically. The first experiment indicates only participants with an initialy low risk-taking level
behaved myopically. The second experiment manipulates the "statuesque' level by forcing
participants to hold a minimum portion of their portfolio in equity. Once again, myopic behavior
exists only for subjects with level of risk taking. However, participants who were forced to
allocate a minimum portion of their portfolio to stocks eventually allocated above 30% more to
equity relative to participants who did not have such a constraint.
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Abstract

In this paper we empirically estimate the costs of delay in the FDIC' s closures of 433 commercial
banks between 2007 and 2014. We find that the costs of delay could have been as high as $13.6
billion, or 27% of the FDIC's estimated costs of closure of $49.8 hillion. We believe that these
findings argue for a more aggressive stance by the FDIC with respect to the write-downs of banks’
non-performing assets. These more aggressive (and earlier) write-downs would alow the concept
of “prompt corrective action” (PCA) to play the role that it was meant to play in reducing FDIC
losses from insolvent banks.
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Abstract

We estimate a panel error correction model for loan loss provisions, using unique supervisory data
on flow-of-funds into and out of the allowance for loan losses of 25 Dutch banks in the post 2008
crisis period. We find that, in the long run, these banks aim at an alowance of 49% of impaired
loans. In the short run, however, the adjustment of the allowance is only 29% of the change in
impaired loans. The deviation with respect to the long-run target is made up by (a) larger additions
to allowances in subsequent quarters and (b) smaller reversals of allowances when loan losses do
not materialize. After one quarter, the adjustment towards the long run target is 34%, after four
quarters 81%. For individual banks, there are substantial differences in timing of provisioning for
bad loan losses. We present two model-based metrics that inform supervisors on the extent to
which banks' short-term provisioning behaviour is out of sync with their long-run targets.
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Abstract

Using a dynamic model of financing, investment, and macroeconomic risk, we investigate when
firms sell assets to fund investments (financing asset sales) across the business cycle. The model
reveals that financing asset sales entail a lower wealth transfer from equity to debt than otherwise
identical but equity financed investments. Exploring the dynamics of this motive across business
cycles helps explain novel stylized facts about asset sales and their business cycle patterns that
cannot be rationalized by traditional motives for selling assets.
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Abstract

Crowdfunding has turned out to be a viable aternative in directing external capital to
entrepreneurial ventures. Although the number of the academic studies in this area is increasing,
the literature is till in its infancy. We draw upon neuroscience and consumption value theory to
shed more light on crowdfunders decision making process and the factors that have a significant
impact on their choice. For this purpose we employ a factorial survey, using three different
vignettes. The results of 309 participants demonstrate that decision making differs among equity,
loan and presales crowdfunding. While in equity crowdfunding, perceived financial and
informational benefits, namely cognitive values, seem to play an important role, in loan and
presales crowdfunding both cognitive and affective elements were identified to determine the
decision making. Similar to equity, in loan crowdfunding financial and informational values were
significant, along with the affective dimension, namely the emotional value. In presales
crowdfunding financial value did not seem to play a significant role. Instead the functional and
emotional ones determined the decision making. Finally, the study established the importance of
information trustworthiness, credibility and completeness in crowdfunding.
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Abstract

A long criticism on the usefulness of the traditional CAPM model has been raised in the asset
pricing literature that proposes several risk factors (Fama and French (2004)). Our paper addresses
misspecification issues in the empirical formulations of these multifactor models due to
asymmetric diversification effects within portfolios and proposes a new model that accounts for
the diversification intensive of risk premia. Using data from US exchanges we find that strategies
on size, value, liquidity and financial distress contain greater risk than what is actually dictated by
aconventional self-financing strategy while the opposite holds for the momentum factor.
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Abstract

Personal stock market trading by brokers, analysts, and fund managers is highly profitable over
short windows up to a month. These financial experts earn particularly high abnormal returns for
their own account when they trade simultaneously with other experts, and when they trade ahead
of earnings announcements, revisions of analyst recommendations, and large price changes. They
also engage in profitable front-running ahead of corporate insider trades and ahead of institutional
buying or selling pressure. In sum, financial experts appear to benefit handsomely from their
privileged access to material private information.
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Abstract

Revisiting the issue of return predictability, we show there is substantial predictive power in
combining forecasting variables. We apply correlation screening to combine twenty variables that
have been proposed in the return predictability literature, and demonstrate forecasting power at a
six-month horizon. We illustrate the economic significance of return predictability through a
walk-forward simulation, which takes positions in SPY proportional to the model forecast equity
risk premium. The simulated strategy yields annual returns more than twice that of the
buy-and-hold strategy, with a Sharpe ratio four times as large. To eliminate |ook-ahead bias, we
perform additional simulations including variables only as they are discovered in the literature.
Results show similar annual returns and Sharpe ratios. While a market-timing strategy
outperforms the market, it is difficult to implement.
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Abstract

In this paper, we propose two asymmetry measures of stock returns. In contrast to the usual
skewness measure, ours are based on the tail distribution of the data instead of just the third
moment. While it is inconclusive with the skewness, we find that, with our new measures, greater
upside asymmetries imply lower average returns in the cross section of stocks, which is consistent
with theoretical models such as those proposed by Barberis and Huang (2008) and Han and
Hirshleifer (2015).
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Abstract

India is developing country. Larger number of persons are living in rural parts and they are not
familier to the banking and other financial services. Government of India has several schemes by
which these rural people are brought under the fold of financial services which is financial
inclusion. Similar such scheme is called as Swarn Jayanti Gram Swarojgar Y ojana for rural poor
women to form women Self Help Groups (SHGSs) and undertake small business activities to make
money for the family. Thane District of Maharashtra State in India has extreme rural population
living below poverty line and the primary data of 701 women members of SHGs has been
collected by undertaking extensive questionnaire survey to identify the quantum of financia
inclusion of these representative samples. And attempt is made to study the financial inclusion by
applying following parameters: 1. Monthly Income of SHG Families. 2. Women SHG Members
with their own Saving Bank Account. 3. Women Involvement in Financial Activities of Families.
4. Business and Management Expertise among SHG Members. 5. Use of Technology for SHG
Business. 6. Increase in the Capacity to Start New Business for SHG. The responses received from
the women SHG members on above parameters wre analysed and conclusions have been drawn
which indicates sizable financial inclusion of rural poor women in the study area.
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Abstract

This study examines the stock market reactions to quarterly earnings announcements for the Saudi
stock exchange (Tadawul). The study covers Tadawul All Share Index (TASI) listed companies
for the period from first quarter of 2009 to last quarter of 2014. The stock market response to
quarterly earnings announcements is empirically tested by using event study methodology and
Efficient Market Hypothesis (EMH) on Tadawul is also tested. The market model is used to
measure the expected returns and to draw abnormal returns around the event date. The results
showed that Saudi Stock Market does not hold semi-strong form of EMH and we found evidence
of significant abnormal returns and post-earnings announcement drift around earning
announcements dates.
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Abstract

We find that annual shareholder meetings conducted online can greatly increase the participation
of shareholders, especially retail shareholders. This finding is more evident when the cost of
physically attending such a meeting is higher and when the firm’'s ownership is more dispersed.
We further document significant positive stock returns when firms initiate online annua meetings.
We also find that retail shareholders indeed actively voice their concerns by voting against the
proposals that potentially hurt their interests. Overall, we provide evidence that online shareholder
meetings provide shareholders a cost-effective way to participate in governance issues.
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Abstract

We suggest new tools for financing small business. We focus on firms that sell goods and are
struggling to overcome the banking system's unwillingness to finance their entry to the market and
several years risky manufacturing, and established buyers' reluctance from signing their purchase
contracts. The buyers fear the risk of willful litigation, namely the risk that the newcomer seller
will breach the contract in order to postpone his financial expenditures to a later period, and the
high risk of newcomer's bankruptcy. The first financial tool we suggest is a commitment
mechanism that sellers and buyers may add to their purchase contracts. The seller undertakes a
commitment to pay a bank the amount of the buyer's damages if the seller will not deliver the
good on the delivery day in accordance with the contract and the law. With the mechanism the
bank reports to loan officers and credit bureaus the newcomer's failure to pay the buyer's damages
to the bank, and this dramatically increases the costs to the newcomer from willful litigation. This
potential increase in cost makes the newcomer obligation to deliver the good reliable, and thus
enables newcomer sellersto overcome the entry barrier created by the risk of willful litigation. We
also show, using option pricing theory, that the purchase contract can be priced as a put option to
sell the same good with an exercise price that is equal to the purchase contract price together with
a binary option that entitles its owner to receive expectation damages in a case of non-delivery,
and that the obligation to a bank we use in the mechanism is a theoretical equivalent to that binary
option. This analysis provides the bank new tools to determine the newcomer's financial risk, to
screen between newcomers and to finance the promising ones. We aso discuss of the conditions
for using an options market to spread the risk of newcomers bankruptcy by selling the obligations
to a bank we use in the mechanism as binary options. We further consider the possibility and
terms, that with the commitment mechanism, securitization of the purchase contracts will be
plausible now that they have a more accurate and high value, and willful litigation is being
eliminated.
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Abstract

The existing literature dealing with the Initial Public Offerings (IPOs) shows that these market
operations generally go along with the undervaluation of the candidate company and a significant
increase of market prices of listed companies belonging to the same sector. Based on this
observation, we propose a stochastic model to determine the optima timing of IPOs by
considering this investment decision as a real option to expand. Since investors evaluate the
candidates from observed market prices of peer firms, IPO may be delayed when market prices go
down. Our results show that the launch of an IPO can be viewed as the exercise of an expensive
real option. Moreover, we prove that the optimal exercise of this option perfectly coincides with
the optimal timing for IPOs when there is a positive market trend. Finally, our conclusions aso
lead us to explain the clustering of 1POs.
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Abstract

This is the first study to investigate the impact of the choice of optimization technique when
constructing Socially Responsible Investing (SRI) portfolios, and to highlight the importance of
the selection of the optimization method within this specialized industry. Using data from M SCI
KLD on the socia responsibility of US firms, we form SRI portfolios based on six different
approaches and compare their performance along the dimensions of risk, risk-return trade-off,
diversification and stability. Our results indicate that the more “formal” optimization approaches
(Black-Litterman, Markowitz and robust estimation) lead to portfolios that are both less risky and
have superior risk-return trade-offs;, but at the cost of unstable asset alocations and lower
diversification. More simplistic approaches to asset alocation (naive diversification,
reward-to-risk and risk-parity) are less effective in producing well-performing portfolios, but are
associated with greater diversification and asset stability. While the three formal approaches have
higher transactions costs, their net returns are appreciably larger than those of the three more
simplistic approaches. Our main conclusions are robust to a series of tests, including the use of
different estimation windows, stricter screening criteria, and 14 different metrics for evaluating
portfolio performance. While there are some differences in performance when individual aspects
of corporate social performance are used to select the sample companies, our conclusions are
broadly confirmed.
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Abstract

Over the last fifteen years, foreign official holdings of U.S. Treasuries reached unprecedented
levels, being central banks, especially in developing countries, the first to significantly increase
their holdings; which calls for an analysis of risk-factor portfolio alocation to U.S. government
bonds. This paper focus on examining how changes in the liquidity differential between nominal
and TIPS yields influences optimal portfolio allocations in U.S. Treasury securities. Based on a
non-parametric estimation techniqgue and comparing the optimal alocation decisions of
mean-variance and CRRA investor, when investment opportunities are time varying, | present
evidence that liquidity risk premium is a significant risk-factor in a portfolio allocation context. In
fact, |1 find that a conditional allocation strategy translates into improved in-sample and out-of
sample asset allocation and performance.
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Abstract

Existing research has documented cross-sectional seasonality of stock returns — the periodic
outperformance of certain stocks relative to others during the same calendar month or weekday.
We document that relative performance across stocks during the calendar months or weekdays
with high aggregate returns (e.g., January, Friday, the best-return month realized in the year, the
best- return day realized in a week) tends to persist in future calendar months or on weekdays
when high aggregate returns are expected (e.g., January, Friday), but reverse when low aggregate
returns are expected (e.g., September, Monday). We present a model based on investor mood to
explain the findings. As a direct test of the model, we use anticipation of an upcoming holiday to
identify periodic investor positive mood swings and document strong persistence in the
cross-section of stock returns during the two to three days immediately preceding or on a holiday.
This pre-holiday seasonality is long lasting, is robust to controlling for a host of firm attributes, is
present in foreign equity markets and only among firms with aretail clientele, and tends to reverse
in the immediate, post-holiday period. Collectively, this evidence suggests that investor mood
swings are important sources of stock return seasonality in the cross section.
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Abstract

This document studies conditions of indebtness. Its main objective is the creation of a profile that
helps illustrate the characteristics that influence the situations of households' over borrowing and
defaulting on credit. The methodology is based on the use of a probabilistic model in which
financial and socioeconomic variables were included as determinants of over-borrowing and
default conditions. The principal contributions of the article lie in its disaggregated analysis that is
which is based on the classification of types of credit and the evolution of the determinants over
time. According to the above, it was concluded that both financial and socio-demographic
variables are stronger in explaining the conditions of consumer credit rather than mortgages.
Moreover, the importance of variables such as income, debt balance, the number of membersin a
household, age, and marital status were confirmed as being important in explaining the behavior
of household indebtedness.
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Abstract

We study the implications of the corporate debt tax shield in a growth economy that taxes
household income and firm profits and redistributes tax revenues in an attempt to harmonize the
lifetime consumption opportunities of households that differ in their endowments. Our model
predicts that the debt tax shield (1) increases the risk-free rate, (2) leads to a higher growth rate of
the economy, and (3) increases the degree of disparity in households lifetime consumption
opportunities. The goals of achieving a high growth rate of the economy and a low degree of
inequality trade off against each other.
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Abstract

Firms derivative portfolios are largely unpredictable, in the sense that the previous year's
portfolio is a poor predictor of the current one. This unpredictability partly reflects a common
corporate practice known as ‘selective hedging’, i.e. adjusting the timing and size of hedging
programs based on market views. In this paper | examine if corporate governance arrangements
influence the extent of selective hedging using hand-collected data from the oil and gas industry.
The most robust result | find is that selective hedging increases in inside ownership, suggesting
that managers hedge more selectively when outside monitoring is weak. It also suggests that
managers are confident. Since they are betting with their own money, these managers and
directors are, in an important sense, not only talking the talk but also walking the walk. The
evidence also indicates overconfidence, however, since selective hedging is associated with lower
realized derivative cash flows and lower firm value.
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Abstract

According to economic theory, fixed spread credit lines provide firms with interest rate insurance
and, hence, the usage of this type of credit line is expected to increase as corporate
creditworthiness deteriorates. We test this hypothesis. The unavailability of data at the credit line
level is probably one of the reasons why this analysis has not been previously performed. Indeed,
we use a unique, hand-collected dataset with data on usage at this level. Our empirical analysisis
also based on afact that has been ignored by academic research: Most credit contracts (about 90%
in our sample) allow choosing between borrowing at an interest rate based on LIBOR or another
base rate but the spreads over these base rates are not necessarily of the same kind. This feature
implies that the standard dichotomy between fixed and performance-based spreads is not enough
to analyze credit line usage. Additionally, our dataset raises concerns about the Deal Scan database
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Abstract

Traditionally, the lending of money in a bank-based financial system is controlled by banks. The
internet has enabled new forms of credit businesses, challenging the classical bank loan through
the availability of a platform for Peer-to-Peer lending markets that unite non-institutional
borrowers and lenders. By using a unique data set on loan contracts between borrowers and
investors from Switzerland, we analyze the determinants of the P2P loan interest rates — aresearch
guestion that has yet to be analyzed empirically. In addition to the loan-specific and
macroeconomic factors that have a significant impact on the interest rates, we also find some
discrimination from the lenders. Furthermore, our results revea that borrower-specific factors
such as the borrower’s economic status significantly influence lender evaluations of the
borrower’s credit risk and thus the interest rates.
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Abstract

Abstract In the context of the European financial crisis, TARGET2 payment system of the
European Monetary Union (EMU) countries became crucial, reflecting funding stress in the
banking systems of most crisis-hit countries. This paper analyses the role displayed by TARGET2
in the EMU. Until now, the ECB has assumed a crucial role to overcome the European financial
crisis. Anyway, to promote a full economic recovery in Europe, it is necessary a strong
interconnection between single countries fiscal policies and the ECB’s autonomous monetary
policy. In this regard, we conclude that, in the medium term, a successful crisis resolution requires
more political integration of EMU countries, which should include a fiscal union and a banking
union. However, in the short run, a prompt recovery is essential to get out of the trouble, and this
requires that surplus countries (specially Germany) expand aggregate demand and let domestic
wages and the ensuing internal inflation rate increase.
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Abstract

Firm-age is widely added as an explanatory variable when investigating the relationship between
debt and stock returns; however, the theoretical motivation for adding firm age as a determinant of
stock returns is unclear. This paper investigates the moderating effects of firm age on the
relationship between debt and stock returns. The panel system generalized method of moments
results indicate that firm age has a positive moderating effect on the relationship between debt and
stock returns. Moreover, firm age has direct positive effects on stock returns. The results are
consistent using four measures of debt ratios. The results suggest that as firms grow older, they
use their experience to make effective capital structure decisions such as the optimal debt-equity
mix to maximize the debt interest-tax-shield and increase stockholders’ returns.
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Abstract

While boardroom networks should act as a conduit for resource sharing between firms, and in
doing so improve firm performance, recent evidence on the value of connected boards is limited
and inconclusive. This study aims to provide additional evidence on the impact of board
connectivity on firm performance by exploring Australian listed firms between 2001 and 2011.
We employ four dimensions of connectivity; measuring the quantity, speed and quality of
information flow and resource sharing, and a firms access to the best-connected boards. We also
employ a factor of the four connectivity dimensions. Our findings show more connected boards
have lower firm performance, measured with Tobin's Q. The results remain consistent after
controlling for alternative measures of firm performance, and model specifications. The results
suggest that boardroom networks are not a value-enhancing tool for boards.
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Abstract

Despite the dominance of family owned firms over other form of ownership throughout the world
and considerable research directed to study the impact of family ownership on firm performance,
there is little empirical evidence documenting the same for India. This paper examines the
relationship between family ownership and firm performance on a large sample of 1,100
non-financial firms listed on BSE during 2007 to 2014. We employ panel data feasible generalised
least squares estimation method to control for firm heterogeneity and heteroscedasticity. We find
that family owned firms have poorer performance than non-family firms. Our results suggest that
family ownership has negative impact on accounting and market performance of the companies.
We also find that family ownership is non-linearly related with performance suggesting that at
higher levels of ownership convergence-of interests hypothesis may be useful in explaining the
positive relationship between family ownership and performance of the companies. We also find
that non-family promoters have a positive impact on market performance but have a negative
Impact on accounting performance.
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Abstract

Using a unique dataset of 225 Dutch occupational pension funds with atotal of 928 billion euro of
assets under management, we provide a comprehensive cross-sectional analysis of the relation
between investment costs and pension fund size. Our dataset is free from self-reporting biases and
decomposes investment costs for 6 asset classes in management costs and performance fees. We
find that a pension fund that has 10 times more assets under management on average reports 7.67
basis points lower annual investment costs. Economies of scale differ per asset class. We find
significant economies of scale in fixed income, equity and commodity portfolios, but not in rea
estate investments, private equity and hedge funds. We also find that large pension funds pay
significantly higher performance fees for equity, private equity and hedge fund investments.
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Abstract

Our paper seeks to highlight the crucial role played by fund of funds (investors or Limited
Partners) in monitoring the behaviour of funds managers (venture capitalists or General Partners)
in a world characterised by asymmetric information and uncertainty. By mean of portfolio
diversification at both level of sector and location, institutional investors commit money to funds
of funds in order to select on their behalf top quartile managers. We show that the opportunistic
behaviour of fund manager is reduced by both monitoring and profit sharing strategy called
“carried interest “. Asaresult, the investor’s performance is enhanced.
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Abstract

The unprecedented progress made by financial markets over the past decades has led to a certain
“gap” between financial markets and corporate finance. Many financial instruments become so
complicated that they are mostly used for market speculation and arbitrage, while they are nearly
not known and even less understood by firms. To make finance more responsible, we need to
bring financial markets back to their track by reducing the gap between these two worlds. For this,
it is important to elaborate applications with real economic foundations for financial market
instruments. This article focuses on exotic options which are known for their flexibility and
accuracy to meet with investors specific needs in risk management. We strive to show how exotic
options can be used in corporate finance where real economy makes sense. Our work presents a
two-fold interest. First, it provides an overview on the main applications of exotic options in
corporate finance. Then, it makes academic researchers aware of the importance of developing
corporate applications to ensure the longevity of their ingenious products.
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Abstract

This paper proposes three leading indicators of economic conditions estimated using current stock
returns. The underlying idea is that current asset prices reflect the available information about
future states of nature. Each indicator is a measure of the tail of the cross-sectional distribution of
stock returns. The results show that the leading indicators have high correlation with future
economic conditions and usually make better out-of-sample predictions than two traditional
competitors (random walk and the average of previous observations). Furthermore, quantile
regressions revea that the leading indicators have significant connection with low economic
activity.
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Abstract

We present a direct empirical test of the scapegoat theory of exchange rates. According to this
theory, the change in the exchange rate can be written as the sum of an unobserved variable and a
term containing observed macro fundamentals. The impact of these macro fundamentals on the
exchange rate consists of a weighted average of time-varying structural parameters and
expectations of these parameters. We show that this exchange rate equation can directly be put
into state space form and estimated using Bayesian methods. To this end, we use quarterly datafor
ten currencies (i.e., 5 of developed economies and 5 of less developed economies) versus the US
dollar over the period 1980Q2 until 2014Q4 where our choice of macro fundamentals is based on
their presence in a number of standard exchange rate models. We obtain estimates for the
time-varying structural parameters on the fundamentals and for the expectations of these
parameters, as well as an estimated time series for the unobserved component. Hence, we avoid
the limitations and potential shortcomings of using survey data when measuring parameter
expectations and we avoid having to use proxy's for the unobserved variable. We find scapegoat
effects for all currencies considered, i.e., parameter expectations deviate considerably from the
underlying slow moving structural parameters and have a significant impact on the exchange rate.
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Abstract

Electricity is a commodity and has a characteristic of being non-storable; it must be consumed
once it is produced. In India, the Electricity Act (2003) tries to promote competition by
unbundling and treating generation, transmission and distribution as separate entities. In order to
address the needs of the power sector, the last decade has seen the setting up of markets for
bilateral trading of electricity followed by trading of power on power exchanges in 2008. Power
exchanges are able to mitigate risks arising from price volatility for the participants to a large
extent. Power exchanges offer short term trading of electricity, of which day-ahead electricity
trading on power exchanges forms a significant component. Day-ahead electricity markets allow
exchange of contracts with delivery of electricity for the twenty four hours of the next day. The
study examines the trading of day-ahead electricity contractsin India.
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Abstract

We examine stock index and Treasury futures markets around releases of U.S. macroeconomic
announcements. Seven out of 21 market-moving announcements show evidence of substantial
informed trading before the official release time. Prices begin to move in the “correct” direction
about 30 minutes before the release time. The pre-announcement price drift accounts on average
for about half of the total price adjustment. These results imply that some traders have private
infformation about macroeconomic fundamentals. The evidence suggests that the
pre-announcement drift likely comes from a combination of information leakage and superior
forecasting based on proprietary data collection and reprocessing of public information.
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Abstract

This paper investigates whether ?financial development helps provide favorable evidence for the
link between stock markets, banks, and economic growth as more homogeneous countries become
involved. The issue of fundamental importance in this study is the extent to which the role of
?financial markets on economic growth across countries can be measured in terms of a degree of
homogeneity controlling for the endogeneity problem. The system generalized-method-of moment
(GMM) estimator is employed and comparisons are made with dynamic panel GMM using data
averaged over three and Xive years, together with European and non-European countries as well
as upper and lower mid-income countries. Our empirical results indicate that the role of banks and
stock markets depends on the stages of economic growth, implying that ?financial market
development appears to be crucia in explaining economic growth. This evidence seems to be
more obvious as more homogeneous economies become involved.
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Abstract

In this article, we examine the association between Canadian firms transparency and their
corporate social responsibility (CSR) engagement. In particular, we empirically explore how CSR
affects the amount of firm’s future earnings information that is reflected in current stock prices.
We consider that more transparent firms can “bring the future forward” so that their current stock
prices track and reflect more information about future earnings. Most of our findings indicate that
the relationship between CSR and firm’ s transparency is not statistically significant. One potential
explanation of this neutral association is that Canadian firms already benefit from a richer
information environment. Overall, our study suggests that many observers cynicism about CSR
may be irrelevant. In fact, it appears that managers do not use CSR as a mechanism that advances
their careers or other personal agenda.
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Abstract

| use the recent nancial crisis and utilize the predetermined variations in stock repurchase program
ending dates to show that open market share repurchase programs are not as exible as one might
expect. My difference-in-difference estimator shows that once firms have announced such
programs, they sacrifce real activities to finish them. Specificaly, firms with open market share
repurchase programs ending after December 2007 cut 1.9 percentage points more of capital
investment, four employees more per million dollars of capital stock, and 9 percentage points
more of R&D expense to fund the share repurchases than otherwise similar firms with programs
ending before December 2007. The reductions represent a 7%-15% decrease of pre-crisis levels.
The freed-up capital indeed goes toward the share repurchase programs: firms buyback on average
84% of the predetermined amount of the shares.
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Abstract

In this paper we investigate the banks performance before, during and after the crisis and ask the
guestion of why some banks performed so poorly during the recent financial crisis. We examine
the performance of a group of 102 large and medium sized banks across the world, using the
variation in the cross-section of stock returns of these banks. Previous empirical analysis reports
that the fragility of banks financed with short-term funds raised in capital markets, as well as the
insufficient capital are among the factors that can explain the poor bank performance during the
crisis. Our analysis brings new evidences in support of these findings. We find that financia
ingtitutions with more deposits, more tangible equity and less funding fragility did perform better
during the crisis. Differences in banking regulations across countries are generally uncorrelated
with the performance of banks during the crisis. However, we do find that banks in countries with
stricter capital regulations of bank activities but less supervisory power performed better. We find
no support for analyses that attribute an important role to governance during the crisis, however,
the ownership is strongly negatively correlated with bank risk taking. When we compare banks
performance before, during and after the crisis, we find that different factors seem to be important
drivers of bank behavior in each period, with the main difference seen in the role and impact of
regulatory factors and bank risk taking activities.
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Abstract

This paper examines the relationship between firm value and blockholders in Latin America.
Econometric results for a comprehensive data set of more than 550 firms listed in the six largest
stock markets of the region support a positive effect of variables measuring the existence,
contestability, dispersion and identity of blockholder on performance (Tobin’s Q) only for highly
liquid stocks. The identity of the second largest blockholder (family, foreign, financial or the

State) emerges as critical for such effects. The study supports the voice and exit approach as a
disciplinary mechanism on firm performance
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Abstract

In this study, we explore how government subsidies affect financial constraints and innovation at
the firm level in two strategically important industries in China, namely the automotive industry
and the electronics industry. We conduct empirical analyses using a sample of 492 listed firms
from 2006 to 2014, and, at the same time, offer insights into our analyses through 22 interviews of
entrepreneurs, managers, government officials and venture capitalists. We find that government
subsidies play a key role in reducing financial constraints and promoting innovation. However,
compared with state-owned enterprises, private firms are more efficient at utilizing subsidies to
engage in R&D and invest more proportionately on R&D. More importantly, we provide strong
evidence that firms located in SEZ enjoy the premium of regional clustering, are less financially
constrained and more effective in innovation. Our findings contain rich policy implication and
shed new light on the current debate on the institutional reform in China.
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Abstract

Foreign migrant remittances are a growing phenomenon in international financial flows. However,
they are barely mentioned in discussions in international finance. The growth in migrant
remittances to the developing world in the past decade amounted to $332 hillion in 2010 and is
forecast to reach $467 billion in 2014. A number of economic and ethical theories have been
suggested in the literature to explain migrant remittance decisions. However, Yang (2011:140),
rightly points out that very little is known about how migrants make their remittance-sending
decision. This paper offers some theoretical insight into remittance-sending decisions and argues
that prospect theory provide a better understanding of migrant remittance decisions than the
current theoriesin the extant literature.
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Abstract

| find evidence of valuable private information in the Chinese stock market. First, Chinese actively
managed stock mutual funds outperform passive benchmarks including market, size, value, and
momentum factors. Most funds appear to have skill, and much of that skill consists of
stock-picking ability. Second, Chinese corporate insiders also outperform the market. Private
information associated with insider trades is more valuable for stocks of state-owned enterprises
and for more volatile stocks. Third, | find strong correlation patterns between the performance of
stock funds and corporate insiders. Funds that trade more in the same direction as insiders perform
better. Funds’ larger shareholding positions correlate more with insiders and perform better. Funds
with a higher portfolio concentration in these large positions outperform funds with a lower
concentration. Finally, | find evidence of performance erosion for both stock funds and corporate
insiders, asign of improvement in market efficiency.
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Abstract

For S&P 500 options, we examine the relative influence of the skewness and kurtosis of the
risk-neutral distribution on pricing and hedging performances. Both the nonparametric method
suggested by Bakshi, Kapadia and Madan (2003) and the parametric method suggested by
Corrado and Su (1996) are used to estimate the risk-neutral skewness and kurtosis. We find that
skewness exerts a greater impact on pricing and hedging errors than kurtosis does. The option
pricing model that considers skewness shows better performance for pricing and hedging the
options than does the model that considers kurtosis. All the results are statistically significant and
robust to all sub-periods, which confirms that the risk-neutral skewness is a more important factor
than the risk- neutral kurtosis for pricing and hedging stock index options.
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Abstract

The paper introduces a new simple semiparametric estimator of the conditional variance
covariance and correlation matrix (SP-DCC). While sharing a similar sequential approach to
existing dynamic conditional correlation (DCC) methods, SP-DCC has the advantage of not
requiring the direct parameterization of the conditional covariance or correlation processes,
therefore also avoiding any assumption on their long-run target. In the proposed framework,
conditional variances are estimated by univariate GARCH models, for actual and suitably
transformed series, in the first step; the latter are then nonlinearly combined in the second step,
according to basic properties of the covariance and correlation operator, to yield nonparametric
estimates of the various conditional covariances and correlations. Moreover, in contrast to
available DCC methods, SP-DCC dlows for straightforward estimation aso for the
non-symultaneous case, i.e., for the estimation of conditional cross-covariances and correlations,
displaced at any time horizon of interest. A simple ex-post procedure, to ensure well behaved
conditional covariance and correlation matrices, grounded on nonlinear shrinkage, is finally
proposed. Due to its sequential implementation and scant computational burden, SP-DCC is very
simple to apply and suitable for the modeling of vast sets of conditionally heteroskedastic time
series.
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Abstract

The term ‘financialization' describes the phenomenon that commodity contracts are traded for
purely financial reasons and not for motives rooted in the real economy. Recently, financialization
has been made responsible for causing adverse welfare effects especialy for low-income and
low-wealth agents, who have to spend a large share of their income for commodity consumption
and cannot participate in financial markets. In this paper we study the effect of financia
speculation on commodity prices in a heterogeneous agent production economy with an
agricultural and an industrial producer, a financial speculator, and a commodity consumer. While
access to financial markets is always beneficial for the participating agents, since it allows them to
reduce their consumption volatility, it matters decisively with respect to overall welfare effects
who can trade with whom (but not so much what types of instruments can be traded).

Page 79/256



@ E-PROCEEDINGS

I nclusive Sustainable Development and Microfinance

Walid Jebili
Endainter-arabe, Tunisia
walid.jibili.1@ulaval.ca

Bilel Ouedeti
Endainter-arabe, Tunisia
bilel.ouesl eti 1987 @agmail.com

Thomas Fortin
Université Libre de Bruxelles, France
thomas@fortin-idae.fr

Abstract

This paper aims to determine the policy ingredients of inclusive sustainable development, as well
as ingtitutions and actors, in which it is based. We seek to explore the mechanisms and the
determinants of adoption of economic agents of pro-sustainable development behaviour. More
specifically, we study the determinants of transition from necessity-driven or opportunity-driven
entrepreneurship to sustainability-driven entrepreneurship: (1) How does it occur? (2) Does it take
place in the same way for both women and men? (3) Who are the key players? (4) What are their
roles and responsibilities? (5) How microfinance can intervene in this process? Therefore, we
focus on the concept of capability and concern. Our findings show that a major component of this
process is the exit of vulnerability. In other words, microfinance institutions would contribute
micro-entrepreneurs transition. First, they would alow the survival, and then the development of
their activities. Second, they would support the increase of technicality and capacity building of
micro-entrepreneurs. Later, building on the arousal of concern, developing and publicizing
sustainable development experiences, particularly those led by women, would foster the transition
of fulfilled economic agents into a sustainable development agents. The key policy implications of
these results are discussed.

Page 80/256



@ E-PROCEEDINGS

Keeping it real or keeping it ssmple? Owner ship concentration measures
compar ed

Taylan Mavruk
University of Gothenburg, Sweden
taylan.mavruk@handels.gu.se

Conny Overland
University of Gothenburg, Sweden
conny.overland@handels.gu.se

Stefan Sjogren
University of Gothenburg, Sweden
stefan.sjogren@handels.gu.se

Abstract

Based on a sample of 240 Swedish firms listed at the Stockholm Stock Exchange as of year-end
2008 we analyze measures of ownership concentration found in past governance literature. We
find that although measures are significantly correlated, they show different distributional
properties. We also identify the best underlying distribution for each concentration measure, and
we are able to distinguish between measures in terms of what dimensions of ownership they
describe. Finally, we document that inferences regarding the association between ownership
concentration and firm performance are contingent on the choice of concentration measure.
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Abstract

The neoclassical theory of investment has mainly been tested with physical investment, but we
show it also helps explain intangible investment. At the firm level, Tobin's g explains physical
and intangible investment roughly equally well, and it explains total investment even better.
Compared to physical capital, intangible capital adjusts more slowly to changes in investment
opportunities. The classic g theory performs better in firms and years with more intangible capital:
Total and even physical investment are better explained by Tobin's g and are less sensitive to cash
flow. At the macro level, Tobin's q explains intangible investment many times better than physical
investment. We propose a ssimple, new Tobin’s-q proxy that accounts for intangible capital, and
we show that it is asuperior proxy for both physical and intangible investment opportunities.
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Abstract

We extend Lustig, Roussanov, and Verdelhan (2011) and Brusa, Ramadorai, and Verdelhan
(2014) by examining if the common exchange rate factors, the dollar and carry factors, are priced
in the US equity market. Our results suggest that while the carry factor has incremental pricing
information relative to the US market factor, the dollar factor (or the trade-weighted exchange rate
index) is redundant. Our results have important theoretical as well as practical implications.
Theoretically, we suggest that financial economists take an endogenous perspective of exchange
rates. Practically, we suggest that practitioners incorporate in the carry factor to measure the
exposure of exchange rate risk.
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Abstract

This paper examines the relevance of long-run seasonalities for adequate daily Value-at-Risk
(VaR) forecasts. Assessing financial return series via wavelet decomposition alows for a
separation of short-run noise and long-run memory of the underlying time series. The application
of a simulation study and an assessment of daily market prices reveal the relevance of the
short-run fluctuations of the underlying time series for adequate VaR forecasts. In particular,
frequencies that describe the long-run trends of the original series do not impact the statistical
accuracy of VaR forecasts. Moreover, the results suggests that long-run seasonalities of a return
series could be discarded for sake of lower VaR forecasts.
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Abstract

Options prices jump whenever there is a jump in either the price or volatility of the underlying
asset. High-frequency jump tests are applied to the prices of both futures contracts and their
options in order to infer the properties of price and volatility jumps. The empirical results for
FTSE-100 contracts show that jumps in price and jumpsin volatility are, firstly, smaller than those
assumed or estimated in previous research and, secondly, do not occur independently. The price
jump risk premium is shown to be a more important factor than the volatility jump risk premium.
Monte Carlo methods confirm that our empirical jump detection methods are reliable for a
selection of jump-diffusion processes.
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Abstract

We introduce long-run investment productivity risk in atwo-sector production economy to explain
the joint behavior of macroeconomic quantities and asset prices. Long-run productivity risk in
both sectors, for which we provide economic and empirical justi fication, acts as a substitute for
shocks to the marginal e fficiency of investments in explaining the equity premium and the stock
return volatility diff erential between the consumption and the investment sector. In contrast to
shocks to the marginal e fficiency of investment, long-run investment risk requires only moderate
nominal rigidities to reproduce the positive co-movement between consumption and investment
growth.
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Abstract

Our empirical evidence uncovers a so far undocumented ability of the interbank market to
distinguish between banks of different quality in times of aggregate distress. We show that during
the 2007 financial crisis the inability of some banksto roll over their interbank debt was not due to
afailure of the interbank market per se but rather to bank-specific shocks affecting banks' capital,
liquidity and credit quality as well as revised bank-level risk perceptions. Relationship banking is
not capable of containing these frictions, as hard information seems to dominate soft information.
In detail, we explore determinants of formation and resilience of interbank lending relationships
and their intensity by analyzing an extensive dataset comprising over 1.9 million interbank
relationships of more than 3,500 German banks between 2000 and 2012.
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Abstract

The paper attempts to test empirically the hypothesis of Finance — led growth in India. For thisit
traces the long run relationship among the five macro variables such as growth rate of GDP,
X+M/GDP, M3/GDP ratio, Foreign Capital/GDP ratio and Private Corporate Saving/GDP ratio
for the period of 41 years (i.e, 1971-2013) with the help of recently developed time-series
techniques (i.e, Unit roots, Johansen’s Co-integration test). Unit roots were checked in the data
with the help of ADF test and Phillips Perron Process. Five variables of interest i.e. GDP growth
rate, Trade openness, M3/GDP and foreign capital inflow and Pvt. Corporate Saving are integrated
at first difference level and significant at 5% level. In experiment -1 Co-integration results
obtained with the help of co —integration technique confirm two co-integrating vector which tell us
about long term equilibrium in the data. We aso examine the two multivariate models which
include Foreign Capital, Openness, Corporate Saving. All the variables show very strong long run
relationship. Our Trace Test shows 2 co-integration equations and also Max-Eigen value shows
two co-integrating equations at 5% level of significance. Granger Causality tests are showing the
expected results. Our results support the view that finance, foreign capital, openness, corporate
saving area leading sector in the process of Economic Development of India
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Abstract

The private non-financial sector borrowing has considerably increased in the emerging market
economies (EMES) over the last decade. Through a panel data analysis performed with quarterly
data over the period 1993:Q1 to 2014:Q3, | show that the main domestic drivers of private
non-financial borrowing in EMES are a high credit demand, an appreciated domestic currency, an
accommodative monetary policy stance, low long-term interest rates and low macroeconomic
vulnerabilities, as well as a healthy and large size domestic banking system. Moreover, the recent
increase in non-financial private sector borrowing in the region is found to be influenced by global
factors such as the US dollar appreciation, the high global financial market volatility, the US
monetary policy and the global economic growth.
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Abstract

We propose a novel methodological approach to estimate a corporate structural model, by using
data from credit and stock market, and we reconstruct the dynamics of the market value of assets
and debt, and the default boundary, for a sample of non-financial firms. We exploit our results to
extract the default risk premium, which combines the risk-neutral and the real-world measure of
default probability. We show that the equity and the credit market exhibit a relationship with the
default risk premium which is opposite to each other, by implementing a long-short portfolio
strategy based on the default risk premium, which generates significant performance. Therefore,
we argue that the 'distress puzzl€, that is the counterintuitive negative relationship between default
risk and stock return, can be solved, if the credit and the equity market securities are related
through a default risk indicator, resulting from an appropriate structural model estimation, using
only market data.
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Abstract

Although there is a strong consensus that the weights in the cost of capital calculation must be
market value weights, in a business valuation, appraisers do not use an unique approach to
estimate the capital structure that will prevail in the future. In fact, both practitioners and
academics have different takes on this matter. The methodologies proposed are the use of book
values, a target capital structure which presumably would be the optimal and the use of the
industry average capital structure, assuming that it also would be the optimal. All of these
approaches have controversial issues and yield some mathematical inconsistencies. In this paper
we disentangle some of these issues and propose a different approach which solves the
mathematical inconsistencies and it is also suggested for closely-held companies, since it bypasses
the absence of market values.
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Abstract

We use Granger-causality-techniques in order to evaluate inter-temporal relationships between
risk, efficiency and capital. Specifically, we estimate how credit risk, liquidity risk and capital risk
are related to bank efficiency. We use two different measures for bank efficiency, namely cost and
profit efficiency, since these measures reflect different managerial abilities. One is the ability to
manage costs and the other is to maximize profits. Our results mostly apply to current literature in
this field since we find that lower cost and profit-efficiency Granger-cause increases in credit risk.
At the same time, we identify that credit risk negatively Granger-causes cost and profit-efficiency,
hence revealing a bi-directional relationship between these measures. However, results also show
a positive relationship between capital and credit risk, thus displaying that moral hazard (due to
limited liability and deposit insurance) does not apply to our sample of cooperative banks. These
findings may be important to regulators, supervisors and managers in order to identify issues
related to prudence regulation and banking strategies respectively.
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Abstract

Large shareholders may play a major role in the governance of a firm, but very little is known
about the conditions to be met to exert effective control. Based on a panel of French listed
companies and using CEO pay packages to gauge monitoring activities, the study tests for various
characteristics of large shareholdings and control-enhancing mechanisms to identify who the
controlling shareholders are. This is then used in a panel threshold regression (PTR) model that
allows to search for threshold effects and the existence of various regimes in the degree of control.
The model identifies one regime of non-controlled firms, and three distinct regimes of controlled
firms (termed influential, dominant, and exclusive controls) that have differentiated behaviors
when monitoring CEO pay. The study lastly demonstrates the relevance of threshold effects when
testing the impacts of ownership compared to usual linear or non-linear continuous specifications.
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Abstract

A private acquirer has two routes to go public and acquire other firms. It can conduct a reverse
takeover (RT) transaction with a public listed firm to inherit the public listing status as well as the
operational business of the public firm. An alternative route is to complete an initial public
offering (IPO) and acquire other operational business subsequently. | examine factors that
influence the choice between these two routes by studying 66 RTs and 179 acquisition-motivated
IPOs (AMIPOs) listed on the London Stock Exchange during 1995-2012. My results suggest that
private firms with higher leverage and cash-to-total asset ratios are more likely to opt for the RT
route. Although private firms conducting an acquisition-motivated 1PO are on average larger and
less leveraged than peers opt for a RT, | find little evidence that their post-acquisition
performances are fundamentally different. The results also show that RT and IPO firms have
similar board ownership structure immediately after the listing. On average, post-listing firms
have 34% to 36% board ownership, six members per board, and 40% board members as
non-executives. There is no difference in control preferences shown by board directors of private
firms opting for each route. | observe no impact of board ownership structure on the choice of the
listing and the post-acquisition performance.
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Abstract

We examine the impact of a supplier’s listing status on its provision of trade credit. We find that
the amount of trade credit supplied by public firmsis nearly a quarter higher than that provided by
private firms. This finding is statistically and economically significant, and is robust to controlling
for endogeneity and sample selection. We aso find that public firms that are large, have low
tangibility, high sales volatility, high bargaining power, and high growth opportunities provide
more trade credit than their private counterparts. Further, compared to privately held companies,
publicly listed firms supply more trade credit in differentiated and service industries, but less trade
credit in retail and wholesale, standardized, and concentrated industries. The financial crisis of
2007-09 had no differential effect on the level of trade credit offered by public and private firms
as both of them cut back on their provision of trade credit during this period.

Page 95/256



@ E-PROCEEDINGS

Bank debt and trade credit for SM Es: international evidence

Guillaume Andrieu
Montpellier Business School, France
g.andrieu@montpellier-bs.com

Raffaele Stagliano
Montpellier Business School, France

r.stagliano@montpel lier-bs.com

Peter Van der Zwan
Erasmus School of Economics, Netherlands
vanderzwan@ese.eur.nl

Abstract

This paper examines the links between firm age, firm size and the ability to obtain capital in a
sample of European SMEs. The results indicate that age and size are positively linked to debt
capacity. Furthermore, our analysis reveals that it is crucia to distinguish between bank debt
financing and trade credit. Young and small firms are more subject to denial due to the higher
moral hazard they represent for a bank. Only very young firms are more constrained for trade
credit. The results of simultaneous analysis show that trade credit is positively related to bank
credit financing, thus providing empirical support for the complementarity of these forms of
financing.
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Abstract

This study investigates the relationship between ownership structure and mergers and acquisitions
decisions for a comprehensive sample of 195 companies listed on the Swiss Exchange for the
period 2003-2013. It examines if different ownership structures influence the probability of
engaging in M&A as well as the value creation of these operations around announcement date.
The paper focuses on family firms and analyses the influence of several characteristics (such as
generation, involvement into the management or lone presence) on M&A. The results show that
the likelihood of engaging in M&A decreases with the presence of a family as the controlling
shareholder and is even smaller in family firms with only one member or in firms that are actively
managed by the family. Value creation in M&A does not appear to be influenced by ownership
structure. However, value creation by some type of family firms (those with several members and
those with no family member involved in the management) is negatively perceived by market
participants.
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Abstract

More and more double bottom line microfinance institutions, which pursue both socia and
financial objectives, have adopted an incentive scheme to motivate their credit officers to improve
their financial performance. However, the crowding-out hypothesis, developed by some
psychologists, suggests that monetary rewards may not always be optimal as they may reduce
prosocial motivation. Therefore, according to this theory, loan officers may be less willing to take
care about clients when receiving financial incentives, what might then jeopardize the social
mission of the microfinance institution. In this paper, we attempt to suggest, with a mathematical
model, an optimal incentive scheme microfinance institutions could rely on in order to increase
their financial profit while preserving loan officers prosocial motivation.
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Abstract

We use high frequency data on the Colombian local currency bond market to measure the effects
of the Global Financial Crisis (GFC). We assume that the US market acted as a transmission
mechanism for the crisisin a standard market model. We control for confounding effects from the
events that originated from the crisis by taking into account the effect of global, regional and local
macroeconomic surprises in the period before, during, and after the GFC. We conclude that there
was resilience and decoupling of the Colombian local currency bond market from the events of the
GFC.
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Abstract

Doubts are rising whether bond indices, in the way they are constructed, are effective in their role
of representing the markets they are designed for. Since index constituents are defined on market
shares —the larger the debt obligation, the larger the share in the index— it may be that certain risks
related to a high level of indebtedness are being accentuated which are not necessarily
representative for the market as a whole. Undue debt levels would in theory not arise in an
information-efficient market, however, if prices are distorted, it makes sense to compensate for
that and add elementary information on the debt issuers to the index construction process. We test
how that works out on corporate bonds. We build a bond index that is based on firm accounting
datarather than debt size, and give evidence that it may serve as a market proxy.
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Abstract

We develop econometric tools for studying jump dependence of two financial processes from
high-frequency observations on afixed time interval. In this context, only segments of data around
a few outlying observations are informative for the inference. We derive an asymptotically valid
test for stability of alinear jump relation over regions of the jump size domain. The test has power
against general forms of nonlinearity in the jJump dependence as well as temporal instabilities. We
further propose an optimal estimator for the linear jump regresson model that is formed by
optimally weighting the detected jumps with weights based on the diffusive volatility around the
jump times. We derive the asymptotic limit of the estimator, a semiparametric lower efficiency
bound for the linear jump regression, and show that our estimator attains the latter. The analysis
covers both deterministic and random jump arrivals. A higher-order asymptotic expansion for the
optimal estimator further allows for finite-sample refinements. In an empirical application, we use
the developed inference techniques to test the stability (in time and jump size) of market jump
betas.
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Abstract

This paper shows that a common bond covenant-the negative pledge covenant—effectively allows
firms to securitize debt claims of different maturities and limit the amount of debt raised on any
given maturity. The negative pledge on longterm debt contracts does not allow future debt issues
to dilute existing claims, which keeps the maturity structure from unraveling to the very short end.
Thus, secured long-term debt recovery values are pinned to economy fundamentals, while
short-term debt recovery values are endogenous to future bond prices, because the covenant
protects the value of the assets that back the long-term claims. We show that an optimal debt
liability structure with multiple maturities emerges. Our model of debt maturity highlights the
empirical observations that the debt liabilities of firms in the real sector: 1) often have negative
pledge covenants, 2) are issued on different maturities, and 3) are held by multiple creditors.
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Abstract

In order to make informed, value creating investments, one of the tools to the disposal of analysts
and investors is a number of share valuation models that calculate the intrinsic value of a share.
This study aims to determine which share valuation model calculates an intrinsic value of a share
closest to the market share price. An extensive literature review examined the construction of
different share valuation models, the factors that affect the correctness of such valuation models
and the conclusions of other studies related to equity valuation and market share price comparison.
The literature aso highlighted the models which were used in this study to calculate intrinsic
values of shares, namely the free cash flow to equity model, the free cash flow to the firm model,
the Gordon growth model, the multiples valuation model and the residual income model The
outcome of the analyses and comparisons show that some share valuation models paint a more
accurate picture of the actual share price of a firm than others. The multiples valuation (MV)
model in particular gave the closest intrinsic value to market share price than any other valuation
model. It also outperformed al the other valuation modelsin terms of industry and it delivered the
least issues in terms of missing information, which generally result in an inability to calculate an
intrinsic value. It is therefore recommended that in order to use share valuation models to calculate
the intrinsic value of shares, the market multiples should be the preferred model, but other
valuation models should be used in conjunction with the MV model to assist analysts and
investorsin their investment decisions.
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Abstract

We assess the degree of market fragmentation in the euro-area corporate bond market by
disentangling the determinants of the risk premium paid on bonds at origination. By looking at
over 2,400 bonds we are able to isolate the country-specific effects which are a suitable indicator
of the market fragmentation. We find that, after peaking during the sovereign debt crisis,
fragmentation shrunk in 2013 and receded to pre-crisis levels only in 2014. However, the low
level of estimated market fragmentation is coupled with a still high heterogeneity in actual bond
yields, challenging the consistency of the new equilibrium.
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Abstract

Cyber risk, a type of operational risk, is today considered a key component in the enterprise risk
management framework. Under BASEL regulations, a bank could recognize the risk mitigating
impact of the Cyber Liability Insurance (CLI1) contract while calculating the minimum operational
risk capital requirement. Despite this benefit and the onerous data protection acts, organizations
are still reluctant to buy CLI contracts. In this work, we price and analyze a CLI contract using
Gumbel copula and evaluate the contract’s cyber risk mitigation effectiveness. We find that the
structure of the CLI contract may be inefficient at mitigating the cyber tail risk and propose a case
for a traded cyber risk index similar to the Property Claim Services (PCS) index for the
catastrophic risk. A traded cyber risk index could offer wider cyber risk hedging alternatives to the
insurers. Given such risk hedging alternatives, the insurers would have lower impetus to set
conservative limits in the CLI contracts thus making the contracts more useful for the
organizations.
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Abstract

Banks play a very important role in the development of a country. They are the growth drivers but
are also exposed to a number of risks. Banks today are judged not only on the basis of number of
branches and volume of deposits but also on the basis of quality of assets. The Indian banking
sector today is facing a serious problem of Non- Performing Assets despite various acts such as
DRT and SARFAESI Act. The paper tries to understand the trends of NPAs in the Indian Banking
sector( Public , Private and Foreign ) and also analyse the sector wise influence of NPASs. It also
aims to analyze whether there is any difference in NPA occurrence between various banks and
tries to ascertain relationship between NPAs and ROA. The authors have taken the data for 14
years (2000-2014) of the Indian banking industry and have used statistical tools like descriptive
statistics, anova single sactor, independent t- test, post hoc analysis, Karl Pearson’s Coefficient of
Correlation . The findings SPSS reveal that the NPA of public sector is highest and has increased
significantly whereas in private sector the percentage growth has come down. The paper aso
shows the negative relation between the NPAs and profitability of the bank. Moreover, it reveals
that for public sector banks, priority sector NPAs are not significantly different from that of non-
priority sector.
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Abstract

This paper develops an economic framework to analyze the exchange rate of a virtual currency
and its main drivers. Three components are important for the exchange rate: First, the actual use of
the virtual currency to process rea payments. Second, the decision of forward-looking investors to
buy virtual currency (thereby effectively regulating its supply). Third, the elements that jointly
drive future consumer usage and merchant acceptance of the virtual currency, which determine
expected long-term growth in usage. The model predicts that, as a virtual currency becomes more
established, the exchange rate become less sensitive to the impact of shocks to speculators’ beliefs
and their inflow and outflow into the virtual currency market. This undermines the notion that the
volatile exchange rates of virtual currencies will prohibit their widespread usage in the long run.
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Abstract

Using data from eleven African stock markets between the years 2000-214 and adopting the
Markowitz optimization technigue, we construct the optimum portfolio and the minimum variance
portfolio across eleven African stock markets. We find that, efficient alocation of assets across
the African continents can offer better risk-return trade off than an investment that is country
specific. The result is robust, as the bootstrap technique adopted did not significantly vary the
results. Finally, comparing the risk and return of the optimum portfolio to the Standard and Poor
Dow Jones index showsthereisareward for bearing extrarisk to invest in Africa.

Page 108/256



@ E-PROCEEDINGS

CONFIDENCE, OVERCONFIDENCE AND THE 2007-2009 FINANCIAL
CRISIS

Damiano Bruno Silipo
Universitadella Calabria, Italy
silipo@unical.it

Giovanni Verga
Universitadi Parma, Italy
ver r@gmail.com

Svetlana Hlebik
Universita Cattolicadi Milano, Italy

Abstract

We study the role of confidence and overconfidence on bank risk taking and performance, using a
large sample of American and European banks in the period 2000-2013. First, we build up a new
indicator of confidence and overconfidence, based on the provisions banks hold to face expected
future losses. Then, we show that more confident banks are more willing to leverage and have a
higher propensity to lend. But, higher confidence and lending does not lead to greater bank’s
profitability. By contrast to the literature on overconfidence, we find that the difference between
confident and overconfident behavior relies more on the intensity of confidence than on the
quality of the behavior between these two categories of banks. Finally, we show that the most
confident banks before the 2007-2008 financial crash (the American banks and the overconfident
banks) faced the highest losses during the crisis.
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Abstract

We find that the occurrence, scope and busyness of busy directors can significantly increase firms
stock price synchronicity with the market using the data of Chinese publicly listed firms from
2003 to 2012. Busy directors can increase stock price synchronicity by serving as conduits for
information sharing and transferring across firms, rather than by reducing monitoring leading to
lower firm-specific information. These effects are more pronounced when busy directors are
inside directors, older and more experienced. These results are robust after addressing the
endogeneity issues with the dynamic panel GMM estimation and the two-stage estimation with the

instrument variable. The findings of this paper highlight the importance of corporate leader human
capital factorson firms systematic risk.
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Abstract

The paper presents a new approach to estimating the minimum variance hedge ratio (MVHR). We
employ the wild bootstrapping method in a time-varying framework to enhance the estimation of
OLS regression and report the bootstrap distribution of the hedge ratios, which is more
informative of uncertainty than point-estimate approaches. The bootstrapping methodology is
employed to remedy heteroskedasticity and normality assumption issues associated with the
traditional OLS hedge ratio. The effectiveness of the bootstrap percentile based hedging is
compared to conventional static and dynamic strategies such as the naive hedge and
DCC-GARCH model in various asset classes. The paper concludes that the predictive power of
the bootstrap percentile based hedging is better than the alternatives conventionally used in risk
management. The uncertainty of MHVR estimation is examinable by the bandwidth of the
bootstrap percentiles during historical turbulent periods. In summary, DCC-GARCH hedge ratios
with conditional variance are significantly more volatile than the bootstrap percentile based hedge
ratios. Strategies using MVHRs from percentiles of the bootstrap distribution, especially at the
median, amost outperform their counterparts from DCC-GARCH model and the naive hedge in
terms of hedging effectiveness, downside risk and the hedged return fluctuation. As trendy
convergence to 1 of the bootstrap hedge ratios, the naive hedge can be seen as a rationa strategy
in normal market conditions, particularly for risk exposure in commodities.
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Abstract

We document a curvilinear relation between credit ratings and acquisitions. Acquisitions first
Increase and then decrease as ratings improve, with a high around the A? threshold. The increase
at low rating levels is accompanied by lower announcement returns. Acquisitions have a negative
impact on future ratings for highly-rated firms, and a positive impact for firms with low ratings,
even after controlling for all the characteristics potentially influenced by the transaction. These
results indicate that credit ratings exert substantial influence on the acquisition process, and that

rating agencies pay particular attention to acquisitions when deciding on the creditworthiness of
firms.
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Abstract

The fundamental value of a company share is commonly calculated as the present value of future
expected dividends, typically modelled as some function of the firm’s future accounting earnings
and/or book values. However, when substantial magnitudes of trades in the stock market are made
by “uninformed” investors, the observed price might only be a noisy reflection of this fundamental
value. For an informed investor, this potentially creates a value-enhancing opportunity. In
principle, the investor can either wait for the dividends to be realised, or sell the stock. It can be
rational to sell when there is a mispricing, such that the share price is higher than the present value
of future expected dividends, but the intriguing question is. How much higher than the
fundamental value should the price be to sell? We formalize this question as a so called stopping
problem, and show that substantial mispricing typically is required before any trading should take
place. Hence, market mispricing cannot really be expected to “immediately” correct itself, but can
actually be present for long periods of time. Our modelling sheds new light on stock market
bubble phenomena, as well as provides a tool for fund managers to rationally determine trading
strategies in their portfolio management.
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Abstract

This paper finds that firms react to short-sales pressures by undertaking less risk. Using a
regulatory change (the pilot program on margin trading) on Chinese A-share market as a
quasi-natural experiment, this paper finds that after the inclusion of the short-sales list, firms
cash-flow volatilities decrease significantly. Also, these pilot firms hold more cash, take less debt,
invest lessin R&D and involve in fewer mergers as acquirers comparing to an average firmin the
same industry. Further analyses indicate that the negative impact of short selling is more
pronounced in the subsamples with weaker internal governance. On the contrary, firms with
stronger internal governance increase managerial risk exposures by increasing manageria
ownership. In addition, short selling can impede firm risk-taking by decreasing the holdings of
dedicated ingtitutional investors. These findings confirm that short selling has real effects on firm
risk-taking, and reveal a channel through which capital market frictions can affect real economic
activities.
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Abstract

We analyze the relation between ownership structure and post-merger performance of acquiring
firms. We find that firms with lower ownership concentration of promoters are characterized by
superior post-merger performance. Ingtitutional investors invest more in firms with lower
concentration of promoter ownership but institutional holdings are not systematically correlated
with post-merger performance. We bifurcate our sample into acquisitions taking place before and
after 2006 — the year that started a marked and continued increase in foreign direct investment into
India. We do not find that such foreign direct investment creates value for the shareholders of
acquiring firms
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Abstract

We find that local investors do better than foreigners in terms of trading execution. However
foreign investors obtain better returns than local individuals both in short and long term. Local
ingtitutions are the best group on both dimensions. Our result reconcile apparent contradictions in
the international finance literature on who invests better in an emerging market. These
contradictions disappears with a more careful formulation of the research question at hand. The
traditional Locals vs Foreigners or Institutions versus Individuals is too simplistic because it
doesn’t distinguish between the different dimensions of performance. Our study makes use of two
unique databases of Colombian stocks and acts as out-of-sample test of previous findings.
Moreover, we provide evidence that the better performance of Institutions and Foreignersis driven
by information advantages.
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Abstract

Our main objectives are to assess the risk-taking behaviour of Central and Eastern European banks
according to their ownership structure and, which is the most important, the role of the banking
regulation, bank activity diversification and of the sources of funding on their risk-taking. We
apply market-based risk measures, which consider the market perception of risk, and an improved
Z-score, which allows for an asymmetric distribution of returns on assets. We conclude that
state-owned banks are the most risky and foreign banks the least risky institutions. Moreover, in
the eyes of the market, public banks are still the most risky, regardless their balance-sheet policies
and the nature of banking regulation. Besides this new result, with higher interbank deposits and
long-term funds ratios, they have, on the other hand, the lowest risk measured with Z-score. We
also find that state-owned banks with more diversified income activities are more risky. On the
other hand, more concentrated are these banks on non-interest income activities higher are their
Zscores. The last result is obtained for foreign and private banks but with larger extent. Finally, in
countries and times with strengthened banking regulation, foreign and private banks are less risky,
with respect to Z-score measures, but state-owned institutions are insensitive.
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Abstract

In the theory of banking, prudent risk management is perceived as being necessary to curb the
excessive procyclicality evident in many activities of banks. As banks differ in their risk
management approaches, their sensitivity to the business cycle is aso far from uniform. This
paper aims to identify the sources of such diverse relationships between loan-loss provisions
(LLP) and the business cycle. Using the two-step system GMM Blundell and Bond estimator on a
panel database of over 3000 banks operating in the European Union (EU) in 1996-2011, this study
documents a large cross-bank and cross-country variation in the relationship between |oan-loss
provisions and the business cycle and explores bank-management specific, bank-activity specific
and country-specific features that explain this diversity. Our results indicate that LLP in large,
publicly-traded and commercia banks, as well as in banks reporting consolidated statements, are
more procyclical. More restrictive capital standards and better investor protection are linked with
weakened procyclicality of LLP. Neither official supervision nor private-market monitoring is
effective in reducing the procyclicality of LLP. Thus, our study supports the view that
microprudential supervision is not sufficient to combat the procyclicality of the banking sector,
and therefore should be supplemented with macroprudential supervision. Moreover, as large banks
LLP are definitely more procyclical, we provide empirical support for the post-crisis restrictive
regulations (Basel |11 and macroprudential policy) of systemically-important financial institutions
(SIFIs). This study also lends empirical support to the hypothesis that more income smoothing and
greater coverage of expected |oan losses reduce the procyclicality of LLP.

Page 118/256



@ E-PROCEEDINGS

How international orientation of top managerial teams may (not) moder ate the
performance of serial acquirers?

Suparna Ray
University of Exeter Business School, United Kingdom
sr360@exeter.ac.uk

Grzegorz Trojanowski
University of Exeter Business School, United Kingdom
G.Trojanowski @exeter.ac.uk

Dorota Piaskowska
University College Dublin, Ireland

dorota.piaskowska@ucd.ie

Rajesh Tharyan
University of Exeter Business School, United Kingdom
R.Tharyan@exeter.ac.uk

Abstract

Extant literature has mostly studied serial acquirers with one-time acquirers. Looking at value
creation exclusively by these frequently acquiring firms from the UK, engaging in cross-border
acquisitions, we attempt to demystify the potential role of previously identified factors affecting
their short-run returns against the backdrop of ‘international orientation’ of their top managerial
teams (TMTSs). Taking a more comprehensive view of earlier research, in this study we focus upon
which of the forecasted effects, i.e. learning or post-acquisition integration issues, predominate,
when TMTs of such firms have either international experience or host country familiarity or mix
of diverse nationalities. In other words, we analyse whether the investors perceive the acquisition
announcements by such multiple acquirer firms with such internationally oriented TMTS,
favourably. Testing for the non-linear moderating influence of TMT orientation with 1777
firm-year observations by 278 serial acquirers over a period of 1999 until 2008, we documented
the negative influence of ‘indigestion’, as an outcome of both frequent acquisitions and higher
transaction values, cumulated over a prior three-year event window. Nevertheless, this detrimental
impact was likely to be mitigated at higher levels of international experience of acquirer
executives. However, our findings failed to substantiate either the postulated benefits of
‘organizational learning’ or any moderating impact of TMT orientation thereon. These empirical
results highlighted that when the hypothesized notion of indigestion effects outweighed that of
learning for these serial bidders, moderating benefit of their internationally oriented TMTs is
non-linear. Our study in this respect brings together the contradictory theories and evidences from
extensively different streams of behavioural corporate finance, international business, upper
echelons, etc., revealing new insight on frequently acquiring firms understudied until now.
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Abstract

The literature on project finance appraisal contains several ambiguities primarily concerning the
correct way of equity cash flow determination. The paper elaborates on the idea that the actual
dividends approach, despite being inconsistent with the assumptions that underlie the fair value
estimation, is the most suitable for project finance venture appraisal, taking into consideration the
inherently specific timing of the cash flows. We propose a coherent model of valuation of these
types of projects to avoid misevaluation. Next, the paper illustrates its application in a numerical
example that demonstrates that the potential dividends methodology of equity cash flow
estimation imported from the corporate finance world leads to erroneous valuation (either under-
or overvaluation) of project finance investments. Moreover, the simulations demonstrate that the
scale of this misevaluation is an increasing function of the debt covenants' duration, the required
rate of return and the investment outlay dispersion over time.
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Abstract

The United Kingdom (UK) and Continental Europe are two of the most dynamic markets for
mergers and acquisitions in the world. In this paper we investigate the effect of M&A
announcements on stock returns of acquiring companies located in Continental Europe and the
UK using a sample of 2,823 European acquisitions announced between 2002 and 2010. The
analysis is based on characteristics of takeover transactions such as method of payment, listing
status of the target company, geographic scope (cross-border vs. domestic), industry relatedness of
the bidding and the target company, amongst other factors. We find that European bidders
regardless of their location earn positive abnormal returns and there is a statistically significant
difference between the abnormal returns of stock and cash deals, and between acquisitions of
listed and unlisted target companies. Short-term wesalth effects are not statistically different
between cross-border and domestic acquisitions whether the bidder is located in the UK or
Continental Europe. However, we find that bidding firm’s shareholders gain more in equity than
in cash offersif they are located in the UK and if they acquire unlisted targets. Cash bids for listed
targets are associated with higher abnormal returns when bidders are located in Continental
Europe. We do not find evidence that industry diversification destroys value for the shareholders
of both Continental European and UK bidders.
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Abstract

Corporate diversification benefits employees by decreasing the risk of losing jobs due to financial
distress and bankruptcy of their firms. However, its implication for wage is ambiguous. This
article examines the possibility that the effect of firm scope on wage is contingent upon employee
bargaining power based on a sample of public Japanese firms, for which significant diversification
discounts have been documented. | find that diversified firms pay significantly higher wages than
representative focused firms in the same industries only when their employees are unionized.
Executive managers (“top employees’) also receive higher pay when their firms are diversified
and unionized. My results suggest that diversification is valuable for organizational insiders,
especially powerful ones, even when it is not for shareholders.
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Abstract

Electronic Banking has brought dramatic variations and new dimensions which have modernized
the behaviors in which banks are functioning. Indeed, these dimensions also bring an influence on
the performance of banking sector. In this study, we have developed an integrated mathematical
model to analyze the impact of E-banking on the performance especially in terms of profit margin
of those banks who have adopted it recently in Pakistan for the period of less than 5 years while
incorporating the effect of all factors which are key to embrace the electronic banking. Total of 4
commercial banks of Pakistan are considered for analysis. By applying the OLS (Ordinary Least
Square) method on the concerned sample, the results show that adoption of electronic banking
facilitation have substantial influence on performance in terms of margin of the banks who have
adopted it recently. Definitely, it will bring a competitive edge for these banks not only in Pakistan
but also at international level in this era of economic loss.
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Abstract

This paper examines how the alignment of views between policymakers and investors regarding
the European Central Bank monetary policy drives the sovereign yield spreads of the euro area.
More speci cally, we contribute to the literature through a measurement of the alignment of views
between investors and policymakers via a systematic interpretation of both the introductory
statement and the following questions and answers part of ECB press conferences in a latent
semantic analysis framework. Our sample period, spreads over two presidential mandates, covers
quiet and more stressful periods. Most notably, we show how a better alignment of views between
the ECB board of governors and investors signi cantly reduces the level of sovereign yield
Spreads.
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Abstract

We study sovereign market malfunctioning (breakdown of conditional correlations between the
risk-free rate and sovereign yields) and fragmentation (degree of dispersion among sovereign
market malfunctioning states) in the euro area. We use smooth transition conditional correlation
GARCH (STCC-GARCH) specifications and control for credit risk in both the mean equation and
the variance equation, thereby introducing an STCC-GARCHX model. The empirical findings
support the view that fear and panic severely affected the euro area sovereign debt markets over
the period 2008-2012. We also provide methodological contributions by estimating all parameters
at once for both the original models and the STCC-GARCHX specification.

Page 125/256



@ E-PROCEEDINGS

THE IMPACT OF STOCK LIQUIDITY ON IDIOSYNCRATIC
VOLATILITY: EVIDENCE USING DECIMALIZATION

Ozkan Haykir
University of Exeter, United Kingdom
oh243@exeter.ac.uk

Abhay Abhyankar
University of Exeter, United Kingdom
A.Abhyankar @exeter.ac.uk

Richard Harris
University of Exeter, United Kingdom
R.D.F.Harris@exeter.ac.uk

Abstract

This paper examines the causal effect of stock liquidity on idiosyncratic volatility. We find that
increase in stock liquidity have lower idiosyncratic volatility. Using an exogenous event, namely
decimalization, which occurred in the U.S. equity markets at the beginning of the 2001, and which
involved the reduction of the trading quote size to one penny as our instrumental variable, we
employ Two Stage Least Squares (2SLS) methodology to examine the causal effect of stock
liquidity on idiosyncratic volatility and present evidence that decline in stock liquidity leads to a
greater idiosyncratic volatility. This paper also supports prior analyses that idiosyncratic volatility
and liquidity of stocks are negatively correlated and tick size change in the major three equity
markets improves the liquidity of stocks.
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Abstract

| analyze the provision of liquidity by banks in the sovereign debt market and the spillovers to the
supply of credit. For identification, | use an index-rebalancing event in Colombia, in which JP
Morgan decided to increase Colombia's weight amost three times in their local currency
government debt indexes (GBI). | show that this reconstitution induced large purchases of
sovereign debt in local currency by foreign investors and sales by commercial banks. This
permanent decrease in sovereign debt holdings of financial intermediaries was driven by
commercial banks officially designated as market makers in the treasury market. These banks
relatively reduced their ratio of sovereign debt to assets on average by 3.5 percentage points. In
turn, this differential activity by the two types of banks had consequences for credit. | find that
market-maker banks had a larger average growth of commercial credit when compared to non-
market maker banks. Overall, market-maker commercial banks rebalanced their portfolio from
sovereign debt to credit, increasing their commercial credit to assets ratio by 3 percentage points,
suggesting large economic consequences of index rebalancing for the real economy.
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Abstract

Systemic risk and systemic importance are two different concepts that came out of the crisis and
are now widely used. However, some misunderstandings still exist. This paper provides some
clarifications about their meaning, information content and measurement and a way to integrate
them within a common framework. In fact, they can be easily integrated under a credit risk
perspective, where systemic importance can be interpreted as the LGD, and the systemic risk
contribution as the PD. Empiricaly, they provide different information and it is worth
investigating both to have a more thorough understanding of the aggregate systemic risk
exposure.
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Abstract

The local-volatility (LV) model is an option pricing model that assumes the instantaneous
volatility is a deterministic function of the asset price and time. The LV model is popular because
of its ability to retain the preference freedom of the Black-Scholes model. Binomia tree is a
prevalent numerical method for the LV model. However, past attempts to construct a tree are
prone to having invalid transition probabilities. In fact, this problem occurs even when the
volatility surface is flat, which is the assumption of the Black-Scholes model. This paper unearths
a potentially fundamental reason for that failure via stability analysis of the related nonlinear
dynamic systems: The binomial trees contain repelling fixed points. The requirement of having
only attracting fixed points motivates our novel tree structure. As valid and efficient binomial
trees for the general LV model remains elusive despite decades of research, this paper presents
one such tree when the LV model is separable in asset price and time. The tree is named the
waterline tree because its upper part matches the moments of the asset price, whereas the lower
part matches the moments of its logarithmic price. Numerical results confirm the excellent
performance of the waterline tree.
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Abstract

During the last 20 years, many asset/fund managers proposed different absolute return strategies to
gain positive returns in any financial market condition. These kind of financial products were
created without a comparison benchmark, based only on a floor return: the Euribor. Euribor plus
products became very popular from 2000 to 2007, but only few investors obtained good returnsin
the following period 2008-2011. In this study we propose a return parity strategy based on a
guantitative methodology exploiting the logic of Konno and Y amazaki model. This tool offers to
the risk-averse investor, atarget return regardless of the beginning of the investment horizon. This
paper analyzes the application of the return parity strategy to indexes of different financial
markets.
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Abstract

The purpose of this paper is to examine the long-term relationship among the macroeconomic
variables of a single currency union in the GCC region. To ascertain if arelationship really exists,
among the variables, the authors adopt a quantitative research method relying on secondary data
from 1990-2014. The sourced data on consumer price index (CPI) and gross domestic product
(GDP) for the six GCC countries were analysed using econometric analysis. The results of the
econometric analysis have evidently shown that there exists long run relationship among the GCC
with regards to non-stationary CPI and GDP. The results indicated that a single currency agendais
appropriate in the GCC region. The practical implication of the paper is that despite the emerging
issues in the Gulf region, the single currency union is still feasible in the light of the positive
long-term relationship among macroeconomic variables for a single currency union. The paper
concludes with policy recommendations for take-off of a single currency union.
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Abstract

Access to formal credit for small- and medium- sized enterprises (SMES) is crucia to the survival
of their businesses, as they rely on bank credit markets more than large firms. Once financed,
enterprises may experience different price-terms and conditions of their funding that vary, inter
alia, according to firm's creditworthiness, leverage and profitability. Nonetheless, a branch of the
literature highlights the existence of possible differences in the price conditions applied by banks
because of the gender, race and ethnicity of a firm's manager. In this paper we address the
guestion whether the manager’s gender affects the cost of bank financing faced by SMEs. To this
end, we employ 19,969 observations related to a sample of non-financial firms across 11 Euro
area countries, during the years 2009-2013. We contribute to the literature by conducting our
analysis on the ECB SAFE dataset, which provides comparable financial information on European
enterprises on a bi-annual basis. Our results show that female-led firms face higher costs of
funding than their male counterparts, after controlling for arich set of variables. This evidence is
robust and stable to different model specifications and different methodol ogical approaches.
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Abstract

Due to the success of the Fama/French three-factor model, many factor sets for non-U.S. stock
markets have been estimated and applied. Exporting a specific factor model from the U.S. to
another country seems to be an easy and well-defined task. We use the example of Germany to
illustrate that this is not the case. The factor sets offered by seven providers who all intend to
exactly replicate the four-factor model with German data take the country-specific institutional
settings into account in different ways. As a consequence of these differ-ences and of quality
problems in the underlying databases, the factor time series differ consid-erably and produce very
different results in two standard applications. We can well imagine that similar problems exist for
other countries, especially because four of the seven providers of factors for Germany offer
identically calculated factors for a large number of countries. In addition to noting problems, we
give advice to providers and users of non-U.S. factor sets.
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Abstract

We argue that the combination of a mandatory saving period as a precondition for loan approval
can be used as a mechanism to improve the creditworthiness of the pool of borrowers. This is
based on the argument that the personal creditworthiness of a borrower is strongly correlated with
his ability to save on a regular basis. Using in house data of a large german CSH supplier we
estimate a Cox Proportional Hazard Model to show that default rates of CSH contracts are in fact
lower than those of comparable loans. This effect remains after controlling for other information
on the creditworthiness of the borrower.
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Abstract

Competitive-dynamics theory explains the motivations and behaviors of M&A activities, which
are of significance to the oil industry. This paper aims to analyze the impact of firm characteristics
on oil & gas companies decisions of whether and when to participate in industrial M&A waves.
According to the “Awareness - Motivation - Capability” (AMC) model in competitive-dynamics
theory, this paper focus on three characteristics of oil companies. the strategic orientation, the
resource endowment and the management structure. By using industrial M&A data of the last
three decades, this paper quantifies the merger timing of oil company in the M&A waves to test
the hypotheses based on competitive-dynamics theory and the distinctiveness of the oil industry.
The empirical evidence shows that the probability to involve in an M&A wave is positively
correlated with firm size, petroleum resources and financial performance. In particular, firm size
and petroleum production have a more significant effect on the initiatives to take a move at the
early stage of M& A wave.
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Abstract

This study investigates the behavior of informed traders in the emerging Indian market using high
frequency transactions data and documents four major findings. Firstly, the informed traders group
together at the opening and closing hours of the day consistent with the theory of Admati and
Pfleiderer (1988). This behavior of informed traders explains the “U” shaped pattern observed in
intraday trading volumes. Secondly, few large trades predominantly contribute to the price
movement compared to numerous small trades. Thirdly, the strategic behavior of stealth trading
by informed traders was low for highly active securities and high for lesser active securities.
Lastly, the informed traders conceal their private information by trading strategically in such a
manner that the overall efficiency of the market remained unaffected.
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Abstract

This paper provides a comprehensive analysis of whether stock returns in Europe are best
characterized by country-specific or Europe-wide versions of widely used factor models. The
paper offers an explanation to the puzzle of why Fama and French (2012) detect value and
momentum premiums but no size premium in Europe. Furthermore, my findings shed new light
on these premiums and present a challenge to existing applications of widely used factor models
as | show that athough the value and momentum premiums exist at a Europe-wide level, the size
premium is country-specific.
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Abstract

We study the impact of executive stock options on the trading environment of the firm’s stock by
utilizing exogenous variation in option compensation due to the revision of the Statement of
Financial Accounting Standards No. 123 in 2006. We find that the negative shock to options
compensation results in a decline of stock liquidity, measured by a wide range of liquidity
measures as well as by their principal component, relative to a control sample. Our subsequent
findings that executive options tend to increase the breadth of equity ownership while they exhibit
no significant impact on the informational environment of the firm suggest that executive options
affect liquidity through their impact on investor behavior.
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Abstract

Since the 2007 financia crisis, the levels of interest rates in many countries are time to time so
low such that the common and classical models fail to be functional. Very recently Meucci A. and
Loregian A. (2014) have proposed an interest rates approach, based on the inverse-call
transformation, which is very transparent from the practical point of view, in comparison with
other available models aiming at avoiding negative interest rates. However some related technical
difficulties and usual expected characteristics remain to clarify. Our purpose in this paper is to
perform further analyses, related to the valuation, simulation and sensitivities of bonds under this
mentioned interest rate model. We expect to provide here both a reference document and R codes
implementation alowing the reader to benefit and test immediately the bond pricing and
sensitivities under this model allowing to account for both the low and high interest rate regimes.
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Abstract

It isawell known fact that the Government of India has taken various steps for alleviating poverty
since Independence. However, in spite of the various efforts, amost 27 percent of the total
population in India continues to be below the poverty line. The strategies of development and
inclusive growth with higher economic growth rate have come into the limelight in the
developmental policies of emerging market economies (EMESs) or Globalization. In India a large
segment of the working population isin the age group of 15-40 years. That iswhy Indiais ayoung
country of the World. Now, the question is that how can we explore this segment properly?
Inclusive growth also means that there is an active participation of al segments of the
society/nation in the economic development processes. The active participation of the poor and
extremely under privileged people is possible when there is an increase in their income, socia
mobility or socio-economic change and the participation of the youth given employment
opportunities. Both things are collectively can possible through investment or financial inclusion
that can generate the employment opportunities and per capitaincome in the country. Attempts are
made to evaluate some programs covering at the same time, the RBI as well as NABARD
endeavors to spread the benefits of financial development to the grassroots level. The
Microfinance set up to now could to establish successfully a strong base in India for financial
inclusion. At present about 10,000 NGOs are implementing micro-finance projects in India. Some
of them are leading MFIs (micro-finance institutions) playing the role of socia intermediation.
Even some SHGs strengthened people's livelihood through micro-finance delivery. Ther
strategies have been discussed in this paper and | have tried to establish a relationship among
microfinance, financial inclusion and economic development in Rajasthan.
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Abstract

We examine changes in market assessments of risk of global banks surrounding the passage of the
Dodd Frank Act. We provide empirical evidence that discretionary risk-taking by global banks has
declined following the passage of the Act. Our results show that global systemically important
banks experience significantly greater reduction in risk than that of non-globa systemically
important banks. This evidence is consistent with the Act’s objective of reducing the risk of bank
failure which is the ultimate goal of ending the too-big-to-fail doctrine for large interconnected
financial institutions. Our analysis also reveals that banks exhibiting characteristics consistent with
riskier business strategies prior to the Dodd-Frank Act experience the greatest risk reduction.
Global systemically important banks that alter their business practices by increasing capital ratios
and reducing their non-performing loan ratio following the passage of the Act are likely to
experience significant reduction in their idiosyncratic risk and their total risk. Overall, our results
support the efficacy of Dodd-Frank in reducing the risk in the global financial system.
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Abstract

This paper postulates that loan contract characteristics, such as maturity of loans and period of rate
fixation, play a major role in shaping how swiftly lending rates react to monetary shocks and for
explaining diverging speed of transmission of monetary policy across euro area countries. Thisis
particularly the case between the so called “peripheral” countries and core countries, two groups
of countries which happen to have similar loan contract characteristics within each group but very
different contract characteristics between the two groups. The paper also discusses how, following
amonetary shock, loan contract characteristics may influence, to a large extent, rent redistribution
between borrowers and lenders but also within borrowers and between countries.
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Abstract

The paper presents an iterative algorithm alowing to quantify changes to the company’s capital
structure necessary to reach the optimum and estimate the gains in value resulting from transition
to the target leverage ratio. The paper maintains that certain benchmarks — i.e. industry average
financial leverage and unlevered beta corrected for cash — allow to determine the parameters of the
optimal capital structure for the company, and that a failure to adjust accordingly may result in
value destruction. The proposed model facilitates financing decisions by yielding the figures of
debt issue/repayment or equity investment necessary to achieve the optimal debt-to-equity ratio.
Additionally, the algorithm alows to estimate the increase in value generated as a result of
transition to the suggested target capital structure.
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Abstract

A series of Italian Bankruptcy Law reforms allows us to disentangle how a change of creditor
rights impacts bank credit market for SMEs. We exploit a new credit level dataset on bank credit,
with more than 6 million pooled observations. By constructing a new creditor rights index across
al bankruptcy proceedings available for SMEs, we find that reforms weakening creditor rights
increase interest rates and reduce amount of credit available, causing credit rationing.
Consequences of reforms are not equally distributed, but are bigger for riskier firms and unsecured
credits. Results highlight that regul atory decisions may have unintended consegquences.
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Abstract

Asset management companies are constantly searching for portfolio optimization models that are
on one hand clear and intuitive and provide high and reliable returns on the other hand. This paper
presents a modified version of the famous Black-Litterman portfolio optimization approach.
Thereby, in difference to the original model, the intuitive global minimum variance (GMV)
portfolio serves as the reference portfolio. Furthermore an introduction of a general rule for
investors views in combination with a simplification of the original Black-Litterman approach
facilitates the implementation of the model and enables us to remove so called "dead assets' from
the GMV portfolio. As an additional nice feature our model is only based on variance and
covariance estimations and relative return estimations for our general rule. A numerica
application of our modified Black-Litterman model to empirical data sets demonstrates that
portfolios based on the model clearly outperform the GMV portfolio and the 1=N portfolio in
terms of compound annual returns.
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Abstract

This paper investigates the impact of investor sentiment, constructed from online stock forums
(so-called StockTwits), on the dispersion of stock returns using the quantile regression technique
and daily data from 30 companies listed on the DJIA index over the period April 5, 2012 to April
5, 2013. The results suggest that investor sentiment exerts heterogeneous effects on the two sides
of the return distribution. In particular, return effects of sentiment are negative (positive) in the
low (high) quantiles, in spite of being significant at very low quantiles only. Moreover, the results
provide evidence that stock returns exhibit different sensitivity to bullish as compared to bearish
sentiment, especially at high quantiles. These findings show the sensitivity of stock returns to
sentiment at extreme market conditions and imply appropriate contrarian trading strategies for
arbitrageurs under such conditions.
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Abstract

This article investigates the existence of contagion in the stock market in emerging countries
considering the impact of the subprime crisis in Latin America and Central and Eastern Europe.
Eleven indices of stock exchanges using deterministic models GARCH and stochastic volatility,
both univariate as multivariate are evaluated. The results indicated the presence of financial
integration between countries and further suggest that the crisis intensified these relationships. In
addition, several features common to financial series, such as the leverage effect, clustering
volatility and persistence were identified.
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Abstract

This paper studies the effect of domestic macroeconomic news releases on the change in the bond
yields of India, China and Japan. Event study method is applied to observe whether the large set of
new information or surprise news is reflected immediately in bond yields. The daily yields of
Government Bond with different maturity are regressed over the surprise factors. The bond yields
are observed to react differently to the surprise factor of different indicators. Indian bond yield
respond much more actively than bonds in China and Japan. Bonds of all the countries respond to
the change in US government bonds, while Japan’s response is more than China, India’s response
is the weakest. Testing for the existence of the weak form of market efficiency revealsthat it holds

for longer term bond markets in India and in Japan, but for China it holds for both short and long
term bond market.
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Abstract

This paper examines the relationship between cultural attitudes towards gambling and investor
preferences for skewness across 45 countries. Our results show that countries with more adults
who gamble, countries with legalized online gambling, and countries with the most Catholics
relative to Protestants tend to display the most significant (negative) skewness premiums. In a
number of other tests, we do not find that other macroeconomic characteristics, such as economic

development, GDP per capita, or per capita consumption explain the presence of skewness
premiums.

Page 149/256



@ E-PROCEEDINGS

Economic freedom, fi?rm investment and ?financing constraints. Theory and
empirical evidence.

Alfonsinalona
Queen Mary University of London, United Kingdom
aiona@qgmul.ac.uk

Leone Leonida
King's College London, United Kingdom
leone.leonida@kcl .ac.uk

Dario Maimone Ansaldo Patti
University of Messina, Italy
dmaimone@unime.it

Pietro Navarra
University of Messina, Italy
navarrap@unime.it

Abstract

We model the channels through which economic freedom affects firm value and shapes firm
investment in a non competitive market for goods and in presence of financing constraints. We
test the theoretical predictions from our model by using a large panel of non-financial US firms.
Appropriate proxies of economic freedom and financing constraints are used in the analysis. We
find interesting patterns of economic freedom, financing constraints and firm investment over the
period under analysis. Moreover, consistently with the model, empirical results show that: 1)
economic freedom enhances firm investment via a reduction of adjustment costs; 2 ) product
market competition boosts firm level investment; 3) product market competition reduces firm
financing constraints by reducing the investment-cash flow sensitivity, and finally 4) the latter
effect is enhanced by the presence of economic freedom.
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Abstract

A common finding in asset pricing is that dividend growth appears unpredictable based on
forecasting regressions with the dividend-price ratio, a phenomenon that Cochrane (2008) refers to
as the "..dog that did not bark." We combine out-of-sample dividend-growth forecasts from 15
individual predictive regressions, based on common return predictors including the dividend-price
ratio. Encompassing tests highlight the short-comings of relying solely on forecasts from a single
predictor, including the dividend- price ratio, which has been the primary focus in the literature.
We find that combination forecast techniques generate robust and consistent out-of sample
predictability of dividend-growth over the entire post-war period.

Page 151/256



@ E-PROCEEDINGS

Housing Price Expectations and Subprime Lending: The Incremental Role of
Securitization

Guodong Chen
University of Michigan, United States
gdchen@umich.edu

Abstract

A nationwide drop in housing prices, followed by subprime mortgage defaults and downgrades of
mortgage-backed securities, precipitated the U.S. financial crisis of 2007-09. | build a ssimple
model with strategic default to explore the impact of both house price expectations and the growth
of securitization on the extent of subprime lending. | show that high expectations of housing prices
not only increase lenders willingness to lend to riskier borrowers, but, in addition, enhance the
attractiveness of the originate-to-distribute (OTD) model of lending. Access to securitization
markets also amplifies banks' incentives to lend to sub-prime borrowers and leads to a worsening
of mortgage market credit quality. Thus, when housing prices decline ex post, the extent of default
is magnified with OTD lending. | find that banks with higher OTD participation conducting
business in markets with high housing price growth prior to the crisis have larger incidence of
defaults.
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Abstract

In this paper, we study the determinants of the market reaction to active vs. passive blockholder
disclosure. In particular, we show that the price reaction is statistically significant even in the case
where the acquiring shareholder notifies in a statement of purpose of transaction that it has no any
active intent on the target firm. Still, the reaction is higher in case of shareholder activism,
especialy when concrete strategic actions are announced or when the blockholder is a pure
industrial player. In this respect, we contribute to the debate surrounding the legal enforcement of
passive blockholders disclosure while shedding light on the information content of passive
shareholders’ transactions.
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Abstract

Equity offerings are usually characterized by large information asymmetries between issuers and
investors. This paper examines whether investors form beliefs of corporate intentions based on the
outcomes of past issues by the same firm. While average post-SEO abnormal returns are negative,
| find a large dispersion across issuers, with 40% being positive. Both firms with genuine
investment opportunities and those with overvalued equity have similar ex ante characteristics,
restricting potential investors ability to tell them apart. | find evidence, however, suggesting that
investors use the information contained in the post-issue returns to adjust their opinion of the
issuer’s intentions in a follow-on offering, captured in the underpricing of the issue. These
findings highlight the importance of past outcomes for the formation of investor expectations
about corporate intentions.
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Abstract

We propose in this paper a model of pandemic in financial system composed of banks, asset
markets and interbank markets. We build on the network model of Gourieroux, Heam, and
Monfort (2012)for the banking system, adding some asset market channels as in Greenwood,
Landier, and Thesmar (2012) and interbank markets characterized by collateralized debt as in
Brunnermeier and Pedersen (2009). We show that rather small shocks can be amplfied and
destabilize the entire financial system when appears a so caled bad equilibrium. This bad
equilibrium reflects second round effects of initial shocks with potential destructive impact as
asset depreciation, interbank contraction and bank failures in chain. We show how central bank
policy may have control of the rise of this bad equilibrium by adopting emergency liquidity
policies. However, such interventions are very costly, since second round effects may finally make
ineffi cient such measure if imperfectly calibrated on first round losses.
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Abstract

According to the efficient market hypothesis, technical trading rules should not have prediction
power. However, a significant number of academic studies confirm at least slight excess returns.
By applying parametric and historical simulation techniques, we show the relation between timing
outperformance and dtatistical properties of the underlying. Negative drifts, positive
autocorrelation, and low but clustered return volatilities provide a beneficial environment for the
common setup of the simple moving average trading rule. As long as the future values of these
four parameters of a time series are unpredictable, there seems to be no benefit from technical
trading rules.
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Abstract

This paper evaluates the e ect of US bond yields on economic fundamentals of Latin American
economies from a uni ed perspective. We rely on Factor-augmented VAR models to assess
spillovers from US to the economies of Brazil, Chile, Colombia, Mexico and Peru. The results
document a substantial degree of comovement among Latin American countries in their economic
fundamentals, which is translated into similar responsiveness across country to US shocks. Speci
cally, we nd that unexpected increases in US long-term rates increases unemployment, in ation,
exchange rate, and decreases stock market returnsin Latin American countries. Moreover, thereis
evidence of signi cant spillover e ects of US interest rates to domestic bond yields, with a more
signi cant role of the term premium channel during the zero lower bound period, and a more
muted response of risk neutral rates.
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Abstract

Standard mean-variance optimized momentum outperforms the traditional equally weighted
momentum strategy if the expected return vector used reflects momentum'’s top and bottom only
characteristic. This top and bottom only characteristic is the phenomenon that only the stocks in
the top decile of momentum's ranking outperform and that only stocks in the bottom decile
underperform, while al stocks in the intermediate deciles of the ranking have similar
performance. If the optimization does not take this phenomenon into account the portfolio is aso
long the deciles 2 to 5 and short the deciles 6 to 9, while all these positions thus do not add
anything to the return of the strategy. A new simplified bootstrapping methodology shows that the
Sharpe-ratio of 52.8 percent of the optimized portfolio is significantly higher (p-value of 0.006)
than the Sharpe-ratio of 29.3 percent for traditional equally weighted momentum. The optimized
portfolio also exhibit less time-varying equity risk factor return exposures than traditional
momentum and as such have more stable returns over the business cycle and have smaller
drawdowns.
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Abstract

We investigate the relation between different banks' business strategies and banks' efficiency. We
do so aong four main dimensions. 1) geographical and markets scope, 2) size, product mix,
funding sources, and risk taking, 3) ownership and regulatory structure, and competitive rivalry.
Overall, our empirical results highlight the importance of accounting for the multidimensional
nature of banks business strategies in efficiency analyses and give important insights regarding

how the probability of being fully efficient, the level of efficiency, and the variability of banks
efficiency levels depend on banks' business strategies.
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Abstract

Using a large sample of 1301 US firms for the period of 1993 to 2013, the associations between
Corporate Social Responsibility (CSR) and Executive Compensation is revisited. This study
contributes to the literature by examining the moderating effect of the Golden Parachute (GP) on
these associations. The findings suggest that there exists an inverse relationship between current
(long-term) compensation and firms CSR performance. While the direct association between the
GP and CSR is negative, the test for a moderating effect reveals that the GP and long-term
compensation jointly and positively increase firms' CSR performance. This is consistent with the
expectation that executives with a GP clause seek to maximize their long-term wedth by
approving value-enhancing CSR projects that positively enhance firm financial performance.
Furthermore, the results also suggest that female executives are more likely than their male
counterparts to promote CSR engagements. Older executives are less willing to engage in CSR
even with the GP clause, and current compensation increases CSR concerns at a greater magnitude
than long-term compensation.
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Abstract

We investigate the aggregate asset pricing consequences of relaxing the pervasive, but
questionable, assumption of time invariance in aggregate preferences. We demonstrate how a
coarse model of rare and temporary fluctuations over time in the elasticity of intertempora
substitution (EIS) and risk aversion, under simple consumption dynamics, can quantitatively
account for a large array of regularly highlighted aggregate pricing features. equity return and
risk-free rate moments; predictability (and non-predictability) relationships among price-dividend
ratios, excess returns, and consumption/dividend growth; counter-cyclicality of dividend yields,
risk premia, excess return volatilities, and Sharpe ratios; and an upward-sloping rea yield curve.
Our approach is distinct from leading consumption-based explanations and reveals a significant
new risk channel, stemming from small infrequent fluctuations in EIS. This new risk channel
guantitatively explains periods of jointly negative real returns on risk-free and risky assets and can
matter more than time-varying risk aversion for many aggregate pricing regularities.
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Abstract

This paper investigate the relationship between real stock prices and the long-run money demand
in Saudi Arabia for the period of 1985-2013 using the Johansen test for cointegration and error
correction presentation to examine the short-run dynamics of the demand for money. The findings
indicate that real stock prices have a significant negative substitution effect on the long-run
demand for real M2 balance. Vector error correction results provide evidence of causality between

real stock prices and demand for money and inflation in one lag, whereas money demand affects
income and inflation in the same period.
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Abstract

Following the recent financial crisis, the Basel Committee on Banking Supervision (BCBYS)
undertook a negotiation process that led up to a liquidity reform package known as the new Basel
[l liquidity framework. This paper aims to assess the impact of BCBS liquidity regulation
announcements on bank creditors. Using an event study on Credit Default Swap (CDS) data of
large European banks over the 2007-2015 period, we find evidence that creditors increased
expectations of a credit event following the regulatory events, with CDS spreads widening.
Results aso show that creditors were less sensitive to liquidity regulation announcements in banks
with higher capital and liquidity funding ratios. In contrast, creditors were more sensitive in banks
with higher bad loans, even though such effect is positively moderated by provisions against loan
losses. We conclude that if banks correctly adjust the quality and the mix of their assets and
liabilities, they could limit the potential side effects of Basel 111 liquidity regulation.
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Abstract

Previous literature has documented that, due to legal jeopardy, insiders of target firms decrease
their purchases before the public announcement of a takeover deal. At the same time, they drop
their sales and, so, overal their net purchases increase. In this paper, we show that insiders stop
selling during 6 months immediately before the public announcement but do not stop selling in the
early pre-announcement period. Moreover, we conjecture that insider trading activity before and
after the public announcement depends on deal. characteristics such as the deal initiation, the
selling mechanism, method of payment and buyer type %because these characteristics necessarily
affect the expected takeover premium. We confirm our hypotheses using a difference in
differences approach, which controls for insider trading within the same firm outside of the
treatment period and at the same time for change in insider trading in matched firms. Our sample
of 1098 US publicly listed target firms is over the period from 2005 until 2011. We show that
insiders are stronger net buyers before the public announcement in firms that are sold through
informal sales, in firms that are paid for in cash and in firms that are acquired by financial buyers.
Furthermore, insiders in stock deals do not stop selling even immediately before the public
announcement, which supports the bidder overvaluation hypothesis. In addition, we find that
insiders change their trading patterns after the deal public announcement. Their intention to stop
buying is even stronger across al deals and so differences across deal characteristics stem solely
due to differences in insider sales. Insiders are stronger net buyers in target initiated deals, formal
auctions and cash deals suggesting that insiders are willing to adjust their trading after the public
announcement and bet on certainty of deal completion rather than increased deal value.
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Abstract

Due the financia crisis of 2008, many countries have adopted unconventional monetary policies,
as interest rates near zero in the short-run, in order to stabilize the financial system and sustain the
level of economic activity. Although the purpose of the bond-buying program, known as
Quantitative Easing (QE), initiated by the Federal Reserve (Central Bank of the United States) is
related only with domestic economy, their effects spillover was felt by the assets and national
currency of other countries. Thus, the objective of this study was to evaluate whether the QE
policy affected the volatility of some macroeconomic variables and financial index of Brazil, and
US interest rates. Therefore, it is used the event study and time series regressive models (GARCH
family) to check the behavior of the variables considered. The results show that the QE has altered
the volatility and the mean returns of the Brazil assets, in some analyzed period.
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Abstract

In this paper, we investigate the relationship between share repurchase and firm innovation. Using
a sample of 6,889 U.S. firms for the 19962006 period, we find a significantly negative effect of
share repurchase on current and future firm innovation. Our identification strategy based on the
instrumental variables approach suggests this negative effect is causal. The relationship between
share repurchase and firm innovation remain valid in all robustness tests.

Page 166/256



@ E-PROCEEDINGS

ISTHE ACTIVE FUND MANAGEMENT INDUSTRY CONCENTRATED
ENOUGH?

David Feldman
UNSW, Austraia
d.feldman@unsw.edu.au

Konark Saxena
UNSW, Australia
k.saxena@unsw.edu.au

Jingrui Xu
UNSW, Australia
jingrui.xu@unsw.edu.au

Abstract

We introduce a model of active fund management equilibria, where size, performance, and effort
are endogenously determined under a continuum of exogenous concentration levels. Higher
market concentration leaves more unexplored investment opportunities and allows managers to
more efficiently produce aphas. On the other hand, higher market concentration allows managers
to require higher compensation for effort, making the opportunity cost of effort in producing
aphas higher. We find that in equilibrium, higher concentration levels induce higher performance
(net aphas), if and only if gains due to more investment opportunities exceed consequences of
higher managerial opportunity costs. We empirically study our model’s key predictions in the US
mutual fund industry in the last decades and find a substantial decrease in the industry’s
concentration, partially explaining the observed net apha decrease. Finally, we looked at
equilibriawith colluding fund managers and with endogenous concentration levels.
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Abstract

We derive the equilibrium asset expected returns when there is ambiguity in asset expected
returns, as well as ambiguity in asset return variances. In our model, ambiguity risk is systematic
in nature and is non-diversifiable. Under regularity conditions, expected asset returns are linearly
increasing in variance risk and ambiguity risk. We show that a beta pricing model can be derived
from the equilibrium expected return function, which contains a systematic return factor and an
ambiguity portfolio return factor, where the ambiguity portfolio weights are determined within the
model. We test our model empirically and we obtain the model-implied results.
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Abstract

The main objective of the research was to find the relationship that the changes in macroeconomic
variables have on variations in the price of gold in order to take better decisions regarding on
which are the best moments to invest in this metal. Artificial neural networks were used to
measure the impact of the changes in variables on the changes in the price of gold. This tool was
used because it allows more flexibility and is more accurately. This research was based on Septien
(1988), who by using linear regression measured the impact that oil, country risk, inflation and
international reserves have on gold and also based on Camacho (2015) who conducted a model for
predictive analysis for silver, metal which is related to gold. While developing this research we
found the following results: In the US the variations in the price of gold are sensitive to changesin
reserves and to changes in the price of oil. In Mexico variations in the price of gold are sensitive to
changes in inflation and to changes in the risk premium, if instead of using the risk premium
factor, EMBI+ is used then the changes in the gold price would be sensitive to changes in inflation
and to changes in the price of oil. So gathering the information of both countries we could say that
what most impacts the price of gold are: mainly the changes of oil price, fluctuations in inflation
and secondarily: shiftsin reserves and changes in the risk premium. In addition a relationship with
the dollar index was found.
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Abstract

This paper studies dividend growth predictability without restricting conditioning information set
to dividend yield alone. We highlight that predictability crucially hinges on how dividend growth
Is constructed. Dividend growth without reinvestment is significantly predictable both in-sample
and out-of-sample by a number of economic fundamentals. The results are robust across
subsamples. When dividend growth predictability is properly taken account of, it leads to a
different picture of variance decomposition of returns. Contrary to the prevailing views, the cash
flow news is important in driving stock price movement in aggregate level after incorporating
dividend growth predictability.
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Abstract

An extensive literature documents an empirically stylized fact that investors opt for an investment
that they are more familiar with and are geographically proximate. This familiarity bias implies
that foreign investors may perceive lower expected value and/or higher risk for a domestic firm's
cash flow. This paper explores an issue of optimal security design across borders in segmented
international financial markets in the presence of familiarity bias. The optimal security for foreign
investors tend to be convex whereas concave securities should be issued in domestic financial
markets. More surprisingly,the proceeds obtained when issuing those optimal securities exhibits a
non-monotonic relationship with the strength of familiarity bias in expected payoffs, which
indicates that familiarity biasis not necessarily disadvantageous to the issuing firm.
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Abstract

We use a hazard modeling framework to benchmark the performance of prominent models of
corporate default, including specifications suggested by Altman (1968), Shumway (2001),
Campbell, Hilscher and Szilagyi (2008), and Bharath and Shumway (2008) using the largest U.S.
monthly panel data set available to test al specifications over the years spanning 1980-2013.
Using this data set we show that there is very little to distinguish the models in terms of their
out-of -sample discriminatory power. Highlighting the limitations of using large data sets with very
low event frequencies, in both the estimation and testing of such models, we combine a case
controlled sampling procedure with Bayesian model averaging to identify the most important
predictors of bankruptcy and corporate failure. In considering the superset of 17 forecasting
variables suggested by prominent forecasting models we find that a combination of three
accounting and three market variables are of particular importance — matching or outperforming
existing alternatives in tests of out of sample discriminatory power. Our results suggest that
Bayesian model averaging, used in conjunction with randomized case controlled sampling, is not
only a theoretically appealing, but an empiricaly useful approach to the problem of model
uncertainty in corporate failure forecasting.
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Abstract

The mergers and acquisitions (M&A) market is an important source of economic value and a
significant part of this value comes from the ability to restructure the labor force. We investigate
this link between the labor and M&A markets by empirically testing whether firing frictions
spillover into the M&A market. We find that state laws that increase firing frictions lead to an
immediate reduction in M&A activity and an immediate increase in the percentage of withdrawn
mergers. The reduction in M&A activity persists in the long-run and is most pronounced in labor
intensive industries and for large or publicly traded targets.
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Abstract

This paper proposes a dynamic pricing model for municipal bonds with the liquidity factor and
time-varying risk premiums. The parameters of the model are estimated by the Kalman filter. It is
found that the estimate of the marginal investor’s income tax rate from the generalized model is
very close to the statutory corporate tax rate over the periods with different tax regimes. Ignoring
the liquidity risk premium which is an important component of municipal yields, and failing to use
the estimation method that efficiently captures time-varying features of risk premiums result in
biased estimation of marginal investor’simplicit tax rates.
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Abstract

We measure the benefits of obtaining a credit rating for the first time, through the change in yield
of its outstanding unrated bonds around the rating date. We find that most companies obtain a
rating that is just above the cut-off point that separates investment grade from high yield. The
decrease in yield for companies that are assigned an investment grade rating is 0.14 percentage
points, whereas for those that obtain a speculative rating the reduction is 0.08 percentage points.
We also find that half of the issuers assigned a speculative grade rating experience an increase in
borrowing costs.
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Abstract

We examine the role of government spending in the dynamics of the term structure of interest
rates. |Is the quantity of risk related to government spending important for the price of risk? How
does it depend on monetary policy conduct? Can fiscal policy immunize its impact on the term
structure of interest rates? To answer this questions, we explore asset pricing implications of fiscal
policy in what become paradigm in dynamic general equilibrium macro- finance literature. We
break down the transmission of the government spending to macroeconomic attributes driving the
dynamic response of the yield curve, both analytically and numerically. The novelty of our
approach lies in the way we quantify the decomposition of pricing kernel. We find that rise in
fiscal uncertainty amplifi es the hedging property of bonds against real and nominal risks.
Depending on the size of uncertainty monetary policy drives up the price of nominal risk.
Spending reversals break the link between quantity and price of fiscal risk.
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Abstract

This study analyzes the impact of innovation ability of venture capital (VC) investments on the
post-1PO performance of VC-backed firms. Based on data of the China A-Share Market between
2003 and 2012, we found that V C-backed firms are more innovative, as measured by the number
of successful patent filing increments preceding the entry of venture capital and prior to their
IPOs. Innovation ability can also have a significant impact on a firm’s post-1PO performance.
More specifically, when V C-backed |POs were divided into two categories based on whether they
are with or without successful patent filing increments, the former exhibited alower under-pricing
level and a higher long-term return after their 1PO. On the contrary, firms lacking in innovation
ability performed similar to non-V C-backed firms. V C-backed firms with better innovative ability
performed better when controlling for other relative variables. The underlying mechanism is that
the establishment of innovation ability supported by venture capital is in essence the reason why
V C-backed firms obtain a better performance.
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Abstract

Banks and financial markets are considered to be the main source of liquidity in economy.
Therefore, they play areally important role in the process of providing credit to economic agents
and could be responsible for the possible credit crunch problem. However, many factors could
influence the lending activities of banks. The objective of the paper is to identify the link between
the European bank lending activities and main macroeconomic shocks and institutional variables
in the sample of EU countries within the period 1998-2013. Moreover, we differentiate between
the bank-based and market based economies. The microeconomic data are provided by the
Bankscope database, macroeconomic shocks and institutional data are drawn from Eurostat
on-line database. We employ robust OLS estimator to identify the main determinants of bank
lending activities. The results confirm significant impact of macroeconomic shocks, banking
controls and institutional variables on European lending activities. While the impact of inflation
rate is stronger in market-based countries, the economic activity is more important in bank-based
countries. The impact of monetary policy interest rates is debatable; this variable proved to be
non-significant in all models. Instead, central bank financial assets played an important role in the
process of bank lending activities.
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Abstract

The paper discusses the effect of monetary supply on effectiveness of China's monetary policy
and observes changes of the effect before and after the international financial crisis broke out in
2008 by analyzing the macroeconomic data between 1995 and 2013. The result indicates that
money is non-neutral. Before the financial crisis, money has stable impact on both economic
output and price, while credit channel is mainly the transmission channel of economic output and
monetary channel is mainly the transmission channel of price. After the financia crisis, the effect
of money on changes of both economic output and price is obviously uncontrollable. Monetary
channel and credit channel have main impact on economic output, but credit channel has become
the main transmission channel of price.
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Abstract

Only in one third of the time the omitted risk in the CAPM is high enough to generate an annual
significant size premium of $10.8\%$, and a value premium of $8.7\%$. The portfolio sorts on
size only align with the risk exposures in cross section when the risk is large, so in the rest of the
time the size premium is an insignificant $-0.6\%$. But the value premium of $3\%$ is till
marginally significant because normalizing the market value of equity improves the alignment
between the sorts and the risk exposures. This model forecasts more than $26\%$ of the
out-of-sample variation in the returns on the SMB portfolio (around $7\%$ for the HML).
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Abstract

This paper proposes a general pricing framework for spots, futures, and futures options of the EU
emission allowances (EUAS) in the European carbon market. Under this framework, different
combinations of the jump-diffusion, stochastic variance, and stochastic convenience yield
processes can be considered. Horserace experiments are conducted to identify the
best-performing model for capturing the price behavior of the EUA in its spot, futures and futures
options markets in the phase of 2008-2012. Moreover, this general framework can be employed to
examine whether the theory of storage (TOS) can explain the relationship between the spot and
futures prices of the EUA by calibrating the prices of spots, futures, and futures options of the
EUA. We find that the stochastic variance, stochastic convenience yield, and jumps exist in EUA

prices, and the estimation results from all these three markets demonstrate the TOS is tenable for
EUAs.
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Abstract

| analyze whether financial regulators are insulated from regulatory capture. | find that
information capture is better prevented than the intellectual one. The regulator’s dilemma, a
trade-off between these two forms of capture, results in favoring the provision of information and
expertise at the expense of the prevention of the regulator's identification toward the industry. As
expertise and information are associated with the employment of former industry workers, the
revolving-doors between the financial industry and the regulatory framework have become
ingtitutionalized and allows regulatory capture to reach the agency.
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Abstract

This paper evidences the strategic positioning of positive and negative news within a CEO letter
as a subtle form of impression management. For the CEO letters published by DJIA firms between
2000 and 2011, we find that there is a smile in the frequency of positive words within the letter.
The shape of the intratextual number negative words is a half-smile, with a prevalence of negative
words at the beginning of the letter. It follows that the difference (net sentiment) shows a
right-sided smirk with more positive than negative words overall. We propose sentiment analytics
that can compensate for the strategic management of narrative structure by using a novel
weighting scheme to aggregate the within-text net sentiment dynamics into a single proxy for the
CEO’s sentiment. Consistent with the presence of CEO incentives to inflate sentiment, we find
that the proposed position weighted sentiment is more pessimistic than the traditional
equally-weighted sentiment measure and has more predictive power for the firm performance over
the next year.
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Abstract

The goal of this paper is to generate a model with the capability of predicting financial distress of
Argentine banks. In order to build it, empirical evidence of banks was collected, a priori classified
in 2 groups depending on whether they had experienced or not financial difficulties. After
econometric processing, was obtained a function including the variables Capital/Assets, Return on
Equity and Loans/Assets, whose signs are logic according to theory. The model has an
effectiveness of 76%, which is considered reasonable.
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Abstract

The PCAOB was established by Section 101 of the Sarbanes-Oxley Act of 2002 (SOX), which
specified the mission and duties of the PCAOB. SOX Section 104 requires the PCAOB to conduct
inspections of all registered public accounting firms that regularly audit at least one issuer client.
If a registered firm issues 100 or more issuer audit reports in a given year, the PCAOB must
inspect it at least annually; all other issuer auditors are subject to inspections once every three
years. The PCAOB inspects both U.S. and non-U.S. registered accounting firms to assess
compliance with SOX. This study investigates PCAOB audit reviews around the time of the
financial collapse. The relationship that we were specifically interested in is whether any changes
are evident in the audit reviews or the review process associated with the financial collapse. It
should be noted that the financia collapse had many causes which are not the focus of this paper
but the accounting firms associated with the financial statements issued by firms over this period
of time are. PCAOB audit reviews show a clear and significant increase in the number of
deficiencies reported in the six-month period after the financial collapse. The number of audit
deficiencies scaled by the various CPA firms' characteristics shows significant increases in audit
deficiencies for 4 of 5 scalars used in the study. The test results are supportive of alternative
hypotheses that significant changes occurred in the reported deficiencies. Also, the focus of the
audit reviews appears to have changed to focus more on topics related to correct reporting of
business valuation components.
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Abstract

This paper is investigating about profitability and it factors in banking sector of two major
emerging economies in Asia. Different financial information about 181 banks are used in this
study. Genaralized methods of moments estimation is used. The study finds that many similarities
and some differences between these two bank groups.
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Abstract

The paper investigates the impact of diversification on performance of banks in Bangladesh.
Using panel data of 43 banks for the period 2010-2014, the paper makes panel estimates of impact
of diversification of assets and sectoral loan diversification on profitability, cost and risk of banks.
Main findings of the paper is that both asset diversification and loan diversification have positive
relation with banks profitability, although effect of loan diversification on profitability is not
always significant statistically. On the other hand, both the asset diversification and loan
diversification have negative relation with operating cost, implying existence of dis-economies of
scope as diversification raises cost inefficiency. While, diversification of asset has no significant
impact on risk, loan diversification reduces risk.
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Abstract

The present challenges to global economy stem from the responses to the financia crisis that
started in 2007. The emphasis around the globe is now on increased competition, improving
efficiency, technology innovation and compliance with regulatory norms for the banking sector.
Banks in India are entering a new phase of acceleration and technology growth with a much
sharper focus on increasing profitability. A greater emphasis is being laid on providing improved
services to the clients and also upgrading the technology infrastructure in order to enhance the
customer’s overall experience as well as give banks a competitive edge. The basic objective of this
paper to investigate into and establish a relationship between market structure, efficiency and
performance for scheduled commercial banks in India using data from 2010-2014. The empirical
results confirm that a hybrid of structure conduct performance hypothesis and market efficiency
hypothesis is a predictor of firm performance in the Indian banking industry. Banks need to be
efficient to maximize profitability and not just collude and gain monopoly power in being able to
set high prices. In an era of slow growth, the most successful banks will be those that master
transformation. Banks must thus reinvent themselves, not just to respond to today’ s pressures, but
to be able to adapt to tomorrow’ s challenges.
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Abstract

Cointegration relationships among commodities are well established in various econometric
studies. However their applications in derivatives pricing and risk-management remain to be
challenging. Nakajima and Ohashi (2012) have been derived futures and call option prices under a
Co-integration version of the famous Gibson-Schwartz model, referred to as CGS. Our purpose in
thiswork is to perform the required analyses to simulate commodity futures prices under the CGS
framework. Actually we derive closed formulas alowing to get price scenarios whenever
independent realizations of a standard Gaussian random variable are provided. A care on
simulations is of importance as they are used in various practical situations ( data generation
process, pricing complex products, managing positions and risks,...).
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Abstract

This paper investigates using the average skewness, which is defined as the average of the
monthly skewness values across firms, to predict future market return. Although the empirical
evidence is not conclusive about the predictive ability of the average volatility, we show that in
contrast, the average skewness performs very well at predicting the future market return when it is
introduced in conjunction with the current market return. This result holds for several alterations
of the main specification: the average skewness can be computed as the value-weighted or
equal-weighted average of firms skewness. The result holds after controlling for the size or
liquidity of the firms or for the current business cycle conditions, and it aso holds when the
skewness is defined as the cross-section skewness of the monthly firm’'s returns or when it is
filtered for the market return (idiosyncratic skewness). We also find that the average skewness
compares favorably with the other usual suspects at predicting subsequent market return. The
average skewness generates better out-of-sample performances in an allocation strategy based on
market return predictions.
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Abstract

Students in student-managed investment fund classes are tasked with the job of valuing companies
for the purposes of making “buy” or “sell” decisions. The approach usually includes at least one
cashflow model, such as the dividend discount model. Using a cash flow model brings with it
numerous challenges, including how and where to end the estimation timeline and invoke the
constant growth form of the model, selection of a long-term growth rate, and defense of that
growth rate as reasonable. The framework proposed in this paper relieves that burden. It then turns
its attention to growth rate estimates, and finds that neither ROE*b nor historical growth rates
would have provided students with reliable forecasts of the long-term growth rates for which the
model calls.
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Abstract

In this paper we propose a new model for estimating returns and volatility. Our approach is based
both on the wavelet denoising technique and on the variational theory. We assess that the volatility
can be expressed as a non-parametric functional form of past returns. Therefore, we are able to
forecast both returns and volatility and to build confidence intervals for predicted returns. Our
technique outperforms classical time series theory. Our model does not require the stationarity of
the observed log-returns, it preserves the volatility stylised facts and it is based on a fully
non-parametric form. This non-parametric form is obtained thanks to the multiplicative noise
theory. To our knowledge, thisis the first time that such a method is used for financial modelling.
We propose an application to intraday and daily financial data.
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Abstract

| use a matched buyer-supplier sample of U.S. industrial firms to investigate the impact of
customer risk on suppliers’ choice between cash and lines of credit as a source of liquidity. | find
that customer risk decreases the use of bank-managed liquidity insurance relative to cash. This
effect appears to be economically significant compared to previously documented factors affecting
the choice between cash and lines of credit. A one standard deviation increase in customer risk is
associated to a significant 1.48% up to 2.44% (depending on the measure used) decrease of the
ratio of opened lines of credit to total available liquidity. These results are consistent with the

hypothesis that customer-supplier relationships can significantly shape corporate financial
decisions.
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Abstract

In this study we explore the relationship between market and book leverage. The results obtained
suggest that book- and market-based values of leverage are closely related. The average difference
in market and book values of leverage fluctuates around zero with recession sensitive firms being
largely responsible for the observed volatility. The close relationship between book and market
leverage supports the idea of the book leverage being managed to meet the market expectations.
We find that managers adjust book leverage only when it exceeds the market leverage. This
behavior is consistent with a conservative view on managing leverage ratios as managers
de-leverage firms when a one-sided discrepancy exists. The estimated adjustment speed is
significantly higher for firms sensitive to the business cycle, which are more sensitive to negative
macro shocks.

Page 194/256



@ E-PROCEEDINGS

Time-varying mark-up and the ECB monetary policy transmission in a highly
non-linear framework

Giulio Cifarelli
University of Florence, Italy
giulio.cifarelli@unifi.it

Giovanna Paladino
IntesaSanpaol o and Luiss University, Italy

giovanna.pal adino@intesasanpaol 0.com

Abstract

This paper investigates the interest rate pass-through in eight European countries analyzing their
short-run and long-run monetary transmission mechanisms. We investigate the relationship
between the Euribor and the long-run interest rate on loans to non-financial corporations and,
innovating on the existing literature, we allow for a mark-up which can be affected by country
specific funding conditions and/or stochastic structural breaks. As expected, we detect significant
differences across countries. Cointegration between the Euribor and the long-term bank loan
interest rates holds for Germany, France, and the Netherlands, where banks seem to apply a
constant mark-up. In the Southern European countries of the sample the long-run pass-through is
directly affected by changes in banks cost of funding, due to shifts in the spread between
domestic and German long-term government bond interest rates; a finding with major monetary
policy implications. In the same way, the ESTAR/LSTAR parameterization of the short-run
dynamics brings about innovative results and identifies a crucia role for the government bond
spreads in countries which were involved in the recent European debt crisis. This evidence suggest
that the adoption of unconventional tools such as the QE may be effective to overcome the
existent banking fragmentation in the euro area.
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Abstract

Starting from theory and empirical relationship between public investment and public debt, the
authors focused on the influences of public investment on secure debt in Vietnam. This study isto
identify the influences of public investment on the public debt sustainability in Viet Nam in the
period 2000 — 2014. The result has been pointed out the role of state budget sustainability on those
relationship. Particularly, in the context of public investment mainly supported by the public
budget, the growth of public investment leads to the significant increase of budget deficit as well
as of public debt in the both size and speed. Therefore, the authors proposed some key solutions
involving downsizing public investment associated with reduced rates of investment from the
budget, strengthening fiscal discipline, ensuring the transparency and accountability in order to
improve the efficiency of public investment and to reduce its pressure on secure debt.
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Abstract

In this study, we attempt to predict which 1POs will benefit from analyst coverage with
information contained in their prospectus or revealed immediately after the first day of trading
This question is of interest as we know that covered IPOs exhibit better long run performance than
orphan IPOs. We find that the predictive models are very accurate in classifying approximately
75% of the US IPOs over the period from 1994 to 2012 correctly. For example, CART model
classifies non orphan 1POs with dlightly best accuracy (81.1%) than orphan 1POs (70.6%). These
results are evidence that analyst coverage can be predicted with only information contained in the
IPO prospectuses or immediately after the first day of trading. These results are relevant for
practitioners since analyst coverage of IPOs ensures better long run returns compared to orphan
IPOs.
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Abstract

For post-socialist countries that have undertaken long phases of economic and judicial transitions,
an important aspect of attractiveness is based on the performances of their bankruptcy systems.
Those performances are al the more essential in a context of non-mature capital markets.
Precisely, bankruptcy procedures should, first generate substantial recoveries for the whole set of
investors, and second share those recoveries in an adequate way — e.g. in a way that improves the
investors' individual incentives (in terms of monitoring, control, support, etc.). This article uses an
original hand-collected database of 554 closed bankruptcy cases in three Eastern European
countries (Hungary, Poland, and Romania) to evaluate the determinants of bankruptcy systems
performances during the post-transition era (from year 2003 to 2010/11). In particular, we
investigate whether the specificities of these local bankruptcy environments are significant enough
to influence the creditors' total recoveries. We also wonder whether those recoveries are impacted
by the presence of private/public creditors and/or the concentration of their claims. This paper
goes beyond a mere analysis of the creditors’ overal repayment, by focusing on the competition
effects between them. Implementing competition is actually a core issue for post-transition
economies, which have to mimic rivalry effects that usually prevail in more mature market
economies. Precisely, we measure the priority order of repayment among competing classes of
creditors (public, social, and private claims) and investigate the nature of competition (rivalry vs.
ripple effects) among these classes. (1) We first confirm that the design of bankruptcy law
“matters’: the creditors' repayment is not independent from the type of bankruptcy procedure, and
depends on the national environment in which such procedure is engaged. (2) On all three
countries, the total recoveries do not benefit from the presence of public claimholders, even when
those are in position of being residual claimants. Following Satjer (2010), this result suggests
some passivity from the state, which has lost bargaining power under bankruptcy. On the contrary,
the private claimholders exert a contrasting influence on total recoveries. positive for the junior
ones (more involved under bankruptcy, to compensate their lack of protection), and negative for
the secured ones (confirming the “lazy argument” attached to collaterals). (3) We also find that
repayments are lower when the claims are concentrated: despite easier coordination, concentration
may generate excessive influence from the largest creditors, willing to run bankruptcy
adjudication in their sole interests. (4) We show that the Eastern European bankruptcy systems
provide stronger protection for private secured claims than for public claims. From that angle, the
post-socialist economies mimic the prioritization of secured creditors that characterizes most
Western European bankruptcy systems. (5) Last, we confirm that Eastern European bankruptcy
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systems have successfully implemented competition among the classes of creditors, which we
interpret as a sign of maturity.
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Abstract

Recently China's stock market fell by 30% during two weeks period probably due to inflated
stock market on account of large amounts of investments made in stocks using borrowed money
and Shanghai Stock Exchange witnessed substantial losses due to declining index value. Like
India, China has also emerged as an attractive investment destination for foreign investors during
the past decade. We examine the impact of any variations in China s benchmark index Shanghai
Stock Exchange Composite Index (SSEC) on India's BSE Sensex by gathering data on daily
closing stock prices of both the indexes during a post crisis period from 2010 to 2015. With the
help of Unit Root Testing, Correlation & Regression Analysis, Granger Causality Test and
Johansen Cointegration Test, study aims to examine the co-movements in Indian and China's
stock markets during the past five years. Results reveal low correlation between BSE Sensex and
Shanghai Stock Exchange Composite Index. Regression analysis suggest significant but very
minimal amount of variance in BSE Sensex stock prices being explained by Shanghai Stock
Exchange Composite Index. The study found that Shanghai Stock Exchange Composite Index
does not cause any change in BSE Sensex evident from Granger Causality Test, and Johansen
Cointegration Test indicates absence of any statistically significant long run association between
the two indexes during the post crisis period from 2010-2015. Study concludes that China does not
matter really for Indian stock market. Short term co-movements in both the markets are not
sustainable in long run because India is still a consumption led economy and domestic demand
will drive the Indian economy up in the long run and Indiais more likely to be influenced by other
markets than by China.
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Abstract

This paper studies the impact of ?nancial hedging on ?rm performance in crossborder mergers and
acquisitions (M&As). Using a sample of 1,369 acquisitions initiated by S& P 1500 Zrms between
2000 and 2014, we ?nd strong evidence that derivatives users experience higher announcement
returns than non-users, which trandates into a $193.7 million shareholder gain for an
average-sized acquirer. In addition, we ?nd that acquirers with hedging programs experience lower
stock return volatilities, higher deal completion probabilities, longer deal completion time, and
better postdeal long-term performance. Overall, our results provide new insights into a link
between corporate Pnancial hedging and ?rm performance.
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Abstract

Captive finance firms play an important role as a financial intermediary. Y et, they receive very
little attention in financial research. Recently, finance companies have grown by engaging in
acquisition activities. Given their unique characteristics, finance companies may be more capable
of extracting gains from acquisitions than other firms. We explain their advantages, and assess the
market response and long-term valuation of finance companies that engage in acquisitions. Our
results indicate that acquisitions by captive finance firms are wealth enhancing in the short term
and the long term.
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Abstract

The aim of this study is to analyze the internal structure of the auditing firms operating in Turkey
and investigate the relationship between the firm internal dynamics. In this study, using data
obtained from the 2013 transparency reports of audit firms operating in Turkey, the following
variables were analyzed with correlation analysis method; « If there is a significant relationship
between the number of shareholders of the audit firm with the number of audited companies, ¢ If
there is a significant relationship between the total income of audit firm with the number of
auditors in the firm,  If there is a significant relationship between the percent of income from
financial statement audits with the number of audit assistants in the firm,  If there is a significant
relationship between the percent of income from tax audits with the number of audited companies,
* If there is a significant relationship between the duration of the training at firm with total
income. There are a total of 73 audit firms must publish a transparency report on 2013.
Transparency reports from 63 of the 73 audit firms were found to be accessible. This study was
performed with 63 accessible transparency reports.
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Abstract

Historically, microfinance ingtitutions (MFIs) have played a significant socia role by helping
people a the base of the socio-economic pyramid escape from social exclusion through the
creation of microenterprises. However, international banks have recently started competing in the
microfinance sector. In this adverse environment, MFI management tools should be more
innovative and technologically advanced to increase efficiency, solvency and profitability and to
compete with commercial banks on equal terms. This study therefore strives to develop a
credit-risk management tool based on a multilayer perceptron (MLP) credit-scoring model for a
Peruvian MFI, and to calculate the capital requirements and microcredit pricing on both Internal
Ratings-Based (IRB) and standardized approaches, analysing the impact of these models on the
management of the MFI. Our findings show that the implementation of an IRB approach with
default probabilities obtained from an MLP credit-scoring model produces the best benefit by the
MFIs in terms of higher accuracy (reduction of misclassification costs by 13.78%), lower capital
requirements (in the range 8.5-78%), and best risk-adjusted interest rates. Furthermore, with the
establishment of interest rates adjusted to the real risk of each client, MFIs are fairer and more
socialy engaged by preventing economically viable low-risk projects from becoming unviable
due to excessive interest rates. This leads to the creation of more small businesses by people from
the base of the socio-economic pyramid and greater economic development and social cohesion.
The IRB model should therefore be implemented to improve MFI solvency, profitability,
efficiency, survival, management, and social performance.
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Abstract

This study constructs a market ‘aggregate news sentiment index’ (ANSI) based upon Chinese
financial news relating to al listed firms on the Taiwan Stock Exchange. We then analyze the
relationship between ANSI and market responses, comprising of returns, trading value, turnover
ratio and the volatility index, with the ANSI being classified into five regimes. Our empirical
results reveal that with an increase in the ANSI in the previous month, there is a corresponding
increase in trading value, along with areduction in the investor fear gauge of the TAIEX volatility
index. Granger causality tests indicate that both the weekly and monthly ANSI could be leading
indicators of market returns if the different regimes are classified. As regards the potential
application of our findings to portfolio management, we find that when the lagged term of the
ANSI is classified in the highest regime, value-weighted portfolios comprising of stocks with the
highest market value, lowest price-to-book ratio and lower turnover ratios will earn the highest
returns. This study contributes to the extant literature by demonstrating that the news sentiment
level reflected in qualitative news reports can be effectively incorporated as a proxy to provide
valuable support to portfolio decision making.
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Abstract

This paper comprehensively examines the short run relationship between select macroeconomic
factors (i.e.,, GDP, Inflation, Interest Rate, Exchange Rate, Money Supply and Internationa Oil
Prices) and aggregate stock returns in emerging markets constituting the BRICS block over the
period 1995 to 2014 using quarterly data. This relationship is also examined during two sub
periods viz., a Pre Crisis period (1995:Q1 to 2007:Q2) and a Post Crisis Period (2007:Q3 to
2014.Q4). We find a significant unidirectional causality from stock return to GDP growth rate,
from stock return to inflation, from stock return to exchange rate and from stock return to oil
prices in almost all countries. This may be due to the fact that stock market already discounts the
expectations about broad economic indicators. This is also reflective of the informational
efficiency of stock markets in BRICS nations. Variance decomposition results revea that most of
the variation in stock returns in BRICS markets is primarily explained by their own lagged values
and the contribution of macroeconomic factors is not so significant except that of GDP growth
rate and Inflation rate. Further we find that the response of stock returns to a shock generated in
various macroeconomic factors lasts for about 4 to 8 quarters. These findings, besides augmenting
the empirical literature and knowledge domain on the topic, have significant implications for
policy makers, regulators, researchers and investing community in emerging markets. The
regulators need to ensure that financial sector reforms agenda consciously considers interlinkages
between stock markets and real economy. The investment community cannot devise investment
strategy based on macroeconomic variables as stock market leads rather than lag macroeconomic
variables in the short run. However, GDP growth rate and Inflation rate significantly explain stock
returns in amost all countries, so they can be considered as base to earn arbitrage profits in
emerging stock markets. This is also supported by the fact that the shock from macroeconomic
variables does persist for some time before withering away.
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Abstract

The stability of financial systems has been at the forefront of policy-makers after the world
witnessed the collapse of major financial institutions in the 2007-2008 financial crisis. A better
understanding of the causes of bank failures is essential to avoid the significant welfare losses
witnessed. We experimentally analyzed the role that revelation of financial information plays in
the likelihood of having a bank run. We base our experiments on the Diamond and Dybvig (1983)
model. We have two depositors that have to decide to withdraw today or tomorrow. If both
withdraw today, they both receive 200. If they both withdraw tomorrow, they both receive R,
which is randomly selected a set of numbers that range from 80 to 720. If one withdraws today
and the other tomorrow, the one withdrawing today receives 400 and the one withdrawing
tomorrow receives 0. A regulator knows the value of $R$. In our TRUTH treatment, the regul ator
must send the precise value of $R$ to the depositors before they decide. In our ANY T treatment,
the regulator can send any range of $R$ as long as it contains the true value of $R$. In ANY/, the
regulator can send any range of R. We find that Depositors early withdrawal decisions as a
function of the lower bound of the message about $R$ are significantly different in each of the
three treatments. There is a significant drop in the likelihood of withdrawing early in ANY and
TRUTH when the lower bound of the message equals 400. In addition, we find that there are more
inefficient runs (for large R) and fewer efficient runs (for smal R) in ANY than in either TRUTH
or ANYT. In ANY and ANYT, there were heterogeneous strategies used by the regulators. Some
were strategically vague and hid good states with worse states.
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Abstract

This paper aims to provide a relevant analytical framework for understanding of the formation of
bond interest rates during the different episodes of the EMU debt crisis. We propose a portfolio
choice model with two bond markets which generalizes the results of the traditional term structure
of interest rates theory and justifies the presence of the conditional variance and covariance as two
essential components of the volatility risk premiums on the long-term equilibrium. The paper
shows that the scenario of contagion on the bond markets is self-fulfilling. Only for the markets
that benefit from the flight to quality, the scenario of flight to quality is self-fulfilling. The
theoretical model is estimated by applying a bivariate GARCH-In-Mean model of 6 country pairs
in the euro zone. It is mainly Greek and Italian markets which have suffered from the increase of
uncertainty on the returns from the beginning of the crisis. The paper finally shows that the
portfolio mechanism plays an intermediary role between fundamental contagion and financial
contagion.
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Abstract

Financial education programs enjoy widespread governmental and financial industry support.
They are considered an important tool for improving financia literacy, encouraging financia
inclusion, and increasing consumer financial protection. Therefore, ng their effectivenessis
important to guarantee that public and private resources are allocated wisely. As we highlight in
this paper, the available empirical literature casts serious doubts on the effectiveness of those
programs in achieving their main objectives. Even properly designed—from an impact evaluation
viewpoint—financial education programs fail to deliver long-run effects on individuals' financial
literacy or financial choices. We highlight the challenges to evauate the impact of financial
education programs and, consequently, their merits. We showcase the international experience in
assessing the effectiveness of these programs and draw lessons for Colombia. We offer a set of
recommendations regarding the minimum set of attributes that financial education programs
should have to allow serious policy evaluation.
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Abstract

This paper investigates the existence and magnitude of volatility spillovers among equities on the
Nairobi Securities Exchange. The multivariate VARMA-GARCH model is used to test for
spillover effects between four broad sectors of the NSE: Agricultural, Financial, Commercial and
Services and Industrial. The significance of the parameters of the model are used as an indicator of
the spillover effect between sectors. Based on the empirical results, the biggest volatility spillover
is from the commercia and services sector to the broad industrial sector. There are also significant
spillovers from the industrial and agricultural sectors to the financial and commercial and services
sectors, as well as from the financial and commercia and services sectors to the broad industrial
Sector.
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Abstract

Our purpose is to assess whether Colombia’'s Central Bank uses its communications as an
alternative monetary policy tool and quantify the e?ectiveness of this strategy to a?ect ?nancia
markets. To do so, we use a machine learning technique to unveil the semantic structure of central
bank communications. This machine learning technique let us to extract some semantic factors
that are then used in a multivariate time series model to identify and measure the impact of these
communications on in7ation expectations and, therefore, on 7nancial markets. Our results
indicates, 7rst, that Colombia’s Central Bank do use communications as a monetary policy tool
and that this strategy highly in?uence market in?ation expectations.
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Abstract

This paper examines the optimal design of and interaction between capital and liquidity
regulations in a model characterized by systemic externalities generated by asset fire sales. We
show that when capital is regulated but liquidity is not, banks still hold liquid assets to protect
against liquidity shocks. Liquidity is advantageous from a macro-prudential standpoint as well:
Higher liquidity holdings lead to less severe decreases in asset prices during times of distress.
Individual banks do not internalize the fire sale externality and respond to the introduction of
capital requirements by decreasing their liquidity ratios. Predicting this reaction from banks, the
regulator raises the minimum capital ratio requirement to inefficiently high levels, which
corresponds to a reduction in socially profitable long-term investments. Our results indicate that
the pre-Basel 111 regulatory framework, which focused mainly on capital adequacy requirements,
was both inefficient and ineffective in addressing systemic instability caused by liquidity shocks.
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Rancy Chepchichir
Strathmore University, Kenya
rancy.chepchirchir@strathmore.edu

John Olukuru
Strathmore University, Kenya
jolukuru@strathmore.edu

Abstract

This study examines the impact of introduction of futures trading on the spot price volatility in the
commodity market. The paper considers the United States of America, South Africa and Ethiopian
economies. Three commodities i.e. coffee, maize and wheat from New York Merchantile
Exchange, South African Futures Exchange and Ethiopian Commodity Exchange are analyzed.
ARCH LM test is used to check for heteroskedasticity and GARCH and EGARCH are used to
check for the behavior of volatility between the pre- and post-futures periods. For all the three
economies, the results indicate presence of the ARCH effect in the log returns. For conditional and
unconditional variances; spot price volatility for coffee has decreased after futures trading in all
the economies and the EGARCH has aso shown reduction in persistence of volatility in the
post-futures period in the three economies; while that of maize has reduced for the Ethiopian
economy while there has been an increase in both the US and South African economies. For
wheat, the conditional variance has been found to rise in the post-futures period in al the three
€conomies.
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Abstract

We examine whether and under what circumstances the corporate social responsibility of the
target firms has an impact on acquirer’s firm value and performance. We find that target CSR
concerns have a negative and significant impact on acquirer long-run operating and stock
performance, but only for acquirers in consumer-oriented industries. We document that the impact
of target CSR strengths on these measures of long-term acquirer performance is not statistically
significant indicating that the effect of target’s CSR on acquirer performance is asymmetric. We
also find evidence that target CSR is associated with acquirer’s stock returns on acquisition
announcement. Our results indicate that CSR reputation can be transmitted from the target firm to
the acquirer firm and acquirers in consumer-oriented industries are more likely to “inherit” the
CSR weaknesses of the firm’sthat they buy.
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A Network Approach to Unravel Asset Prices Co-movements Using Minimal
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Abstract

In many fields, networks have been used to filter information and describe connected systems. In
this paper, we build on the minimum spanning tree (MST) literature developing a layered MST
that uses a multi-factor model to explain the dynamic dependencies among elements using
systematic and idiosyncratic components of asset prices. This framework proves to be flexible
with changes in the underlying data and the choice of factors for the investigation. We show
applications of our framework in different contexts and observe that the methodology is helpful in
understanding the change of the interdependencies among entities in a data-set. Using this
approach we are able to demonstrate dramatic changes in the topology of asset prices networks.
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Abstract

In the academic literature, a large number of papers on identifying assets pricing anomalies is
represented on the U.S. market, in other developed and emerging capital markets, but much less
attention is paid to the Russian market. Can you build a profitable trading strategy on the Russian
stock market based on the last stock performance? Is there an effect of mean reversion and the
price momentum effect? Is it possible to combine these effects and build a trading strategy of a
particular design that not only maximizes the profit (monthly return), but also holds the key to the
loss. In our work, the risk of the trading investment is tested in two ways: through a number of
portfolios in the strategy with a negative result of investment (we minimize the risk approximated
by number of drawdowns) and by checking the statistical significance of the excess of the average
return on the portfolios of one design over a given benchmark with the bootstrap Reality Check.
We document that the choice of stock weights in the portfolios of winners and losers has no
significant effect on the profitability of combined trading strategies. For low-risk profits investor
should consider the state of the stock market and available stock selection (a sufficient set of
stocks with a significant difference between the last performance). Our research allows us to
recommend certain rules on the ranking and investment windows, as well as the percentiles for
portfolios formation.
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Abstract

The article presents impacts of maor sporting events for the economy. Investments in
infrastructure are major expenditures that have to be paid in case of the event. It concerns sports
infrastructure like stadiums but also general one like roads, hotels, etc. These investments can
induce outputs for the economy in short and long time horizon. Important aspect of sporting
events effects refers to tourism. The discussion was supported by the data concerning UEFA Euro
2012 Championships that was played in Poland and Ukraine in June 2012.
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Abstract

Focusing on the ten most-traded currencies, we provide empirical evidence about a significant
heterogenous exposure to global growth news shocks. We incorpo- rate this empirical fact in a
frictionless risk-sharing model with recursive prefer- ences, multiple countries, and multiple
consumption goods whose supply features both global and local short- and long-run shocks. Since
news shocks are priced, heterogenous exposure to global long-lasting growth shocks results in a
relevant reallocation of international resources and currency adjustments. Our unified framework
replicates the properties of the HML-FX and HML-NFA carry trade strategies studied by Lustig et
a. (2011) and DellaCorte et al. (2013).
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Abstract

When analyzing options returns, most papers tend to suggest to calculate them (expected and
realized options returns) from the point of view of an investor that goes long on those financial
instruments. In the case of investors that go short, standard calculation of option returns tend to
assume the investment or capital committed is the underlying asset in the case of a call, or the
exercise price in a put. We conduct a test searching for excess returns on passive options
investment strategies resorting to a four factor model, evaluating the case of an investor who
launches options and evaluates returns to the light of capital invested in the form of margins
requirement. The main point of our research work is to continue the line of research where we
evaluate options returns from the sell side using the margin requirement as capital committed by
the investor. We find that there are excess returns not explained by the four factor model, which in
turn may indicate the strategy generates excess returns, or that the investor going short on options
is provides insurance to events not captured by the traditional models.
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Abstract

Securitization is the process of taking an illiquid asset or group of assets, and through financial
engineering, transforming them into a security. Even if it has been a key bank funding, risk
management and performance improvement tool over the last two decades, in the wake of the
largest financial crisis in recent times, many causes have been proposed for the 2007-2009
financial crisis. Financia crisis reflections to countries GDP, associated with securitization
Issuance is a financial niche with influential impact to chosen European Union countries. For the
purpose of this paper, research was made to see the impact of securitization issuance on GDP rate
of PIGS countries and several other European countries. The am was to show to show that
securitization does not have a great impact on GDP rate change when it is used in a transparent
manner. There are significant differences between investigated countries. From Spain on one side,
to other European Union countries such as Germany reduced issuance of securitized papers after
the peak of the financial crisis. Among biggest issuers in Europe are the United Kingdom and
Netherlands, they are characterized by the quality of collateral selection and underwriting
standards.
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Abstract

China was seen for a long time as world's work bench rather than a global innovator. However,
China was recently undertaking significant efforts to transform towards research and innovation
orientation, by e.g. setting the research goals in the 12th Five-Y ear Plan, establishing the Chinese
National Patent Development Strategy. In this paper we examine the factors fostering a higher
research orientation measured by research intensity. We document that higher equity incentives
for top executives, higher industry concentration, and the strategic shift by the Chinese
government in 2008 is related to higher research intensities. We also find in a univariate setting
that fraudsters spend significantly lessin research compared to their law-abiding peers.
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Abstract

Sensitivity Measures of the Hybrid Collar Strategy Abstract The process of integration and
globalization of financial markets has created many new opportunities for companies associated
with business development and improved competitiveness. On the other hand, this process
increases risks related to operating a business. An increase in the volatility of market conditions
results in an increased demand for new methods and tools to provide the means for more efficient
risk management. There is an increase in diversity of derivatives in contemporary financial
markets. Derivatives are characterized by certain flexibility due to the fact that they can be used
for hedging and speculative purposes as well as in arbitrage transactions. A particular flexibility
may cause problems that can arise in situations when company managers authorized to limit risks
or to use arbitrage strategies, intentionally or unintentionally engage in speculation. Such behavior
puts a company at risk of suffering considerable losses. Negative experiences with options
strategy of certain companies in Poland can serve as an example. In years 2008-2009, these
companies suffered considerable losses as a result of closed transactions. Therefore, in business
practice, it isimportant to competently implement innovations pertaining to risk management. The
risk analysis of introduced methods is crucially important. The collar strategy (also referred to as
the hybrid collar option) belongs to the class of hybrid instruments that combine the features of at
least two different groups of financia instruments. The purpose of the hybrid collar strategy isto
protect an unrealized profit gained from an earlier increase in the value of owned stocks. The
article presents the issues related to the hybrid collar strategy: strategy design, the payoff function,
the impact of selected factors (prices of the underlying instrument, time to maturity, the price
volatility of the underlying instrument and the length of the designated interval) on the shaping of
the price of collar and the values of such coefficients as delta, gamma, vega, theta and rho of
collar strategy. These coefficients are measures of sensitivities of the option’s price. The objective
of the work is determining measures of sensitivities of the collar strategy and analysing the impact
of selected factors on the risk of the strategy. The empirical illustration contained in the article is
presented based on the simulation of the pricing of the collar option issued on EUR/PLN.
According to risk measure analysis, the hybrid collar strategy is characterized by significant
sensitivity to a change in the price of an underlying instrument, the option expiration time and the
fluctuations in the volatility of an underlying instrument price.The analysis conducted shows that
the impact and strength of the selected factors on the collar strategy price and the collar sensitivity
depends on the position of the current price of the underlying instrument in relation to the centre
of the designated interval. The approximation of the price of the underlying instrument to the
centre of designated interval causes a decrease in the sengitivity of the collar strategy to the
volatility of the price of the underlying instrument. Greater volatility of the price of the underlying
instrument affects the growth in the sensitivity of the collar strategy to fluctuations in interest rates
and to the decrease in sensitivity to changes in the price of the underlying instrument. However,
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the impact of the price volatility of the underlying instrument on shaping the sensitivity of the
collar strategy to the approximation of the expiration date depends on the position of the current
price of the underlying instrument in relation to the centre of the interval and to the end point of
the designated interval. Keywords: risk management, option, hedging JEL Classification: G23,
G32
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Abstract

This paper investigates whether there are relationships between corporate governance
characteristics, firms performance, credit allocation and merit of credit. We hoped to find some
influences of qualitative characteristics, which are often overlooked. The study look at 75,512
firms (European and not) analysed over 7 years. We find out: (i) significant differences between
Countries' corporate governance; (ii) no significant relations between firm performance, level of
indebtedness and the adopted indicators; (iii) significant relationship between Integrated Rating
and corporate governance indicators; (iv) maybe human capital is an important perspective for
more efficient banking practices, but now it is not take into account.
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FORECASTING BANKRUPTCY: AN EUROPEAN ANALYSIS
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Abstract

Several studies investigated the predictability of financial distress. With this paper, we analyse the
ability of Integrated Rating model to anticipate potential corporate crisis. In particular, we study
bankrupt companies of four European Countries (Czech Republic, Italy, France and Slovakia). We
find that Integrated Rating model can forecast bankruptcy (assessing a negative merit of credit
judgment) with an accuracy that exceeds 85%. Moreover, we test and determined that the merit of
credit assessment is stable over time.
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Abstract

We analyze the effect of macroeconomic and financial uncertainty on the volatility of the
aggregate commodity market and of major commodity groups. We find that inflation uncertainty
bears some predictive power for commodity market volatility. Moreover, financial variables
associated with credit risk and equity market stress are important determinants of commodity
market volatility especialy after the financialization of commodity markets. Finally, we document
for the first time that the equity variance risk premium is a particularly strong predictor of
commodity futures volatility.
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Abstract

The paper aims to compare the determinants of a company finance by corporate bonds or bank
loans. Determinants of debt financing will be examined in the light of the theory of flotation costs,
renegotiation and liquidation, and information asymmetry (influenced by lower financial
information and risks disclosure). The corporate choice of funding sources depends on the
accessibility and cost of financing, required collateral, risk, leverage and tax shield. Bank loans
and corporate bonds are used by businesses not only to finance investments (in tangible assets,
real estate or financial investments in shares or stocks) but also to maintain liquidity or rollover of
debt. In order to find determinants of the choice of funding sources of firms, we estimate logistic
regression models and panel models of corporate borrowing determinants to compare the
significance and direction of the impact of enterprise characteristics depending on the source of
financing from the corporate bonds or bank loans. In this study we are interested in explanatory
variables that explain the level of information and risk disclosure; operational risk (variability of
operational cash flows), investment risk (retrieved from GARCH models estimated on listed
companies stocks trading on the Warsaw Stock Exchange), collateral held and leverage.

Page 227/256



@ E-PROCEEDINGS

Bank Acquisitiveness and Financial Crisis Vulnerability

Sagib Aziz
ESC Rennes School of Business, France
sagib.aziz@esc-rennes.com

Jean-Jacques Lilti
University of Rennes 1, France

Michael Dowling
ESC Rennes School of Business, France

Abstract

We investigate the relation between European bank acquisitiveness during the period 1990-2006
and their vulnerability to the financial crisis. We use distance to default and Z-score ratios to
estimate banks impact from the financial crisis in terms of bankruptcy risk and solvency. Our
findings shed new light on whether bank acquisitiveness really did contribute towards weakness;
and suggest that only acquisitions of investment banking assets increased risk, while acquisition of
retail banking assets actually lowered solvency risk.
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Abstract

We examine whether and how large K orean business groups known as chaebols effectively extend
control influence over their subcontractors outside their formal equity ownership boundary. Using
a unigue dataset on subcontractors of the 34 largest chaebols from 2001 to 2010, we show that the
profit rates of the subcontractors of a chaebol are more similar to one another than they are to the
rates of their industry peers. Subcontractors also exhibit less temporal variation in profitability
than non-subcontractors. We find an unusual customer-supplier relationship between chaebols and
their subcontractors — the central members of a chaebol coordinate the allocation of an economic
surplus between the group and the subcontractors to maintain the subcontractors' profitability at a
targeted level. We explore a rationale for why subcontractors voluntarily commit themselves to
such an unequal economic partnership. We document ‘certification’ benefits for them, including
improved profitability, faster sales growth, reduced marketing costs, more extensive capital
investment, and higher 1PO probability. Our results suggest that large business groups play an
important role in emerging markets by certifying opague firms through their reputations, which
hel ps overcome potential hold-up problems in a relationship-specific investment without resorting
to formal equity ownership.
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Abstract

The market of properties funds negotiated in stock market and real estate market of properties
have an uncertain scenario in the Brazil, with opportunities and risks of investments, despite the
appearance of being based on the same type of asset, are markets with very different
characteristics. The aim of the research was to compare the foundations of three real estate
investment trusts (REITS) traded on the stock exchange BM&FBovespa, which have higher
liquidity by investing in real estate, both in order to obtain monthly income arising from the lease.
The methodology used was the case study compared making use of secondary data published to
research the type ex-post-facto. The results were that, based on May 2015 data, the real estate
funds have higher return on investment that aims to generate income by real estate rent compared
to the popular residential location, middle and high standard. The commercial shed rental property
cited in the example presented above profitability of residential real estate, but profitability was
lower than the 3 most liquid REITs traded on the BM & Fbovespa, that showed benefit in terms of
profitability in the period surveyed.
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Abstract

This paper builds upon and extends Bali and Murray (2013) to investigate skewness preferences
when investors with heterogeneous expectations hold long skewness positions. When investors are
pessimistic (either pessimistic or optimistic), their overconfidence produces a downward (upward)
bias which explains their negative (positive) skewness preference. When investors are optimistic,
their overconfidence is reflected in the bottom skewness portfolio which explains why they show a
negative skewness preference as a result of overestimation for this portfolio. The over- or under-
valuation takes place in the absence of a risk-premium.
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Abstract

It is shown that the relation of expected return to volatility is generally positive for large caps yet
decreasing in volatility differential; it is also shown that this relation strengthens when information
delays are incorporated. This decreasing pattern is caused by puzzlingly high returns to the least
volatile equities. Volatility ranking of equities is shown to be persuasive: 30-day volatility carries
similar pricing information to 60-month volatility upon alowing for information delays. Scant
evidence for the positive relation of expected return to volatility for all equities and small capsis
attributed to lottery tickets behavior of volatile small caps. Cross-sectional evidence provides
evidence for the overall positive relation of expected return to volatility.
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Abstract

The global financial system appears to be heading for a major financial crisis. This crisisis being
driven by a growing global debt. One very important aspect of these potential crises is the state of
the world reserve currency and how it is managed. The Special Drawing Rights (SDR) of the
International Monetary Fund (IMF) as the maor global reserve currency offers a means to
stabilize international financial markets, primarily the commodity markets. Recent years have
witnessed a tremendous growth in information and communication systems that facilitate the
design and implementation of complex inter-enterprise processes. The basic hypothesis of this
paper is that an appropriately structured global reserve currency, such as the SDR, based on use of
an information and knowledge management system, can provide stability to currencies, whereas
an unmanaged single or unstructured group of currencies will not provide currency stability. The
proposed Information and Knowledge Architectures for System Management of a Global Reserve
Currency (IKASM-GRC) can provide a system and methodology which can stabilize a reserve
currency.
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Abstract

While numerous studies have investigated the impact of oil prices on stock market returns, this
paper is the first to examine the association between corporate bond yields and oil returns. We
examine sector-level association between corporate bond yields of four magjor U.S. industrial and
financial sectors, including 13 sub-sectors, and oil-returns employing an exponentia
autoregressive conditionally heteroskedastic (EGARCH (1, 1)) framework. Oil returns are found
to be significantly associated with the yield levels of corporate bonds issued in most of the ail
substitute, oil-related, oil-user and the financial services sectors except Petroleum Refinery,
Building and Chemical sub-sectors. Moreover, we find that the association between oil returns and
Chemical and Plastic & Rubber sub-sectors are asymmetric in the sense that negative oil return
shocks lead to greater volatility than positive oil return shocks of the same magnitude in the
former sub-sector and to lower volatility in the latter. Investors holding bonds issued by these
sub-sectors need to add corporate bonds from oil-related and oil-substitute sectors to lower the
volatility of the portfolio. The Federal Reserve Bank should encourage institutional investors to
examine the sensitivity of their portfolios to oil return changes. Corporations should keep
monitoring oil prices and hedge the volatility risk accordingly.
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Abstract

In this paper | study the impact of competition in financial markets on voluntary portfolio
disclosures by mutual funds. In a sample of open-end US domestic equity funds, | find that
disclosures decrease with competition. This supports the theory that mutual funds use voluntary
portfolio disclosures as a marketing tool to attract new investments in a tournament-like market,
where superior relative performance and greater visibility are rewarded with convex payoffs. With
higher competition, the likelihood of receiving new investments goes down for each fund and
funds respond by cutting down on costly voluntary disclosures. This effect is more pronounced for
funds holding illiquid assets as the cost of disclosure is higher for them (illiquid assets attract more
front-runners). Thus, competition appears to have an adverse impact on market transparency and
consumer search costs in a tournament-like mutual fund market.
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Abstract

This paper examines the effect of uncertainty on firms dynamic capital structure decisions.
Employing a battery of estimation methodologies including corrected LSDV and system GMM to
ensure the robustness of the results, we find that target leverage uniformly decreases with
uncertainty across al firms whereas leverage rebalancing toward the target shows asymmetric
response to uncertainty depending on firms current leverage levels. Firms financing behavior
around major investments reveals that over-levered firms tend to deviate from leverage targets but
under-levered firms converge to the targets substantially faster. Thus our study reconciles some of
the opposing results documented in the literature related to the financing behavior around major
investments. We provide some evidence that real options and bankruptcy threat could account for
the findings.
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Abstract

This paper analyzes a firm's incentives to disclose private information about market demand and
its cost when there is a potential entrant. There is a unique fully revealing disclosure equilibrium
in which the incumbents except the high demand-high cost type are transparent. We use a sample
of U.S. service firms to test the theoretical predictions. Consistent with the model's implications,
among low-debt service firms, those of high demand-high cost type are likely to avoid information
disclosure, whereas among high-debt firms, those of high demand-high cost and low demand-high
cost types are less likely to disclose private information.
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Abstract

We set out in this study to investigate the strategic behavior of spoofing trading orders in the index
futures market in Taiwan, including their characteristics, profitability, determinants and real-time
impacts. We find the existence of both spoofing-buy and spoofing-sell strategies, with such
spoofing orders being discernible not only among institutional investors, but aso individua
traders. Spoofing trading is profitable, with traders are more likely to submit spoofing orders when
both volume and volatility are high, and the price for spoofing-sell (buy) orders is high (low).
Furthermore, spoofing trading induces subsequent volume, spread and volatility, and spoofing-buy
(sell) orders have a positive (negative) effect on the subsequent price. Our findings provide
general support for the view that spoofing trading destabilizes the market.
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Abstract

In an effort to gain access to United States capital markets, a “reverse merger” (RM) alows a
private company to assume the exchange listing of a public company, without the additional time,
risk, expense or SEC scrutiny associated with a traditional 1PO. From 2002 through 2010, RMs
outnumbered traditional IPOs as a mechanism for going public. RMs initiated by Chinese firms
represent the vast majority of foreign RM transactions. This paper studies these Chinese firms
characteristics and relative operating performance prior to coming to the US and after being listed
on a US stock exchange. We investigate potential explanations as to why the vast majority of
reverse mergers involving foreign firms are Chinese. We further track their exchange listing
migrations and status over a period of up to six years and stock performance for those that obtain
PIPE financing versus those that do not.
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Abstract

Firm fixed effects in panel leverage regressions act as a noisy proxy for managerial effects that
drive persistence in leverage. Firms that do not change their CEO for prolonged periods of time
are more likely to keep debt ratios within a narrow bandwidth and to display persistent differences
in their time-series averages for up to 20 years. A CEO turnover is associated with considerable
modifications to the financing policy of the firm. Significant capital structure changes take place
immediately after a new executive takes office and leverage ratios remain relatively stable for the
remaining tenure of the CEO.
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Abstract

The recent financial-literacy literature has shown relationships between financial literacy and a
number of desirable facets of economic behaviour, including stock-market participation and
financial inclusion. We examine the relationship between financial literacy and entrepreneurship,
using US data from the national financial-capability surveys. The results show large effects of
financial literacy on the probability of being an entrepreneur, in magnitudes between 14-32
percent. The findings are robust to endogeneity, heterogeneity and survivorship-bias concerns.
Moreover, financial literacy exerts large positive impacts on the performance of entrepreneurs, in
terms of income, savings and the availability of planned, emergency and retirement funds, and is
related to lower levels of debt. While the curriculum of entrepreneurship education is still largely
under investigation, our findings suggest financial literacy exerts a high impact on both the
probability of being an entrepreneur and on entrepreneurial performance in the US.

Page 241/256



@ E-PROCEEDINGS

The Casefor Contingent Convertible Debt for Sovereigns

Stavros ZENIOS
University of Cyprus, Cyprus
zenioss@ucy.ac.cy

Andrea Consiglio
University of Palermo, Italy
andrea.consiglio@unipa.it

Abstract

This papers makes the case for sovereigns to issue state-contingent convertible bonds (abbreviated
S-CoCo) as a means to forestall debt crises. This is afinancial innovation response to the lack of
sovereign debt restructuring mechanisms. These instruments contractually stipulate payment
standstill, contingent on a sovereign’s credit default swap spread breaching a distress threshold.
They have the advantage of ex ante limiting the likelihood of debt crises, and ex post risk sharing
between creditors and the debtor. They are “contingent contracts’ addressing problems of
“neglected risks’ in sovereign debt risk management. Building on literature for state-contingent
convertible debt for banks (abbreviated B-CoCo) we address issues pertaining to the design of
sovereign contingent debt, including market discipline and sovereign incentives, market
manipulation and multiple equilibria; errors of false aarms or missed crises. However, in B-CoCo
the conversion is from debt to equity, whereas in S-CoCo the conversion is to more favorable
repayment schedule. The paper develops a risk optimization model to incorporate S-CoCo in the
portfolio of instruments used to finance a sovereign. The model trades off expected cost vs tail
risk. We use Greece as a case study to illustrate Pareto improvements when standstills are
contractually possible.
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Abstract

Passive index investing is the investment community’s answer to expensive, underperforming,
actively managed funds. It involves the low cost strategy of investing in a fund that replicates or,
more often, tracks a market index. This paper argues that the benchmark indices are unlikely to
represent the preferences of many investor types and, consequently, could be re-weighted to
improve investment performance of the tracking strategies. In this paper we draw on the concept
of “cumulative area ratios’ to propose a novel technique for constructing enhanced indices that
provide improved investment performance. The technique, called the utility based index tracking
technique (UBITT), is computationally parsimonious and applicable for all return distributions
and all types of monotonically increasing utility functions. First, we develop the concept of the
cumulative utility area ratio (CUAR) criterion to make pair wise comparisons of the individual
assets. This involves adjusting the cumulative distributions of asset returns for the investor’s
utility function. We then use this information in an Analytic Hierarchy Process (AHP) to
determine the enhanced portfolio weights. We then apply the UBITT to two value weighted
indices, one from a devel oping country, the Turkish BIST-30, the other from a developed country,
the Japanese TOPIX-100, and one price weighted index (the Dow Jones industrial Index) to
construct enhanced portfolios based on five distinct utility functions: decreasing absolute risk
aversion (DARA), increasing absolute risk aversion (IARA), constant absolute risk aversion
(CARA), risk neutral, and risk seeking. In-sample tests show that all five UBITT portfolios
provide more utility and convincingly outperform the bench mark portfolio according to the
CUAR, the Omega ratio as well as to conventional mean-variance criteria. Out-of-sample tests
show that the five enhanced portfolios continue to outperform the bench marks for long periods
outside the estimation period and thus have forecasting power.
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Abstract

This study examines the current trends in the venture capital industry from an emerging market
perspective, namely India and documents two major findings. The study focuses on exploring the
determinants driving the valuation of private equity backed firms. Firstly, presence of an
association between a company’s pre money vauation and its fund size, revenue multiple and
stake acquired by a venture capital investor is established. It is observed that there does not exist a
convex relationship (U — Shape) between the fund size and firm valuations as seen in the case of
developed economies. Secondly, a negative correlation between the stake acquired by the venture
capitalist and firm valuation and a positive relationship between the revenue multiple and the
valuation is established. These findings support the belief that when a firm reaches the maximum
valuation from the promoters perspective, there is atendency to liquidate additional stake.
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Abstract

In this paper we study the relationship between banks stake in a firm and the use of market
mechanisms to raise funds by such a firm in an international setting that compares Anglo-Saxon
versus non-Anglo-Saxon countries. We posit that banks take an equity position in firms either to
expropriate the current shareholders or to strategically open the possibility of future business
opportunities once firms are listed on the stock exchange. The first effect, which dominates when
banks hold low equity stakes hinders security issues. On the contrary, the second (strategic) effect
appears for high stakes and stimulates security issues. Then, the interaction of the aforementioned
expropriating and strategic effects leads to a U-shape connection between banks' stake and the
probability of issuing securities. Remarkably, the first expropriating effect dominates in
non-Anglo-Saxon countries while the second in Anglo-Saxon ones, suggesting a substitution
relationship between bank financing and market financing in the former countries and a
complementary one in the latter. We prove these contentions using an international database with
21197 observations distributed along the period 2000 to 2013.
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Abstract

After the financial crisis, Basel 111 with a leverage ratio for all banks was introduced. The final
benchmark for the leverage ratio in Europe is till pending. We show that a uniform leverage ratio
can lead to different impacts on the cost of regulatory capital of retail, wholesale, and trading bank
business models once the funding structure changes. We apply the framework of Miles et al.
(2012) and empirically test on the basis of balance sheet characteristics for a panel of 92 banks in
Germany. Since most German banks are not listed the positive link between the historical return
on Tier 1 capital and leverage of banks is used as a proxy-model for the expected return. Due to
individual costs (and risks) a*“one size”-leverage ratio does not fit all.
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Abstract

I model the growth and financing choices by the head of the family of a family-run firm.
Specifically, 1 examine the following trade-off. On the one hand, letting family members
participate in decison making alows the head of the family to develop family members self
esteem, a distinctive dimension of the head of the family's "nurturing” role emphasized by the
anthropology literature. On the other hand, that decreases the firm's growth potential since
decision making within the family is impaired by (i) emotionally-based conflict, (ii) the fact that
the points of view expressed by family members are weighed equally rather than on their relative
merits, and (iii) the fact that family members have differing agendas. | first show how the head of
the family's decision to pursue high growth versus low growth depends on family size,
composition (age, gender, etc.), and on cultural norms. Then, | relate this choice to the decision to
sell the firm out, approach a venture capitalist, or approach a bank.
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Abstract

Today the Indian Banking System is at the distress. It is sitting on ~ 7.82 trillion NPAs plus
restructured assets which 12.5% of the total loans as on 14th December 2015. Gross NPAs
increased from 3.4% in March 2013 to 4.45% in March 2015 and overall stressed advances from
9.2% in March 2013 to 10.9% in March 2015. Growth of Non-Performing Assets (NPA) in the
non-priority sector has outstripped that in the priority sectors, with the industrial sector showing
the highest incidence of stress. Within the industrial sector, borrowers in infrastructure (especially
power), iron & steel and textile industries have been most affected as a result of stalled projects,
delayed policy decisions, economic slowdown, severa macro factors related to supply and
demand and mismanagement. Maor contribution in NPAs is largely from Public Sector Banks in
India and the ability of public sector banks to manage the quality of their asset portfolio has
remained weak on several accounts — a) Poor credit appraisal prior to sanctioning, b) Ignorance of
early indicators of deterioration in asset quality, ) Lack of granular data on slippages, d) Absence
of detailed evaluation of restructuring. Many studies have suggested various internal and externa
measures to manage and control the NPAs but none of the study points out how a barometer/index
may useful as Credit Risk Management tool to control the NPAs. This paper is conceptua in
nature and deals with three aspects; first, Trend Analysis and Critica evaluation of Annual
Movement of Gross Non Performing Assets in Indian Banking System. Second, Elaborate the
importance of NPA Index which may be used as a Credit Risk Management tool to monitor and
control the NPA (Non Performing Assets) & Stressed Assets except focussing on calculation
methodology of Index. Third, Benefits of NPA Index to the Banks, Government, Investors, and
Market.
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Abstract

This paper studies the accuracy of the VaR using the Delta-Normal and Historical approaches in
measuring the risk of CDS portfolios in three different zones, US, Europe and Asia, for the period
March 2013 - November 2015. The portfolios consist exclusively of CDS of high rated banks and
financial ingtitutions. We found that at the 95% confidence level both approaches were accurate
using equal weights over 500 days. However, at the 99% level, the Delta-Normal method
underestimated the VaR except for Aisa portfolio. Both approaches failed in accurately measuring
the VaR over 50 days.
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Abstract

Using accounting micro data from Worldscope database for 8,512 manufacturing firms in 42
Advanced and Emerging countries, this paper examines how fiscal stimulus (i.e. changes in
government spending) affected firm performance (profits, sales, capital expenditure and
employment) during the recovery period from the global financial crisis (GFC). The analysis also
focuses on understanding whether firms' initial conditions have implications for their response to
fiscal policy and, therefore, to fiscal consolidations. Using cross-sectional [and
differences-and-differences| analyses, our findings indicate that manufacturing firms profitability
improve significantly after afiscal stimulus, notably in Emerging Markets Economies.
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Abstract

Interest rates on savings products vary not only between banks, but also between accounts within
the same bank. Using a unigue dataset, we show that the economic environment is incorporated to
a larger extent in time deposit rates than in savings account rates. On a bank level, interest rates
are significantly negatively related to creditworthiness, especialy since the onset of the global
financial crisis. In addition, foreign banks provide higher rates. With regard to account-specific
features, we find that maturity increasing conditions (i.e., withdrawal fees for savings accounts
and term for time deposits) positively influence a product’ s interest rate.
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Abstract

Financial constraints are common in developing countries where financial systems are
underdeveloped. Chinese firms report access to finance is the most important obstacle in the
business environment and this seems to be related to firms which fail to gain access to the credit
market. We examine the likelihood of access to credit of Chinese firms where the firm size and
whether the firm is an exporter seem to be key characteristics of the firm to consider. Credit
constraint is significant in investment decisions. Together with firm size, accessto credit is among
the firm characteristics with the largest impact in the likelihood to invest.
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Abstract

Islamic finance is a relatively new business segment, however, shown a promising results so for.
Global volume of asset under Islamic finance has crossed the figure of US $ 1,700 Billion, by the
end of 2013 (WIBCR-2014). In addition to banking services, Islamic finance has started
penetrating in other sectors including capital market and insurance. Islamic finance is being in
practice from first decade of 21st century and forms about 10% of the local market in Pakistan.
This study is proposed to conduct an evaluation of Islamic insurance in domestic market. Study
covers the following questions. Why and how Islamic insurance developed? An overview of
insurance sector and Takaful, Comparative financial analysis of Takaful industry with
conventional insurance; An insight into the accounting and legal framework for Takaful; A
customer survey to document the perception about Takaful business, An insight and
documentation of challenges to Takaful operations; our research is based upon data from Pakistan.
Findings suggests, Islamic insurance business has a very low market share, although growing at a
fast pace. Also financial performance is very poor, athough potentia is very high. Reasonably
good regulatory framework is in place. Market sentiments are very positive about Islamic
insurance sector in Pakistan.
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Abstract

We study the effect of changes to bank-specific capital requirements on mortgage loan supply
with a new loan-level dataset containing al mortgages issued in the UK between 2005Q2 and
2007Q2. Wefind that arise of a 100 basis pointsin capital requirements leads to a’5.4% declinein
individual loan size by bank. Loans issued by competing banks rise by roughly the same amount,
which is indicative of credit substitution. Borrowers with an impaired credit history (verified
income) are not (most) affected. Thisis consistent with origination of riskier loans to grow capital
by raising retained earnings. No evidence for credit substitution of non-bank finance companiesis
found.
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Abstract

This study aims to assess the efficacy of FIU’s MBA for working professionals program that has
been offered online for several years, the Corporate MBA (CMBA). All Professiona MBA
(PMBA) programs including the CMBA, share equivalent student learning outcomes and
curriculum. While some of the course sequences differ across programs, all of them include the
same capstone class at the end of the program where the summative direct assessments of the
programs occur. This study assesses the quality of students' online learning as compared to the
traditional face-to-face format. Admission standards and retention data are also compared and
analyzed for common characteristics that preclude student success under the two separate modes
of instruction. The paper concludes with a discussion pertaining to further measures necessary to
strengthen the course offerings and delivery mechanism to enhance the value of the online
program.
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