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1. PAPER IN A NUTSHELL 5. RESULTS
» We sketch the anatomy of derivatives trading by European equity funds » Distribution of trades across asset classes and derivatives types
» 20% ol European equity funds use derivatives » Currency/forward

»79% of trades are currency/forwards, equity/futures or equity/options » 529% long, 48% short

» Fund-fixed characteristics can explain 28% of funds‘ decision to use der- » i@fuitly/omig%n )
: . : » 149 long, 06% short
vatives and 549% ot extent of funds® derivatives use:
» Relevant characteristics seem to be fund-family, investment strategy, incentives sche- » Equity/future
¢ : » 70% long, 309% short
mes as well as fund managers® personal traits =
» Less imporant are size, geographic focus, base currency, or domicile of the fund

» Moreover, we tind evidence for derivatives trading to minimize transaction
costs and to mitigate (currency) risks

2 D ATA » Fund-tixed characteristics and decision to use dervatives (mod. Eq. 1)

» Dependent: dummy equal one 1if

fund uses derivatives
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N » Sample: all funds

3 : . : : =20 I fam: size \

N0V§l linked data of European equle funds (UCI'TS) & derivatives trades : 020 = T ——— T
» Equity mutual funds from the Morningstar database & 015 = combined model

. . ’ . . . 3 B domicile

» Mandatory dﬁrlYat1V€S trades’ filings from the European Securities and oo - benchmen] I ,, oo i \.iation explained by the

Markets Author 1ty (ESMA) /Slze fund family
» Sample period from July 1 to December 31, 2016 o II

000 L —
individual combined

» Fund-tixed characteristics and extent of dervatives use (Eq. 1)

3 0 S U M IVI A RY STAT I STI CS 0.50 —_ » giﬁesgeesnge i::tllr\?e}; Z?luil ;)Itle it
famh » Sample: trading funds

dh -
—_— — 5 040 B fami I
5,202 equity funds .ﬂﬂ% 442,816 dervatives trades : — B dl » 599% of variation explained by
26% derivatives traders %‘ x 0% == oo el {52, elffect
':f;‘ 0.20 — :iezr:hmark » 309% of variation explained by
fund 1
FUR 322m net asset value 2.5 trades per fund-day o ! temadly ived eiffect
(average of trading funds) (average of trading funds) - = » 149 of variation explained by
0.00 -_d-__rl _ benchmark fixed effect
106 tunds per tund famil 409% propensity to trade on : : . L
ds p , d Y % propensity » T1me-variant fund characternistics and derivatives use (Eq. 2)
(average of trading funds) a fund-day (avg of trad.) . » Net flows (broxy of trading costs)
006 _— are positively related to use of de-
- rivatives
é » Elfect comes from positive net
g v flows
4. ECONOMETRIC SETUP —— > One SD increase in currency isk
g increases the likelihood of a deri-
- BN BN __ vative trade by 0.046 SD
Fund-tixed characteristics and use ot dervatives —

: . . » For fund return and excess re-
» Fixed effects approach to analyze decision to use derivatives and extent of turn, we do not find a relation to

the use of derivatives

net flow
return

derivatives usage
» Consecutively, add fund-hixed characteristics to the fixed eftects model,

pos. net flow
neg. net flow
currency risk
sd(return)
tracking error
excess return

derviatives trading dummy  fund fixed effect

DTD;¢ = a + /Ifsize + ﬂfam + /lqrea + Acur +

Rom + Aven + size + A + 1z b 6. NEXT STEPS

» Statistic of mterest 1s the adjusted R-squared
» We plan to turther exploit rich details of derivatives trading data (e.g., un-

Time-variant fund characteristics and use of derivatives derlv; 1 derivative inst )
erlying and dervative mstrumen

» Linear probability model to test which time-variant fund charateristics

. . L » Moreover, we will add information on fund manager & imcentive scheme
(e.g., tlows, risks, and returns) may drive derivatives use,

. | - » Finally, we are exploring possible shocks that attect only some of funds to
derviatives trading dummy  area-day FEE = benchmark-day FE.  fund characteristic . s

— ~_ / - establish causal relation from fund characteristic to use of derivatives
DTDi,t =a+ A4+ ﬂarea,t + ﬂben,t + .Bxi,t—l T &t (Eq2)

“Technical University Munich, bEuropean Securities and Markets Authority, Contact: daniel.bias@tum.de

Technische *
: fy e European Securities and
Universitat * @SMA yarkets Acthority

. N N
Munchen X,




