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A Consistent Pricing Model for Index Options and Volatility 
Derivatives 

 
Rama Cont, Columbia University 

Thomas Kokholm , University of Aarhus 
 

Abstract 
 
We propose and study a flexible modeling framework for the joint 
dynamics of an index and a set of forward variance swap rates 
written on this index, allowing options on forward variance swaps 
and options on the underlying index to be priced consistently. Our 
model reproduces various empirically observed properties of 
variance swap dynamics and allows for jumps in volatility and 
returns. An affine specification using Lévy processes as building 
blocks leads to analytically tractable pricing formulas for options on 
variance swaps as well as efficient numerical methods for pricing of 
European options on the underlying asset. The model has the 
convenient feature of decoupling the vanilla skews from 
spot/volatility correlations and allowing for different conditional 
correlations in large and small spot/volatility moves. We show that 
our model can simultaneously fit prices of European options on S&P 
500 across strikes and maturities as well as options on the VIX 
volatility index. The calibration of the model is done in two steps, 
first by matching VIX option prices and then by matching prices of 
options on the underlying. 

A Factor Analysis Approach to Measuring European Loan and Bond 
Market Integration 

 
Rien Wagenvoort, European Investment Bank 

Andre Ebner , Ludwig Maximilians University of Munich 
Magdalena Morgese Borys , Charles University in Prague 

 
Abstract 

 
By using an existing and a new convergence measure, this paper 
assesses whether bank loan and bond interest rates are converging 
for the corporate sector across the euro area. Our sample of 828 
bond issues suggests that integration of the primary euro-
denominated bond market is complete; there is evidence of ± -
convergence, ² -convergence, strong factor convergence, and 
absence of Ã -convergence. In contrast, the market for bank loans 
remains segmented albeit at various degrees depending on the type 
and size of the loan. Factor analysis reveals that rates on large loans 
and long-term small loans have weakly converged in the sense that, 
up to a fixed effect, their evolution is driven by common factors 
only. In contrast, the evolution of short-term small loan rates is still 
affected by country-specific dynamic factors. These working capital 
type of loans are more susceptible to information problems and, 
therefore, possibly to distortions in loan pricing. There are few signs 
that bank loan rates are becoming more uniform with time. 



A Framework for Government-Assisted Retirement: The Best Way 
to Convert Your Lump Sum to a Pension 

 
Roger Gay , Monash University 

 
Abstract 

 
Signals emanating from the Henry Review of Taxation indicate that 
the government is considering selling life annuities to retirees. All 
available evidence suggests that self-funding retirees generally are 
not prepared to relinquish control of their capital and are not 
interested in purchasing life annuities. There may however be 
another way to their hearts and purse strings, in the light of 
retirement account losses due to the GFC. The best way to convert a 
retirement lump sum into an income stream is to split the sum into 
two parts. One part -  cash  - is used to purchase a guaranteed 
income stream in the medium term (ten or twelve years). The 
remainder is invested in the best-performing portfolio of risky 
assets. This  market portfolio  can be expected to replace the entire 
original capital in real terms over the guaranteed income years, 
enabling the strategy or a modified version of it to be repeated. 
Under the mean-variance criterion this strategy cannot be improved 
upon. It is less risky than taking a pension by drawdown from a New 
Pension, and is more likely to preserve the capital in the face of 
longevity provided a prudent annual pension is taken. The difficulty 
at present is that annuities must be purchased from commercial 
providers with attendant default risk. This shortcoming could easily 
be overcome if governments were to provide annuity or indexed 
annuity bonds as part of its publicly issued debt. 

A Market Microstructure Approach to the Foreign Exchange 
Market in Vietnam 

 
Phuc Tran Nguyen, Griffith University 

Tom Nguyen , Griffith University 
 

Abstract 
 
Vietnam s foreign exchange (forex) market has remained relatively 
poorly developed despite more than two decades of general 
economic reform. This paper adopts a market microstructure 
approach to the investigation of possible reasons underlying this 
situation. The analysis suggests that the authorities have tended to 
place special emphasis on maintaining stability in the nominal 
VND/USD exchange rate, and have relied on a number of 
administrative measures to support such stability. In turn, 
stability/stickiness of the VND/USD rate has acted as a retardant in 
the development of the country s forex market. In particular, the 
role of commercial exchange rate quotes as accurate price signals 
has been materially reduced. 



A Queuing Model for a Continuous Double-Auction Trading System 
 

Shiwei Zuo, Japan Dragon Network Co., Ltd. 
Meng Li, Japan Dragon Network Co., Ltd. 
Kazuo Kishimoto, University of Tsukuba 

Misao Endo , Central Research Institute of Electric Power Industry 
(CRIEPI) 

 
Abstract 

 
We implemented a newly adapted queuing model to analyze a 
continuous double-auction trading system. In the trading system, 
traders have to decide if they want to get a good price or if they 
want a quick transaction. If we can calculate the execution 
probability, it will help with this decision. The execution probability 
depends on the temporal market situation as a whole, and the 
liquidity of stock names. Given the complexity of the system, we 
had to make assumptions in order to simplify the system so that we 
could analyze it in a mathematical and comprehensible manner. By 
applying the queuing theory, we could calculate execution 
probabilities as a function of average order arrival rates and the 
initial number of bids (or asks) in the waiting queue. 

A Stochastic Correlations Model for Default Risk 
 

Toby C. Daglish, Victoria University of Wellington 
Shaloub Razak , National Bank - Toronto 

 
Abstract 

 
Correlation of defaults is important for the valuation of multiple 
entity credit derivatives. When examining market prices for 
different tranches of Collateralised Debt Obligations, using Copula 
models, a different implied level of correlation is often found for 
each tranche, forming a smile. We present a first passage model for 
firm default which allows correlation to vary over time, potentially 
explaining this phenomenon. Our model allows us to obtain closed 
form solutions for default probabilities in the single firm case, while 
being easily extended (using Monte Carlo simulation) to the 
multiple firm case. We subsequently use an extended Kalman filter 
to calibrate the parameters of our model to Credit Default Swap 
data, enabling us to compare pricing and hedging performance 
when the model is used to price Collateralised Debt Obligation 
tranches. 



A Volatility Targeting GARCH Model with Time-Varying 
Coefficients 

 
Bart Frijns, Auckland University of Technology 

Thorsten Lehnert, Maastricht University 
Remco C. J. Zwinkels , Erasmus University Rotterdam (EUR) 

 
Abstract 

 
The current paper proposes a conditional volatility model with time 
varying coefficients based on a multinomial switching mechanism. 
By giving more weight to either the persistence or shock term in a 
GARCH model, conditional on their relative ability to forecast a 
benchmark volatility measure, the switching reinforces the 
persistent nature of the GARCH model. Estimation of this volatility 
targeting or VT-GARCH model for Dow 30 stocks indicates that the 
switching model is able to outperform a number of relevant GARCH 
setups, both in- and out-of-sample, also without any informational 
advantages. 

An Empirical Analysis of Valuation Algorithms for Pricing Callable 
Snowball Floaters 

 
Damir Filipovic, Vienna Institute of Finance 

Nils Friewald, Vienna University of Economics and Business 
Administration 

Stefan Pichler , Vienna University of Economics and Business 
Administration 

 
Abstract 

 
In this paper we value a callable snowball floater, a complex interest 
rate instrument with variable coupon payments, which depend on 
the prevailing interest rates in arrears and recursively on previous 
coupon payments. The embedded option requires solving an 
optimal stopping problem using the dynamic programming 
principle. A well-known and widely used algorithm to estimate 
conditional expectations is a specific form of least squares Monte 
Carlo simulation introduced by Longstaff and Schwartz (2001), 
which we refer to as the LSM approach. Contrary to the standard 
approach, where discounted option values of the subsequent period 
are regressed on the current state variables, Longstaff and Schwartz 
(2001) use the ex post realized payoffs of in-the-money option 
scenarios from continuation instead. They argue that, in doing so, 
they get values less than or equal to the value implied by the 
optimal stopping rule, which provides an objective convergence 
criterion. We compare the LSM approach with the standard 
approach and use the price estimate from an elaborate nested 
Monte Carlo simulation as a benchmark. We empirically find that 
the LSM estimate of the embedded option might be considerably 



downward biased, whereas the standard estimate is much closer to 
the benchmark price. Moreover, we find that there is no optimal 
type of basis function that can generally be recommended for 
pricing interest rate instruments. Instead, we suggest using the LSM 
approach to determine the optimal type of basis function that 
results in the largest option value and rely on the standard approach 
to price the instrument. These are important issues to consider 
when pricing complex interest rate instruments, in general, and 
callable snowball floaters, in particular. 

Analysts  Incentive- and Cognitive-Based Processing Biases: 
Evidence from Recommendation Revisions 

 
Ruei-Shian Wu, Yuan Ze University 

Hsiou-wei Lin , National Taiwan University 
 

Abstract 
 
This paper examines how incentive-based and behavior-based 
variables affect analyst recommendation revisions. Specifically, we 
use duration analysis to test analysts' underreaction to new 
information by isolating effects of incentives and cognitive 
processing biases (i.e., cognitive dissonance and conservatism) on 
the timing of their recommendation revisions. In an unconditioned 
circumstance, the results show that analysts are not biased against 
conveying negative signals. However, when we control for favorable 
preceding recommendations, we find that analysts delay conveying 
bad news, which is consistent with the incentives and cognitive 
dissonance hypotheses. When we control for unfavorable preceding 
recommendations, the results show that analysts delay conveying 
good news, which is only consistent with the cognitive dissonance 
hypothesis. We also find that analysts delay their responses to new 
favorable information for outperformers from which they have 
received low representative information relative to high 
representative information. Our results provide direct evidence that 
analysts' underreaction to new information is compounded by the 
effect of conservatism, which suggests that individuals do not 
update their beliefs adequately in the face of new evidence. 



Anonymity and Liquidity Provision 
 

Huu Nhan Duong, Deakin University 
Petko S. Kalev , Monash University 

 
Abstract 

 
This paper investigates the effect of the removal of broker 
identification (broker IDs) on the provision of liquidity on the 
Australian Stock Exchange (ASX). Utilising a proprietary data set 
from the ASX, that identifies institutional and individual order 
submissions, we document that both institutional and individual 
investors become less aggressive and submit more limit orders after 
the switch to the anonymous trading system. Since the supply of 
liquidity depends on investors  placement of limit orders, our 
finding implies an improvement in liquidity provision after the 
removal of broker IDs on the ASX. 

Are Australia s Long Term Interest Rates Set at Home or Abroad? 
 

Tony J. Makin, Griffith University 
Paresh Kumar Narayan, Griffith University 

 
Abstract 

 
This paper develops an international borrowing and lending 
framework for examining the relationship between net foreign 
borrowing and real interest rates. It first establishes how domestic 
or international net saving may influence external imbalances and 
interest rates over any given time, deriving the proposition that 
foreign borrowing and real interest rates move together whenever 
net saving shocks are domestically sourced, but move oppositely 
when net saving shocks emanate abroad. It then shows that in the 
case of Australia, an economy that has borrowed significantly from 
abroad since the mid 1980 s, rising net capital inflow has had a 
statistically significant negative impact on domestic real long term 
interest rates. This suggests that international factors have mainly 
been responsible for the variation in Australia s long term real 
interest rates. 



Are Copula-GoF-Tests of Any Practical Use? Results from a 
Simulation Study 

 
Gregor N. F. Weiß , University of Bochum 

 
Abstract 

 
In this paper, the optimality of bivariate copula-VaR models and the 
usefulness of several goodness-of-fit tests for copulas are analysed 
by the use of a comprehensive simulation study. In particular, I try 
to answer two questions: (1) Which parametric copula is optimal for 
estimating the VaR and Expected Shortfall (ES) of a given portfolio 
consisting of linear assets? (2) How can the in terms of accurate 
VaR- or ES-estimates optimal parametric copula be identified 
beforehand? To answer these questions, the VaR and ES for a total 
of 12,000 bivariate portfolios are estimated from 435 linear assets 
over eight different time windows. The results show that although 
copula-models with GARCH-margins yield considerably better VaR-
estimates than correlation-based models, the identification of the 
optimal parametric copula form is a serious unsolved problem. The 
analysis of three state-of-the-art approaches for testing a copula-
model's goodness-of-fit showed that none of the tests is able to 
identify the optimal parametric form unambiguously. Moreover, the 
backtesting results show that the optimal parametric copula is both 
dependent on the risk measure used and time-variant. 

Are Ethical Investments Good? 
 

Gariet Chow, University of Western Australia 
Robert B. Durand, University of Western Australia 

SzeKee Koh , University of Western Australia 
 

Abstract 
 
Our study considers whether ethical investments are also good 
investments. We utilize long-run event study methodology to study 
abnormal returns associated with firms being included in, and 
dropped from, KLD Research and Analytics  (KLD) Domini 400 
SocialTM Index (DS400). There are positive and statistically 
significant long-run abnormal returns for firms being included in the 
DS400. The market also appears to anticipate decisions to include 
firms in the DS400; short-run abnormal returns associated with 
firms being included in the DS400 are consistent with the market 
correcting high abnormal returns before the date the firm is added 
to the index. 



Are Foreign Earnings Disclosures Value-Relevant? Disaggregation 
Solves the Puzzle 

 
Robert Joliet, University of Liege 
Aline Muller , University of Liege 

 
Abstract 

 
This study examines whether foreign region- and country-specific 
performance disclosures relate differentially to shareholder wealth 
compared to domestic performance disclosures. Bearing in mind the 
fact that, in previous literature, empirical findings regarding the 
value-relevance of geographic performance disparities have been 
surprisingly conflicting and puzzling, we question in this paper prior 
sample selection procedures and data treatments. Using an 
extensive international company-level database, we distinguish 
between foreign  region-  and  country- specific performance 
disclosures and find that (1) the use of disaggregated foreign 
earnings information increases significantly the precision and 
significance of the value-relevance of foreign performance; (2) the 
disclosure of positive earnings movements generated in Latin 
American countries has a consistently negative value impact and (3) 
the value-relevance of foreign segment disclosures is particularly 
perceptible for Asian Pacific countries and the United Kingdom, 
confirming the attractiveness of these areas for foreign direct 
investment. 

Arrears on Mortgages: Differences Across Countries and Their 
Effect on the Pricing of the Loan 

 
Silvia Magri , Bank of Italy 

 
Abstract 

 
The aim of this paper is twofold. Using the Eu-Silc database for 
seven European countries, we first analyse the frequency of 
households in arrears in repaying mortgages. By considering only 
households with mortgages, we uncover some new evidence 
compared to previous analyses. Although the shares of households 
in arrears on mortgages calculated on the whole population are low 
and similar across countries, the findings for households with 
mortgages show a wider heterogeneity, with the highest percentage 
of households in arrears in Italy and Spain. The probability of being 
late in repaying mortgage is lower when education and income are 
higher and increases when the head of the household is 
unemployed or in bad health. In the second part of the paper, we 
assess how much the price of the mortgage is linked to the 
household specific credit risk, as measured by its predicted 
probability of being in arrears on mortgage. This analysis regards 
only Italian households for which the national Eu-Silc database 
contains some additional variables on the mortgage contract, such 
as the interest rates. The evidence is that lenders decide the price of 
the mortgage also on the basis of the household credit scoring. 
Using a linear model for the estimation of the interest rates and 
considering mortgages granted since 2002 and 2006, an increase in 
the probability of default by 0.01 entails a rise in mortgage interest 
rates by around 12 basis points; in the Us at the end of the '90 



Edelberg(2006) finds a higher risk-premium equal to 38 basis points. 
The impact has increased over time consistently with a more 
widespread use of credit scoring. 

Assessing the Systemic Risk of a Heterogeneous Portfolio of Banks 
during the Recent Financial Crisis 

 
Xin Huang, Duke University 

Hao Zhou, Government of the United States of America 
Haibin Zhu , Bank for International Settlements (BIS) 

 
Abstract 

 
This paper extends the approach of measuring and stress-testing 
the systemic risk of a banking sector in Huang, Zhou, and Zhu (2009) 
to identifying various sources of financial instability and to allocating 
systemic risk to individual financial institutions. The systemic risk 
measure, defined as the insurance cost to protect against distressed 
losses in a banking system, is a risk-neutral concept of capital based 
on publicly available information that can be appropriately 
aggregated across different subsets. An application of our 
methodology to a portfolio of twenty-two major banks in Asia and 
the Pacific illustrates the dynamics of the spillover effects of the 
global financial crisis to the region. The increase in the perceived 
systemic risk, particularly after the failure of Lehman Brothers, was 
mainly driven by the heightened risk aversion and the squeezed 
liquidity. The analysis on the marginal contribution of individual 
banks to the systemic risk suggests that  too-big-to-fail  is a valid 
concern from a macroprudential perspective of bank regulation. 



Asset Pricing in a Monetary Economy with Heterogeneous Beliefs 
 

Benjamin Croitoru, McGill University 
Lei Lu , Shanghai University of Finance and Economics 

 
Abstract 

 
In this paper, we shed new light on the role of monetary policy in 
asset pricing by examining the case where investors have 
heterogeneous expectations about future monetary policy. This 
case is realistic, because central banks are typically less than 
perfectly open on their intentions. Accordingly, surveys of 
economists reveal that they frequently disagree in their 
expectations. Under heterogeneity in beliefs, investors place bets 
against each other on the evolution of the money supply, and as a 
result, the sharing of wealth in the economy evolves stochastically. 
Employing a continuous-time, general equilibrium model, we 
establish these fluctuations to be rich in implications, in that they 
majorly affect the prices of all assets, as well as inflation. In some 
cases, we are able to derive explicit formulas for important 
economic quantities. Our model may help explain some empirical 
puzzles. In particular, we find that the volatility of bond yields and 
the stock market volatility may be significantly increased by the 
heterogeneity in beliefs, a conclusion supported by our empirical 
analysis. 

Asset Pricing, the Fama-French Factor Model and the Implications 
of Quantile Regression Analysis 

 
David E. Allen, Edith Cowan University 

Abhay Kumar-Singh, Edith Cowan University 
Robert Powell , Edith Cowan University 

 
Abstract 

 
In traditional tests of asset pricing theory Ordinary Least Squares 
(OLS) regression methods are used in empirical tests of factor 
models, which implies a focus on the means of the distributions of 
covariates. The work of Koenker and Basset (1982) and Koenker 
(2005) provides an alternative via Quantile regression featuring 
inference about conditional quantile functions. This study 
empirically examines the behaviour of the three risk factors from 
Fama-French Three Factor model of stock returns, beyond the mean 
of the distribution, by using quantile regressions and a US data set. 
The study not only shows that the factor models does not 
necessarily follow a linear relationship but also shows that the 
traditional method of OLS become less effective when it comes to 
analysing the extremes within a distribution, which is often of key 
interest to investors and risk managers. 



Asset-Backed Securitization in Industrial Firms - An Empirical 
Investigation 

 
Laura Xiaolei Liu, Hong Kong University of Science & Technology 

(HKUST) 
Qinghao Mao, Hong Kong University of Science & Technology 

(HKUST) 
Michael L. Lemmon , University of Utah 

 
Abstract 

 
We investigate the determinants and consequences of the use of 
asset-backed securitizations (ABS) by industrial firms. ABS users are 
larger, more highly levered, have lower R&D intensity, and have 
more securitizable assets compared to other firms in the industry. 
Upon initiating an ABS program, firms experience an increase in asst 
return volatility, a decrease in bond rating, and increase in their 
total leverage (including the leverage associated with ABS). Firms 
with higher marginal tax rates borrow more using ABS. ABS users 
also experience an increase in their bond and loan spreads post ABS 
initiation, while the ABS spreads are much lower than bond spreads. 
Overall, our results are consistent with Leland s (2007) model where 
firms use ABS financing to take advantage of financial synergies. 
Finally, we find that firms use less ABS when the securitization has 
to be consolidated and that ABS usage has declined following 
changes in the accounting treatment of these transactions that have 
made it more difficult to treat ABS as off-balance-sheet financing. 
This finding suggests that firms also care about accounting reporting 
in determining whether to use ABS. 

Asymmetric Information and Price Competition in Small Business 
Lending 

 
Ming-Hua Liu, University of Macau 

Dimitri Margaritis, Auckland University of Technology 
Alireza Tourani Rad , Auckland University of Technology 

 
Abstract 

 
This paper examines the relationship between bank lending rates 
and their cost of funds in New Zealand. Our results show that 
mortgage rates respond more quickly to changes in cost of funds 
than base business lending rates do both in the long run and in the 
short run. While there is no evidence that banks adjust upward their 
lending rates faster than downwards, our study indicates that banks 
prefer the plain-vanilla type of lending such as mortgages to small 
business lending due to the significant amount of asymmetric 
information related to such loans. 



Bank Ownership Structure, Bank Regulation, and Firm Investment: 
International Evidence 

 
Ying Zheng , Sun Yat Sen University 

 
Abstract 

 
For banks, good governances, directly linked to effectiveness of 
banking function, can reduce both the abilities and incentives of 
insiders to expropriate bank resources and promote bank efficiency, 
and are supposed to have real economic effect on their customers 
and firms in that country. This study examines how banking sector s 
ownership structure is related to the firm-level investment 
efficiency on a sample of 88,764 firm-year observations across 36 
developed and developing countries between 1995 and 2006. We 
find that, ceteris paribus, a country s banking sector with more cash 
flow rights by controlling owners improves firms  investment 
efficiency; whereas, a country s banking sector with larger 
divergence between cash flow rights and control rights by 
controlling owners reduces firms  investment efficiency. At the 
meanwhile, results on debt-investment sensitivity model lead to 
conclude that investment efficiency related to banking sector s 
internal governance mechanism is due to better monitoring 
imposed by banks though debts.In addition, we find that the 
relation between a country's banking sector ownership structure 
and firms' investment efficiency is stronger for low growth firms 
suggesting banks' stronger debt monitoring role on firms with free 
cash flow problem. Besides, banks have more influence on 
investment efficiency of firms, which rely on more external 
financing. Finally, the relation between banking sector s ownership 

structure and firms  investment efficiency is more pronounced in 
countries with stronger private monitoring for banks and better 
information environment of banks. On the whole, the results 
suggest that banking sector s ownership structure is an important 
instrument to govern banks  operation with regard to efficient 
lending and sound governances on firms  investment decision. 



Bank Participation in Private Equity Funds: Risk Implication and 
Capital Adequacy 

 
Debarshi Sanyal , ANZ Banking Group 

 
Abstract 

 
World markets have seen a dramatic growth in Private Equity (PE) in 
the last decade. Substantial portion of the new investments in PE 
has come from commercial banks. This study estimates the 
regulatory capital requirement of standard PE portfolios and 
evaluates various methods proposed in the Basel II regulatory 
guideline, in the light of the growing concern for adequate 
capitalisation of bank portfolios. Value-at-risk assessments are 
based on an ARMA-GARCH forecast model. Whereas the Basel II 
simple risk weight prescription for PE stands at 400% the study finds 
that less than 900% risk weights could be undercapitalising the 
portfolios. 

Bank Stock Returns under Money Supply Endogeneity: Empirical 
Evidence Using Panel Data 

 
Mohamed Ariff , Bond University 

 
Abstract 

 
There is as yet a study of money supply effect on the aggregate 
bank stock prices using modern money supply theories.Endogenous 
money theory suggests loans made by banks cause deposits, and, 
consequently, bank creates money supply. Resulting changes in 
bank’s loans and deposits affects bank stock returns: Also, 
consequent credit creations/reductions affect a bank’s profitability, 
thus stock prices. Whether money endogeneity is in fact the way 
the money supply behaves has also not yet been widely tested. 
Applying panel regression and generalized method of moments, this 
paper provides new evidence on this little explored relationship 
between endogenous money supply theory and bank stock returns 
by testing across several major economies (G-7 countries). We do 
this by controlling for the actual monetary policy regimes in the 
economies. The results, while confirming the money endogeneity as 
a proposition, also shows significant money supply effect on the 
aggregate prices of banking shares. 



Banking Competition and the Lending Channel: Evidence from 
Bank-Level Data In Asia and Latin America 

 
Maria Pia Olivero, Drexel University 

Yuan Li, Drexel University 
Bang Nam Jeon , Drexel University 

 
Abstract 

 
This paper examines how banking competition affects the 
transmission of monetary policy through the bank lending channel. 
Using bank-level panel data for commercial banks in ten Asian 
countries and ten Latin American countries during the period from 
1996 to 2006, we apply a two-stage estimation procedure. In the 
first stage, we measure the degree of banking competition by 
applying the methodology proposed by Panzar and Rosse (1987). 
The results show that banking markets in Latin America and Asia are 
characterized by monopolistic competition, and overall, banking 
competition in Latin America is higher than in Asia. In the second 
stage regression analysis, we estimate a loan growth equation 
where the explanatory variables include the Panzar-Rosse measure 
of banking competition. The estimation results provide consistent 
evidence that increased competition in the banking sector weakens 
the transmission of monetary policy through the bank lending 
channel. This is especially so for banks in Latin American countries 
and banks with small size, low liquidity, and low capitalization. We 
also discuss the policy implications of the main findings of this 
paper. 

Bidders  Strategic Timing of Acquisition Announcements and the 
Effects of Payment Method on Target Returns and Competing Bids 

 
Sheng-Syan Chen, National Taiwan University 

Robin K. Chou, National Central University at Taiwan 
Yun-Chi Lee , National Central University at Taiwan 

 
Abstract 

 
Using a sample of acquisition announcements released during 
trading versus nontrading hours, we examine how bidder managers  
strategic timing of acquisition announcements determines the 
impact of the method of payment on target stock returns and 
competition among bidders. For overnight acquisition 
announcements, we find that cash payment offers positively and 
significantly affect acquisition premiums and target returns. 
Surprisingly, these results do not hold for daytime announcements. 
We also show that cash payment offers made during nontrading 
hours are more likely to deter potential bidders and complete 
proposed transactions. However, no such relationship is found for 
daytime announcements. Our findings suggest that the acquisition 
announcement timing of bidders is important in assessing the 
effects of payment method on signaling target valuation and 
preempting competing bids. 



Boards Determinants in Banking Industry: An International 
Perspective 

 
Marcos Santamaría-Mariscal, University of Burgos 
Pablo de Andrés Alonso,  University of Valladolid 

Elena Romero-Merino, European University Miguel de Cervantes 
Eleuterio Vallelado González , University of Valladolid 

 
Abstract 

 
Using and international sample of commercial banks over the period 
1996-2006, our study analyzes if bank s specific factors and the legal 
environment in which they operate affect the board s composition. 
We consider the dual role of the board as both monitor and advisor. 
Results show that there is no optimal board for every bank but it 
depends on several variables such as the bank s size, the ownership 
concentration, the growth opportunities and the monitoring power 
of the country s authorities. Our results lead us to a warning related 
to the general recommendations included in the codes of good 
governance because each bank needs a specific board of directors. 

Budgeting and Innovation in a Firm 
 

V. Ravi Anshuman, Indian Institute of Management (IIM), Bangalore 
Jiang Luo, Nanyang Technological University (NTU) 

 
Abstract 

 
We examine how a firm motivates a privately informed manager to 
engage in innovative activity to search for and then invest in a new 
investment project. In our model, the firm allocates a capital budget 
but lets the manager decide whether to invest it in the project. We 
show that relative to the first-best, the firm allocates too little 
capital, the manager expends too little innovative effort, and she 
may violate the NPV rule by investing the awarded capital in a 
project with negative productivity. We provide numerous novel 
predictions about which firms tend to be innovative, and in which 
firms managers tend to follow the NPV rule. 



Can Merger & Acquisition Preserve Shareholder Value? 
 

XiaoGang Bi, University of Nottingham, China 
 

Abstract 
 
To examine whether M&A benefit acquiring firms  shareholders, 
empirical studies choose to use operating performance, discount 
cash-flow or abnormal share return method, however different 
method gives different answer. Simply drawing the conclusion that 
acquisitions destroy shareholder value based on poor operating 
performance or negative post-event abnormal return is not 
appropriate. For acquiring firm shareholders themselves, a more 
accurate way is to compare acquirers  long-term abnormal return in 
both pre-event period and post-event period. This is the first 
research to show acquirers  abnormal return over 1 to 3 years 
before the event time under three different methodologies. The 
results show that the combination of pre-event and post-event 
period abnormal return for acquirers are significant positive, and 
this supports the Shleifer & Vishny (2003) s hypothesis that 
acquiring firms still gain from the mergers & acquisition in a longer 
period of time. 

Capital Gains Tax Managed Funds and the Value of Dividends 
 

Lynn Hodgkinson, University of Wales 
Graham Partington , University of Wales 

 
Abstract 

 
The taxation of capital gains for Managed Investment Funds in New 
Zealand was dramatically changed in October 2007, putting these 
entities on a similar footing to private investors. Prior to this change 
most private investors were not taxed on capital gains from 
investments in New Zealand and Australian companies whereas 
Managed Funds were taxed on these gains. New Zealand company 
dividends carry imputation tax credits and thus had a tax advantage 
for Managed Funds before October 2007. After the change the 
value of dividends relative to capital gains declined for Managed 
Funds. Since other investors in New Zealand stocks were little 
affected by the capital gains tax change a decline in the market 
value of dividends would only be expected in stocks where 
Managed Funds were the marginal investors. There is evidence that 
the value of dividends declined after the tax change. However, this 
evidence is statistically weak, except in the case of stocks with high 
dividends per share. 



Capital Structure, Industry Pricing, and Firm Performance 
 

S. V. D. Nageswara Rao , Indian Institute of Technology (IIT), Bombay 
 

Abstract 
 
This paper provides empirical evidence on the link between industry 
pricing dynamics and industry capital structure. We find evidence of 
countercyclical mark-up behaviour as predicted by Chevelier and 
Scharfstein (1996). The mark-ups are more countercyclical for 
industries with higher debt ratio. Secondly, the paper analyzes 
growth in firm sales and profitability performance post an industry 
downturn under different financial structures. This methodology 
helps mitigate the endogenous nature of capital structure and firm 
performance, since it is assumed that the downturn was not 
anticipated by industry participants. Also, inclusion of lagged values 
of debt ratio (t-2) ensures that spurious relation between 
contemporaneous values of debt ratio and firm performance is not 
obtained. We find that firms which are over-levered compared to 
the industry median experience lower sales growth and lower 
profitability vis-à-vis a benchmark firm which assumes industry 
median characteristics. This lends support to the hypothesis that 
external financing induces financial fragility that leads to reduction 
in competitive spending at the time of distress. 

Carbon Capture and Storage - Investment Strategies for The 
Future? 

 
Roland Eisl, Vienna University of Technology 

Margarethe Rammerstorfer , Vienna University of Economics and 
Business Administration 

 
Abstract 

 
The following article deals with real options modeling for investing 
into possible future carbon capture and storage technologies. 
Herein, we derive two separate models. The first model 
incorporates a constant convenience yield or dividend for the 
investment project. In the second model, the convenience yield is 
allowed to follow a mean reverting process which seems to be more 
realistic but also increases the model s complexity. Both frameworks 
have to be solved numerically. Therefore, we calibrate our model 
with respect to empirical data. We found that given the recently 
observable prices for carbon dioxide, an investment into CO2 - 
storage facilities is not profitable. 



Causes and Consequences of the Global Economic Crisis in the 
Present Period and its Impact on the Slovak Republic 

 
Dušan Baran Sr, University of Central Europe 

 
Abstract 

 
The beginning of the present global economic crisis dates back to 
the year of 2007 when, in the same year, the crisis of American 
mortgage institutes emerged. The crisis was initiated by a large 
number of doubtful loans requested by clients, mostly by physical 
persons who were not able to pay them off. The market with 
securities (mortgage bonds) being covered by insolvent mortgages 
collapsed. This collapse led to an export of the American mortgage 
crisis to the global financial world because the mortgage bonds had 
been purchased by huge bank houses and institutional investors in 
all continents of the financial world. It is paradoxical that these 
bonds were given the favourable rating evaluations by renowned 
worldwide rating agencies. The mortgage crisis in the U.S.A. was 
gradually growing into the global financial crisis, at first in the U.S.A. 
and then throughout the world. As a consequence of the 
globalization and worldwide financial internationalization of the 
financial world the crisis spread to all spheres of the world economy 
and gave rise to the global economic crisis. 

Charitable Fund-Raising - Matching Grants or Seed Money: An 
Application to Employee Matching Grant Schemes 

 
Ning Gong, University of Melbourne 

Bruce D. Grundy , University of Melbourne 
 

Abstract 
 
For any given leadership gift, matching schemes raise more than 
seed money schemes. When small donors  contributions decline 
with the match ratio, then, in conflict with the lead donor s 
preference, charities can prefer a seed approach. When the 
apparent lead donor is a  socially-responsible  firm, an employee 
matching scheme can reduce free-riding by  socially-conscious  
employee-donors who value the public good. But, unless teams of 
such employees are either more productive or enjoy a collective  
warm glow,  all workers will defect to regular firms offering higher 
wages. Given greater productivity or warm glow, socially-
responsible firms can compete by offering low match-ratios. 



Competition in Chinese Commercial Banking 
 

Maggie Fu , University of Macau 
 

Abstract 
 
This study assesses competitive conditions in the Chinese 
commercial banking industry during a period of major structural 
change. In particular, the Rosse-Panzar H-statistic is estimated for a 
panel of 76 banks over the period 1997-2006. The results show that 
banks in China operate under a system of monopolistic competition 
in general. The disaggregated analyses suggest that the intensity of 
competition in the core market for bank lending increased after 
China s World Trade Organisation accession and alongside interest 
rate liberalisation. However, it seems that competition has become 
less intense in the non-core (off-balance-sheet) market for Chinese 
banks. 

Contagion and Integration in Financial Markets and Structural 
Break or Shifts in Relationship Due to Financial Crisis 

 
Sabur Mollah, Stockholm University 

Thomas Hartman , Stockholm University 
 

Abstract 
 
Purpose: The purpose of this paper is to conduct a theoretical 
analysis on the issue of market contagion and global financial crisis. 
Design/methodology/approach: This study uses extensive review of 
the available literature to recommend future research in the area of 
market integration/contagion due to financial crisis. Findings: The 
findings of the study suggest that contagion is present due to 
financial crisis in the financial market and it is even severe in the 
developed markets. Research Limitations/Implications: This paper is 
basically a theoretical research and one can consider that as the 
limitation but it has indeed a plenty of implications. Practical 
Implication: This paper conducted an extensive theatrical research 
on market contagion in the financial markets in the developed 
economies due to the financial crisis, which has huge implications 
with regards to the portfolio diversification benefits hampered 
amongst developed markets. Originality/Value: The unique feature 
of the study includes large scale review of available literature on the 
issue in developed and emerging markets. In fact, it captures all 
literatures available and major crises in the last three decades. 



Contagion Risk in the Australian Banking and Property Sectors 
 

Philip A. Stork, Massey University 
Amelia Pais , Massey University 

 
Abstract 

 
The Australian banking system has emerged from the global crisis as 
one of the strongest in the world with consistent high profits, 
healthy capital ratios and AA credit ratings. Are there any risks or 
vulnerabilities in this success story? This paper looks at systemic 
banking risk or contagion risk in Australia and attempts to 
determine if this risk has increased with the recent global crisis as 
well as whether the risk is related to the downturn experienced in 
the real estate market. We employ Extreme Value Theory to 
measure univariate Value at Risk and Expected Shortfall, as well as 
multivariate intra-sector and inter-sector contagion risks. Of the 13 
sectors analyzed, we find that the property sector exhibits the 
highest level of extremal dependence with the banking sector. 
Further, the credit crisis has significantly increased the probability of 
a bank or property firm crashing. Moreover, contagion risks have 
increased significantly not only within the banking and property 
sectors, but also between them. 

Coordinating Corporate Investment with Risk Management 
Policies 

 
Diego Amaya, HEC Montreal 

Genevieve Gauthier , HEC Montreal 
Thomas-Olivier Léautier , Toulouse School of Economics 

 
Abstract 

 
This paper develops a dynamic risk management model that enables 
to characterize the firm's optimal risk management strategy. We 
examine the impact of a multi-period setting on the decisions made 
by a firm in terms of its capital structure and risk management 
strategy. The model demonstrates that, when investment 
opportunities are independent of the firm's profitability, it is not 
always optimal to fully hedge. The numerical implementation of the 
model allows us to assess the interaction between financing, 
hedging, and investment decisions. We also analyse how this 
interactions are affected by the firm's business environment. 



Coordination and Forecasting Performance in Exchange Rate 
Expectations: Evidence Across Time and Market Conditions 

 
Francesca Pancotto, University of Liege 

Aline Muller , University of Liege 
 

Abstract 
 
Understanding investors' expectations is crucial to model and 
predict the behavior of financial markets. This paper examines a 
unique survey comprising 10 years of individual US dollar versus 
euro [and US dollar versus Japanese yen] exchange rate 
expectations from Consensus Economics of London. Using a time-
series approach, it examines forecast formation processes and 
analyses the causes and consequences of dispersion in beliefs. 
Rational expectation models with errors are found to be unable to 
describe real expectation formation. Forecasters are shown to make 
structural prediction errors and don t seem to exploit all the 
available information. More importantly, this study sheds new light 
on the relation between heterogeneity in expectations and volatility 
on spot exchange rate markets. When markets get unstable a larger 
fraction of forecasters tend to follow the crowd. This is particularly 
true when the consensus has proven to be a decent prediction in 
the past. It should however be emphasized that   the other way 
around   when a larger proportion of forecasters follow a common 
strategy and agree, spot markets tend to calm down. This paper 
contributes to a better understanding of the role, causes and 
consequences of volatility waves on currency markets. 

Corporate Finance Practice in Kuwait: A Survey to Confront Theory 
with Practice 

 
Mohammad Eid Al Mutairi, University of Wollongong 

Gary Gang Tian, University of New South Wales 
Andrew Tan , University of Wollongong 

 
Abstract 

 
This study reports the results of a survey among 80 CFOs in Kuwaiti 
listed firms on current corporate finance practices namely, capital 
budgeting, costs of capital, capital structure, and dividend policy. 
This paper analyses specifically the survey responses according to 
the firm s attributes and CFO s characteristics such as firm size, 
sector, equity, CFO s education, ownership, tenure, age, and target 
debt ratio. The results of this survey-based analysis indicate that 
there is some evidence of the application of basic corporate finance 
tools that are inline with what is taught in classrooms. For example, 
we find that a surprising number of firms are widely using IRR now 
as a capital budgeting techniques for decisions making today 
despite its limitation. The CAPM is also in use now to estimate the 
cost of equity capital whereas WACC remains the most popular used 
method due the simplicity of the tax system in Kuwait. We find 
some support for the  Bird-In-Hand  dividend theory. We also find 
that firms do not have any particular source of capital structure 
choices when it comes to how best finance their projects as is the 
case in the US market. This finding reveals that finance theory is not 
yet fully implemented. The results also indicate that corporate 
finance practices vary depending on firm and management 
characteristics. 



Corporate Governance and the Long-Run Performance of Firms 
Issuing Seasoned Equity: An Australian Study 

 
Philip R. Brown, Australian School of Business at UNSW 

Michael Lee, University of New South Wales 
Sian A. Owen, Australian School of Business at UNSW 

Terry S. Walter , University of Technology, Sydney 
 

Abstract 
 
Corporate governance has been propelled to the forefront of 
contemporary business thinking by a string of high profile corporate 
collapses and dramatic regulatory responses in both the United 
States and Australia. A particularly extensive body of research has 
emerged surrounding the relationship between corporate 
governance and firm performance. We provide the first in-depth 
examination of this issue in an Australian context, making use of our 
comprehensive self-constructed governance database. We take the 
novel approach of combining the governance literature with 
evidence surrounding the long-term underperformance of firms 
issuing seasoned equity. Thus, we examine whether good corporate 
governance mitigates post-issue underperformance. Utilising a 
broad sample of Australian seasoned equity offerings, we 
demonstrate that issuing firms underperform a variety of 
benchmarks over the long term, confirming similar findings in the 
existing literature. We also find evidence of a positive relationship 
between the quality of a firm s corporate governance and its 
relative post-issue performance. Our findings are robust to a variety 
of estimation methods and econometric specifications, and have 
far-reaching implications for researchers, regulators, firms and 

investors alike. Keywords: Corporate governance, seasoned equity 
issue, long-run underperformance JEL Classification: G14, G32 



Corporate Governance, External Market Discipline and Firm 
Productivity 

 
Garry J. Twite, Australian National University 

Gloria Yuan Tian , University of New South Wales 
 

Abstract 
 
Using a sample of Australian companies over the period 2000-2005, 
we examine the impact of internal corporate governance on firm s 
total factor productivity, taking into account the interaction 
between internal governance and external market discipline. Our 
empirical findings point to a substitution effect between product 
market competitiveness and corporate governance. For firms 
operating in non-competitive industries, more efficient boards and 
higher CEO stock-based compensation are associated with higher 
firm productivity; for firms in competitive industries, corporate 
governance matters little. We do not find empirical support for 
associations between firm s ownership structure and productivity, 
or between takeover activities and productivity. 

Corporate Governance, Financing Pattern and Cost of Capital: 
Evidence from New Zealand Companies 

 
Hardjo Koerniadi, Auckland University of Technology 

Alireza Tourani Rad , Auckland University of Technology 
 

Abstract 
 
We examine whether different and combined corporate governance 
factors have any effects on how firms are financed, how firms 
finance their investments, and their cost of capital. Our study finds 
that different corporate governance controls have different effects 
on firms  financing policy and capital structures. Firms with low 
incentive alignments and shareholder rights use debt as their 
control mechanism. Firms with high commitment to disclose 
corporate governance practices are reported to use not only debt 
but also dividends as their governance instruments. While cost of 
capital of firms with best-governance mechanisms are consistently 
lower than those worst-governance firms, the results show that only 
firms with high commitment to disclose their governance systems 
have significantly lower cost of capital than that of their 
counterparts. 



Corporate Governance, IPO Underpricing and Long-Term 
Performance of Listed Firms in China 

 
Larry Li, RMIT University 

Martin Hovey , University of New England (Australia) 
 

Abstract 
 
This is an empirical study that examines the underpricing and 
aftermarket long-term performance of IPOs in China and IPO 
underpricing. Corporate governance aspects that may play a role in 
IPOs, such as ownership structure and external directors, are 
studied. The study show that firms with higher initial IPO returns are 
valued more highly by investors - day-one, ten and 21 returns are 
correlated with long-term performance. Furthermore, the study 
finds that the ownership structure has a bearing on corporate 
governance - both foreign and legal person ownership have a 
positive influence on long-run performance. Management 
ownership may moderate State influences, but do not influence 
legal persons . Conversely, State ownership has a negative bearing. 
Outside directors have no significant influence, nor has the issue 
stock exchange. The underwriter has a positive relationship with 
day-ten and 21 returns only. Larger firms and firms with growth 
potential are considered more highly by the market. Thus the study 
demonstrates that firms with higher initial IPO returns are valued 
more highly by investors long-term, as are firms with foreign and 
legal person holdings - the market expects these to enhance 
performance long-term. Management ownership is valued when 
associated with State ownership. Larger firms are considered more 
highly by the IPO market in China. The findings demonstrate that 

initial IPO returns influence the market value long-term and that the 
ownership structure has a measurable bearing on long-term 
performance. In particular, firms with foreign holdings are 
considered more highly by the IPO market. 



Corporate Take - Overs in Malaysia: Market - Based Assessments 
 

Ei Yet Chu, Universiti Malaysia Sarawak (UNIMAS) 
Saw-Imm Song , UiTM 

 
Abstract 

 
This study seeks to assess the take-over performance of the 
Malaysian public listed companies, using the market-based event 
study method. It also aims to examine managerial motives for take-
overs, take-over transaction characteristics and ownership 
characteristics to infer any possible sources of value creation or 
possible agency conflicts that could have a profound impact upon 
announcements of the combined firms. It was found the cumulative 
average abnormal returns (CAR) were significantly positive around 
the announcement dates of a take-over. The results show that 
agency related issues, namely ownership concentration and related 
party transaction, had greater explanatory power for take-over 
performance than the managerial motives for efficiency and 
transaction characteristics. The negative impact of concentrated 
ownership and related party transaction implies that the market 
perceived that large shareholders of the acquiring firm might 
entrench themselves by acquiring their own companies. 

Credit Market Competition, Diversification and Stability 
 

Mohammed Amidu, University of Southampton 
Simon Wolfe , University of Southampton 

 
Abstract 

 
A tension exists in the current literature as to whether or not 
competition contributes to banking stability. On the one side, 
proponents of the so called  franchise value hypothesis  argue that 
banks with greater market power are able to protect their franchise 
value because they are not income constrained. On the other side, 
are those who reject this hypothesis and hold the view that banks in 
uncompetitive markets are prone to originate riskier loans which 
are detrimental to their stability. We provide additional empirical 
insight into these conflicting views by arguing that competition 
affects bank solvency not only through the traditional channels, but 
also through banks  decisions to diversify their business activities. 
We use the H-statistic, a non-structural methodology put forward 
by Panzar and Rosse (1987) to measure banking sector competition 
for 704 banks across 32 countries during the period 2000 - 2007. 
Our results show that competition increases bank stability because 
of the decisions banks make to diversify their activities. We also find 
that regulatory initiative which restricts banking activities imposes 
severe entry requirements, requires high regulatory capital and 
provides effective official supervisory power influences banks  
decision to diversify. 



Credit Rating and Competition 
 

Nelson Camanho, London School of Economics & Political Science 
(LSE) 

Pragyan Deb, London School of Economics & Political Science (LSE) 
Zijun Liu , London School of Economics & Political Science (LSE) 

 
Abstract 

 
In principle, rating agencies are supposed to be impartial observers 
that bridge the gap between private information of managers and 
the information available to the wider pool of investors. However, 
since the 1970s, rating agencies have been getting paid by the firms 
that want to get rated. This introduces a remarkable conflict of 
interest. In this paper, we explore this conflict of interest in a 
duopolistic setting. We show that competition for market share 
through reputation is insufficient to discipline rating agencies in 
equilibrium. More importantly, our results suggest that competition 
in fact will aggravate the lax behaviour of rating agencies in most 
cases. 

Credit Risk Securitization and Banking Stability: Evidence from the 
Micro-Level for Europe 

 
Tobias C. Michalak, University of Bochum 

Andre Uhde , University of Bochum 
 

Abstract 
 
Using a unique sample of 743 cash and synthetic securitization 
transactions issued by 55 stock listed bank holdings in Western 
Europe plus Switzerland over the period from 1997 to 2007 this 
paper provides empirical evidence that credit risk securitization has 
a negative impact on the banks' financial soundness as measured by 
the z-score technique while controlling for macroeconomic, bank-
specific, regulatory and institutional factors. Moreover, as a result of 
further robustness checks we find a positive impact of credit risk 
securitization on the banks' leverage and return volatility as well as 
a negative relationship between securitization and the banks' 
profitability. 



Credit/Interest Rate Hybrid Models of the Short Rate for Pricing 
Counterparty Risk Adjustment 

 
Ioannis Kechagioglou , Imperial College London 

 
Abstract 

 
This study is concerned with hybrid models of multiple stochastic 
processes and their use in pricing instruments whose payoffs 
depend on credit and interest rate variables. We introduce such a 
model and extend to two-factor modelling in both credit and 
interest rate dimensions, in order to relax the assumption of perfect 
correlation between survival probabilities of different tenors. We 
also assume that short interest and hazard rates evolve as 
correlated stochastic processes and apply simulation methods for 
pricing interest rate and credit default swaps with counterparty risk. 
Analytical CDS pricing formulas that consider the filtration of the 
simulated variables are also derived to significantly improve 
computational efficiency in the calibration and pricing procedures. 
Our numerical experiments indicate that the volatility of interest 
and hazard rates are significant parameters for the value of 
counterparty risk adjustment, while the correlation between 
survival probabilities with different time horizons are found to be 
far from perfect. These results strongly support the use of two-
factor dynamic models. 

CSR Initiatives for Green Buildings: Perspectives of Hong Kong 
Financial Institutions 

 
Paul Boldy, 

Lisa Robyn Barnes , University of Newcastle (Australia) 
 

Abstract 
 
High carbon emissions from buildings is causing Hong Kong s air 
quality to diminish (Business Environmental Council 2005, 2008). 
With massive amounts of energy being used by buildings (Reed and 
Wilkinson 2005, Chan, Qian and Lam 2009) and Financial Institutions 
(FI) being amongst the largest inhabitants, it is within their power to 
reduce this. This research will focus on the demand side where 
pressure is beginning to form (Nelson 2008, Fischer, Loh, Lawson 
and Chau 2008). Eight FI are interviewed to find out their 
perspectives on initiatives for green buildings. The findings show 
that FI are very serious about CSR and it has become a normal part 
of doing business in the banking sector. 



Dependence Structure of Risk Factors and Diversification Effects 
 

Chen Zhou , Bank of the Netherlands 
 

Abstract 
 
In this paper, we study the aggregated risk from dependent risk 
factors under the multivariate Extreme Value Theory (EVT) 
framework. We consider the heavy-tailness of the risk factors as 
well a non-parametric tail dependence structure. This allows a large 
scope of models on the dependency. We assess the Value-at-Risk of 
a diversified portfolio constructed from dependent risk factors. 
Moreover, we examine the diversification effects under this setup. 

Determinants and Market Impact of Seasoned Equity Offerings: 
The Case of A-REITs 

 
Bwembya Chikolwa, Queensland University of Technology 

Jinu Kim , University of New South Wales 
 

Abstract 
 
The paper examines the decision by Australian Real Estate Trusts (A-
REITs) to issue seasoned equity offerings from 2000-2008 and stock 
market reaction to the offerings. The findings review that highly 
leveraged A-REITs with variable earnings are less likely to issue 
seasoned equity offerings. Inconsistent results for structure and 
type of properties held by the A-REIT do not allow for inference to 
be drawn. Similar to previous studies of seasoned equity offerings, 
we find a significant negative abnormal return associated with their 
announcement and no evidence of excessive leakage of 
information. Furthermore, market reaction differences to 
announcements of SEOs for the pre-global financial crisis (GFC) 
(2000-2006) and GFC eras (2007-2008) are noted with GFC era 
shareholders incurring larger abnormal return losses at 1.13% in 
comparison to the pre-GFC era shareholder loss of 0.34% on the 
SEO announcement day. Cross-sectional regressions show that the 
issued amount, leverage and profitability are significant factors 
affecting abnormal returns. Growth opportunities, tangibility, 
operating risk, size of A-REIT and other variables capturing A-REIT 
structure and property types held do not have an impact on 
abnormal returns. 



Determinants of Bank Cross-border M&As: Bank Regulation and 
Regulatory Arbitrage 

 
Hui Dong, University of Hong Kong 

Frank M. Song, University of Hong Kong 
Libin Tao , University of International Business and Economics 

 
Abstract 

 
This paper studies the impact of Basel II bank regulations on bank 
crossborder M&As around the world. Results suggest that banks in 
countries with less stringent capital requirement and official 
supervisory power, more independence of supervisory authority, 
and better market discipline tend to be more attractive targets in 
cross-border M&A activities. Referring to the regulatory differences 
in individual cross-border deals, acquirers are typically expanding 
into countries with less stringent capital requirement and official 
supervisory power than their own country, which provides an 
empirical evidence for regulatory arbitrage. Moreover, regulations 
also matter for the takeover premium, which could be seen as a 
valueadded part for the target banks. 

Determinants of Commercial Bank Profitability: South Asian 
Evidence 

 
Zahida Chaudhry, Monash Unviersity 

Michael Skully, Monash University 
Shrimal Perera, Monash University 

 
Abstract 

 
This study investigates the bank-specific and external determinants 
of commercial bank profitability in Bangladesh, India, Pakistan and 
Sri Lanka over 1992-2007. The single-equation, dynamic panel data 
procedure employed accommodates explicit measures of 
production efficiency, industry competition, profit persistence and 
country-specific differences in governance. Consistent with prior 
expectations, bank-specific factors such as capital level, efficiency 
and risk profile were found to be related to bank profits as were 
external factors such as the rule of law, corruption control and 
taxation. These findings have implications for effective policy 
formulation and shareholder wealth maximization. 



Discount or Premium? Diversification, Firm Value, and Capital 
Budgeting Efficiency 

 
Fei Ding, Hong Kong University of Science & Technology (HKUST) 

Hyoung Goo Kang , Ewha Womans University 
 

Abstract 
 
We model the internal capital market of a conglomerate where 
headquarters must rely on information reported by division 
managers to allocate limited resources across competing projects. 
Managers may exaggerate project quality to attract more capital, 
which limits the extent of winner-picking in capital budgeting. Focus 
(correlated projects) helps headquarters to infer information 
regarding project quality but makes winner-picking less crucial, 
whereas diversification (distinct projects) facilitates winner-picking 
but reduces managers' incentive to report truthfully. We 
characterize conditions under which diversification improves and 
destroys firm value, and show that neither allocation efficiency nor 
firm value varies with the degree of diversification in a uniform way. 
Capital budgeting and diversification practices are subtle 
consequences of firms' organization and governance, rather than 
ex-ante causes of value destruction or creation. Our theory 
reconciles conflicting empirical findings and offers insights to further 
testing. 

Diversification Benefits of Real Estate Investment Trusts in Dubai 
 

Danny diNardo, BNP Paribas 
John A. Anderson , City University London 

 
Abstract 

 
This paper examines whether unleveraged REITs in Dubai help 
optimize the risk/return characteristics of a mixed asset portfolio. 
The performance is also analyzed using Shariah compliant REIT 
structures incorporating discussion of the performance of REITs 
operating in a zero-tax environment within the Modigliani and 
Miller (1958) framework. The empirical results confirms that 
investment in real estate via Dubai REITs would have substantially 
improved the performance of a mixed asset portfolio through its 
ability to hedge inflation, enhance returns and reduce volatility. 
These characteristics persisted under sensitivity testing. 
Furthermore, the conclusions find that leveraging the REIT produced 
increased risk without providing risk/return benefits. 



Dividend Policy, Agency Costs and Risk in European Banks 
 

Enrico Onali , University of Wales System 
 

Abstract 
 
Bank regulation, and considerably higher leverage than non-
financial firms, renders the dividend policy of banks unique. While 
regulation might eliminate the monitoring rationale for paying 
dividends, high leverage could modify the usual relationship 
between risk and dividend policy. Using a sample of 541 European 
banks for the period 2000-07, the factors influencing the decision to 
pay a dividend and the size of the dividend payout are examined. 
Size and profitability influence the probability that a bank pays a 
dividend. The rate of growth of lending has a negative influence on 
dividend payout. Risk (proxied by the ratio loan loss provision to 
total loans), and previous dividend payout have a positive effect on 
dividend payout. Despite regulation, bank dividend policy is 
influenced by considerations related to agency costs. 

Do Announcements of Corporate Bond Rating Revisions Matter? 
 

Hasniza Mohd Taib, RMIT University 
Emawtee Bissoondoyal-Bheenick , Monash University 

Terrence A. Hallahan, RMIT University 
Amalia Di Iorio , RMIT University 

 
Abstract 

 
This paper examines the stock market impact of announcements of 
corporate bond rating revisions for companies in the United 
Kingdom (UK) and in Australia. Investigating the market reaction to 
bond rating changes by Moody s and Standard & Poor s, our findings 
reveal similar results for downgrade announcements but not 
upgrade announcements. Using daily data from 1997 to 2006 we 
find a significant announcement affect to downgrades both in the 
UK and Australia markets. In contrast, evidence of stock price 
reaction during upgrade announcements is weak. Subperiod 
analysis supports these results. Finally, an investigation of the 
market reaction to a rating change for different bond grades reveals 
similar results for the UK and Australia in the case of downgrade 
announcements only. 



Do Convertible Bond Issuers Cater to Investor Demand? 
 

Eric Duca, Rotterdam School of Management - Erasmus University 
Abe de Jong, Rotterdam School of Management - Erasmus 

University 
Marie Dutordoir , Manchester Business School 

 
Abstract 

 
Investor demand for convertible debt may change over time, due to 
changes in investor tastes and/or in funds available for convertible 
investment. We examine whether security-issuing firms cater to 
temporal fluctuations in investor demand for convertible debt. We 
find that investor demand proxies are able to explain approximately 
one-third of the time-series of quarterly U.S. convertible debt 
volumes over the period 1975 to 2007. Our findings are robust to 
controlling for intertemporal changes in macroeconomic conditions 
and convertible debt issuer characteristics. We also document that 
convertible issuers act opportunistically by pricing their offerings 
more favorably following increases in investor demand for 
convertibles. 

Do Information Transmissions Among Stock Markets of Greater 
China Become Stronger: A Nonlinear Perspective 

 
Zhuo Qiao, University of Macau 

Keith S.K. Lam, University of Macau 
 

Abstract 
 
This paper uses linear and nonlinear Granger causality tests to study 
information transmission among stock markets of Greater China. In 
sharp contrast to the results disclosed by its linear counterpart, a 
nonlinear causality test provides evidence of isolated bi-directional 
causal relations between two Chinese stock markets and between 
HKSE and TWSE in the earlier period of 1992-1999. The nonlinear 
causality test further shows that information transmissions have 
recently been strengthened and Chinese stock markets are well 
connected with their neighbor markets HKSE and TWSE. In fact, 
Chinese stock markets are playing a most influential role among the 
stock markets of Greater China. 



Do Underwriting Relationships Matter: Perspectives from Issuers' 
Earnings Management Behavior 

 
Sungyoon Ahn, Korea University 
Wooseok Choi , Korea University 

 
Abstract 

 
This study examines how the underwriter s role relates to the 
issuing firm s earnings management behavior. Specifically, this study 
investigates the following empirical question: Do the underwriting 
relationships between issuers and underwriters affect issuers  
opportunistic earnings management behavior  If an underwriter 
plays a positive role of certifying the quality of new securities, an 
issuing firm s earnings management may decrease, thereby 
decreasing the information asymmetry between an issuer and an 
investor (the certification hypothesis). In contrast, if an underwriter 
plays a negative role of misrepresenting the quality of new 
securities, an issuing firm s earnings management may increase, 
thereby increasing the information asymmetry between an issuer 
and an investor (the conflicts of interest hypothesis). Based on these 
two competing hypotheses, this study examines the association 
between underwriting relationships and issuers  earnings 
management. The underwriting relationships are measured by 1) an 
underwriter s lending relationships with an issuer, 2) an underwriter 
s reputation, and 3) an underwriter s fee. The results are mixed. The 
analyses show that an underwriter with lending relationships and/or 
high reputation plays positive roles (i.e., decreasing earnings 
management), consistent with the certification hypothesis. 
However, an underwriter with a high fee premium plays a negative 

role (i.e., increasing earnings management), consistent with the 
conflicts of interest hypothesis. 



Does Broker Concentration in Liquidity Supply Matter? 
 

Dong Xiang, University of Newcastle (Australia) 
Abul Shamsuddin, University of Newcastle (Australia) 

 
Abstract 

 
This study introduces a new variable that measures the level of 
broker concentration in terms of posted depth at the market price 
provided by liquidity suppliers. This variable is measured by a 
Herfindahl index and is added to the price impact model allowing it 
to be used for forecasting since it is ex-ante to the initial trade. The 
variable is found to be negatively related with price impact and 
suggests that liquidity providers herd against an incoming trader 
who is looking to execute a series of orders. 

Does Efficiency Matter? Efficiency of Australian Banks and Links to 
Stock Returns 

 
Kristoffer Avila, University of Sydney 

Joel Fabre, University of Sydney 
Elvis Jarnecic ,  University of New South Wales 

 
Abstract 

 
The stochastic frontier analysis (SFA) is employed to investigate 
profit, cost, and technical efficiency of publicly listed Australian 
banks over the period 1985-2008. A regression model is then used 
to determine whether a change in efficiency contributes to bank 
stock returns. It is found that technical and profit efficiency of the 
Australian banks have improved but cost efficiency has declined 
over time. The big-four banks can use their market power to create 
entry barrier, which in turn is conducive to profit efficiency. The 
regional banks can achieve the same level of profit efficiency as the 
big-four banks by significantly improving their technical efficiency. 
Both technical and profit efficiency have a positive effect on bank 
stock returns, whereas cost efficiency has a negative effect. 
Provided that profit maximisation is the main goal of a bank, cost 
efficiency may not be a sound performance indicator for banks. 



Does One Model Fit All Banks? Some International Comparisons of 
Value-at-Risk at Listed Banks for Model Selection and Risk 

Determinants 
 

Sheng-Hung Chen, Nan Hua University 
Nai-Hua Chen, Chien Kuo Technology University 

Xue-Ting Chen , Nan Hua University 
 

Abstract 
 
The accuracy of Value-at-Risk (VaR) estimation is important for 
banks to predict their market risk under the framework of Basel 
Committee on Banking Supervision since 1996. However, using 
different structural risk model might generate different VaR 
forecasts. Therefore, it's crucial to verify the most appropriate VaR 
model actually fitted for financial institutions in practice, particular 
in terms of different bank type and scale. Unfortunately, the 
previous studies on bank VaR estimation most focus on selective 
bank sample or single country while international investigation on 
this issue is very sparse and yet addressed on cross-country 
comparison. For this purpose, using market trading data at public 
listed banks around the world, this study performs a global 
comparison analysis on risk model selection for parametric and non-
parametric approach for evaluating the best VaR estimation in 962 
banks with respect to different categories of bank size, bank type 
and region. More specifically, we further empirically identify key risk 
determinants of 99% VaR forecasts proxied as market risk at listed 
banks with regard to bank characteristics, risk factors on capital 
market, cross-country differences in macroeconomic conditions and 
institutions. The scoring system on VaR method is initially 

developed and used to assess the most appropriate method for our 
banks in sample. The results in context of international comparison 
indicate that the parametric VaR method using GARCH model at 
99% confidence interval performs better VaR forecasts than the 
non-parametric one using Historical Simulation and Monte Carlo 
Simulation. This implicates that parametric VaR method could 
better capture the time-varying risk and show better risk forecasts 
for bank risk measurement. Furthermore, banks with larger size, 
higher capital, better profitability and higher liquidity are 
significantly and negatively related to their 99% VaR forecasts while 
they operate in financial market with lower volatility of market 
return and interest rate, as well as in a country with higher financial 
freedom, better political stability, and good regulatory quality. 



Does Stock Volatility Reveal Mutual Fund Manager Skill? 
 

Zhibo Yuan , Hong Kong University of Science & Technology (HKUST) 
 

Abstract 
 
If some mutual fund managers have the ability to outperform 
benchmarks on a risk-adjusted basis, then a natural question to ask 
is where they should concentrate their efforts. Stocks that display 
high volatility relative to the benchmark may occasionally offer 
greater opportunities to investors who are better informed about 
fundamental values than the market. As a result, skilled investors 
may end up assigning greater weights on stocks with high 
idiosyncratic volatility and, in consequence, the volatility of the 
stocks in an investor s portfolio may indicate the investor s degree 
of skill. I examine the stock portfolios of mutual funds and find that 
funds which hold stocks with higher idiosyncratic volatility have 
higher future returns and higher future inflows on average. In a 
successful manager s portfolio, high idiosyncratic volatility stocks 
outperform the remainder, indicating  skill  is most deployed in 
stocks with high volatility, and this is not the case for unsuccessful 
managers. 

Does the Size and Quality of the Government Explain the Size and 
Efficiency of the Financial Sector? 

 
Arusha V. Cooray , University of Wollongong 

 
Abstract 

 
This study examines the impact of two dimensions of the 
government, namely, size and quality, on two dimensions of the 
financial sector, size and efficiency, in a cross section of 71 
economies. The study finds that while increased quality of the 
government as measured by governance and legal origin positively 
influence both financial sector size and efficiency, that the size of 
the government proxied by government expenditure and 
government ownership of banks, has a negative effect on financial 
sector efficiency, however, a positive impact on financial sector size, 
particularly in the low income economies. 



Does Trading of Retail Investors cause the January Effect? 
 

Debapriya Jojo Paul, University of New South Wales 
Julia Henker ,  University of New South Wales 

 
Abstract 

 
We dispel the commonly held belief that the January effect, 
anomalous returns to small-capitalization stocks in the month of 
January, is a retail investor trading phenomenon. We use a market 
with a July-June tax year, Australia, to separate potential tax loss 
selling from otherwise anomalous returns. Our results indicate that 
a January effect does persist in the Australian market, but it is not a 
result of retail investor trading. Furthermore, retail investor trading 
does not have a convincingly significant effect independent of 
market capitalization. 

Domestic Macroeconomic Fundamentals and World Stock Market 
Effects on ASEAN Emerging Markets 

 
Catherine S. F. Ho , Universiti Teknologi MARA (UiTM) 

 
Abstract 

 
Liberalization and globalization of world markets have resulted in 
inter-relatedness of financial markets and contagion global events. 
Numerous examples of stock market crashes, currency crisis and the 
recent sub-prime crisis have affected financial performances of 
markets across the globe. In the recent decade, waves of 
speculative activities are not limited to one market only but they 
can move from one corner of the globe to another within hours. 
This research investigates the effects of domestic macroeconomic 
fundamentals and world stock market on the domestic financial 
market performances of ASEAN emerging nations. Findings show 
that domestic economic growth, interest rate, and exchange rates 
are significant in affecting domestic financial markets. Dow Jones 
Industrial Average as a proxy for world stock market is also found to 
have significant positive relationship with the more developed 
financial market in Singapore. 



Dynamic Distributions and Linkages Across Different Asset Classes 
 

Kam Fong Chan, United Overseas Bank 
Sirimon Treepongkaruna, Monash University 

Robert Darren Brooks , Monash University 
 

Abstract 
 
This paper examines the marginal and joint distributions of five 
different assets: stock, bond, oil, gold and real estate returns in the 
presence of regime switching dynamics. We find the two-state 
model can capture the marginal distributions of all but the real 
estate asset returns. Similarly, the joint distributions of all five 
assets can be modeled using the two-state regime-switching 
framework. Our empirical results suggest flows of funds from risky 
to safe-haven assets (i.e. flight-to-quality) during the bear/volatile 
period. Conversely, investors are likely to shift their funds from safe-
haven to risky assets (i.e. flight-from-quality) during the 
bull/tranquil period. 

Dynamic Financial Market Model 
 

Bohumil Stadnik , University of Economics, Prague 
 

Abstract 
 
The modern correct model of a liquid financial market is one of the 
most important matter for a management of all financial market 
activities including for example a stock or bond portfolio 
management. Clear random walk models (efficient market 
theories), which consider a market price/yield development on 
liquid financial markets to be a random walk within the meaning of 
a symmetric normal (Gaussian) distribution, is very useful to explain 
quite accurately many financial market effects. With a clear random 
walk model we are able to explain quite well effects like fractal 
structure, combination of certain formations, trends, corrections. If 
we study financial markets more closely, we recognize that such 
development can be partly causal and a clear random walk is only a 
special case of it. Dynamic Financial Market Model considers also 
feedback processes and this is why the model is also able to explain 
for example effects like thin or fat tails in the probability 
distribution.Basic principles of the Dynamic Financial Market Model 
is the core of the paper. 



Efficiency Measurement on a Process Level Using Data 
Envelopment Analysis: An Application to Securities Settlement and 

Clearing 
 

Andreas Burger, Commerzbank AG 
Anne Dohmen , Frankfurt School of Finance & Management 

Jürgen Moormann , Frankfurt School of Finance & Management 
 

Abstract 
 
The recent years have been extremely difficult for banks. 
Competition has increased and, in addition, last year the global 
financial market crisis hit the industry, from which many banks did 
not recover yet. As a consequence, financial institutions are looking 
for ways to cut costs and to increase their efficiency in production. 
This paper proposes a new methodological approach   based on 
Data Envelopment Analysis (DEA)   for the detection and analysis of 
inefficiency within a certain business process. As a case study, a 
typical banking process is analyzed: settlement and clearing of 
securities. The analysis is performed by utilizing a very large dataset 
of actual operational transaction data from one of the largest banks 
in Europe. In order to receive a comprehensive understanding of the 
process performance, three different perspectives on process 
efficiency are applied, whereas each is analysed by a distinct DEA 
approach. The results document not only the existence of 
inefficiency but also a high variance of process performance. 
Furthermore, it is found that the pattern of inefficiency differs 
across different views of performance in settlement and clearing. 
This research indicates that substantial inefficiencies occur due to 
the process execution performance. The analysis provides deep 

insights that can be helpful for understanding and improving the 
securities settlement and clearing process. 



Efficient Computation of Value at Risk with Heavy-Tailed Risk 
Factors 

 
Cheng-der Fuh, Academia Sinica 

Inchi Hu, Hong Kong University of Science & Technology (HKUST) 
Kate Hsu, University of Illinois at Urbana-Champaign 

Ren-Her Wang , National Taiwan University 
 

Abstract 
 
The probabilities considered in value-at-risk (VaR) are typically of 
moderate deviations. However, the variance reduction techniques 
developed in the literature for VaR computation are based on large 
deviations methods. Modeling heavy-tailed risk factors using 
multivariate $t$ distributions, we develop a new moderate-
deviations method for VaR computation. We show that the 
proposed method solves the corresponding optimization problem 
exactly, while previous methods produce approximations to the 
exact solution. Thus, the proposed method consistently 
outperforms existing methods derived from large deviations theory 
under various settings. The results are confirmed by a simulation 
study. 

Employee Participation in IPOs 
 

Suman Neupane, Cranfield University 
Sunil S. Poshakwale , Cranfield University 

 
Abstract 

 
Using a sample of Indian IPOs over the period 2000-2008 the paper 
examines employee participation by testing  selecting the winners  
hypothesis . We find statistically significant evidence of high 
employee participation in IPOs which perform well both in short and 
the long run. Firms with high employee participation also exhibit 
better post IPO operating performance. The findings confirm that a 
relatively small section of employees participate in IPOs and these 
almost exclusively appear to belong to senior management level 
who have privileged information about the firm s prospects. The 
findings suggest that information about employee participation can 
be used by uninformed investors to selectively participate in high 
quality Indian IPOs. 



Enablers and Barriers to Women s Advancement in New Zealand 
Banks 

 
Sheryl Maynard, Massey University 

Claire D. Matthews , Massey University 
 

Abstract 
 
Women s lack of advancement to the most senior positions within 
New Zealand banks has been evident for a number of years. The 
reason for this lack of progression has not been specifically 
researched in New Zealand, although it has been investigated in 
other countries. Aspects such as aspiration, characteristics, culture, 
education and experience are cited as either barriers or enablers to 
advancement in many studies. This paper reports a study involving 
both male and female staff members at one of the major New 
Zealand banks, which considered demographic characteristics, 
education, experience, aspirations, and other enablers and barriers 
to advancement. The study provides evidence of gender differences, 
with women in the New Zealand banking industry continuing to 
struggle to reach the highest management levels. The findings show 
that there is no evidence to suggest that women are more 
experienced or more qualified than their male counterparts at the 
same levels. Major barriers do include the informal networks that 
can be difficult to access when you are a female, particularly as it is 
in these informal gatherings that business is often discussed. Work-
life balance and stereotyping are also constraints to women s 
advancement. Interestingly, both men and women rate the same 
characteristics as important for successful managers, and both also 
rate them as predominately masculine characteristics. 

Equity Valuation in the Coal Seam Gas Industry 
 

Duncan Keith, Bond University 
Simone Kelly, Bond University 

Ray Patrick McNamara , Bond University 
 

Abstract 
 
The coal seam gas industry is an important and rapidly developing 
sector of the Australian mining industry and the economy as a 
whole. This sector provides an excellent site to test the relevance of 
the Hotelling Valuation Principle (HVP) in explaining the market 
capitalisation of this industry sector. In addition, the test enabled 
the test of which reserve classification best explains the market 
capitalisation of firms in the industry. Currently, the majority of 
listed firms in this sector do not have positive cash flows from the 
sale of gas. The HVP posits that market values are a function of 
company reserves. We test five measures of firm reserves as 
explanations of market capitalisation. After controlling for scale 
differences, we find that 2P Reserves have the highest explanatory 
power. No other measure of reserves or resources plays any 
significant role in explaining market capitalisation. We conclude that 
the effort and cost undertaken by the industry in arriving at 
classification below the reserves category, the contingent and 
possible resource classification, has no meaning to capital markets. 



Estimating Exponential Affine Models with Correlated 
Measurement Errors: Applications to Fixed Income and 

Commodities 
 

M. A. H. Dempster, University of Cambridge 
Ke Tang , Renmin University of China 

 
Abstract 

 
Exponential affine models (EAMs) are factor models popular in 
financial asset pricing requiring a dynamic term structure, such as 
for interest rates and commodity futures. When implementing 
EAMs it is usual to first specify the model in state space form (SSF) 
and then to estimate it using the Kalman filter. To specify the SSF, a 
structure of the measurement error must be provided which is not 
specified in the EAM itself. Different specifications of the 
measurement errors will result in different SSFs, leading to different 
parameter estimates. In this paper we investigate the influence of 
the measurement error specification on the parameter estimates. 
Using market data for both fixed income and commodities we 
provide evidence that measurement errors are cross-sectionally and 
serially correlated, which is not consistent with the independent 
identically distributed (iid) assumptions commonly adopted in the 
literature. Using simulated data we show that measurement error 
assumptions affect parameter estimates, especially in the presence 
of serial correlation. We provide a new specification, the 
augmented state space form (ASSF), as a solution to these biases 
and show that the ASSF gives much better estimates than the basic 
SSF. 

Estimating Fundamental Sharpe Ratios 
 

Hayette Gatfaoui , Rouen Business School 
 

Abstract 
 
In this article, we considered a risk-adjusted performance measure 
which benefits from a large success among the portfolio 
management community. Namely, Sharpe ratio considers the ratio 
of a given stock s excess return to its corresponding standard 
deviation. Excess return is commonly thought as a performance 
indicator whereas standard deviation is considered as a risk 
adjustment factor. However, such considerations are relevant in a 
stable setting such as a Gaussian world. Unfortunately, Gaussian 
features are scarce in the real world so that Sharpe performance 
measure suffers from various biases. Such biases arise from 
deviations from normality such as skewness and kurtosis patterns, 
which often exhibit the non-negligible weights of large and/or 
extreme return values. To bypass the potential biases embedded in 
Sharpe ratios, we propose a robust filtering method based on 
Kalman estimation technique so as to extract fundamental Sharpe 
ratios from their observed counterparts. Obtained fundamental 
Sharpe ratios are free of bias and exhibit a pure performance 
indicator. Results are interesting with regard to two findings. First, 
fundamental Sharpe ratios are obtained after removing directly the 
market trend impact whereas the kurtosis bias is removed at the 
volatility level. Second, fundamental Sharpe ratios exhibit a cross 
section dependency in the light of the well known size and book-to-
market factors of Fama and French [1993]. Consequently, it is 
possible to extract pure performance and bias-free indicators, which 



are of primary importance for asset selection and performance 
ranking. Indeed, such concern is of huge significance given that the 
asset allocation policy, performance forecasts and cost of capital 
assessment, among others, are driven by performance indicators 
(Farinelli et al., 2008; Lien, 2002; Christensen and Platen, 2007). 

Estimation and Testing of Portfolio Value-at-Risk Based on L-
Comoment Matrices 

 
Wei-han Liu , Tamkang University 

 
Abstract 

 
This study employs L-comoments introduced by Serfling and Xiao 
(2007) into portfolio Value-at-Risk estimation through two models: 
the Cornish-Fisher expansion (Draper and Tierney 1973) and 
modified VaR (Zangari 1996). Backtesting outcomes indicate that 
modified VaR outperforms and L-comoments give better estimates 
of portfolio skewness and excess kurtosis than do classical central 
moments in modeling heavy-tailed distributions. 



Evolving Risk in Energy Futures Markets: A Model of Subordinated 
Stochastic Process 

 
Jean Hu , Cornell University 

 
Abstract 

 
Recent times show a burgeoning of financial products and strategies 
that bear the risk in underlying energy futures markets. 
Subordinated Stochastic Process model, a double stochastic 
framework, replicates riskiness in these markets from 1992 to 2009. 
Under certain statistical assumptions, its tractability lends well for 
integration with other derivative pricing models and significance 
testing of indicators for returns variability. Daily trading volume 
slightly underprojects risk in trading oil and natural gas futures in 
2006-2009. In contrast to findings in other markets, CLT was not 
consistently held as these two markets evolved. VaR and cVaR 
increased with holding period length. 

Executive Compensation, Board Characteristics and Firm 
Performance in China: The Impact of Compensation Committee 

 
Yuqing Zhu, University of New South Wales 

Gary Gang Tian, University of New South Wales 
Shiguang Ma, University of Woollongong 

 
Abstract 

 
The independent directors of a board can impact CEO pay-
performance more effectively if a compensation committee 
provides information and assist them in designing relevant 
executive pay schemes. On the basis of this idea, we developed and 
tested the hypotheses that Chinese firms with a compensation 
committee have a closer CEO pay link with performance when a 
larger proportion of independent directors serves on the board. We 
focused primarily on the effect of a compensation committee on 
CEO pay-performance relation as a consequence of its help for the 
board and found that board independence produces a stronger 
relationship between executive compensation and firm 
performance in Chinese listed firms. This association is more evident 
in those firms which have a compensation committee. Our findings 
suggest that the interaction between independent directors on the 
board and a compensation committee has important consequences 
for CEO incentive systems as well as corporate governance 
structures in China. 



Expected Return-Idiosyncratic Risk Relation: An Investigation with 
Alternative Factor Models 

 
Carla M. Bainbridge, Monash University 

Don (Tissa) U. A. Galagedera , Monash University 
 

Abstract 
 
In this paper we investigate the relation between idiosyncratic risk 
and expected return by estimating idiosyncratic volatility in factor 
models when firm specific information such as book-to-market 
values is not readily available at high frequencies. When the analysis 
is carried out at the firm level we observe that the association 
between idiosyncratic risk and expected return is positive. However, 
in the analysis with portfolios, our results suggest an inverse 
relation between idiosyncratic risk and expected return and that the 
relation may be non-linear. We find that the relation between 
idiosyncratic volatility and expected return is robust to the factor 
model used in estimating idiosyncratic risk. This is due to the very 
strong correlation between idiosyncratic risk of stocks estimated in 
different factor models. 

Extending Life Cycle Models of Optimal Portfolio Choice: 
Integrating Flexible Work, Endogenous Retirement, and 

Investment Decisions with Lifetime Payouts 
 

Raimond Maurer , Goethe University Frankfurt 
 

Abstract 
 
This paper derives optimal life cycle portfolio asset allocations as 
well as annuity purchases trajectories for a consumer who can 
select her hours of work and also her retirement age. Using a 
realistically-calibrated model with stochastic mortality and 
uncertain labor income, we extend the investment universe to 
include not only stocks and bonds, but also survival-contingent 
payout annuities. We show that making labor supply endogenous 
raises older peoples  equity share; substantially increases work 
effort by the young; and markedly enhances lifetime welfare. Also, 
introducing annuities leads to earlier retirement and higher 
participation by the elderly in financial markets. Finally, when we 
allow for an age-dependent leisure preference parameter, this fits 
well with observed evidence in that it generates lower work hours 
and smaller equity holdings at older ages as well as sensible 
retirement age patterns. 



Factors that Contributed to Global Financial Crisis (GFC) and the 
Role of Shareholder Wealth Maximisation in GFC 

 
Noel Yahanpath, Eastern Institute of Technology 

Tintu Joseph, Eastern Institute of Technology 
 

Abstract 
 
Corporate scandals, across the globe, over the past few years came 
as a shock not just because of the enormity of failures, but also 
because of the discovery that questionable accounting practices 
was far more insidious and widespread than previously envisioned. 
In this paper, an attempt is made to line up the causes which made 
the financial crisis so grave, and investigates how far the 
shareholder s wealth maximization objective has influenced the 
global financial crisis. Case reviews of individuals and world level 
role models of financial crisis have been cited in this paper which 
provides evidences of information that many of them were 
intentional and man made frauds. Though the range of contribution 
varies, reversal of housing booms, unethical behavior, CEO s 
compensation issues, creative accounting and its consequences, 
conflicts of interest, over-leveraging, exchange traded funds, credit 
default swaps including securitized mortgages, banks credit unions, 
real estate agents, money laundering, range of non-financial 
transactions provided by accountants, lawyers and company service 
providers, contribution of financial instruments etc., has adequately 
contributed to this menace. Though many studies have been 
conducted to unveil the reasons for the global financial crisis, this 
study tries to bring specifically the impact of corporate objective 
function of shareholder wealth maximization into limelight. 

Shareholder wealth maximization is regarded as the underlying 
purpose of corporate activity. This study brings out the fact that the 
overemphasis given to this aspect can lead to a situation where the 
ethical, social and the financial system of the global economy as a 
whole can be disturbed. How powerful the wealth maximization 
objective is to shake the global economic system is not much 
discussed by researchers and hence, through this conceptual paper, 
an attempt is made to fill this lacuna. Apart from the role of 
corporate objective function of shareholder wealth maximization in 
GFC, this paper has only identified and discussed briefly the other 
factors that contributed to GFC. However, the discussion of cause 
and effect of these factors are beyond the scope of this study. 



Financial Crises and Regulatory Response 
 

Andreas Walter Mattig, University of St. Gallen 
Stefan Morkoetter , University of St. Gallen 

 
Abstract 

 
This paper focuses on the nature and intensity of regulatory 
responses to crises. It highlights the role of mediation played by 
capital markets and banks in transmitting the action to economic 
and the time effect this intermediation activity as on the final 
outcome. In this context, we argue that actions undertaken both by 
regulatory authorities in order to encounter a financial crisis are 
subject to lag-structures which in turn are (negatively) correlated 
with the intensity level of undertaken actions. Intensity of 
regulatory activity in turn is a function of actions undertaken by 
regulatory authorities in order to encounter a crisis. We show that a 
higher degree of intensity with regard to regulatory responses is not 
always positively correlated with better economic conditions. On 
the basis of 38 different crises (1990-2003) we find empirical prove 
that different intensity levels of crisis-response strategies indeed 
lead to different economic scenarios also impacting lag structures of 
economic variables in the wave of a crisis. However, response 
strategies seem additionally to display some learning effects within 
a country that has already suffered a crisis recently, leading to the 
then applied measures being the minimum from which response 
strategies are gradually escalated. Our main contribution stresses 
that the response in times of crisis is not only more intense, but 
interestingly (and somewhat contra dictionary to the increased 
intensity) requires longer lime lags to become effective. Liquidity 

arguments and velocity of the monetary transmission system 
thereby do not seem to be the crucial elements that mitigate these 
effects. Second round effects and disruptions in the financial 
intermediation system rather than at central bank level might thus 
need to be given additional attention in future research. 



Financial Crisis: Estimating the Risk of Assets in Balance 
 

Giovanni Barone-Adesi, Swiss Finance Institute - University of 
Lugano 

Giuseppe Corvasce , Swiss Finance Institute - University of Lugano 
 

Abstract 
 
We propose a model able to estimate the risk of assets in balance 
from aggregate data by introducing a prudential measure called 
Filtered Historical Spectral Asset Measure (FH-SAM). Our measure 
combines a model based method to simulate the evolution of 
volatility with model free method of distribution. It provides a 
robust methodology to simulate the evolution of risk. The paper 
extends the debate in the literature about the tools for estimating 
the risk of assets for a financial institution in case of distress and 
systemic risk ( Stiglitz et al. 2002; Lucas and McDonald 2006) 

Foreign Ownership and Local Market Reaction to Changes of the 
Constituents in the International Stock Index: Evidence from 

Additions to and Deletions from Msci Taiwan Index 
 

Cheng-Yi Shiu, National Central University at Taiwan 
Jessie Y. Wu , National Central University at Taiwan 

 
Abstract 

 
This paper examines local market reactions to the constituent 
changes in MSCI Taiwan Index. We find that market adjusted 
returns are significantly positive for additions and significantly 
negative for deletions on the announcement day, and on the 
effective day. The price patters following the effective day are 
asymmetric for additions and deletions. We also find that foreign 
ownership increases for additions and decreases for deletions. The 
amount of increased foreign ownership for additions is higher than 
the amount of decreased foreign ownership for deletions. Our 
results support the investor awareness hypothesis. 



Foreign Ownership Restriction and Momentum - Evidence from 
Emerging Markets 

 
Yafeng Qin , Massey University 

 
Abstract 

 
This paper finds evidence in support of the profitability of 
momentum strategies in emerging markets. More interestingly, this 
paper finds that, for stocks with different level of foreign ownership 
restriction, the profitability of momentum strategies is significantly 
different. In particular, the momentum strategy on highly investible 
stocks significantly outperforms the strategies on non-investible 
stocks. This paper also shows that world market risk, size, turnover, 
country-specific factors, as well as foreign investors  feedback 
trading behaviour and their overconfidence psychological bias 
cannot fully explain the higher profitability of the momentum 
strategies on stocks with higher foreign ownership. The results are 
quite consistent with Hong and Stein (1999) s gradual information 
diffusion model, suggesting that high foreign investor participation 
might delay the information transmission among all investors. 

Gaussian Slug - Simple Nonlinearity Enhancement to the 1-Factor 
and Gaussian Copula Models in Finance, with Parametric 

Estimation and Goodness-of-Fit Tests on US and Thai Equity Data 
 

Poomjai Nacaskul, Bank of Thailand/Mahanakorn University of 
Technology 

Worawut Sabborriboon, Bank of Thailand 
 

Abstract 
 
A bivariate normal distribution, with the attendant non-analytically 
integrable p.d.f., lies at the hearts of many financial theories. Its 
derived Gaussian copula ostensibly does away with the normality 
assumptions, only to retain the linear (Pearson s) correlation 
measure implicit to said bivariate normal p.d.f. In financial 
modelling context, the Gaussian copula suffer from at least three 
setbacks, namely its inability to capture (extreme) tail, asymmetric 
(upside vs. downside), and nonlinear (diminishing) dependency 
structures. Noting that various fixes have been proposed w.r.t. the 
former two issues, (i) this paper attempts to address the 
nonlinearity with the proposal of a bivariate  Gaussian Slug  
distribution (ii) from which a derived copula density function quite 
naturally and parsimoniously captures a particular nonlinear 
dependency structure. In addition, (iii) this paper devises a simple, 
intuitive formulation of copula parameter estimation as a 
minimisation of a chi-square test statistics, (iv) whose resultant 
value readily lends itself to the widely popular statistical goodness-
of-fit testing. Tests were performed comparing independent vs. 
Gaussian vs.  Gaussian Slug  copulas on weekly US and Thai equity 



market index and individual stock returns data, all available on 
Reuters. 

Generating a Target Payoff Distribution with the Cheapest 
Dynamic Portfolio: An Application to Hedge Fund Replication 

 
Akihiko Takahashi, University of Tokyo 
Kyo Yamamoto , University of Tokyo 

 
Abstract 

 
This paper provides a new method to construct a dynamic optimal 
portfolio for asset management in a complete market. The method 
generates a target payoff distribution by the cheapest dynamic 
trading strategy. It is regarded as an extension of Dybvig (1988a) to 
continuous-time framework and dynamic portfolio optimization 
where the dynamic trading strategy is derived analytically by 
applying Malliavin calculus. As a practical example, the method is 
applied to hedge fund replication, which extends Kat and Palaro 
(2005) and Papageorgiou, Remillard and Hocquard (2008) to 
multiple trading assets with both long and short positions. 



Global Market Integration from Stock Analyst Forecasts 
 

Bohui Zhang, University of New South Wales 
Eliza Wu, University of New South Wales 

 
Abstract 

 
This paper presents new evidence on international financial market 
integration using stock analyst earnings forecasts from around the 
world. By examining cash flow and discount rate news 
comovements, we find that financial and economic integration has 
diverged over time as financial integration has developed 
particularly more rapidly than economic integration over the past 
decade. However, this divergence is less severe in emerging markets 
compared with developed markets where financial integration has 
proceeded at a slower pace. We find that financial integration has 
developed relatively slowly in emerging markets due to the 
hampering effects of their poor information environments. 

Global Market Integration: An Alternative Measure and its 
Application 

 
Richard Roll, University of California, Los Angeles 

Kuntara Pukthuanthong , San Diego State University 
 

Abstract 
 
Many previous studies of international markets have attempted to 
measure integration by correlations among broad stock market 
indexes. Yet such correlations have been found to poorly mimic 
other measures of integration. We show that a simple correlation 
between two stock markets is likely to be a poor indicator of 
integration for a very simple reason: when there are multiple 
factors driving returns, such as global macro factors or even industry 
factors, two markets can be perfectly integrated and yet still be 
imperfectly correlated. Perfect integration implies that the same 
international factors explain 100% of the broad index returns in 
both countries, but if country indexes differ in their sensitivities to 
these factors, they will not exhibit perfect correlation. We derive a 
new integration measure based on the explanatory power of a 
multi-factor model and use it empirically to investigate recent 
trends in global integration. For most countries, there has been a 
marked increase in measured integration, but this is not indicated 
by simple correlations among country indexes. 



Global Public Signals and Comovement of Stock Markets 
 

Daniel Andrei, HEC University of Lausanne 
Julien Cujean , Swiss Finance Institute 

 
Abstract 

 
We build an information-based two-country general equilibrium 
model. There are two dividend processes with correlated growth 
rates. Agents observe a global public signal informative about both 
growth rates. We first let agents rationally process information, and 
then we allow for reasonable departures from rationality. That is, 
agents are overconfident with respect to the signal, and thus have 
heterogeneous beliefs. We report a significant increase in 
comovement between stock returns. Moreover, we find that a small 
amount of misinterpretation of the global signal is sufficient to 
generate sizable comovement, as compared to the benchmark case 
of rational expectations. As an additional implication of 
overconfidence, we show that our model is able to produce a 
substantial home equity bias. 

Hedge Funds: Pricing Controls and the Smoothing of Self-Reported 
Returns* 

 
Gavin Cassar, University of Pennsylvania 
Joseph Gerakos , University of Chicago 

 
Abstract 

 
We investigate the extent that hedge fund managers smooth self-
reported returns. In contrast with prior research on the  anomalous  
properties of hedge fund returns, we observe the mechanisms used 
to price the fund s investment positions and report the fund s 
performance to investors, thereby allowing us to differentiate 
between asset illiquidity and misreporting-based explanations. We 
find that funds using less verifiable pricing sources and funds that 
provide managers with greater discretion in pricing investment 
positions are more likely to have returns consistent with intentional 
smoothing. Traditional controls, however, such as removing the 
manager from setting and reporting the fund s net asset value and 
the use of reputable auditors and administrators are not associated 
with lower levels of smoothing. With respect to asset illiquidity 
versus misreporting, investment style and portfolio characteristics 
explain 14 24.3 percent of the variation in our smoothing measures 
with pricing controls explaining an additional 4.1 8.8 percent, 
suggesting that asset illiquidity is the major factor driving the  
anomalous  properties of self-reported hedge fund returns. 



Hedging Effectiveness of Vix Futures 
 

Anchor Y. Lin, National Chung Hsing University 
Yueh-Neng Lin , National Chung Hsing University 

 
Abstract 

 
The introduction of VIX futures and options has been a major 
financial innovation that will facilitate to a great extent the hedging 
of volatility risk. Using VIX futures, S&P 500 futures, S&P 500 
options and S&P 500 futures options, this study examines 
alternative models within a delta-vega neutral strategy. VIX futures 
are found to outperform vanilla options in hedging a short position 
in S&P 500 futures call options. In particular, incorporating 
stochastic volatility and price jumps enhances hedging performance. 

Heteroscedasticity and Interval Effects in Estimating Beta: UK 
Evidence 

 
Seth Armitage, University of Edinburgh 

Janusz Brzeszczynski , Heriot-Watt University 
 

Abstract 
 
The paper compares beta estimates obtained from OLS regression 
with estimates corrected for heteroscedasticity of the error term 
using ARCH-class models for 145 UK shares. Estimation via OLS in 
the presence of heteroscedasticity results in inefficient estimates, 
leading to either overestimation or underestimation of the model's 
parameters. The mean absolute difference between OLS and ARCH 
betas is fairly small at 0.06, though the difference exceeds 0.10 for 
18% of shares in the sample. Selecting an ARCH-type estimate 
makes most difference for the most frequently traded shares. The 
serious downward bias caused by infrequent trading is alleviated by 
using monthly data but not by ARCH-type models. Differences in 
beta estimates from daily and monthly data are related both to 
frequency of trading and to the intra-month volatility of the daily 
share returns. The latter variable can be interpreted as a measure of 
the information that is lost when data is aggregated from daily to 
monthly frequency. 



House Money, Counterfactual and the Disposition Effect 
 

Shean-Bii Chiu, National Taiwan University 
Pei-Gi Shu, Fu-Jen Catholic University 

Han-Yu Jian , National Taiwan University 
 

Abstract 
 
We explore an issue of whether prior experience of sold stocks 
would affect the disposition effect, an inclination of selling winners 
than losers. We use the prior realized gain to serve as the proxy of 
house money and find that individual investors become more risk 
seeking (adverse) when they were harbored by a prior gain (loss) 
and therefore decrease (increase) the disposition effect. Moreover, 
we trace the ex-post return of the previously sold stock to capture 
the counterfactual learning effect. The counterfactual effect makes 
individual experiences regret (happiness) when the ex-post price 
trends up (down), and the sense of regret (happiness) will reduce 
(increase) the subsequent disposition effect. Using the Cox 
proportional hazard model to estimate the disposition effect we 
find that house money effect has a stronger impact than the 
counterfactual effect on the disposition effect. We further close up 
the analysis on individual characteristics and find house money and 
counterfactual effect differently on the disposition effect. 

House Prices, Non-Fundamental Components and Interstate 
Spillovers: The Australian Experience 

 
Greg Costello, Curtin University 

Patricia Fraser, Curtin University/University of Aberdeen 
Nicolaas Groenewold , University of Western Australia 

 
Abstract 

 
Using Australian capital city data from 1984Q3-2008Q2, this paper 
utilizes a dynamic present value model within a VAR framework to 
construct fundamental time series of house prices depicting what 
aggregate house prices should be given expectations of future real 
disposable income - the  fundamental price  and continues by 
comparing capital city fundamental prices with actual prices. The 
extent to which revealed capital city  non-fundamental  components 
spillover from state to state, as well as their long-term impact is also 
investigated. Results provide evidence of periods of sustained 
deviations of house prices from values warranted by income for all 
state capitals with the greatest deviations arising in the NSW market 
and starting c. 2000. In general NSW is relatively more susceptible 
to spillovers transmitted from other states while WA is least 
affected. 



How to Stop a Herd of Running Bears? Market Response to Policy 
Initiatives During the Global Financial Crisis 

 
Yacine Ait-Sahalia , Princeton University 

Jochen R. Andritzky, International Monetary Fund (IMF) 
Andreas A. Jobst , International Monetary Fund (IMF) 

Sylwia Nowak, International Monetary Fund (IMF) 
Natalia T. Tamirisa , International Monetary Fund (IMF) 

 
Abstract 

 
This paper examines the impact of macroeconomic and financial 
sector policy announcements in the United States, the United 
Kingdom, the euro area, and Japan during the recent crisis on 
interbank credit and liquidity risk premia. Announcements of 
interest rate cuts, liquidity support, liability guarantees, and 
recapitalization were associated with a reduction of interbank risk 
premia, albeit to a different degree during the subprime and global 
phases of the crisis. Decisions not to reduce interest rates and bail 
out individual banks in an ad hoc manner had adverse 
repercussions, both domestically and abroad. The results are robust 
to controlling for the surprise content of announcements and using 
alternative measures of financial distress. 

Identifying the Informed Investor in a Takeover Event: An 
Australian Study of Investor Trading Behaviour 

 
Anna Christine McAdam , University of Sydney 

 
Abstract 

 
This paper examines the simultaneously trading behaviour of 
eighteen investor classes in target and bidder firm shares around a 
takeover proposal. These eighteen investor classes constitute all the 
investors in the trading environment. Using a buy-sell imbalance 
indicator and a buy-sell ratio to document the trading behaviour, it 
was expected that observable differences would manifest 
themselves on the basis of informedness, and in turn the informed 
investor class for a takeover event identified. The empirical results 
find that thirteen investor classes do not trade in the target and 
bidder firm shares. For the remaining investor classes which do 
trade; these consist of the domestic domiciled investor categories 
nominees, superannuation funds, incorporated companies, and 
individuals. It was found that, with the exception of the nominee 
investor class, the investors were uninformed. The investor 
behaviour was found to reflect a buying activity unrelated to the 
takeover event. The nominee investor class trading behaviour was 
found to mimic the takeover firm share price movements. The 
trading behaviour shown by the nominees in the target firms was 
consistent with a bidder firm however; for the current research the 
bidder firm is held to represent the information sought. The overall 
trading behaviour by the nominee investor class leads to a 
conclusion that this investor is informed for the takeover event. 



Implicit Trading Costs, Divergence of Opinion and Short-Selling 
Constraints in Limit Order Book Market 

 
Anh Nguyen, University of New South Wales 
Natalie Oh, University of New South Wales 

Petko S. Kalev , Monash University 
 

Abstract 
 
We offer new hypotheses to explain the level of implicit trading 
costs experienced by investors in limit order book market. 
Essentially, divergence of opinion gives raise to implicit trading 
costs. The intensity of this relationship depends on short-selling 
constraints in each stock. We find that divergence of opinion has 
larger impacts on implicit costs when short-selling constraints are 
minimized. Furthermore, the evidence that divergence of opinion 
affects implicit costs associated with buy orders than those 
associated with sell orders is only pronounced in stocks with the 
least short-selling constraints. 

Improved Modeling of Double Default Effects in Basel II - An 
Endogenous Asset Drop Model Without Additional Correlation 

 
Sebastian Ebert, University of Bonn 

Eva Lütkebohmert , University of Freiburg 
 

Abstract 
 
Double Default effects arise through guarantee and hedging 
relationships in credit portfolios. As these are very common, in 2005 
the Internal Ratings Based (IRB) approach of 'Basel II' was enhanced 
by a `treatment of double default effects' to account for any type of 
credit risk mitigation technique such as ordinary guarantees or 
credit derivatives. This paper reveals several severe problems of this 
approach and presents a new method to account for double default 
effects. This new asset drop technique can be applied within any 
structural model of portfolio credit risk. When formulated within 
the IRB approach of Basel II, it is very well suited for practical 
application as it does not pose extensive data requirements and 
economic capital can still be computed analytically. 



Individuals and Institutional Investors  Trading and Stock 
Abnormal Returns 

 
Tong Zhu, Peking University 
Yujin Cao , Peking University 

 
Abstract 

 
This paper analyzed the investors  trading in Chinese financial 
market from a behavioral perspective, which demonstrated how 
investors  trading strategies affect abnormal returns of securities. In 
the analysis, we classified total trading into individual investors  
trading and institutional investors  trading. By constructing the 
trading intensities measures, we justified individual investors are 
contrarian when buying or selling securities and institutional 
investors may engage in positive feedback trading strategies. The 
predictive powers of the trading strategies were also justified in the 
paper, and the information contained in trading measures may be 
more than those in abnormal returns and volumes. Furthermore, 
we also analyzed the interactions between individual investors and 
institutional investors and their effects on securities  returns and 
emphasized the importance of institutional investors in this process. 
Another point analyzed in this paper is about the responses of 
individuals and institutional investors to the announcement of 
analysts  recommendations. We found that institutional investors 
may use the information about the changes of analysts  
recommendations when compared to the behaviors of individual 
investors. 

Initial Public Offerings by Commitments Test Entities on the ASX 
 

Zoltan Murgulov, Monash University 
Alastair Marsden, University of Auckland 

Madhu Veeraraghavan , Monash University 
 

Abstract 
 
Recent changes to the Australian Securities Exchange (ASX) listing 
rules allow unprofitable entities, termed Commitments Test Entities 
(CTEs), to become quoted on the ASX based on commitments to 
spend the funds raised under an Initial Public Offerings (IPO). Using 
a comprehensive sample of 350 companies we examine subsequent 
IPO returns of these CTEs. We find that initial returns to CTEs of 24 
percent on average were achieved by subscribing investors 
(although these returns are cyclical and vary widely between 
industries). The returns for the first three years after listing are 
negative and are significantly less compared to both the market and 
respective industry returns. 



Interbank Market Integration, Loan Rates, and Firm Leverage 
 

Steven Ongena, Tilburg University 
Alexander A. Popov , European Central Bank (ECB) 

 
Abstract 

 
We study the effect of interbank market integration on small firm 
finance in the build-up to the current financial crisis. We use a 
comprehensive data set that contains contract terms on individual 
loans to 6,000 firms across 14 European countries between 1998:01 
and 2005:12. We account for the selection that arises in the loan 
request and approval process. Our findings imply that integration of 
interbank markets resulted in less stringent borrowing constraints 
and in substantially lower loan rates. The decrease was strongest in 
markets with competitive banking sectors. We also find that in the 
most rapidly integrating markets, firms became substantially 
overleveraged during the build-up to the crisis. Our evidence thus 
points to one specific channel through which the credit boom of the 
last decade contributed to both the growth and the vulnerability of 
the region's non-financial firms. 

Internal Liquidity Risk in REIT Excess Returns 
 

Tsung-kang Chen, National Taiwan University 
Hsien-hsing Liao, National Taiwan University 

Ahyee Lee, Fu Jen Catholic University 
Chia-Wu Lu , Providence University (Taiwan) 

 
Abstract 

 
Because REITs distribute most taxable income to shareholders, 
internal liquidity is important for REIT investment decisions. We 
employ American REIT data to investigate the effects of internal 
liquidity risk on REIT excess returns. Our firm-level results show that 
internal liquidity risk positively relates to REIT excess returns when 
controlling for variables possibly affecting REIT returns. Besides, our 
results show that internal liquidity risk effects are stronger for REITs 
with smaller size and higher leverage ratio. We also find that an 
industry-wide internal liquidity risk state variable materially explains 
aggregated REIT excess returns when controlling for bond and 
equity market risk factors and other major state variables. We 
conclude that internal liquidity risk should be incorporated into REIT 
pricing. 



International Fund Investment and Local Market Returns 
 

Yothin Jinjarak , Nanyang Technological University (NTU) 
 

Abstract 
 
Based on monthly international fund investment, we provide new 
evidence on the dynamics between net inflows and local market 
returns. Over the 1995-2008 period, emerging markets register 
large net inflows, whereas net outflows from the developed 
markets are driven mainly off Europe. For emerging markets, the 
international fund investment in equities is characterized by a 
positive association between contemporary net inflows and future 
market returns, contrary to the hypothesis that international 
investors have information disadvantage. Allowing for country-
specific factors, regional correlations, and interactions between the 
equity and bond investment, our panel vector autoregression shows 
that past equity returns contain useful information in current equity 
flows, and past bond flows help to predict current equity returns. 

Investing in Hedge Funds When the Fund's Characteristics are 
Exploitable 

 
Juha Joenväärä, University of Oulu 
Hannu Kahra , University of Oulu 

 
Abstract 

 
In this paper we evaluate hedge fund performance by forming 
hedge fund portfolio strategies that exploit the fund's 
characteristics. Specifically, we parameterize optimal portfolio 
weights as a function of the fund's characteristics based on 
managerial incentives, share restrictions and the fund's size by 
applying an approach proposed by Brandt, Santa-Clara and Valkanov 
(2008). We find that the proposed characteristics-based strategy 
delivers a significant Fung-Hsieh (2004) alpha for a real time 
investor. The results are robust even after controlling for underlying 
redemption and subscription impediments associated with 
investment decisions. 



Investors  Rights Protection and Firm Liquidity: Evidences from 
Hong Kong 

 
Xiaofeng Shi, Monash University 

Michael J. Dempsey, Monash University 
Huu Nhan Duong, Deakin University 
Petko S. Kalev , Monash University 

 
Abstract 

 
We examine empirically the relation between stock liquidity and 
investor rights protection in the context of Hong Kong stock 
markets. We find that levels of investor protection at both the 
protective environment level and firm level are positively correlated 
with stock liquidity, as measured by the bid-ask spreads and market 
depth, and trading volume. We also find that the investor 
protection - liquidity relation is more significant at the firm level 
than at the protective environment level. We conclude that firm 
level protections dominate legal environment protections. 

Leverage Ratio and Determinants of Capital Structure in SMEs: 
Evidence from China 

 
Liu Qigui, University of Wollongong 

Gary Gang Tian , University of New South Wales 
 

Abstract 
 
It is argued that Small and Medium-Sized Enterprises (SMEs), 
particularly those non-State Owned enterprises, in China face 
difficulty in obtaining bank loans, due to  size discrimination  and  
ownership discrimination . In this paper, we utilise the most recent 
financial panel data of Chinese listed firms, and conduct an 
empirical research on determinants of capital structure of Chinese 
SMEs, by comparing with the results from LSEs in Chinese capital 
market. The results suggest that there are great difference between 
determinants of capital structure of SMEs and LSEs. Compared to 
LSEs,  size discrimination , pecking order theory, tax shield effect 
and the negative relationship between state subsidy and capital 
structure were found only in the sample of Small-sized firms. In 
addition, another interesting result which is contrary to general 
expectation is also found, The result shows that medium and large-
sized non-State Owned firms tend to have more bank loans than 
their State Owned counterparts while no such relation exists in 
small sized firms. We argue that medium and large-sized State 
Owned firms in China tend to have a powerful parent company, 
which can prop up the listed firms. On the other hand, non State-
Owned medium and large-sized firms are generally not affiliated 
with a powerful parent company, so they tend to rely upon external 
finance, especially bank loans. 



Linkages between Direct and Securitized Real Estate 
 

Elias Oikarinen, Turku School of Economics 
Martin Hoesli, University of Geneva 

Camilo Serrano , University of Geneva 
 

Abstract 
 
Using data for the 1978-2008 period, this study presents evidence 
for cointegration between securitized (NAREIT) and direct (NCREIF) 
total return indices. Cointegration between the indices indicates 
that REITs and direct real estate are substitutable in the portfolio of 
a long-horizon buy-and-hold investor. Since the real estate indices 
are not found to be cointegrated with the stock market, REITs and 
direct real estate are likely to have similar long-term diversification 
benefits in a stock portfolio. In line with prior expectations, only 
direct real estate is found to currently adjust towards the 
cointegrating relation, with NAREIT returns leading NCREIF returns. 
However, giving support to the often stated argument regarding 
weaker informational efficiency of the REIT market prior to the 'new 
REIT era', the results show evidence for the predictability of NAREIT 
returns during the 1980s. It is also found that at the beginning of the 
'new REIT era' a large and long-lasting deviation from the long-run 
relation between NAREIT and NCREIF emerged. However, there is 
no evidence of a permanent structural break in the long-run relation 
since the deviation appears to have been only temporary. 

Liquidity in Asset Pricing: New Evidence Using Low Frequency Data 
 

Daniel Chai, Monash University 
Robert W. Faff, Monash University 

Philip Gharghori , Monash University 
 

Abstract 
 
Employing a new proxy for liquidity, this paper examines its impact 
on stock returns in the context of the Fama-French framework. We 
augment the Carhart four-factor model with a liquidity factor and 
employ individual and system regression techniques. Using an 
extensive dataset drawn from the Australian equities market, we 
find a significant illiquidity premium and evidence that liquidity 
explains a portion of the common variation in stock returns even 
after controlling for size, book-to-market and momentum. However, 
our findings suggest that the liquidity factor only adds marginal 
explanatory power to contemporary asset pricing models. 



Liquidity, Bank Credit and Money 
 

Alistair Milne , City University London 
 

Abstract 
 
The current global financial crisis has seen both substantial credit 
impairment and pronounced market illiquidity, undermining bank 
balance sheets and creating a global credit contraction. One 
consequence has been a dramatic shift in monetary transmission. 
Central banks can no longer closely control market rates of interest 
and have reverted to quantitative approaches to monetary policy, 
with expansion of base and broad money aggregates. The weakness 
of aggregate demand has threatened to generate an accelerating 
fall of prices and output (deflation) and the inabilty to counter this 
threat using monetary policy alone has justified a masive global 
fiscal stimulus; but this is not a permanent solution, it is merely 
shifting the problem from bank balance sheets onto public sector 
balance sheets. Macromonetary models lag well behind these 
developments. The new 'Wicksellian' consensus on monetary 
operations has been overthrown. In the most challenging economic 
conditions for 70 years, the economic authorities are flying blind. As 
a step towards filling this gap, this paper proposes a simple baseline 
model for analysing the imapct of both central bank operations on 
commercial bank balance sheets, credit and the money supply. This 
is an extension of standard models of liquidity to a macro-monetary 
setting in which commercial bank money finances working capital, 
bridging the gap between the supply of labour and the production 
and consumption of output. In this set up monetary policy and the 
role of 'lender of last resort' are closely entwined, the central banks 

ability to control the money supply rests on the precautionary 
demand for reserves from commercial banks. Extensions of the 
model help elucidate the curent policies of quantitative easing, 
suggest limits on the ability of the central bank to act as lender of 
last resort and help elucidate the relationship between bank 
capitalisation and access to funding. 



Loan Servicers' Incentives and Optimal CDOs 
 

Henri Pagès , Banque de France 
 

Abstract 
 
The paper examines a delegated monitoring problem between 
investors and servicers managing a pool of correlated loans subject 
to Markovian "contagion." Moral hazard induces a foreclosure bias 
in the decision of loan servicers unless they are compensated with 
the right incentive-compatible contract. The asset pool is liquidated 
when losses exceed a state-contingent cut-off rule. Servicers bear a 
relatively high share of the risk initially, as they should have high-
powered incentives to renegotiate, but their long term financial 
stake tapers off as losses unfold. Liquidity regulation based on 
tranching can replicate the optimal contract. The sponsor provides 
an internal credit enhancement out of the proceeds of the sale and 
extends protection in the form of weighted tranches of 
collateralized debt obligations (CDOs). In compensation the trust 
rewards servicers with servicing and rent-preserving fees for 
outcomes that signal diligent servicing, i.e., if a long enough period 
elapses with no losses occurring. Rather than being detrimental, 
well-designed securitization seems an effective means of 
implementing the second best. 

Macroprudential Policies and Financial Stability 
 

Jan Libich, La Trobe University 
Andrew J. Hughes Hallet, George Mason University 

Peter Stehlík , West Bohemia University 
 

Abstract 
 
The paper attempts to assess to what extent the central bank or the 
government should respond to developments that can cause 
financial instability, such as housing or asset bubbles, overextended 
budgetary policies, or excessive public and household debt. To 
analyze this question we set up a simple reduced-form model in 
which monetary and fiscal policy interact, and imbalances (bubbles) 
can occur in the medium-run. Considering several scenarios with 
both benevolent and idiosyncratic policymakers, the analysis shows 
that the answer depends on a number of characteristics of the 
economy, as well as on the monetary and fiscal policy preferences 
with respect to inflation and output stabilization. We show that 
socially optimal financial instability prevention should be carried out 
by: (i) both monetary and fiscal policy (`sharing region') under some 
circumstances, and (ii) fiscal policy only (`specialization region') 
under others. There is however a moral hazard problem: both 
policymakers have an incentive to be insufficiently pro-active in 
safeguarding financial stability, and shift the responsibility to the 
other policy. Specifically, under a range of circumstances we obtain 
a situation in which neither policy mitigates instability threats 
(`indifference region'). These results can be related to the build-up 
of the current global financial crisis, and have strong implications for 
the optimal design of the delegation process. 



Market Discipline, Financial Crisis and Regulatory Changes: 
Evidence from Indonesian Banks 

 
Muliaman D. Hadad, Bank Indonesia 
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Gary S. Monroe, University of New South Wales 
Dominic Gasbarro, Murdoch University/Colorado State University 

James Kenton Zumwalt, Colorado State University 
 

Abstract 
 
Following the 1997/1998 financial crisis, Indonesian banks 
experienced two major regulatory changes, the adoption of the 
Blanket Guarantee Scheme (BGS) in 1998, and changes in capital 
regulation in 1998 and 2001. We examine the impact of these 
regulatory changes on market discipline during the period 1995-
2003. Using a sample of 52 insured private commercial banks, we 
find that market discipline exists following the introduction of BGS 
and when the lower capital requirement was operational. The 
results indicate that during regulatory forbearance, market 
discipline complements the BGS but, in isolation, the BGS does not 
restrict risk taking by banks. These findings contribute to the debate 
on the impact of market discipline in unsophisticated markets and 
whether deposit insurance weakens market discipline. In addition, 
the results have several important implications for banking 
regulation and supervision, particularly during a crisis period. 

Market Expectation and Dispersion in Foreign Exchange Markets: 
A New Approach 

 
Yoshihiro Kitamura , Toyama University 

 
Abstract 

 
Actual transactions are closely related with individual 
expectations:When individuals expect the future appreciation 
(depreciation) of their national currency, they immediately buy (sell) 
their currency in foreign exchange markets. This fact leads me to 
build a simple microstructure that enables us to calculate market 
expectation and dispersion using transaction data. Since the market 
expectation and dispersion are derived from actual transaction data 
and not from a survey, the method presented here is superior to 
one involving a survey when survey participants are unreliable. This 
method also allows the calculation of market expectation and 
dispersion with a lower cost and more frequently than using a 
survey-based approach. 



Modeling of CPDOs - Identifying Optimal and Implied Leverage 
 

Jochen Dorn , ASB, Aarhus University 
 

Abstract 
 
When the subprime crisis started emerging, collateralized products 
based on Credit Default Swap (CDS) exposures combined with 
security features seemed to be a more rational alternative to classic 
asset backed securities. Constant Proportion Collateralized Debt 
Obligations (CPDOs) are a mixture of Collateralized Debt Obligations 
(CDOs) and CPPIs with inverse mechanism. This new asset targets to 
meet the investors' demand for credit derivatives with security 
enhancements, but quantitative approaches for pricing except for 
simulation algorithms do not exist yet up to the author's knowledge. 
CPDOs became famous notably by Standard & Poor's rating model 
error which illustrated that closed-form analytical pricing is 
necessary in order to evaluate and understand complex derivatives. 
This article aims to shed a light on CPDOs specific structural 
enhancements and mechanisms. The author quantifies inherent 
risks and provides a dynamic closed-form pricing formula. 

Modelling Price Movement and Trading Volume in Conditional 
Volatility 

 
Sze Shih Ting, Monash University 

Don (Tissa) U. A. Galagedera , Monash University 
 

Abstract 
 
This study investigates the relation between volatility in the returns 
and trading volume adjusted for overall up/down price movement 
in 59 stocks from the Australian market. Two new proxies for rate of 
information arrival accommodating up/down price movement 
during the trading period and during the non-trading period along 
with trading volume is introduced. These proxies when included in 
the variance equation of the GARCH(1,1) model tend to reduce 
persistence in volatility in the returns more than when 
contemporaneous trading volume, lagged trading volume, overnight 
indicator and intra-day volatility is included. Further, downward 
price movement accommodated through contemporaneous trading 
volume during the overnight non-trading period affect conditional 
volatility to a lesser extent than during upward price movement. 
When the overall price movement during the trading period is 
accommodated through contemporaneous trading volume its 
asymmetric effect on conditional volatility is similar to what is 
observed in the overnight non-trading period case. 



Mutual Fund Tournaments 
 

Iwan Meier, HEC Montreal 
Aymen Karoui, HEC Montreal 

 
Abstract 

 
This paper studies risk tournament among 1,233 actively managed 
U.S. equity funds over the period 1991-2005. Using a contingency 
methodology, we reach mixed results related to the existence of a 
tournament phenomenon: loser (winner) funds do not 
systematically increase (decrease) their risk in the second half year. 
We show that sorting on cumulative returns suffers from an upward 
(downward) tournament bias and downward (upward) inverse 
tournament bias if the correlation between risk and return is 
positive (negative). When we sort funds on an orthogonalized 
measure of cumulative returns, we observe qualitative changes in 
the final results. We find that about 10% of additional correlation 
between risk and returns artificially adds 1% in tournament 
frequencies. Furthermore, we link the risk adjustment ratio (RAR) to 
fund characteristics. We find that the RAR is higher for funds that 
exhibit low flow-performance dependence, high mean returns, low 
total risk and high inflows. Age and TNA are also negatively related 
to the RAR. Finally, when analyzing holdings of funds, we find no 
strong evidence that loser (winner) funds increase (decrease) the 
allocation in riskier stocks for the second half year. 

New Evidence on the Pricing and Performance of Initial Public 
Offerings in Thailand: 1997 2008 

 
Jirapun Anne Chorruk, Griffith University 

Andrew C. Worthington , Griffith University 
 

Abstract 
 
This paper examines the pricing and performance of initial public 
offerings (IPOs) in the Stock Exchange of Thailand (SET) from 
February 1997 to October 2008. Underpricing is calculated using 
headline underpricing, underpricing issuer loss, underpricing loss by 
market value, and underpricing loss by issuer price. The results 
show that average underpricing of 17.60%, 5.01%, 6.94%, 6.68% and 
16.10%, respectively. This is a significantly lower level of 
underpricing than previously documented in Thailand before the 
1997 Asian financial crisis. Post-listing performance is assessed using 
monthly cumulative abnormal returns, buy-and-hold returns and 
wealth relatives. The findings show that Thai IPOs generally 
outperform market benchmarks up to 24 months and underperform 
thereafter up to 36 months. However, there is much variation in 
long-run performance among industries. For example, multiple 
regression analysis shows that IPOs in the financial services industry 
perform relatively better in the longer run. 



Non-Maturing Assets and Liabilities of Banks: Valuation and Risk 
Measurement 

 
Oliver Entrop , Catholic University of Eichstaett-Ingolstadt 

Arne Krombach, Catholic University of Eichstaett-Ingolstadt 
Christoph Memmel, Deutsche Bundesbank 

Marco Wilkens , Catholic University of Eichstaett-Ingolstadt 
 

Abstract 
 
Non-maturing banking products are important asset and liability 
positions of banks. Their complexity inter alia arises from a non-
trivial pass-through from market to product rates which makes the 
valuation and risk analysis challenging for both banks and banking 
supervisors. Based on a large data set, this paper provides a 
comprehensive analysis of the valuation and interest rate risk 
measurement of these products in the risk-neutral valuation 
framework of Jarrow and van Deventer (1998). We apply 6 term 
structure models and 4 interest rate pass-through models and 
estimate for each of these 24 model combinations the value and 
interest rate risk of 13 non-maturing product categories for up to 
400 German banks on an individual bank level. We find that the 
choice of the term structure and the pass-through model is of 
limited importance for the valuation of non-maturing banking 
products. For ranking banks according to the interest rate risk of 
their products the pass-through process is of specific relevance. 
When the level of the interest rate risk is to be estimated, 
additionally an advanced term structure model should be chosen. 

On Capital Market Ratios and Stock Valuation: A Geometric 
Approach 

 
A.K.M. Azhar, University Putra Malaysia 

Suzana Idayu Wati Osman, Felda Global Ventures Holdings Sdn Bhd 
R. A. Parinduri , Nottingham University Business School, Malaysia 

Campus 
 

Abstract 
 
This paper presents a new technique for the empirical analysis of 
some capital market ratios and stock valuation. We first show how 
capital market ratios (such as the price to earning ratio) can be 
plotted in a constructed stock valuation box. Within the box we can 
also plot the contours of several associated valuation measures. 
Analysis of the properties of the traditional capital market ratio (the 
price earnings ratio, PER) suggest that they should be supplemented 
by a new index, the PERS (value ratio) index. We show how changes 
in the value of PERS are associated with changes in the ratio of the 
current earnings of the firm to the sum of value of the firm and 
current earnings, and how this may alter our economic 
interpretation of changes in the patterns and direction of stock 
values. We do also some empirical analyses to show that the new 
measure of PERS is better the the traditional one. 



On Hedge Funds' Relation to Systemic Risk 
 

Juha Joenväärä , Oulun yliopiston (University of Oulu) 
 

Abstract 
 
I examine hedge funds' relation to systemic risk in the financial 
system. I measure systemic risk using the co-expected-shortfall 
(CoES) approach proposed by Adrian and Brunnermeier (2009). The 
paper documents several empirical findings. Using portfolio sorts 
and pooled regressions, I find that hedge fund investment 
strategies, instruments used in leveraging and the fund's asset 
liquidity are related to systemic risk. In particular, funds (i) in 
Relative Value and Multi-process strategies, (ii) leveraging using 
margin borrowing and complex derivatives, and (iii) investing in 
illiquid assets tend to contribute to systemic risk more than their 
peers. The findings also show that there is an asymmetric relation 
between hedge fund returns and the CoES. Specifically, during the 
fight-to-liquidity episodes (normal periods) funds with a high (low) 
systemic risk (CoES) deliver lower (higher) returns. Finally, financial 
and operational risks, but not systemic risk, remain the main 
explanatory variables in predicting fund failures. 

On the Effect of Public Announcements in the Trading Patterns of 
Investors: Evidence of Taiwan 

 
Chun-Yi Chao, National Central University at Taiwan 

Hung-Neng Lai, National Central University at Taiwan 
 

Abstract 
 
This paper aims to examine the reactions among institutional and 
individual investors when facing those listed firms' public 
announcements, and the effects of their trading on stock returns on 
the Taiwan Stock Exchange (TSE). By employing a trivariate vector 
autoregressive (VAR) model, we find that institutional investors are 
informed traders combined with herding behavior. In contrast, 
individual investors are liquidity providers and also suffer from both 
overconfidence and disposition effect. 



On the Importance of Asymmetries for Dynamic Hedging during 
the Subprime Crisis 

 
Yu-Sheng Lai, National Chiao-Tung University 
Her-Juin Sheu , National Chi Nan University 

 
Abstract 

 
This study applies the asymmetric dynamic correlation (ADCC) 
model introduced in Cappiello et al. (J. Financ. Econ. 4 (2006) 537) 
to investigate the asymmetries in volatility and correlation on spot 
and futures to news, and applies the result to form a futures hedge. 
Particularly, the performance of asymmetric hedges during the 
subprime crisis is of much interest by investors since futures provide 
them a convenient tool for managing the downside risk. The 
evidences show that the ADCC model not only can provide better 
descriptions on the data but also can improve the hedging 
performance for both in-sample and out-of-sample data, illustrating 
the importance of modeling asymmetries for futures hedging during 
a financial crisis. 

On the Influence of Corporate Risk, Debt, and Diversification On 
Shareholder Value 

 
Roger Faust , University of St. Gallen 

 
Abstract 

 
In a contingent claims approach, equity is expressed as a call option 
on the assets of a company with debt being the strike. We use a 
down-and-out call option framework to estimate the volatility and 
drift of companies  assets and the barrier based on empirical data 
from companies domiciled in the US. The firm's actual value 
compared to the sum of stand-alone values of its business segments 
is used as measure for excess value. The estimated parameters from 
the first-step estimations are then used in a second-step to explain 
excess value. By means of this two-step regression framework we 
show that volatility has a positive influence on excess value and c.p. 
increases shareholder value. In addition, we discuss the book value 
bias which arises if book values are used as proxy for debt instead of 
market values. Using the estimated value of assets' this can be done 
without public observable debt prices. 



On the Rate of Convergence of Binomial Greeks 
 

Pai-Ta Shih , National Taiwan University 
 

Abstract 
 
This paper investigates the convergence patterns and the rates of 
convergence of binomial Greeks for the CRR model and several 
smooth-convergence models in the literature, including the 
binomial Black-Scholes (BBS) model of Broadie and Detemple 
(1996), the flexible binomial model (FB) of Tian (1999), the 
smoothed payoff (SPF) approach of Heston and Zhou (2000), and 
the GCRR-XPC model of Chung and Shih (2007). We prove that the 
rate of convergence of the CRR model for computing deltas and 
gammas is of order O(1/ n) , with a quadratic error term relating to 
the position of the final nodes around the strike price. Moreover, 
the rates of convergence for the smooth-convergence models are 
also of the order O(1/n ) . The numerical results indicate that these 
binomial models also generate deltas and gammas with monotonic 
and smooth convergence. Thus, one can apply an extrapolation 
formula to enhance their accuracy. Among all the binomial models 
considered in this paper, the GCRR-XPC model with a two-point 
extrapolation formula is the most efficient one to compute deltas 
and gammas for options. 

On the Wealth Effects of Merging Banks  Rivals Empirical Evidence 
for US Bank Mergers 

 
Gregor N. F. Weiß, University of Bochum 
Sascha Neumann , University of Bochum 

 
Abstract 

 
Abstract: Using a unique sample of 425 bank mergers in the US 
announced between 2000 and 2008 this paper provides clear 
evidence supporting the collusion and productive efficiency 
hypotheses. By analyzing 425 bank mergers and a total of 1112 
possible rivals, our analysis shows that the majority of transactions 
can be explained by at least one abnormal return pattern attributed 
to either the collusion, productive efficiency, acquisition probability 
or pre-emptive merger hypothesis. In contrast to previous empirical 
literature starting with Eckbo (1983), however, we find evidence 
that wealth effects of the rivals of merging banks can be explained 
best by the collusion and productive efficiency hypotheses. 
Methodically, we extend previous approaches considerably by 
proposing a rivalry index incorporating balance sheet data as well as 
firm characteristics in order to identify the merging banks  rivals. 
Empirical results of our main analysis also hold when performing 
several robustness checks. Using random scaling factors, we find 
that our main results are not sensitive to a change in the scaling 
factors that determine our rivalry index. Moreover, our main results 
are robust to a change of the method for computing abnormal 
returns. 



One Half-Billion Shareholders and Counting - Determinants of 
Individual Share Ownership Around the World 

 
Paul A. Grout, University of Bristol 

William L. Megginson, University of Oklahoma 
Ania Zalewska , University of Bath 

 
Abstract 

 
This study presents the first comprehensive compilation of the 
number of people around the world who own shares directly and 
indirectly. We document that at least 310 million people in 59 
countries (24 developed and 35 emerging market nations) own 
stock directly [Table 1]. Nearly 173 million of these investors live in 
countries with developed stock markets and the remaining 137 
million reside in countries with emerging stock markets. We also 
document that at least 503 million individuals in 64 countries own 
stock indirectly through pension fund holdings [Table 2]. 
Additionally, we describe the evolution of shareholdings in several 
key countries. We present preliminary regression analyses of the 
determinants of personal shareholdings, and plan to expand these 
tests dramatically over the next several months. Clearly direct 
shareholdings increase with national income and are higher in 
common law than civil law countries, but the presence of 
privatization programs has surprisingly little observable impact. 

Opening Jump and Noise Trading 
 

Srinivasan Maheswaran, Institute for Financial Management and 
Research (IFMR) 

G. Balasubramanian, Institute for Financial Management and 
Research, Nungambakkam 

Chirackel Ahammed Yoonus , Institute for Financial Management 
and Research (IFMR) 

 
Abstract 

 
In this paper, we provide evidence of a chronic crisis syndrome that 
is present in the Indian stock market, in that we find that the 
opening stock price contains noise on an everyday basis. That is to 
say, there is a "crisis'' brewing in the market every morning, because 
prices have deviated from fundamentals, i.e., from where they 
ought to be. However, we also find that the impact of noise does 
get eliminated from prices at the end of the trading day, which says 
something remarkable about the price discovery process inherent in 
the trading mechanism at work in India. We show how these 
seemingly contradictory twin empirical results about the Indian 
stock market can be reconciled in the framework of the Noise 
Trading Model proposed by Kyle (1985). Furthermore, we show how 
to come up with a simple trading strategy that makes use of the 
noise in opening prices and demonstrate that it is indeed highly 
profitable. 



Optimal Centralization of Liquidity Management 
 

Sebastian Pokutta, Darmstadt University of Technology 
Christian Schmaltz , Krall Demmel Baumgarten (KDB) 

 
Abstract 

 
Liquidity is a key resource that banks have to manage on a daily 
basis. Large banking groups face the question of how to optimally 
allocate and generate liquidity: in a central liquidity hub or in many 
decentralized branches across different time zones, jurisdictions, 
and FX zones. We rephrase the question as a facility-location 
problem under uncertainty. We show that volatility is a key driver of 
the degree of (de-)centralization. As expected, in a deterministic 
setup liquidity should be managed centrally in the most profitable 
branch. However, under stochastic liquidity demand and different 
time zones, FX zones, and jurisdictions we find that liquidity is 
preferably managed and generated in a decentralized fashion to a 
certain extend. We provide an analytical solution for the 2-branch 
model. In our setup, a liquidity center is an option on immediate 
liquidity. Therefore, its value can be interpreted as the  price of 
information , i.e. the price of knowing the demand. Furthermore, 
we derive the threshold to open a liquidity center and show that it is 
a function of the volatility and the characteristic of the bank 
network. Finally, we discuss the n-branch model for real-world 
banking groups (n = 10 to 60 branches) and show that it can be 
solved with high granularity (100 scenarios) within less than 30 
seconds. 

Optimal Informed Trading under Intraday Information Asymmetry 
 

Mark L. Humphèry , Australian School of Business at UNSW 
 

Abstract 
 
This article proposes an empirically tractable way for informed 
traders to incorporate random or unanticipated news into a trading 
rule. In volatile markets, news arrives unexpectedly and rapidly. 
Thus, an informed trader confronts many traders who have small 
amounts of information. This creates information asymmetry if 
informed traders observe market data but not the underlying news. 
Theoretical literature indicates that this should influence informed 
traders' trading decisions. However, the literature has not 
incorporated such information into a trading framework. 
Subsequently, this paper presents a Dynamic VWAP (DVWAP) 
framework that allows informed traders to utilize random news; 
and thus, improve trade-execution. 



Ownership Structure and Risk in Publicly Held and Privately 
Owned Banks 

 
Thierno Amadou Barry, University of Limoges 

Laetitia Lepetit, University of Limoges 
Amine Tarazi , University of Limoges 

 
Abstract 

 
Using detailed ownership data for a sample of European commercial 
banks, we analyze the link between ownership structure and risk in 
both privately owned and publicly held banks. We consider five 
categories of shareholders (managers/directors, institutional 
investors, non-financial companies, individuals/families, and banks), 
a breakdown specific to our dataset. Controlling for various factors, 
we find that ownership structure is significant in explaining risk 
differences but that such findings mainly hold for privately owned 
banks. On the whole, a higher equity stake of either 
individuals/families or banking institutions is associated with a 
decrease in asset risk and default risk. Also, institutional investors 
and non-financial companies seem to impose the riskiest strategies 
when they hold higher stakes. We further find no significant 
differences in asset risk and default risk between publicly-held and 
privately-owned banks. Moreover, for public banks, changes in 
ownership structure do not affect risk taking. Market forces seem to 
align the risk-taking behavior of public banks and the ownership 
structure is no more a determinant to explain risk differences. An 
exception is that higher stakes of banking institutions in public 
banks are associated with lower credit and default risk. 

Ownership Structure, Liquidity, and Firm Value: Effects of the 
Investment Horizon 

 
Jun Uno, Waseda University 

Naoki Kamiyama , Deutsche Securities Inc. 
 

Abstract 
 
A firm s ownership structure influences both its liquidity and value. 
This paper introduces a new measure of latent investment horizon, 
a weighted average investment horizon computed from the firm s 
ownership structure and the average investment horizon of various 
investor categories. We find that the latent investment horizon 
explains differences in liquidity and firm value among firms listed on 
the Tokyo Stock Exchange. Empirical results indicate that the longer 
the investment horizon, the lower the firm s liquidity and value. In 
addition, concentrated ownerships by foreign (cross-holding) 
shareholders can lead to superior (inferior) liquidity and corporate 
governance after accounting for selection bias. 



Ownership, Control and Underpricing in Initial Public Offerings: 
Evidence from Japan 

 
Kyoko Nagata, Tokyo Institute of Technology 

S. Ghon Rhee ,  SKKU Business School/University of Hawaii Shidler 
College of Business 

 
Abstract 

 
This study examines the impact of pre-IPO ownership structure on 
IPO decisions using Japanese new issues data. One of the major 
characteristics of the Japanese industrial organization is keiretsu 
group affiliation bonded by cross share ownership and centered 
around a major commercial bank known as the main bank. 
Incorporating this unique corporate governance structure provides 
a new insight into the IPO process. The results suggest that IPO 
firms within a keiretsu group make special effort to avoid the 
weakening of the firms  ties to the group. They also attempt to 
reduce the dilution cost from offering underpriced equity while pre-
IPO owners of independent firms are more likely to use the IPO as 
an opportunity to realize the value for their ownership stakes. 

Pension Fund Sophistication and Investment Policy 
 

Jan de Dreu, Royal Bank of Scotland (RBS) 
Jacob Antoon Bikker , University of Utrecht 

 
Abstract 

 
This paper assesses the sophistication of pension funds  investment 
policies using data on 748 Dutch pension funds during the 1999-
2006 period. We develop three indicators of sophistication: gross 
rounding of investment choices, investments in alternative 
sophisticated asset classes and 'home bias.' We find that pension 
funds  strategic portfolio choices are often based on coarse and 
possibly less sophisticated approaches. Most pension funds, 
particularly the medium-sized and smaller ones, round strategic 
asset allocations to the nearest multiple of 5%, similar to age 
heaping in demographic and historical studies. Second, many 
pension funds invest little or nothing in alternative asset classes 
besides equities and bonds, resulting in limited asset diversification. 
Third, medium-sized and smaller pension funds favor regional 
investments and as such not fully employ the opportunities of 
international diversification. Finally, we show that pension funds 
using less sophisticated asset allocation rules tend to opt for 
investment strategies with a lower risk-return profile. 



Pitfalls and Remedies in Testing the Calibration Quality of Rating 
Systems 

 
Wolfgang Aussenegg, Vienna University of Technology 
Florian Resch, Oesterreichische Nationalbank (OeNB) 

Gerhard Winkler , Oesterreichische Nationalbank (OeNB) 
 

Abstract 
 
Testing calibration quality by means of backtesting is an integral 
part in the validation of credit rating systems. Against this 
background this paper provides a comprehensive overview of 
existing testing procedures. We study the procedures'deficiencies 
theoretically and illustrate their impact empirically. Based on the 
insights gained thereof, we develop enhanced hybrid testing 
procedures which turn out to be superior to the commonly applied 
methods. We also propose computationally efficient algorithms for 
our calibration tests. Finally, we are able to demonstrate empirically 
that our method outperforms existing tests in a scenario analysis 
using rating data of Moody's. 

Politically Connected Boards and the Structure of CEO 
Compensation Packages in Taiwanese Firms 

 
Hsin-Yi Yu , National University of Kaohsiung 

 
Abstract 

 
This paper examines the relationship between the level of political 
connection of the board and CEO equity-based compensation. Using 
a sample of Taiwanese firms in 2001 2004, the paper provides 
evidence that the level of political connection of a board is 
negatively related to the level of CEO total compensation. It is also 
found that politically connected boards grant a lower proportion of 
equity-based compensation to CEOs and thereby reduce the 
alignment between the interests of CEOs and those of shareholders. 
The findings obtained by analysing the sample of Taiwanese firms 
could be useful to policy makers in emerging economies, where 
there is wide scope for political intervention. A government s 
reluctance to relinquish control over publicly listed firms can have 
significantly negative consequences on the alignment between the 
interests of CEOs and shareholders in the firms. 



Posterior Evaluation of Cross-Border Mergers & Acquisitions: 
Financial Review of Three Select Cases from Automobile, Energy & 

IT Sectors 
 

M. R. Suryanarayana Murthy , University of Mysore 
Ullas Rao , SDM Institute for Management Development 

 
Abstract 

 
The recent growth of Cross-Border Mergers and Acquisitions in the 
international spectrum is phenomenal. Evidence from UNCTAD on 
cross-border M&As corroborates the above fact. There are multiple 
reasons that motivate corporations to engage in cross-border 
M&As. The reasons vary from resorting to M&As as means for 
survival to viewing it as potent tool to enter new geographical 
markets. Whatever be the reason, M&As require careful study to 
gauge their role in the overall dynamics of the world economy. 
While the magnitude of M&As is undoubtedly high in developed 
economies, even emerging economies like India and China have 
witnessed an unprecedented leap in M&A activity in terms of 
volume and number of deals in recent years. This has partly to do 
with the new wave of economic liberalization and more friendly 
approach towards foreign corporations exhibited by the 
governments of these nations. The present paper seeks to analyze 
three interesting recent cases of cross-border mergers and 
acquisitions involving threelarge Indian corporations and recording 
differing impacts on shareholder wealth. Here, the authors use a 
new approach proposed by them to capture the financial impacts of 
M&As on shareholder wealth, instead of event-study methodology, 
due to its limitations discussed in this paper. The paper has been 

divided into seven sections. Section I contains Introduction while 
Section II highlights the Motivation for Merger. Section III 
introduces the Objective of the study. Section IV briefly introduces a 
new methodology proposed by the authors in an earlier paper and 
being used in this paper to study distinct impacts of merger process 
on shareholder wealth of three major Indian corporations. Section V 
presents the Analysis of Data of three major corporations and the 
interpretation of the results. Sections VI and VII briefly acknowledge 
the limitations of the study and Conclude the findings in the paper 
respectively. 



Predictability of Future Index Returns Based on the 52-Week High 
Strategy 

 
Mirela Malin, Griffith University 

Graham N. Bornholt , Griffith University 
 

Abstract 
 
In a landmark paper, George and Hwang (2004) show that a stock s 
52-week high price largely explains the momentum effect and that a 
strategy based on closeness to the 52-week high has better 
forecasting power for future returns than do momentum strategies. 
We find that the 52-week high strategy when applied to market 
indices provides mixed results. The 52 week high strategy is 
unprofitable for emerging markets indices, and is significantly less 
profitable than momentum in developed markets indices. Overall 
the 52 week high effect is not as pervasive as is the momentum 
effect. 

Predicting Bank Failures using a Simple Dynamic Hazard Model 
 

Rebel A. Cole, DePaul University 
Qiongbing Wu , University of Newcastle (Australia) 

 
Abstract 

 
We use a simple dynamic hazard model with time-varying covariates 
to develop a bank-failure early warning model, and then test the 
out-of-sample forecasting accuracy of this model relative to a 
simple one-period probit model, such as is used by U.S. banking 
regulators. By incorporating time-varying covariates, our model 
enables us to utilize macro-economic variables, which cannot be 
incorporated into in a one-period model. We find that our model 
significantly outperforms the simple probit model with and without 
the macro-economic variables. The improvement in accuracy comes 
from the time-varying bank-specific variables. 



Price Discovery in the Indian Gold Futures Market 
 

Piyamas Chaihetphon , Deutsche Bank AG 
Pantisa Pavabutr, Thammasat University 

 
Abstract 

 
This paper examines the price discovery process of the nascent gold 
futures contracts in the Multi Commodity Exchange of India (MCX) 
over the period 2003 to 2007. The study employs vector error 
correction models (VECMs) to show that futures prices of both 
standard and mini contracts lead spot price. We find that mini 
contracts contribute to over 30% of price discovery in gold futures 
trade even though they account for only 2% of trading value on the 
MCX. Our finding reveals that trades initiated in mini contracts are 
much more informative than what the size of their market share of 
volume suggests. 

Pricing Accuracy, Liquidity and Trader Behavior with Closing Price 
Manipulation 

 
Carole Comerton-Forde, University of Sydney 

Talis Janis Putnins , University of Sydney 
 

Abstract 
 
We study the effects of closing price manipulation in an 
experimental market to evaluate the social harm caused by 
manipulation. We find that manipulators, given incentives similar to 
many actual manipulation cases, decrease price accuracy and 
liquidity, thereby undermining economic efficiency. The mere 
possibility of manipulation alters market participants  behavior, 
leading to reduced liquidity. We find evidence that ordinary traders 
attempt to profitably counteract manipulation. This study provides 
examples of the strategies employed by manipulators, illustrates 
how these strategies change in the presence of regulatory scrutiny 
and assesses the ability of market participants to identify 
manipulation. 



Pricing Dynamic Guaranteed Funds Under a Double Exponential 
Jump Diffusion Model 

 
Chuang-Chang Chang, National Central University at Taiwan 

Ya-Huei Lian, National Central University at Taiwan 
Min-Hung Tsay , National Central University at Taiwan 

 
Abstract 

 
This paper complements the extant literature to evaluate the prices 
of dynamic guaranteed funds when the price of underlying naked 
fund follows a double exponential jump-diffusion process. We first 
derive the closed-form solution for the Laplace transform of 
dynamic guaranteed fund price, and then apply the efficient Gaver-
Stehfest algorithm of Laplace inversion to obtain the prices of 
dynamic guaranteed funds. Based on the numerical pricing results, 
we find that the proposed pricing method is much more efficient 
than the Monte Carlo simulation approach without losing any 
accuracy. On the other hand, we also provide an investigation on 
the behavior of prices of dynamic guaranteed funds when jump is 
taken into consideration. In addition, the sensitivity analyses of the 
prices of dynamic guaranteed funds with respect to jump-related 
parameters are also given in this paper. 

Private Banking in Asia - A Survey 
 

Gunter Dufey , University of Michigan at Ann Arbor 
 

Abstract 
 
This survey focuses on some unique aspects of private banking and 
wealth management in Asia. There are a number of unique features 
that distinguish private banking in Asia from that business in the 
rest of the world. First, Asian banking tends to be more  trans-
border  by nature, that is, the origin of the assets and the 
administration reside in different jurisdictions. Second, a 
disproportionately large share of clients are active entrepreneurs of 
the first or second generation, who are often members of minority 
groups in their economies. Furthermore, and third, among the 
service providers, there is keen competition among European based 
banks, North American banks and brokerages as well as domestic 
institutions in Hong Kong and Singapore; yet there is little evidence 
of consolidation and the market remains highly fragmented. Fourth 
are the notable differences in asset compositions of investment 
portfolios as well as the predominance of females among the 
important relationship manager population in Asia. As to any lasting 
effects of the financial crisis of 2008/09 on the private banking 
business in Asia, hard facts have yet to emerge. The fiscal problems 
of major and minor countries in the world have prompted a 
renewed push for lessening bank secrecy, not only in cases of 
criminal activity but also  ordinary  tax avoidance. Offshore 
jurisdictions around the world are under pressure to provide 
information to foreign fiscal authorities. As to products and services, 
it is likely that there will be less emphasis on complex structured 



products, more focus on credit worthiness of the institutions 
offering private banking services, and, in general, less competition 
in terms of innovative products due to the demise of the American 
investment banks in global markets. However, economic growth 
rates in the region, in combination with high savings rates, will make 
Asia an area of alluring opportunity for financial institutions offering 
competitive private banking and wealth management services. 

Prudential Supervision, Banking and Economic Progress: 
Implementation of Risk Management Procedures in Joint Stock 

Banks in Vietnam 
 

Gary Stockport, University of Western Australia Business School 
Chris Perryer , University of Western Australia Business School 

Michael Keane, University of Western Australia Business School 
William J. Ardrey, University of Western Australia Business School 

 
Abstract 

 
Classical economic theory suggests that for economic development, 
a nation needs people, resources and capital. In populous and 
resource-rich Southeast Asia, capital for investment is the critical 
ingredient for the transition of underdeveloped nations to more 
prosperous states. Sound prudential supervision, combining credit, 
market and operational risk management best practices, can 
collectively provide adequate levels of investment to sustain rapid 
economic growth, to improve living standards, and to begin tackling 
major systemic, infrastructure and environmental challenge. 
However, in Southeast Asian Transition Economies (SEATE s), 
especially Vietnam, these nations remain dependent on foreign 
capital because reforms of the state-dominated banking system 
have further to go. This study, undertaken in Vietnam in the 2001-
08 period, takes a three step process of reviewing Vietnamese 
legislation and local best practices at privately held  Joint Stock 
Banks , comparisons to best practices such as those promulgated by 
the Bank for International Settlements and in leading banking 
journals, followed by a data collection effort involving semi-



structured interviews from 28 joint stock bank senior managers in 
Vietnam from 15 joint stock banking institutions. 

Public Information Arrivals and Stock Price Changes 
 

Fariborz Moshirian, Australian School of Business at UNSW 
Peter Kien Pham, University of Sydney 

Huong Giang Nguyen , Australian School of Business at UNSW 
 

Abstract 
 
While market participants receive the same public information, 
their interpretations and reactions to such information may differ. 
This paper studies the impacts of public information on the mean 
and variance of stock price changes. With the mean effect, we 
examine how the public information arrivals affect the relation 
between stock return and order imbalance. Public information 
arrivals may dilute or trigger the private information of the 
informed traders, and thus may decrease or increase the return 
order imbalance relation. With the variance effect, we examine the 
effects of public information on the volatility volume relation. 
Although theories often document that volatility and volume are 
driven by the same underlying information arrivals, empirical 
analysis often reveals difficulties in choosing a good measure of that 
information. The Australian Stock Exchange, with the continuous 
disclosure regime that releases centrally time-stamped company 
announcements, provides us with a unique data set for our analysis. 
Our results show that the relation between stock return and order 
imbalance is stronger, and the volatility volume relation is stronger 
in the presence of public information arrivals. Overall, our findings 
suggest that public news announcements induce heterogeneous 
revision of beliefs among market participants, and exacerbate 
information asymmetry around information events. 



Rating Changes and the European Evidence 
 

Federico Calderoni, Banca Agrileasing S.p.A 
Paolo Colla , Bocconi University 

Stefano Gatti , Bocconi University 
 

Abstract 
 
How do European stocks react to rating actions issued by Rating 
Agencies' Since rating agencies process private information and 
spread it on financial markets through upgrades and downgrades, 
stock investors should react to rating announcements conveying 
good or bad news. Using a Pan-European sample of more than 500 
credit rating changes released by Moody's in the period 2002-2007 
we show that the reaction to rating changes is asymmetric. 
Downgrades negatively affect equity value and upgrades show no 
significant impact on stock prices. The negative impact of 
downgrades is more intense in non-UK firms and for non-financial 
companies suggesting lower asymmetric information or higher 
disclosure in UK than in other European countries. Finally, multiple 
notch downgrades result in a larger stock price decrease compared 
to one notch negative actions. 

Rating Performance and Agency Incentives of Structured Finance 
Transactions 

 
Daniel Rosch, Leibniz University Hannover 
Harald Scheule , University of Melbourne 

 
Abstract 

 
This paper compares and analyzes cross-sectional and time-series 
characteristics of credit rating agency (CRA) ratings, implied 
impairment rate estimates and realized impairment rates of asset 
portfolio securitizations. This is of highest importance as past 
shortcomings may have been instrumental to past, current and 
future loss rates of  nancial institutions in relation to securitizations. 
The disappointment of investors manifested in the criticism of 
models applied by CRAs. Our most substantial  finding is that rating 
agencies do not include all factors explaining securitization 
impairment risk. In particular, systematic risk is not addressed as 
CRAs average over the business cycle. Hence, CRA ratings are unable 
to predict impairment risk and the recent deterioration CRA rating 
standards cannot be confirmed. Additional results are that CRA 
ratings for securitizations do not fully account for the average credit 
quality in asset portfolios and do not fully account for structural 
elements of structured finance transactions. In addition, CRA ratings 
for selected asset categories underestimate risk in origination years 
when the fee revenue is high. 



Reduction in Bank Ownership and Firm Performance: Evidence 
from Japan 

 
Konari Uchida , Kyushu University 

 
Abstract 

 
Recently in Japan, the Banks  Shareholdings Restriction Law requires 
that banks substantially decrease shareholdings. This study 
examines firms that experienced a 5% or greater reduction in 
percentage ownership by banks for a year during 2001 2004. Results 
show that those firms improve their accounting performance. That 
performance improvement is positively related to the ex ante debt 
ratio. Furthermore, changes in those firms  assets are negatively 
related to the ex ante debt ratio. The results suggest that the 
reduction in bank ownership enhances the disciplinary role of debt. 
Finally, firms achieve better performance improvements when non-
Japanese owners replace bank ownership. 

Return Based Analysis and Value at Risk of Asia-Focused Hedge 
Funds 

 
Haijie Weng, Macquarie University 

Stefan Trueck , Macquarie University 
 

Abstract 
 
We identify return based style factors for Asia-focused hedge funds 
represented by the HFRI Emerging Market-Asia exclude Japan index. 
This hedge fund index has a particularly strong exposure to Asian 
equity markets and bond indices. Next to linear fixed income and 
equity factors, we also include non linear equity factors based on 
hypothetical option positions, in order to model the often reported 
nonlinear exposures of hedge funds. The inclusion of these factors 
results in a marginal increase in explanatory power for the 
considered index indicating that small positions in options provide 
protection against extreme losses of the market. Our model 
provides a high explanatory power for returns of the hedge fund 
index, both for in sample and out of sample periods. We further 
conduct a Value-at-Risk analysis using the identified return based 
style factors. We propose a parametric approach using Monte Carlo 
simulation in combination with a multivariate GARCH BEKK model to 
forecast the Value-at-Risk. Our results suggest that this approach 
provides an appropriate quantification of the risk even during times 
of extreme market drops and yields a more plausible estimation of 
Value-at-Risk than a simple bootstrap method. 



Returns to Selecting Value Stocks in Australia   The Aby Filters 
 

Bruce James Vanstone, Bond University 
Tobias Hahn, Bond University 
Gavin Finnie , Bond University 

 
Abstract 

 
The development of the Financial Crisis throughout 2008 and into 
2009 has caused many fund managers to question their Growth 
based investment models. Interest appears to again be rekindled in 
the traditional Value based models, where investment decisions are 
based on sound company fundamentals rather than abstract future 
growth expectations. This paper reviews a specific set of value 
based filters for selecting undervalued stocks which appeared in a 
series of papers published soon after the 2000 Dot-Com debacle. 
This paper documents the performance of these filters in the 
Australian stockmarket. 

Role of Indian Commodity Derivatives Market in Hedging Price 
Risk: Estimation of Constant and Dynamic Hedge Ratio and 

Hedging Effectiveness 
 

Brajesh Kumar, Indian Institute of Management (IIM), Ahmedabad 
Ajay Pandey , Indian Institute of Management (IIM), Ahmedabad 

 
Abstract 

 
This paper examines hedging effectiveness of four agricultural 
(Soybean, Corn, Castor seed and Guar seed) and seven non-
agricultural (Gold, Silver, Aluminium, Copper, Zinc, Crude oil and 
Natural gas) futures contracts traded in India. We apply VECM and 
CCC-MGARCH model to estimate constant hedge ratio and dynamic 
hedge ratios respectively. We find that agricultural futures contracts 
provide higher hedging effectiveness (30-70%) as compared to non-
agricultural futures (20%). In the more recent period, the hedging 
effectiveness of Indian futures markets has increased. When 
hedging effectiveness of non-agricultural Indian futures contracts 
with the world spot markets (NYMEX and LME) is analyzed, hedging 
effectiveness increases dramatically which indicates the fact that 
Indian futures contracts are more effective for hedging exposures to 
global prices. Other reasons of lower hedging effectiveness of Indian 
futures contracts may be low awareness of futures markets among 
participants, low participation of hedgers, high transaction costs in 
the futures markets, policy restrictions, lower number of delivery 
centers, inadequate contract design or high transaction costs in the 
spot market. These are, of course, expected birth pays for a nascent 
futures markets in an emerging economy. 



Seasonality in Australian Residential Real Estate Prices 
 

Danika J Wright, University of Sydney 
Alex Frino, University of Sydney 

Maurice Peat , University of Sydney 
 

Abstract 
 
Seasonality has long been documented in the context of equity 
market returns, but only recently has been tested for in the 
residential real estate market. This paper argues, in line with the 
previous research in this area, that no month should, on average, 
demonstrate superior (or inferior) returns to any other. Using 
parametric tests and regression analysis this hypothesis is 
supported for the Australian market. The reason that the belief of a 
'better' selling month exists is shown to be a result of the 
inadequacy of primitive market return measures to account for the 
heterogeneity of the market. 

Selectivity in Mutual Fund Trades 
 

Grant Cullen, Murdoch University 
Dominic Gasbarro, Murdoch University 

Gary S. Monroe, Australian School of Business at UNSW 
Kim-Song Le , Murdoch University 

 
Abstract 

 
We examine fund-by-fund whether managers tilt their portfolios by 
purchasing stocks that appreciate while disposing stocks that 
depreciate. Using a unique method we identify statistically whether 
these managers exhibit selectivity in their trades. We find 
proportions of funds exhibiting good or perverse selectivity, while 
significant, are only marginally above random expectation, 
suggesting that luck rather than skill drives the result. As expected, 
funds which exhibit good selection outperform those that make 
poor stock selection, but the magnitude of this advantage varies 
according to investment style. Statistically, stock selection is only 
weakly persistent challenging selectivity based on skill as a 
widespread phenomenon. 



Share Merger Reform, Corporate Governance and Firm Value in 
China 

 
Huiyan Qiu, University of Hong Kong 

Shaohua Yao , University of Hong Kong 
 

Abstract 
 
In this paper, we examine the relationship between corporate 
governance and compensation scheme in the share merger reform 
in China and the share merger reform's effects on firm 
performance. Consistent with the agency theory, we find that the 
compensation ratio is negatively correlated with corporate 
governance, indicating that the well-governed firms have less 
severe problem of expropriation by their non-tradable (controlling) 
shareholders and that their tradable shareholders are willing to 
accept lower compensation ratios. We further examine the 
influence of institutional investors in the process of share merger 
reform and find that the compensation ratio is negatively correlated 
with the concentration of shareholding in the hands of institutional 
investors. This indicates the possible collusion between institutional 
investors and non-tradable shareholders in the negotiation of 
compensation scheme. This negative effect of collusion on 
compensation scheme cannot be mitigated by corporate 
governance. We find that there are significant improvement in both 
corporate governance and firm performance after the share merger 
reform. The share merger reform causes some structural change on 
the relationship between corporate governance and firm 
performance. 

Share Performance of UK Open Market Share Repurchases 
 

Ian Peter Crawford, University of Bath 
Carol Padgett, University of Reading 

Zhiqi Wang , University of London 
 

Abstract 
 
We examine long run firm performance following UK open market 
share repurchases announced between 1999 and 2004. We find the 
long run abnormal share performance among UK repurchasing firms 
after the initial announcement. The mean two-year abnormal buy-
and-hold returns of small firms and value firms which are likely to 
suffer from share undervaluation are respectively 58.66% and 
15.86%. However, we find inconsistency in the long run excess 
returns after controlling for size and book-to-market. In particular, 
size and book-to-market ranks are not correlated to the long run 
excess returns. The long run abnormal returns are not higher among 
firms buying back more shares. Overall, the results suggest that UK 
open market share repurchases might contain different information. 



Shareholder and Bondholder Governance, and Managerial Risk-
Taking 

 
Tao-Hsien Dolly King, University of North Carolina at Charlotte 

Min-Ming Wen , California State University, Los Angeles 
 

Abstract 
 
We examine the relation between corporate governance and 
managerial risk-taking behavior. In light of the global financial crisis, 
the importance of effective governance structures in protecting 
claimholder interests cannot be emphasized enough. For corporate 
governance, we propose to include both shareholder antitakeover 
defenses and bondholder covenant structure to create an overall 
governance structure. We find that the overall corporate 
governance structure has a significant impact on how managers 
make decisions on investment policy. More importantly, 
bondholder and shareholder governance have conflicting effects on 
investment policy. The relative strength of the two governance 
structures determines the risk of the firms  investment portfolios 
and thus the wealth effects of the claimholders. 

Short-Term Momentum Patterns in Stock and Sectoral Return: 
Evidence from India 

 
Sanjay Sehgal, University of Delhi 

Sakshi Jain , University of Delhi 
 

Abstract 
 
Momentum strategies have drawn great attention in investment 
management literature over last two decades. In this paper we 
examine three important propositions in Indian context (1) Do 
momentum profits persist for long time periods?, (2) Can these 
momentum profits be absorbed by risk models?, and (3) Is stock 
momentum an outcome of sectoral momentum?.We develop 6-6 
and 12-12 investment strategies based on past returns as well as 
company characteristics. We find momentum profits in Indian 
context for our prior return portfolios which are stronger for 6-6 
compared to 12-12 strategies. These momentum profits are larger 
for some characteristic sorted portfolios. Risk models such as CAPM 
and Fama French model significantly fail to capture momentum 
profits. In fact, winner portfolios generally comprise of large firm 
and high P/B stocks, thus defying the risk story. Some zero 
investment momentum based trading strategies do provide 
significant payoffs. We also observe momentum profits in sectoral 
returns. A part of stock momentum profits is captured by sectoral 
factor, thus implying that it may mainly be an outcome of sectoral 
momentum. Our findings are pertinent for portfolio managers and 
investment analysts who are continuously in pursuit of trading 
strategies that provide abnormal returns. 



SME Capital Structure: The Dominance of Demand Factors 
 

Kenny Bell, University of Waikato 
Ed Vos , University of Waikato 

 
Abstract 

 
SME capital structure behaviour is found typically to follow pecking 
order behaviour. However, the theoretical underpinnings of the 
pecking order theory are doubted in the case of SMEs as SME 
managers highly value financial freedom, independence, and 
control while the pecking order theory assumes firms desire 
financial wealth and suffer from severe adverse selection costs in 
accessing external finance. Alternatively, the contentment 
hypothesis of Vos, et al (2007) contends the reason SMEs exhibit 
pecking order behaviour is the aversion to loss of control to outside 
financiers and the preference for financial freedom. This paper 
develops the capital structure predictions of the contentment 
hypothesis, reviews the predictions of the tradeoff and pecking 
order theories for relevant variables, reviews the findings of existing 
SME capital structure studies, and provides original empirical 
support for the contentment hypothesis using a survey of over 
2,000 firms from Germany, Greece, Ireland, South Korea, Portugal, 
Spain, and Vietnam. 

Sorting Out Downside Beta 
 

Thierry Post, Erasmus University Rotterdam (EUR) 
Pim van Vliet, Erasmus University Rotterdam (EUR) 

Simon D. Lansdorp , Erasmus University Rotterdam (EUR) 
 

Abstract 
 
Downside risk, when properly defined and estimated, helps to 
explain the cross-section of US stock returns. Sorting stocks by a 
proper estimate of downside market beta leads to a substantially 
larger cross-sectional spread in average returns than sorting on 
regular market beta. This result arises despite the fact that 
downside beta is based on fewer return observations and therefore 
is more difficult to estimate and predict. The explanatory power of 
downside risk remains after controlling for other stock 
characteristics, including firm-level size, value and momentum. 



Special Dividend Announcements: Signaling or Free Cash Flow 
Hypothesis‘ Evidence from UK Firms 

 
Balasingham Balachandran, La Trobe University 

Manali Mahamuni , La Trobe University 
Michael J. Dempsey , Monash University 

 
Abstract 

 
We examine the impact of special dividend announcements for UK 
firms over the period 1989-2007. We find that the market reacts 
positively to the announcement of these dividends, but that the 
reaction is stronger for firms with lower growth opportunities (low 
Tobin’s q). For lower-growth firms, we do not find any evidence that 
the firm is using a special dividend to signal future cash flow 
performance. Rather, it appears that these firms are using a special 
dividend to distribute cash that is surplus to its needs, consistent 
with agency theory. For special dividend issuing firms with higher 
growth opportunities (high Tobin’s q), we find evidence that such 
firms subsequently enjoy improved cash flow performances (for 
both the fiscal year-end immediately after, and the fiscal year 
following, the announcement date), thereby supporting a signaling 
hypothesis for special dividends. Overall, our findings offer support 
for both the free cash flow hypothesis and the signaling hypothesis. 
That is, managers use special dividends to signal future cash flow 
performance for firms with high growth opportunities, while using 
special dividend to reduce agency costs for firms with low growth 
opportunities. 

State Owned vs. Privately Owned Firms: Whose CEOs are Better 
Compensated? 

 
Xiaofei Pan, University of Wollongong 

Gary Gang Tian, University of New South Wales 
Jerry Cao , Boston College 

 
Abstract 

 
This paper investigates CEO pay and pay-performance relationship 
in China s listed firms. We distinguish four firm types based on their 
controlling owners: state owned enterprises affiliated with state 
asset management bureaus (SAMBs), state owned enterprises 
affiliated with the central government (SOECGs), state owned 
enterprises affiliated with a local government (SOELGs), and private 
firms controlled by private investors. We also distinguish between 
firms with foreign investors and those without. Because the 
different types of controlling owners have different objectives, 
motivations, and political interests, they affect managers  
compensation in the firms in which they invest. Our results indicate 
that CEO pay is lowest in SAMB controlled firms and highest in 
SOECG controlled firms. Not only is CEO pay positively associated 
with firm performance, the positive pay-performance relationship is 
stronger in both types of SOE firms but weaker in privately 
controlled firms. In addition, firms with foreign investors 
compensate their CEOs more highly than those without foreign 
investors, an effect that is significant in both SOEs and privately 
controlled firms. Overall, the evidence suggests that CEO 
compensation in China is jointly determined by firm performance, 
market-oriented reform and the unique ownership structure, 



meaning that standard theories of efficient compensation contracts 
may not apply in such emerging markets. 

Stock Market Efficiency with Respect to a New Measure of 
Earnings News 

 
Cameron Truong , University of Auckland and Monash University 

 
Abstract 

 
This paper introduces a new proxy for expected value-relevant 
earnings: the most optimistic (pessimistic) forecast of earnings that 
is higher (lower) than the median of all analysts  earnings forecasts 
over the 90 days prior to the earnings announcement when the 
median falls short of (exceeds) actual earnings. While our measure 
is ex post in the sense that it occurs after the distribution of 
forecasts over the 90 days prior to the earnings announcement is 
known, it is ex ante in the sense that investors could base a trading 
strategy on our new measure of earnings surprise computed 
immediately after an earnings announcement. We expect our ex 
post measure of earnings surprise to have a moderating effect on 
the traditional earnings news measure based on the consensus of 
analysts  forecasts. For example, if the consensus is less than actual 
earnings and the most optimistic forecast is close to (much greater 
than) the consensus, then we expect the traditional analyst forecast 
error to contain more (less) information about future earnings, and 
we expect a larger (smaller) contemporaneous and delayed market 
reaction to earnings surprise based on the consensus forecast. Our 
results confirm these expectations. Furthermore, we find that our 
new measure of earnings surprise contains unique value-relevant 
information about future earnings, some of which generates a 
statistically significant immediate contemporaneous market 
response and some of which generates a statistically and 



economically significant amount of post-earnings announcement 
drift. 

Stock Market Liquidity and the Rights Offer Paradox 
 

Edith Ginglinger, Université Paris IX Dauphine 
Laure Koenig-Matsoukis, Université Paris IX Dauphine 

Fabrice Riva , Université Paris IX Dauphine 
 

Abstract 
 
This paper contributes to the resolution of the rights offer paradox, 
using a database of French SEOs. We first document higher direct 
flotation costs, but also improved stock market liquidity after public 
offerings and standby rights relative to uninsured rights. We find 
that blockholder renouncements to subscribe to new shares and 
stock market liquidity are important determinants of flotation 
method choice. After controlling for endogeneity in the choice of 
flotation method, we find that public offerings are cost effective and 
more liquidity improving than standby rights whereas an uninsured 
rights offering is the best choice for low liquidity, closely held firms. 
Our results provide new insights as to why firms choose public 
offerings despite apparently higher costs. 



Stock Return Behavior of Dhaka Stock Exchange (DSE), Bangladesh: 
Some Efficiency Tests 

 
A. T. Mollik, La Trobe University 
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Abstract 
 
This paper examines the weak-form efficiency in Dhaka Stock 
Exchange (DSE) of Bangladesh adjusting for thin trading problem. 
Both non-parametric tests and parametric tests are used. The data 
sets consist of daily DSE General Index (DSE-GEN) and DSE 20 Index 
for the period ranging from January 1, 2002 to December 31, 2007. 
The results of the study reveal that DSE return series are not 
normally distributed. Both the return series are stationary and do 
not follow a random walk. Overall, the study rejects the weak form 
efficiency of DSE. 

Stock Splits, Signalling and Liquidity 
 

Balasingham Balachandran, Graduate School of Management, La 
Trobe University 

Geoff Durden, Graduate School of Management, La Trobe University 
Vineeta Harshad Juthani, Graduate School of Management, La Trobe 

University 
swaran Velayutham , Graduate School of Management, La Trobe 

University 
 

Abstract 
 
This paper examines the impact of stock splits announcements in 
Australia for the period 1991 to 2008. Market reacts positively to 
the announcement of stock splits. Price reactions are positively 
related to split factor, idiosyncratic risk and book to market ratio, 
and negatively related to market capitalization, pre split price, post 
split price, and long term debt ratio. Split factor is positively related 
to the price prior to the announcement, stock price run-up, 
proportionate bid-ask spread for the year prior to the 
announcement, and idiosyncratic risk. Reduction in proportionate 
bid-ask spread is positively related to split factor and negatively 
related to the price prior to the announcement. Overall, our results 
provide some support for signaling and liquidity hypotheses. 



Structural Breaks in Spot and Futures Crude Palm Oil Returns 
 

Roselee S Shaharudin, University of Malaya 
Rozaimah Zainudin , University of Malaya 

 
Abstract 

 
This paper tests for the presence of structural breaks in spot and 
future crude palm oils returns. Using daily data that span from the 
period of January 1996 to August 2008, we find regime changes 
both in the mean and volatility levels of both returns series. We 
provide explanations for the cause of these regime shifts. We found 
no evidence of structural breaks presence in the dynamic of returns 
that produces a regime shift in the long run equilibrium relationship 
between spot and future prices. Having identified the breaks in the 
mean and variance of both returns series, we model their 
relationship by incorporating those breaks in volatility clustering 
procedure. The results support the importance of structural break in 
this volatility clustering estimation, however, failing which may lead 
to a spuriously persistency estimation. 

Structure and Development of Finance Research over the Last 20 
Years - A Co-Citation Approach 

 
Utz Schäffer, WHU – Otto Beisheim School of Management 

Pascal Nevries, WHU – Otto Beisheim School of Management 
Christian Fikus, WHU – Otto Beisheim School of Management 

Matthias Meyer, Technical University Hamburg-Harburg (TUHH) 
 

Abstract 
 
In the wake of the current financial and economic crisis, finance 
research, among other disciplines, has been criticized for an 
allegedly ineffective allocation of research efforts and a narrowing 
research focus. We address this discussion via a quantitative 
analysis of 4,064 articles published in the top four finance journals 
between 1988 and 2007 depicting the intellectual structure and 
development of finance research. We identify nine distinct research 
areas that represent finance research. Some of them are 
continuously of interest (asset pricing, market microstructure, IPO, 
agency conflicts, financial intermediation, term structure) while 
others emerge newly (corporate diversification, law and finance, 
mutual funds). Within each research area, both core articles and a 
steady inflow of new articles exist, characterizing the intellectual 
structure of finance research as 'normal science' (Kuhn, 1970), 
allowing for the systematic accumulation of knowledge. We find no 
tendency towards a restricted or narrowing focus. 



Structure Linkages of the Equity, Bond and Money Markets: A 
Time-Varying Copula Approach 

 
Cuong Cao Nguyen, La Trobe University 

M. Ishaq Bhatti, Sultan Qaboos University 
Darren Henry , La Trobe University 

 
Abstract 

 
This paper studies the dependence structures between the equity, 
bond and money markets in Australia, the US and across the two 
countries. The linkages between these markets have become more 
important for investors during the current period of financial 
uncertainty. In the process of making investment decisions, 
investors should be aware of the structures of dependence, which 
show the co-movement patterns between these markets in order to 
reduce losses of their portfolios. This paper proposes the 
combination of empirical distributions and time-varying copula 
models to capture the structure linkages between these markets. 
The empirical findings have shown some important implications for 
a wide range of areas related to investment within these markets. 

Systematic Risk and the Performance of Mutual Funds Pursuing 
Momentum and Contrarian Trades 
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Abstract 
 
We examine mutual fund trading activity to determine whether 
they rebalance their portfolios towards stocks that were recent 
superior performers (a momentum strategy) or towards stocks that 
recently underperformed (a contrarian strategy). Using 2,829 funds 
with 49,661 fund-periods between 1991 and 2005, we find that 
around 15% of the funds exhibit contrarian trading behavior with a 
similar percentage following a momentum strategy. We highlight 
the importance of a stock s risk to traders adopting momentum and 
contrarian strategies. Mutual funds that follow a momentum 
strategy and acquire high-risk stocks improve their performance, 
while those following a contrarian strategy in these stocks diminish 
their performance. Both contrarian and momentum trading 
behavior by funds persists. 



Tangibility and Investment Irreversibility in Asset Pricing 
 

Paul Docherty, University of Newcastle (Australia) 
H. Chan,  University of Melbourne 

Stephen Andrew Easton , University of Newcastle (Australia) 
 

Abstract 
 
Zhang (2005) and Cooper (2006) provide a risk based explanation 
for the book-to-market effect by proposing a nexus between the 
book-to-market ratio of firms and investment irreversibility. They 
argue that firms  investment in physical assets is largely irreversible, 
and that distressed firms will have a high book-to-market ratio due 
to their underemployed physical capacity. These underutilised 
assets are costly in an economic contraction and provide capacity 
for growth without further investment during expansion. Therefore, 
such value stocks are argued to be riskier than growth companies. 
Australian accounting standards provide greater scope to capitalise 
intangibles than in the US. This paper draws on the Australian 
accounting environment to provide an empirical examination of the 
Zhang and Cooper theory that is not possible in the US, using 
tangibility of assets as a measure of investment irreversibility. 
Consistent with the Zhang and Cooper theory, tangibility is found to 
be priced in Australian equity returns. Also consistent with their 
theory, augmenting the Fama and French three-factor model with a 
tangibility factor results in increased explanatory power and a 
reduction in explanatory power of the book-to-market factor. 

Testing for Contagion in Latin American Stock Markets 
 

Benjamin M. Tabak, Catholic University of Brazil (UCB) -  Central 
Bank of Brazil 

Manuela M. Souza , University of Brasilia 
 

Abstract 
 
This paper investigates the existence of contagion in Latin American 
stock markets (Brazil, Chile, Argentina and Mexico) due to the 
Subprime crisis in the US. We employ recently developed tests such 
as cross correlation analysis and coskewness change. Empirical 
results suggest that contagion has been limited so far. Evidence is in 
line with absence of volatility spillover between the US and Latin 
American markets, whereas cross-correlation tests are in line with 
absence of contagion. The only relevant channel of contagion has 
been found using coskewness tests, which implies that the first and 
the second moment of the US stock returns distribution has 
affected respectively the volatility and the returns of Latin American 
markets. 



The Asymptotics of Extreme Returns in the Australian Stock 
Market 

 
Nagaratnam Jeyasreedharan, University of Tasmania 
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Abstract 

 
Empirical analysis of financial data such as the daily, weekly or 
monthly prices of assets such as bonds, stocks, currencies and 
commodities have shown that asset prices approximately follow a 
martingale process, but the distribution of asset returns tend to be 
fat-tailed. This paper examines the extreme daily, weekly and 
monthly returns on the Australian stock market using order 
statistics and extreme value theory. Using data from the Australian 
Stock Exchange for the period 1990 to 2001 (11 years), the extreme 
returns are found to belong to a range of extremevalued family of 
distributions. The distribution of the underlying returns generating 
process is found to be conditional on the blocksizes used. The 
maximal and minimal returns have differing distributions and are 
correlated indicating a possible bivariate returns generating process. 
Further, extreme returns are found to be weakly correlated 
implicating possible volatility clustering of the extreme returns. 

The Economic Value of Analyst Recommendations in Australia: An 
Application of the Black-Litterman Asset Allocation Model 
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Peng William He , University of Sydney 

 
Abstract 

 
This study empirically examines the investment value of security 
analyst recommendations on constituent stocks of the S&P/ASX 50 
index. We find that stocks with favourable (unfavourable) 
recommendations on average outperformed (underperformed) the 
market index. An investment strategy using the Black-Litterman 
asset allocation model that incorporates consensus analyst 
recommendations, in conjunction with daily rebalancing, 
outperforms the market in terms of return and risk adjusted 
performance measures. The investment strategy involves high levels 
of trading and no significant abnormal returns are achieved after 
transaction costs. Less frequent rebalancing, under most situations, 
causes a decrease in both performance and turnover. Filtering of 
dated recommendations causes an increase in turnover, whilst 
having mixed effects on investment returns. 



The Effect of Foreign Currency Hedging on External Financing 
 

Shane Magee , Macquarie University 
 

Abstract 
 
Existing theory offers two divergent views on the effect of hedging 
on external financing. One view is that hedging allows a firm to 
reduce its reliance on external finance when capital market 
imperfections make external finance more costly than internally 
generated funds. A contrasting view is that by reducing information 
asymmetries and/or volatility, hedging reduces external financing 
costs and hence motivates firms to increase their reliance on 
external financing. In this paper, I provide empirical evidence on the 
effect of foreign currency hedging on external financing. My results 
suggest foreign currency hedgers raise more external financing than 
nonhedgers. In addition, although financially constrained hedgers 
raise less external financing than financially unconstrained hedgers, 
financially constrained hedgers raise more external financing than 
financially constrained nonhedgers. Further, I find that the 
difference in external financing between hedgers and nonhedgers is 
driven by both debt and equity financing. 

The Effect of S&P Credit Rating Initiation on Emerging Market 
Firms 

 
Kee-Hong Bae, York University 

Michael Welker, Queen's University 
Lynnette D. Purda , Queen's School of Business 

 
Abstract 

 
In this paper we examine the impact that initiation of credit ratings 
by Standard and Poor s (S&P) has on firms in emerging markets. We 
argue that scrutiny from a credible external financial intermediary 
such as S&P will impact the information environment of rated firms 
because S&P will demand credible, conservative financial reporting 
as an input to their rating process. We also argue that examining 
emerging market firms provides a powerful setting to examine the 
effects of financial intermediation. Because S&P is primarily 
concerned with downside risk to unsecured creditors, we predict 
that S&P will demand more conservative accounting practices, i.e., 
accounting that incorporates bad news more quickly than it 
incorporates good news. We document that conditional accounting 
conservatism significantly increases in the period after S&P credit 
rating initiation. We also document a positive equity market 
reaction to credit rating initiation and find that the magnitude of the 
equity market reaction is related to the change in conservatism, 
consistent with the idea that conservative financial reporting 
benefits other investors by reducing information asymmetry. 
Similarly, we find that analyst following increases after S&P credit 
rating initiation, and again find a relation between the increase in 
analyst following and the increase in conservatism. Overall, 



initiation of ratings by S&P is associated with increased 
conservatism that is viewed favorably by investors. 

The Effect of the Ban on Short-Selling on Market Efficiency and 
Volatility 

 
Thomas Henker, University of New South Wales 

Uwe Helmes , University of New South Wales 
 

Abstract 
 
This thesis provides a rigorous empirical analysis of the effect of the 
ban on short selling on the Australian equity market. The Australian 
Stock Exchange (ASX) provides a natural setting for investigation as 
the short sale ban on financial stocks operated for a relatively long 
eight-month period, covering both the tumultuous era at the end of 
2008 and the calmer period up to May 2009. As the first of its kind 
to evaluate the effect of the ban in Australia, this study utilises and 
extends upon some existing methodologies to examine the impact 
of the new short selling constraints on various measures of market 
quality such as bid-ask spreads, intraday volatility, and trading 
activity. Additionally, an event study is employed to determine the 
effect of the shorting ban on stock prices. In addressing the above 
issues, this thesis provides a valuable insight into the consequences 
and effectiveness of the recently implemented shorting regulations. 
It concludes to find that stocks subject to the short sale ban in 
Australia suffered a severe degradation in market quality, as 
measured by trading activity, bid-ask spreads, and intraday 
volatility, while there appears to be no lasting price impact. 



The Effects of Reputation and Relationships on Lead Banks  
Certification Roles 

 
Viet Minh Do, Monash University 

Tram Vu , Monash University 
 

Abstract 
 
This study investigates the certification roles of lead bank retention 
in US syndicated loans with respect to interest rates. We also 
explore how a lead bank s reputation and previous relationships 
with the borrowing firm alter such certification effects. Our findings 
not only support the certification hypothesis but also suggest a non-
linear relationship between loan spreads and retention rate. 
Interest rates initially decrease with higher retention but then start 
to increase as the syndicated loan approaches a sole-lender setting. 
This implies lead banks only exercise certification power up to a 
certain limit. As their loan holdings become excessive, they seek 
higher interest rates for bearing credit risk. We also find evidence 
that lead bank reputation can substitute for the need to certify via 
higher loan retention. Meanwhile, past relationships between lead 
banks and the borrower exacerbate information asymmetries 
among syndicate lenders and hence result in stronger certification 
effects. 

The Effects of the GFC on the Russian Banking Sector 
 

Aksinya Sorokina, 
Cameron Gordon, University of Canberra 

Alexei Matveev , City University of New York - College of Staten 
Island 

 
Abstract 

 
The GFC has affected national banking sectors across the globe. 
These effects have differed according to many factors, including the 
degrees of openness in real and financial sectors, maturity of 
financial intermediation, and fiscal and monetary policy responses. 
One very interesting case is the Russian banking sector which has 
financial aspects of developed economies, including a convertible 
currency and open equities market, but also aspects of developing 
economies, especially a banking sector that is still evolving towards 
international standards and practices. This paper examines how the 
GFC has affected Russian banks and how that crisis and responses to 
it are causing those banks to change. 



The Effects of Underwriting Practices on Loan Losses: Evidence 
from the FDIC Survey of Bank Lending Practices 

 
John O'Keefe , U.S. Federal Deposit Insurance Corporation 

 
Abstract 

 
Using data from the FDIC survey of bank lending practices from 
January 1996 to March 2009, we investigate possible determinants 
of loan underwriting practices and the influence of these practices 
on loan losses. Specifically, we fit a two-step treatment effects 
model to consider the effects of underwriting practices on loan 
losses. In the selection step, we find that for business loans, the 
selection of low-risk underwriting practices is positively related to 
strong prior period bank financial condition, management quality, 
hierarchical complexity, and negatively related to market 
competition. Results for the selection of lending practices for 
consumer loans and three categories of real estate loans are similar 
to those found for business loans but show weaker statistical 
relationships to all explanatory variables. In the loss determination 
step we find that lower (higher) risk underwriting practices are 
generally associated with lower (higher) loan losses for five 
categories of loans: business, consumer, commercial real estate, 
home equity, and construction and land development loans. Our 
results support the commonly held view that credit standards vary 
cyclically with banking market conditions and demonstrate the 
important influence lending standards have on loan portfolio 
performance. 

The Equity and Efficiency of the Australian Share Market with 
Respect to Director Trading 

 
Katherine Uylangco, University of Newcastle (Australia) 

Stephen Andrew Easton, University of Newcastle (Australia) 
Robert W. Faff , Monash University 

 
Abstract 

 
Thirteen percent of own-company trades by directors do not meet 
the ASX requirement of reporting within 5 business days, while 
seven percent are not reported within 14 business days as required 
by the Corporations Act. Such breaches of reporting regulations are 
particularly important given that directors tend to purchase (sell) 
shares when the price is low (high), thereby achieving abnormal 
returns. These abnormal returns are highest for purchases in 
resource companies. Ignoring transaction costs outsiders can 
achieve abnormal returns by imitating directors' trades. Directors 
avoid small but statistically significant losses in the period between 
selling shares and these trades being reported to the market. 



The Great Moderation and After? Inflation-hedging portfolios in 
Different Regimes 

 
Ombretta Signori, Calyon Bank 

Marie Briere , Calyon Bank 
 

Abstract 
 
This paper studies the strategic asset allocation of an investor 
willing to hedge inflation risk in different inflation regimes. Using a 
vector-autoregressive model (VAR) for the joint dynamics of asset 
returns, inflation and other state variables, we investigate the 
relationship between asset returns and inflation at different 
investment horizons in the context of a simulation that allows for 
serial and cross-sectional inter-temporal dependencies between 
asset returns and different economic variables. In each inflation 
regime, (1) high and volatile, and (2) low and stable, we then study 
the optimal portfolio choice for the investor willing to attain a fixed 
target real return on his investment horizon, with a shortfall 
probability constraint. We show that the strategic asset allocation 
differs strongly across regimes. In periods of high and volatile 
inflation, equities and commodities play an essential role in hedging 
a portfolio against inflation. In low and stable inflation environment, 
nominal bonds play the most significant role. Our results also 
confirm the value of alternative asset classes in protecting the 
portfolio against inflation, especially during high and volatile 
inflation periods. We show the optimal allocation for each investor, 
depending of its target real return and tolerated shortfall 
probability. 

The Impact of Actual Market Wide Short Selling Restrictions and 
Liquidity Constraints During the Financial Crisis of 2008 

 
Md Ahmed Mostafa, University of Sydney 

P. Joakim Westerholm , University of Sydney 
 

Abstract 
 
This paper aims to investigate if derivatives instruments act as a 
substitute for short sales during periods of restriction imposed on 
short selling in the cash market for stocks. Contrasting the trading 
activity in derivative instruments to the underlying stocks, we find 
no evidence of a transfer of short selling interests to the derivatives 
markets. In fact we find that trading volumes in derivatives are 
more negatively affected by the restrictions and the general 
liquidity crisis than for stocks where trading activity is actually 
increasing during the period. A larger proportion of price discovery 
is occurring in the cash market for stocks as opposed to futures 
during the crisis period, comparing 2008 to 2007. 



The Impact of Controlling Shareholder Identity on Firm 
Performance and Corporate Policies 

 
Helen Hua Deng, The University of New South Wales 

Fariborz Moshirian, The University of New South Wales 
Peter Pham, The University of Sydney 

Jason Zein, The University of New South Wales 
 

Abstract 
 
This paper examines the identity of new controlling shareholders in 
partial corporate control transactions and its influence on firm 
performance and corporate policies in an international context. In a 
transfer of partial corporate control, the power distribution among 
shareholders does not change, but the identity of controlling 
shareholder does, thereby facilitating an event study of corporate 
changes resulted from controlling shareholder turnover. The hand-
collected dataset allows the study to contribute to the existing 
literature on ownership concentration by introducing the identity of 
controlling shareholder into the theoretical framework and 
investigating its significance in an international context. The 
empirical evidence presented in this paper shows that firm value, 
long-term performance and corporate policies can be influenced by 
the identity of new controlling shareholders because different 
controlling shareholders have distinct incentives, skills and styles. 
Individual controlling shareholders are better motivated to monitor 
managers and improve operational efficiency than corporate 
investors. Partial corporate control activities have important 
governance effects and controlling shareholder heterogeneity is a 

significant contributing factor to firm performance and decision 
making. 



The Impact of Subprime Mortgage Crisis on Cross-Currency Linkage 
of LIBOR-OIS Spreads 

 
Philip Inyeob Ji, Monash University 

Francis Haeuck In , Monash University 
 

Abstract 
 
This paper examines the cross-currency linkage of LIBOR-OIS 
spreads. We consider daily spread data in five major currencies for 
the period of March 1, 2006 to Nov 11, 2008. The impulse response 
analysis is conducted in a multivariate setting, adopting the bias-
corrected bootstrap as a means of statistical inference. The overall 
evidence suggests that the crisis has substantially changed the 
nature of the cross-country interactions in liquidity premium. Global 
money markets fail to contain the US dollar term funding shocks 
and the role of Japanese yen in terms of liquidity source appears to 
be significant. Also the US dollar and yen spreads drive the cross-
currency system of liquidity premium, whereas the premium in the 
euro, pound and Australian dollar funding equilibrate to errors in 
long-run relation of liquidity premium. 

The Information Content of Cash Dividend Announcements in a 
Unique Environment 

 
Khamis Al-Yahyaee, Sultan Qaboos University 

Toan M. Pham, University of New South Wales 
Terry S. Walter , University of Technology, Sydney 

 
Abstract 

 
Due to the distinctive institutional background, Oman offers a 
valuable opportunity to examine the stock price reaction to 
dividend announcements. In Oman (1) there are no taxes on 
dividends and capital gains, (2) there is high concentration of 
ownership, (3) there is low corporate transparency, and (4) firms 
frequently change their dividends. Our results show that the 
announcements of dividend increases (decreases) are associated 
with a stock price increase (decrease). Firms that do not change 
their dividends experience insignificant negative returns. These 
results contradict the tax-based signaling models which argue that 
higher taxes on dividends relative to capital gains are a necessary 
condition for dividends to have information and be informative. 



The Interaction between Corporate Bonds Yields, Aggregate Equity 
Market Valuations and the Macro Economy: Evidence that BAA 

Bond Premiums are Not Free from Biases Favoring the 'More 
Immediate' Time Horizon 

 
Samuel B. Bulmash , University of South Florida 

 
Abstract 

 
The paper argues that bond investors (and, implicitly large creditors 
in general) creditors, may not necessarily demonstrate the 
“Investors Smartness” that some previous studies attributed to 
large institutional holders, when it comes to pricing in economic 
shocks further into the future. This study compares the credit-
equity-macro economy inter-connectivity under various discount 
rates such as the Long and Short Term Treasury rates and the 
Average Risk (BAA rated) corporate bond rate, and in doing so 
introduces a new proxy for the macro economy’s wealth that is 
broader than typical household wealth measures. The approach 
here goes beyond multivariate regressions by showing that the inter 
connectivity reflects a multidimensional interaction which is 
captured by the Macro Economy’s Wealth with the credit and equity 
markets and with investors interpretation of incoming news in 
forming forward expectations. Hence, the evidence here suggests 
that behavioral biases of focusing on the “immediate horizon”, that 
some previous studies have attributed to stock investors, are also 
applicable and sometimes even more so, to bond investors as well. 
The indirect implications of these findings may explain some of the 
troubles that affected the credit markets in recent years and earlier. 

The Interaction of Retail Order Placement with Transient Volatility 
 

Philip R. Brown, Australian School of Business at UNSW 
Marvin Wee , University of Western Australia 

 
Abstract 

 
This paper investigates the effect of order placement by retail and 
institutional traders on transient share price volatility on the 
Australian Stock Exchange (ASX). Using Vector Auto-Regressive 
models, we find retail traders are attracted to volatile markets but 
their trading does not increase volatility in subsequent periods. On 
the other hand, institutional traders are not attracted to volatile 
markets but there is some evidence that institutional order 
placement increases market volatility. 



The Network Centrality of Influential Bankers: A New Capital 
Structure Determinant 

 
Joao Amaro de Matos, New University of Lisbon 

Miguel A. Ferreira, New University of Lisbon 
Pedro P. Matos, University of Southern California - Marshall School 

of Business 
João Mergulhão, New University of Lisbon 

 
Abstract 

 
This paper studies the impact of the presence of bankers in the 
board of a corporation on its capital structure. We assume that the 
presence of bankers lowers information asymmetry problems, 
facilitating information transmission between corporations and 
financial institutions. Using a large database on Board of Directors, 
we construct the directors's social network and measure the 
relative influence (centrality) of bankers on the information 
transmission mechanism. Our results indicate that for a sample of 
US firms, the presence of bankers in the board increases the 
leverage ratio. This effect is magnified by the influence of the 
banker, i.e. the more connected a banker is, the higher the leverage 
ratio of the firm in which he or she sits. We also show that he effect 
of banker's social influence on the leverage ratio increases with 
firm's opacity, which is consistent with our interpretation of the role 
of bankers on the information transmission mechanism. 

The Panzar-Rosse Revenue Test: To Scale or Not to Scale 
 

Jacob Antoon Bikker, University of Utrecht 
Sherrill Shaffer, University of Wyoming 

Laura Spierdijk , University of Groningen 
 

Abstract 
 
The Panzar-Rosse model is a widely applied method to assess 
competitive conduct. In particular, it has been extensively used to 
analyze the competitive climate in the banking industry. To correct 
for differences in firm size, many empirical papers estimate a 
Panzar-Rosse revenue function with total assets (or another proxy 
of firm size) as a control variable. Other studies estimate a Panzar-
Rosse price function instead of a revenue equation, in which the 
dependent variable is total revenue divided by total assets. This 
paper shows that both a scaled Panzar-Rosse revenue equation and 
a Panzar-Rosse price function cannot be used to infer the degree of 
competition. Only an unscaled revenue equation yields a valid 
measure for competitive conduct. Furthermore, we show that the 
appropriate Panzar-Rosse test, based on an unscaled revenue 
equation, generally requires additional information about costs and 
market equilibrium to allow meaningful interpretations. Our 
theoretical findings are confirmed by an empirical analysis of 
competition in the banking industry, based on a sample covering 
more than 110,000 bank-year observations on almost 18,000 banks 
in 67 countries during the period 1986-2004. 



The Privatisation Experience in Banking and Insurance in Australia 
 

Margaret McKenzie, Deakin University 
Monica Keneley , Deakin University 

 
Abstract 

 
The role of ownership in performance of financial institutions is 
under-examined yet remains a topical issue. Whilst ownership 
changes in the banking sector have been evaluated in several 
studies, the link with other sectors has not been a focus of in depth 
analysis. A controlled comparison of performance between 
privatising banks and insurance firms in Australia is undertaken via a  
meso  approach of pairing privatising with comparator private 
institutions across the event period. Performance is evaluated using 
commercial CAMEL indicators and applying Wilcoxon rank tests 
(Otchere and Chan 2003) which provide statistically robust findings 
in the small annual data samples available around the privatisation 
event. Performance of privatising and private institutions is found to 
be quite similar before and after the event. For the privatising 
banks, some indicator medians improved to commercial levels (CBA) 
or were mostly unchanged (Colonial). By contrast one of the 
privatising insurance institutions (Suncorp) was found to 
outperform the private insurance comparator while there was little 
difference for the other (GIO). 

The Public Limit Order Book of the Korea Exchange: Market 
Capitalization Dependent Endogenous Effects on Spreads, 

Volatility and Volume 
 

Thu Phuong Pham, University of Sydney 
Peter L. Swan, University of New South Wales 
P. Joakim Westerholm , University of Sydney 

 
Abstract 

 
In 1999 the Korean Securities Exchange introduced its public limit 
order book displaying volume, price and broker identity to all 
market participants. Going against the general trend in market 
design, the KSE event provides important information for exchanges 
that are deciding between a transparent market, preferred by most 
participants, and an anonymous market accommodating large 
institutions and their brokers. Using several alternative metrics for 
market quality and estimation methodology accounting for fixed 
firm effects and endogeneity in explanatory variables, we find the 
expected effects on market quality. This is in contrast to most 
previous research, which supports the drive for opacity. We find 
that when limit orders are public, spreads fall, volatility increases 
and volume increases. The current policy of the Korean Stock 
Exchange to publicly display the 10 best orders, including broker 
identity and trades is provisionally best practice, as it promotes 
higher traded volume, the most important indicator of gains from 
trade within a trading system. 



The Relation of Venture Capital Investments with Performance 
Outcome and Market Valuation in the Technology-Based Industry: 

Evidence from Taiwan 
 

Chiachi Lu , National Central University at Taiwan 
 

Abstract 
 
It is known that venture capital (VC) investments are highly 
correlated with the development of technology-based industries. 
We use a set of technology-based firms between 1996 and 2001 in 
Taiwan to examine the relation between VC investments and 
market valuation and track the performance outcome of this sample 
until the end of 2007. We first find that firms invested by VC funds 
are related with less possibility of financial crises than those without 
invested by VC funds, especially in firms with high ratio of intangible 
assets. Second, the VC investment is value relevant to investors in 
firms with higher uncertainty. These findings support the 
certification function of venture capitalists and the importance of 
specific nonfinancial information on market valuation for investors. 

The Relationship Between Asset Growth and the Cross-Section of 
Stock Returns 

 
Philip Gray, University of Queensland 

Jessica Jouning , University of Queensland 
 

Abstract 
 
There is a large body of literature examining the association 
between stock characteristics and the cross-section of stock returns 
in international markets (most notably, firm size, book-to-market, 
past price performance). Recently, Cooper et al. (2008) reported a 
strong association between total asset growth and stock returns in 
the US. This paper investigates whether an asset-growth effect 
exists in the Australian equity market. The analysis takes advantage 
of a newly-available financial-accounting database that provides 
near-complete coverage of ASX-listed stocks since 1981. Such rich 
data greatly enhances our ability to explore associations that may 
exist and subsequently the confidence that can be placed in any 
findings. The main findings of the paper largely support Cooper et 
al. s (2008) suggestion that future stock returns are negatively 
related to past levels of growth in total assets. Over the 1983-2007 
period, an equally-weighted portfolio of low-growth stocks 
outperforms a portfolio of high-growth stocks by an average 2.25% 
per month, equating to 30.6% per annum. There is further statistical 
evidence that the low-growth portfolio continues to outperform the 
high-growth portfolio for at least three years following portfolio 
formation. Risk-adjustment by either the three- or four-factor 
models does not alter these findings. Similarly, at an individual stock 
level of analysis, the asset-growth effect remains even after 



controlling for other variables whose association with the cross-
section of returns is well known (e.g., firm size, book-to-market, 
momentum). Finally, the paper examines the question raised by CGS 
(2008) over whether the observed asset-growth effect is due to risk 
or mispricing. We explicitly test whether asset growth is a priced 
risk factor using the common two-stage cross-sectional regression 
(2SCSR) methodology. No evidence is found to support a risk-based 
explanation, thereby lending credence to CGS s (2008) suggestion 
that the asset-growth effect is attributable to mispricing. 

The Relationship Between Pricing Policies and Measures of the 
Economic Independence of Rating Agencies: Evidence from Fitch, 

Moody's and S&P 
 

Lucia Gibilaro, University of Bergamo 
Gianluca Mattarocci , University of Rome 'Tor Vergata' 

 
Abstract 

 
Rating agencies normally apply an issuer-pay model, which is 
acknowledged as a possible source of collusion risk. In order to 
control this risk, raters are requested to monitor only the yearly top 
customers  revenues, without considering the value of multi-period 
relationships. Looking at Fitch, Moody s and S&P customers for the 
time horizon 1999 2008, this paper evaluates the sensitivity of 
different concentration measures to the pricing policy adopted, 
highlighting the greater fitness of more comprehensive measures. 
The results also show that a multi-period horizon is less sensitive to 
changes in the discounting policy and more suitable for regulatory 
purposes. 



The Relative Riskiness of Various Asset Focus Alternatives in 
Banking 

 
Mitch Stan, Canada Deposit Insurance Corporation 

Michael L. McIntyre , Carleton University 
 

Abstract 
 
This research examines whether the risk of focused banks is higher 
than that of diversified ones. Focused banks are defined as those 
with a large proportion of assets in one of six narrow industry 
segments including agricultural loans, credit cards, commercial 
lending, mortgage lending, consumer lending, and other focused 
loans. This study takes a bank supervisor approach rather than 
adopting the perspective of a shareholder. It differs from similar 
work in the past because it compares focused banks to a sample 
including only diversified banks. Other studies, in contrast, 
compared one focused peer group to a comparator group of all 
banks but for the one focused group. Thus, the comparator group 
included both diversified and focused banks. The data in this study 
confirms the major hypothesis that banks following a diversified 
strategy are less risky than banks following an industry-focused 
approach. Interestingly, our study finds that, despite being more 
risky, the focused groups reported return-on-asset ratios below 
those of the diversified comparator groups in the majority of our 
comparisons. 

The Security Market Plane 
 

Bernard Bollen , Monash University 
 

Abstract 
 
The relation between market risk and asset returns can be modeled 
with the Security Market Line (SML), a positive linear relation 
between expected excess asset returns and the asset s beta. 
Pettengill et al (1995) make the case that tests of beta must be 
conditioned upon excess market returns to obtain meaningful 
results. This study proceeds from and extends the work of Pettengill 
et al (1995) and in the process introduces the notion of the Security 
Market Plane (SMP). The SMP is a conditional relation between 
expected excess asset returns, beta and realized excess market 
returns and is derived directly from the market model. Econometric 
testing on equities traded at the Australian Securities Exchange 
(ASX) based on a model motivated by the SMP offers strong 
evidence of the relevance of beta to asset returns. The analysis does 
not reject the hypothesis that factors other than the market 
portfolio may be relevant to excess portfolio returns. 



The Smoothing of Reported Corporate Earnings Through Target 
Setting: Acceptable Practice or Shareholder Deception 

 
Michael S. McCrae, University of Wollongong 

John Hillier, La Trobe University 
 

Abstract 
 
The setting of earnings targets is frequently used by corporate 
managers to reduce the volatility of reported earnings over 
successive periods. The practice exemplifies the more informal or ad 
hoc category of income smoothing approaches. This paper 
investigates the volatility reduction potential of target setting 
relative to the underlying (but unobservable) income stream. The 
analysis uses a simulation approach based on a statistical model of 
accounting measurement that treats periodic earnings reports as 
successive samples drawn from the underlying earnings generation 
process. The results indicate substantial reductions in earnings 
volatility that are remarkably resilient to inaccuracies in targets and 
increase over reporting periods. But accumulating errors due to 
misalignment between targets and the firm s expected sustainable 
earnings capacity may produce explosive volatility when finally 
reported - to the detriment of shareholders and other long term 
stakeholders relying on corporate reports. 

The Strategic (Re)Allocation of IPO Shares 
 

Fabio Bertoni, Politecnico di Milano 
Giancarlo Giudici , Politecnico di Milano 

 
Abstract 

 
This paper uses evidence from a data set of 201 Italian IPOs listed 
from 1997 to 2008 to analyze the allocation and pricing strategies. 
We are able to observe both the pre-IPO allocation of shares among 
retail and professional investors, published in the prospectus, as 
well as the effective allocation. This allows us to shed new light on 
the issuers  strategies and, above all, to study the interaction 
between the allocation and pricing revision. We examine the 
allocation adjustments taking into account different determinants: 
the oversubscription ratio determined by investors  bids, the issuers  
option to increase (or decrease) the offer size, the demand 
satisfaction ratios. We find that professional investors are 
systematically favored in the allocation of underpriced shares as 
optimistic information is collected by the issuers in the pre-IPO 
phase. On the contrary, IPO shares are  shifted  to small retail 
investors when negative information is collected during book 
building, with no significant price discount. We find that issuers are 
keen on leaving unsatisfied a portion of the bids collected among 
institutional investors, in order to exercise a discriminatory power in 
the allocation, at the cost of reducing the offer price. We 
demonstrate that adjustments of the offer price and of the share 
allocation are alternative options that the issuers may exercise in 
order to reward investors for revealing optimistic private 
information. While the first option has been largely documented by 



the literature, we offer a first unprecedented and original analysis of 
the second one. We posit that the effective strategy, as a 
combination of the two options, depends upon the desired level of 
discrimination that the issuers want to obtain among professional 
investors. 

The Traditional Hedging Model Revisited with a Non Observable 
Convenience Yield 

 
Constantin Mellios, Université Paris I Panthéon-Sorbonne 

Pierre Six , Rouen Business School 
 

Abstract 
 
This article builds on and extends The Traditional Hedging Model 
analysis of Adler and Detemple (1988 a, b) to a partial information 
framework in a continuous time context. The Traditional Hedging 
Model refers to the classical issue of hedging a constrained cash 
asset position with futures contract(s). We focus on storable 
commodities characterized by the presence of the convenience 
yield. The latter is not observable but investors draw inferences 
about it by observing the spot commodity price and the 
instantaneous risk-free interest rate. Investors operate in an 
economy with incomplete information. Our results rest on an 
appropriate constant relative risk aversion utility function specific 
change of numeraire. We show that the optimal demand is heavily 
influenced by the investor s initial beliefs, i.e. the initial values of the 
estimator of the convenience yield and the estimation error. 
Moreover, the optimal demand is decomposed in a convenient way 
underlying the effect of the stochastic behavior of both the market 
prices of risk and the estimator of the convenience yield. As a 
consequence, the investor is able to exactly asses their impact on 
the components of the optimal demand. 



The Valuation of R&D Expenditures in Japan 
 

Pascal Nguyen, University of Technology, Sydney 
Sophie Nivoix, Universite de Poitiers 

Mikiharu Noma , Hitotsubashi University 
 

Abstract 
 
The difficulty to measure the long-term benefits of R&D 
expenditures and the distortions induced by R&D accounting 
suggest that R&D-intensive firms could be undervalued. Using 
several methods commonly-applied to detect the abnormal returns 
associated with mispricing, we find no evidence that the value of 
R&D investments has been underestimated in the Japanese stock 
market. Although the performance of R&D-intensive firms appears 
to vary with the overall market direction, the influence of R&D 
expenditures in monthly cross-sectional regressions is insignificant. 
Portfolios sorted by R&D intensity also produce insignificant excess 
returns after controlling for standard risk factors. Given that R&D 
accounting rules in Japan are similar to those in the US, the results 
appear to reject the hypothesis that they are the cause of the 
undervaluation of R&D investments. 

The Winner's Curse Problem and Short Term Performance of IPOs 
in Hong Kong 

 
Anna Vong , University of Macau 

 
Abstract 

 
The study examines the initial returns of more than 300 new 
offerings listed in Hong Kong during the period from 2002 to 2007. 
First-day returns are found to be around 11.29%. Nevertheless, 
when rationing is considered initial returns are significantly reduced, 
a result consistent with the asymmetric information model of Rock 
(1986). Among the pricing determinants we examine, rate of 
subscription appears to be the most important factor. However, IPO 
size shows no effect on level of underpricing. Finally, as far as the 
signaling effect of underwriters  reputation is concerned, results 
contrast with earlier studies where they found reputation serves as 
an effective way of lowering the initial returns. 



Theoretical and Empirical Properties of Foreign Exchange Risk 
Premia 

 
Lucio Sarno , City University London 

Paul Schneider, University of Warwick 
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Abstract 

 
We study the properties of foreign exchange risk premia that can 
explain the forward bias puzzle - the tendency of high-interest rate 
currencies to appreciate rather than depreciate. These risk premia 
arise endogenously from the no-arbitrage condition we impose on 
the relation between the term structure of interest rates and 
exchange rates, and they compensate for both currency risk and 
interest rate risk. In our empirical analysis, we estimate risk premia 
using an affine multi-currency term structure model and find that 
model-implied risk premia yield unbiased predictions for exchange 
rate excess returns. While interest rate risk affects the level of risk 
premia, the time-variation in excess returns is almost entirely driven 
by currency risk. Furthermore, risk premia are (i) closely related to 
global risk aversion, (ii) countercyclical to the state of the economy, 
and (iii) tightly linked to traditional exchange rate fundamentals. 
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Abstract 
 
This paper investigates the impact of tick size reduction on the 
order submission strategies of investors, distinguishing between 
institutional and individual investors  submissions. Consistent with 
prior research, we document that quoted spread, relative spreads 
and market depth decrease post tick size reduction. The declines in 
both spread and depth appear to have reduced market liquidity, 
evident by the reduction in trading activities post tick size reduction. 
We also observe that traders decrease their order sizes and 
institutional investors reduce their use of limit orders following the 
reduction in tick size. 



Time Variation in Asset Return Dependence: Strength or 
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Abstract 
 
This paper proposes a novel flexible approach to modelling time 
variation in asset return dependence by means of mixture copulas. 
We distinguish between the strength of dependence as determined 
by the parameter(s) of a given copula, and the structure of 
dependence as determined by the copula specification. The 
suggested time-varying mixture copula allows both dependence 
characteristics to vary over time. An empirical application to daily 
international equity markets, using a mixture of the symmetric, tail-
independent Gaussian copula and the asymmetric, tail-dependent 
Gumbel copula, provides evidence that both the strength and 
structure of dependence exhibit substantial time-variation. From an 
economic perspective, we show that including changes in either the 
strength of dependence or the structure of dependence only, leads 
to serious miscalculation of Value-at-Risk estimates. 

Time-Varying Market Liquidity in Financial Crisis and Static Option 
Hedging 
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Abstract 

 
This study proposes a new framework to measure liquidity costs for 
static hedging of foreign exchange barrier options that explicitly 
takes idiosyncratic and time-varying market liquidity into account. 
The results show that currency liquidity depends highly significantly 
on idiosyncratic and market liquidity, especially during the crisis 
period 2007-2009 with R-squared values ranging from 19-68 
percent and double market liquidity effects. Static hedging liquidity 
costs increase the most during the crisis for currencies with the 
highest market liquidity dependence in tranquil times. Stress testing 
shows that widening market spreads increase static hedging 
liquidity costs substantially compared to jumps and tightening 
spreads. 
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Abstract 
 
We develop a testable hypothesis that trade-based manipulation as 
proxied by the daily incidence of ramping alerts raises execution 
costs for completing larger trades on 34 security markets worldwide 
2000-2005. The alternative hypothesis is that ramping alerts 
represent information arrivals that are delayed, unmasked as 
rumors, or proven false. Using observational error components to 
represent the presence of a manipulator or the arrival of 
information in a random effects model, we show that effective 
spreads are positively related to the incidence of ramping alerts 
across 8 of 10 liquidity deciles. The magnitude is economically 
significant; cutting ramping manipulation by half reduces the 
effective spread 31 to 59 basis points in the middle liquidity deciles 
worldwide. In addition, we identify the determinants of ramping 
manipulation by estimating a simultaneous equations model of alert 
incidence, spreads, and the probability of deploying real-time 
surveillance (RTS) across all listed securities in 2005. Closing call 
auctions, direct market access, specific regulations, RTS procedures 
and enforcement assure better market integrity enhancing market 
efficiency. 

Trading Prior to Price Sensitive Announcements 
 

Michael J. Aitken, University of New South Wales 
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Abstract 

 
We develop and test a proxy for the level of informed trading based 
on trading prior to Price Sensitive Announcements (PSAs). 
Significant price movements prior to the release of PSAs trigger an 
Informed Trading Alert (ITA). We calculate our Informed Trading 
Proxy (ITP), which is the ratio of ITAs to PSAs, for the Australian 
Securities Exchange (ASX) and three Chinese exchanges. From 2003 
to 2008, we see almost a tripling in the incidence of informed 
trading prior to the release of PSAs on the ASX. Using ITP as a proxy 
for market integrity these results suggest that the integrity of the 
ASX market has reduced over the period 2003 to 2008. 
Notwithstanding, the integrity of the ASX marketplace appears 
higher relative to that of three Chinese peer exchanges. 
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Abstract 
 
Our objective was to conduct an experimental study of investors  
reactions in terms of trading volume to the announcement of 
annual earnings. Shareholders consider annual net income as the 
most important figure in the announced results since it is the basis 
for determining profit for individual accounts at the shareholders  
general meeting. In our experiment, annual earnings are announced 
at the end of eight rounds of exchanges. Prior to the year end 
announcement, a fraction of the annual income is revealed to all of 
the participants at the end of every two periods. Participants thus 
periodically revise their expectations regarding annual results. The 
experiment shows that the heterogeneity of expectations does not 
decrease when investors have more information about the final 
results. This heterogeneity also is the main factor behind 
transactions in our experimental asset markets. However, too large 
a dispersion in expectations prevents investors from trading. 
Although price changes in absolute value influence trading volume 
as expected, the heterogeneity of expectations has a greater 
impact. 

TSX Index Revisions and Corporate Performance 
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Abstract 
 
The information content and the impact of the S&P/TSX Composite 
Index revision on firm performance is studied. The results show that 
added companies experience significant increases in their expected 
earnings following the addition. For deletion, after adjusting for 
matched firms, the removed firms  expected earnings demonstrate 
significant decreases, which indicates that investors may draw 
positive (negative) information from the addition to (deletion from) 
the TSX Index, similar to the pattern of S&P 500 Index revision. For 
realized earnings, removed companies do not demonstrate 
significant decrease, and added companies experience significant 
increase after May 2002, which patterns are different from that of 
S&P 500 Index. Possible reasons for such patterns are also 
discussed. 



Unexpected Recovery Risk and LGD Discount Rate Determination 
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Abstract 
 
The Basle II parameter called Loss Given Default (LGD) aims to 
estimate the expected losses on not yet defaulted accounts in the 
case of default. Banks firstly need to collect historical recovery data, 
discount the recovery income and cost cash flow to the time of 
default, and calculate historical recovery rates and LGDs. One of the 
puzzling tasks is to determine an appropriate discount rate which is 
very vaguely characterized by the regulation. This paper proposes a 
consistent methodology for the LGD discount rate determination 
based on estimation of the systematic, i.e. undiversifiable, recovery 
risk and a cost of the risk. 

Valuation of Contingent Pension Liabilities and Guarantees under 
Sponsor Vulnerability 
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Abstract 

 
This paper analyzes the relationship between a pension fund with 
contingently indexed defined benefit liabilities and its sponsor, 
using contingent claims analysis. As pension funds generally run a 
mismatch risk, future surpluses and deficits will occur. Surpluses are 
divided between beneficiaries and sponsor through contingent 
indexation of the benefits and refunding. Covering a deficit at the 
pension fund level is a function of the sponsor's financial ability to 
do so. This paper suggests that this system creates an asymmetric 
allocation of the residual risk between sponsor and beneficiaries. 
The optimal investment policy for the pension fund in this context 
can be found through reverse engineering option valuation 
formulas. The main conclusion is that the sponsor's vulnerability 
negatively impacts the optimum risk profile of a defined benefit 
scheme with contingent indexation and thereby the market value of 
contingent pension liabilities. 
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Abstract 
 
Fama and French (1992) and Lakonishok, Shleifer and Vishny (1994) 
show that value stocks earn substantially higher returns than 
growth stocks. Barbee, Mukherji and Raines (1996) and Leledakis 
and Davidson (2001) show that the ratio of sales-to-price and debt-
to-equity are better predictors of average equity returns than book-
to-market equity and firm size. In this paper, we evaluate the ability 
of book-to-market, sales-to-price, earnings-to-price, cash flow-to-
price, debt-to-equity and size in explaining equity returns using data 
drawn from the Australian equities market. Although our results 
show that sales-to-price, earnings-to-price and cash flow-to-price 
are significant in explaining cross-sectional variation in equity 
returns, we conclude that on balance, the book-to-market ratio is 
the superior value/glamour proxy. Our findings are relevant to both 
fund managers and individual investors. 

Vice or Advice? Profits from Brokerage-Firm Trading around 
Recommendation Revision Dates 

 
Anders Anderson, Institute for Financial Research (SIFR) 

José Vicente Martinez , Saïd Business School, University of Oxford 
 

Abstract 
 
We devise a new profitability metric that is robust to the dating and 
investability problems that frequently plague stock 
recommendations. Using ten years of detailed trading data from 
Sweden, we document the existence of abnormal profits on net 
trades of recommending brokers around recommendation revision 
dates. We find that a sizeable share of these abnormal profits 
comes from transactions occurring before the recorded 
recommendation date, that these profits are attributable only to 
positive revisions, and that substantial disparities exist between 
profitability and returns on liquidity-sorted portfolios. Our findings 
support concerns about using simple event return measures to 
assess recommendation value. 



Vix Option Pricing and Cboe Vix Term Structure: A New 
Methodology for Volatility Derivatives Valuation 
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Abstract 

 
This study integrates CBOE VIX Term Structure with VIX futures as 
the numéraire to simplify VIX option pricing in multifactor models. 
Under the model, the evolution of VIX is completely determined by 
the volatility function of VIX dynamics. Mean-reversion and hump 
volatility functions with one- to three-factor models are used to 
examine their pricing for VIX options across strikes and maturities 
from February 24, 2006 to September 30, 2008. Pricing with three-
factor models gives the benefit of eliminating most moneyness and 
maturity biases, especially for ATM and OTM options. Correctly 
specified and calibrated, the single-factor Hump model may be 
superior to inappropriate multifactor Exponential models in pricing.

Volatility and Jump Spillover between Stock and CDX Markets: 
Evidence During Global Financial Crisis 
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Abstract 
 
This paper investigates the time-series dynamics governing the 
credit default swap indices (CDX), and volatility and jump spillover 
between the stock and CDX markets in the presence of jump risk. 
We use daily returns data on the S&P500 and Dow Jones CDX North 
American Investment Grade 5-year (CDX.NA.IG.5Y) indices over the 
period between June 1, 2004 and June 30, 2009. Our empirical 
evidence suggests the presence of two components - (i) diffusive 
stochastic volatility; and (ii) jumps in returns and volatility - in both 
the stock and CDX markets. Further, our results show that the 
contemporaneous correlation between the stochastic volatilities of 
the two markets decreased during the period of the global financial 
crisis, suggesting greater diversification benefits between the stock 
and CDX markets in periods of financial downturn. In addition we 
find evidence of strong bi-directional Granger-causality between the 
stochastic volatility in the stock and CDX markets during the period 
of the subprime crisis. We find no evidence, however, to suggest 
lagged jumps in the CDX market predict jumps in the stock market 
and vice versa. 
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Abstract 
 
This study investigates the volume-volatility relationship in New 
Zealand equity market including the role of order imbalance and 
herding on volatility. We explore the stability of volume-volatility 
relationship across different volatility measures including intraday 
standard deviation, absolute residual and realized volatility. 
Consistent with Jones, Kaul and Lipson (1994) and Chan and Fong 
(2006), the volume-volatility relationship is found to be stable 
among various volatility proxies. We also show the number of 
trades to be a dominant factor in volume-volatility relationship. 
Medium trades also play an important role in explaining volatility. 
Finally, order imbalance is shown to have a low explanatory power 
for volatility while herding has a significant negative effect on 
volatility. 
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Abstract 
 
Quantile regression allows one to predict the volatility of time series 
without assuming an explicit form for the underlying distribution. 
Exchange rates are known to have irregular return patterns; not 
only the volatility but the distribution functions themselves vary 
with time, so traditional time-series models can be unreliable. This 
study presents an approach to volatility forecasting by quantile 
regression utilizing a uniformly spaced series of estimated quantiles. 
The method provides much more complete information of the 
underlying distribution, without recourse to an assumed functional 
form. Based on an empirical study of nine exchange rate series, 
using 19 years of daily return data, the proposed approach produces 
more reliable volatility forecasts in average than other key methods. 
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Abstract 

 
The purpose of this study is in three folds. First we look at the 
linkage between Eastern European emerging equity markets and 
Russia, second we investigate the relationship among the currency 
markets of Poland, Hungry, Russia and Czech Republic. Finally, we 
examine the interdependence between Emerging Eastern European 
and Russian equity and currency markets. We estimate a bivariate 
GARCH-BEKK model proposed by Engle and Kroner (1995) using 
weekly returns. We find the evidence of direct linkage between the 
equity markets, both in regards of returns and volatility, as well as in 
currency markets. While analyzing the relationship between 
currency and stock markets we found unidirectional volatility 
spillovers from currency to stock markets. Results show clear 
evidence of Eastern European markets integration within the region 
and with Russia as well. 
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Abstract 

 
We examine the factors that have influenced the debt maturity 
decisions of Australian firms prior to the Global Financial Crisis 
(GFC). Despite being more sensitive to banking crises, Australian 
firms have survived the GFC relatively well. We explore how the 
factors that traditionally influence corporate debt maturity policy 
affect the maturity policy of firms in a market that is so highly 
sensitive to banking crises. We also describe a new default-risk 
model that clearly links maturity with leverage. We find support for 
this relationship using a variety of estimation methodologies that 
account for different endogeneity and error assumptions. 
Interestingly we find no support for the asset-matching principle, 
which is often cited as the most common determinant of maturity 
policy. 
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Abstract 

 
This study explores how information costs in host countries affected 
foreign expansion of the top 100 multinational banks from 2001 to 
2007. Indices representing characteristics of credit reporting 
systems are used to proxy for banks' information costs in 103 host 
countries. We find that banks are more likely to enter or expand 
operations in countries where a credit bureau exists and where 
credit reports shared within the credit system are of better quality 
in terms of timeliness, accuracy, and completeness. Overall, our 
results indicate that banks are attracted to countries where the 
credit reporting system helps reduce banks' information costs. 
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Abstract 

 
This paper investigates when and how the US dollar shortage 
problem evolved into the full crisis during the financial turmoil that 
started in the summer of 2007, using cross-currency swap prices 
between three European currencies (EUR, GBP, and CHF) and USD. 
We employ the dynamic global (latent) factor model with regime-
switching beta coefficients proposed by Kim (1994). The main 
findings are as follows. The global factor exists and there are 2 (high 
and low) distinctive regimes for beta coefficients of each observable 
price with respect to the global factor. The crisis indicators such as 
US and European financial credit spreads and TED spread have 
significant predictive power for regime-switching from and to the 
high-beta crisis regime. The 1-year market first entered the crisis 
regime soon after the onset of the subprime problem in August 
2007, and has stayed in the crisis regime since early March, 2008. 
The 5-year market shows more gradual and delayed movements of 
both the global factor and the crisis regime probability, entering the 
crisis regime just after the collapse of Bear Sterns in mid-March, 
2008. 
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Abstract 
 
This paper investigates the immediate impacts of the US and the 
euro area s macroeconomic news on the first two moments of daily 
changes of short, medium and long-term interest rates of six 
economies in the Asia-Pacific over the period 1999-2008. We find 
that higher than expected macroeconomic news from both the 
sources raises interest rates in the Asia-Pacific region. Furthermore, 
most macroeconomic news from these two economies tends to 
raise volatility of the Asia-Pacific interest rates. More importantly, 
we reveal that while the US s unemployment rate news has the 
strongest impact on both the mean and the volatility of the Asia-
Pacific interest rates, the euro area s CPI news is consistently shown 
as the strongest force that moves the Asia-Pacific interest rates. 
These findings are consistent with the relative size of the two 
economies in the world economy and the inflation targeting 
framework running at the euro area. 

You Buy and Borrow and They Sell and Lend: Analysis of Trade 
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Abstract 
 
Using unique data from Japan that match buyer firms with their 
main suppliers, we test multiple theories of trade credit. Our 
findings suggest four key determinants of trade credit use.: 
reduction of transaction costs through trade credit use; mutual 
signaling between banks and trade creditors which increases overall 
credit capacity; relative bargaining power between the seller and 
the buyer; and special ability of sellers to enforce repayments. 



Zero-Value Company Returns, Thin Trading and the Use of State 
Asset Pricing Models in Event Study Research 
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Abstract 

 
The calculation of expected returns is a necessary ingredient in data 
processing for an event study. The method most commonly used, 
the market model, often fails to meet the OLS requirement of 
normally distributed residuals, and tends to furnish regression 
output (low R2, and insignificant t- and F-statistics) that, in other 
contexts, one would not rely on. A family of state asset pricing 
models may offer improved performance in this respect. This issue 
becomes important when a listed company s stocks are thinly 
traded and missing data is proxied by zero-value returns whose rate 
of occurrence impacts on the ability of the market model to cope. A 
3-state asset pricing model has superior performance characteristics 
when applied to thinly-traded data sets. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 


