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Accepted research projects 
 

Momentum Strategies in Futures Markets and Trend-following Funds 
(Ref: 2013/0051) 
 
Abstract:   In this project, we intend to rigorously establish a relationship between time-series 
momentum strategies in futures markets and commodity trading advisors (CTAs), a subgroup of the 
hedge fund universe that has grown to $330 billion and has attracted significant attention during the 
recent financial crisis. Building on this relationship, we aim to examine the question of capacity 
constraints in trend-following investing. Using a cross-section of 75 futures contracts over the period 
1974-2013, we first construct one of the most comprehensive sets of time-series momentum 
portfolios across various trading frequencies. Second, we provide evidence that CTAs follow time-
series momentum strategies, by showing that such benchmark strategies have high explanatory power 
in the time-series of CTA index returns. Third, based on this result, we investigate whether there exist 
capacity constraints in time-series momentum strategies. Consistent with the view that futures 
markets are relatively liquid, our preliminary results find no evidence of statistically significant 
capacity constraints. Our results have important implications for hedge fund studies and investors. 
 
Head scientist:  
Nick (Akindynos-Nikolaos) Baltas, n.baltas@imperial.ac.uk 
 

 

Short-Selling Bans and Bank Stability: Evidence from Two Crises 
(Ref: 2013/0063) 
 
Abstract:   The wave of short-selling bans imposed in 2008-09 reduced market liquidity, slowed down 
price discovery, and were at best ineffective in supporting stock prices. Their dismal performance in 
2008-09 has not deterred several EU regulators from embarking on a new wave of short-selling bans 
on financials when the European debt crisis broke out in 2010. Again, the main motivation offered in 
the regulatory debate was the danger that a collapse of bank stock prices may lead them to experience 
funding problems or even a full-fledged run by depositors. However, whether short-selling bans of 
bank stocks can stabilize vulnerable banks or prevent their insolvency at times of market stress is still 
an untested hypothesis. The project proposed here aims to test this proposition by canvassing the 
evidence produced by the two crises of 2008-09 and 2010-12. This requires bringing together market 
microstructure data about returns, liquidity and volatility with balance sheet data for banks to assess 
bank stability and the riskiness of their assets, the maturity of their liabilities, and the stringency of 
regulatory capital/leverage ratios. To assess the effects of short-selling bans on bank stability, we will 
compare empirically the evolution of market-based and accounting-based indicators of bank stability 
for pairs of financial institutions that are ex-ante very similar, but where only one becomes subject to 
a short-selling ban at one point in time. We shall also investigate whether short-selling bans have 
managed to mitigate the “diabolic loop” between bank insolvency risk and sovereign insolvency risk, 
which is widely seen as the root cause and hallmark of the European debt crisis. The findings of our 
research will be very relevant for both regulators and practitioners, as they will establish empirically 
whether the short-selling bans of financial stocks could be warranted as a measure aimed at 
safeguarding banks’ stability. 
 
Head scientist:  
Marco Pagano, Università di Napoli Federico II, Alessandro Beber, Cass Business School 
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Informational Rents and Real Estate Markets 
(Ref: 2013/0130) 
 
Abstract: The objective of this work is to investigate the scope of informational rents in the French 
real estate market, and to assess in particular the impact of Internet on brokers’ commission rate and 
housing’s transactions. A quasi-natural experiment on housing transactions will be conducted in close 
collaboration with one the main players in the Internet industry, meilleursagents.com, in order to 
exploit exogenous changes induced by the development of local price information on internet. Indeed, 
some subsets of France’s regions benefited from positive informational shocks, e.g. sudden availability 
of more detailed hedonic price information (per area, per cities, or even per districts or streets). This 
is in particular the case in the area of Paris (Ile de France) in 2009, where housing information available 
on Internet became more accurate for Paris’s district whereas no similar change happened in close 
suburbs. A model of differences in differences will be used in order to infer the impact of information 
on housing transactions and brokers’ fees. In a second step, a theoretical approach will be undertaken 
in order to build a model fitting the French real estate brokerage market and more generally to better 
understand markets where intermediaries act on behalf on the seller in order to support efficient price 
discovery. Ultimately, the building of a larger database on housing transaction may allow us to extend 
the empirical analysis on other geographical areas. 
 
Head scientist:  
Frédéric Cherbonnier, TSE, Université Toulouse 1  
 

 

Liquidity Risk and Cash Reserve Management 
(Ref: 2013/0121) 
 
Abstract:   Our project is a joined research project in the fields of financial econometrics and finance. 
The aim of this project is to promote a better analysis of financial risk focused on one specific 
dimension: the liquidity risk. The measure of financial risk is one of the main research topics of 
financial econometrics. It is fundamentally related to the regulation policy issues. In particular, the 
post-crisis regulation (Basel 3, Financial Stability Board) highlights the importance of risk dependencies 
and considers financial institutions as parts of a system. In this context, this project will propose new 
tools to measure and to manage the liquidity risk. In this project, we will consider a model for 
conditional quantiles of the returns distribution. We interpret the non-Gaussianity of the conditional 
distribution that is, the non-Gaussianity of the innovations, as the effect of a liquidity problem. The 
introduction of VaR parameters allows disentangling between the conditional market risk and liquidity 
risk in conditional volatility models. Gouriéroux and Héam (2013) recently proposed to introduce a 
liquidity risk component in the computation of the VaR measure. We propose an alternative approach 
in a time series framework. By distinguishing the market volatility shocks with persistent effects from 
liquidity shocks with temporary effects, one may expect to get a static liquidity risk measure leading 
to a better evaluation of the latter risk. The first contribution of the approach is its ability to isolate 
the liquidity risk even when volumes are not observed. The time varying behavior of the volatility is 
the only requirement to separate information and liquidity components. In our approach, the liquidity 
risk is part of the return volatility (market risk) while in the Engle et al. (2012) line of the literature the 
liquidity risk is modeled in the same way, but separately, as the return risk. The second contribution 
of our work will be to compare the two approaches. 
 
Head scientist:  
Serge Darolles, Université Paris-Dauphine 
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Prop Trading 
(Ref: 2013/0133) 
 
Abstract: We will analyse how one of the most significant market structure developments in recent 
year's impact stock prices, and as fallout from that, impact the corporate finance literature. This 
evolution is the rise of the proprietary trading (also "prop trading") that occurs when a firm trades 
securities, with the firm's own money as opposed to its customers' money, so as to make a profit for 
itself (Arnand and Venkataraman, 2013, Bessembinder et al., 2012 and Hasbrouck and Saar, 2013). 
Currently this activity raise a large number of regulatory questions: See for example the Dodd-Frank 
and the Volcker Rule debates. Based on the idea that such speculative activity played a key role in the 
financial crisis of 20072010, Paul Volcker originally proposed to restrict United States banks from 
making certain kinds of speculative investments that do not benefit their customers. In France the 
2013 banking reform also opened that debate. After spending years and hundreds of millions of euros 
attacking a bevy of new rules, banks are currently working on their own organization to get around 
the rule. We can clearly conclude that politicians and regulator needs to better understand this 
practice to mitigate the risks related to it. 
 
Head scientist:  
Fany Declerck, Université de Toulouse 1 Capitole  
 

 
Pension Information: How to Improve Household Assets Accumulation for their 
Retirement? 
(Ref: 2013/0103) 
 
Abstract: The increasing longevity in the world over the past decade has threatened the sustainability 
of public pension schemes and intergenerational equity. Drastic reforms are now essential for the 
continuing existence of pension systems around the world. However, these reforms are often faced 
with public controversy due to a general lack of awareness and understanding of the pension system. 
Successful pension reforms require public acceptance and participation, which also requires a certain 
level of understanding in the different pension system mechanisms (Boeri and Tabellini, 2012). 
Transferring information on public and occupational pensions and pension reforms to the Insured, is 
a way for Governments to increase the public understanding. Providing information and increasing 
the public’s awareness of the challenges facing the pension system today and in the future, can help 
the Insured realize the need for reforms and allow them to make the appropriate decisions on their 
pension. Individuals have to manage the risk of outliving one’s accumulated wealth. Consequently, 
they may increase their insurance and retirement-related assets. They are likely to respond to the 
increased longevity risk by improving their retirement planning. The objective of this research is to 
analyze and evaluate the impact of pension information available to the Insured in the pension 
schemes of France (old-age pensions, minimum pensions, and other contribution based schemes) 
introduced recently (Pension reform was implemented in 2004). We shed light on its impact on 
household’s assets accumulation. 
 
Head scientist:  
Najat EL Mekkaoui, Paris Dauphine 
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Impact of Dark Trading on Market Quality 
(Ref: 2013/0081) 
 
Abstract: A considerable fraction of equity trading occurs in dark markets (i.e., over-the-counter (OTC) 
market, broker dealer crossing networks, systematic internalizers, dark pools). These markets are 
subject to less stringent regulation and are less transparent as compared to regulated markets and 
multilateral trading facilities. Further, OTC transactions that are not cleared via a central counterparty 
are subject to counterparty risk. We propose to analyze the cross-sectional and time series impact of 
dark trading on market quality in the European equity markets. In particular we will ask (1) Do different 
dark markets contribute to the price discovery process?, (2) How do stock and firm characteristics in 
the cross-section and variations in general market activity over time affect the role of dark markets in 
the price discovery process?, (3) How is liquidity on different visible markets affected as a result of 
changes in dark trading activity? MiFID II (to be implemented not before 2015) will create a new 
category of trading system called Organized Trading Facilities, which will encompass much of the 
current OTC trading activity. A thorough understanding of the above issues may help regulators to 
design better regulation. 
 
Head scientist:  
Prof. Dr. Peter Gomber, Goethe University 
 

 
Post-Crisis Models for Interest Rate Markets 
(Ref: 2013/0089) 
 
Abstract: The financial crisis that started in 2007 has proved a paradigm-shifting event for the financial 
industry in many respects. In fixed-income markets spreads between interest rates are observed that 
cannot be explained with standard textbook models. In OTC derivatives transactions counterparty and 
liquidity risk now have to be taken into account, which has led to the introduction of Credit Valuation 
Adjustment (CVA) and Funding Valuation Adjustment (FVA). Moreover, the role of market volatility is 
amplified in times of economic stress, as highlighted by recurring spikes in volatility indices (e.g. VIX). 
The aim of this research project is to contribute to the growing literature on post-crisis interest rate 
markets. In particular, we will address the problem of an insurer who needs to discount future 
liabilities and specify an appropriate discount factor in multiple curve models. We are also planning to 
set up a discrete tenor framework where interest rate derivatives' pricing and CVA computations are 
performed consistently. Finally, the asymptotic properties of implied volatility in interest rate markets 
will be studied in several models. 
 
Head scientists:  
Martin Keller-Ressel and Antonis Papapantoleon, Institut fuer Mathematik, TU Berlin 
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International Banking Competition and Regulation: A Theoretical Contribution on a 
European Banking Union 
(Ref: 2013/0127) 
 
Abstract: We aim at studying the functioning of an international banking sytem when a plurality of 
national regulating authorities propose regulatory contracts to banks. Banks are freely mobile 
internationally, are inequally efficient and choose the contract maximizing their profit. We shall study 
this economy with and without cooperation between national authorities. A cooperating scheme is 
labelled a "banking union". Supervisors can be introducted in the regulatory framework. We aim at 
understanding the costs and benefits associated with a banking union. We hope that this research will 
shed some light on the current discussions on a European banking union. 
 
Head scientist:  
Hubert Kempf, Ecole Normale Supérieure de Cachan and Paris School of Economics. 
 

 
DÉCAF: Dépréciation Comptable d'Actifs Financiers / Impairment of financial assets 
(Ref: 2013/0140) 
 
Abstract:  The project proposal DéCAF (Dépréciation Comptable d’Actifs Financiers - Impairments of 
Financial Assets) is submitted in response to the call for papers from Institut Europlace de Finance. 
Our project fits very well in the category Risques, produits financiers et financement de l’économie, 
and in particular in its sub-category Modélisation mathématique: modélisation des exigences 
comptables, (...). This project was written for the purpose of this call for projects and has not been 
submitted elsewhere before. We believe that this project is very innovative because mathematical 
analysis of the impact of accounting standards is still little addressed in the literature, in spite of the 
importance of financial consequences of impairment losses for insurance and financial firms. If this 
project is selected, the impact is going to be important. So far, the project leaders have studied a very 
particular aspect of impairment losses in a first paper (in revision in Review of Quantitative Finance 
and Accounting). They are trying to open a new research field and hope to be able to make simple 
recommendations to accounting bodies like IASB or ANC regarding impairment rules: for example, one 
of the goals of the project is to determine how some thresholds that trigger impairment recognition 
should vary with the volatility of the underlying stock and the duration of the investment strategy. We 
aim at combining mathematical rigor with pragmatism and awareness of concrete management issues 
to address such accounting and financial problems. To be able to talk to the right persons, to attend 
the right meetings and conferences, we need some special financial support for missions and 
dissemination of results, because our other research grants correspond to orthogonal subjects (like 
longevity risk, ruin theory or customer behavior in insurance). 
 
Head scientist:  
Stéphane Loisel, loisel@univ-lyon1.fr 
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Booms and Busts of Beta Arbitrage: Measuring the Extent of the Low-Beta Crowd 
(Ref: 2013/0050) 
 
Abstract: A fundamental insight of modern asset pricing theory is the capital asset pricing model 
(CAPM) of Sharpe (1964) and Lintner (1965). According to the CAPM, the expected return premium 
per one unitof beta (the slope of the security market line) must equal the expected equity premium—
i.e., the expected return on the value-weight market portfolio of risky assets less the risk-free rate. 
However, since at least Black, Jensen, and Scholes (1972), financial economists have recognized that 
the CAPM fails in a particularly puzzling way: the average slope of the security market line is too flat. 
Thus, there are significant abnormal trading profits to beta-arbitrage strategies that buy low beta 
stocks and sell higher beta stocks. 
 
As a consequence, a large and growing literature has tried to explain the source of beta-arbitrage 
profits. A non-exhaustive list of studies include Black (1972, 1973), Haugen and Heins (1975), Blitz and 
Vliet (2007), Cohen, Polk, and Vuolteenaho (2005), Polk, Thompson, and Vuolteenaho (2006), 
Campbell, Giglio, Polk, and Turley (2013), Frazzini and Pedersen (2013), and Hong and Sraer (2013). 
These papers offer competing economic stories as to the cause of the flat security market line.  
 
In contrast, we study the response by arbitrageurs to this failure of the CAPM. In particular, we are 
interested in how arbitrage trading aimed at taking advantage of this failure may change the dynamics 
of the security market line. We argue that our novel approach to studying the low-beta anomaly is 
useful for several reasons.   
 
First, there has been a dramatic increase in quantitative active asset management. In general, one 
might expect quantitative asset managers to increase the informational efficiency of stock markets, 
and particularly so for low turnover strategies like beta arbitrage. Indeed, many key players in this 
industry provide investment products exploiting this particular failure of the CAPM. A reasonable prior 
is that “arbitrage activity” by these smart investors would at least reduce if not completely eliminate 
the low beta anomaly.  
 
However, it is extremely difficult to measure arbitrage activity at any given point in time. For one thing, 
the exact composition of arbitrageurs in financial markets is simply unknown. For the subset of smart 
investors that are relatively easy to identify, professional money managers, we have accurate data on 
AUM for only a subset. An even smaller subset provides portfolio positions and in many cases that 
information is incomplete, e.g. documenting long positions only. Moreover, many of those 
arbitrageurs use short-selling  in conjunction with leverage and derivatives to increase returns and 
reduce risks. Information on these sorts of crucial investment decisions is simply not available.  
 
We exploit a novel way to avoid these issues by measuring the outcome of the arbitrage process, 
namely, correlated price impact that generates excess return comovement. Thus, by measuring time-
series variation in the extent to which beta arbitrage stocks excessively covary, we can extract time-
series variation in beta arbitrage activity.  
 
Second, beta arbitrage is a classic example of a strategy that has no fundamental anchor (Stein 2009); 
thus, it is difficult for arbitrageurs to know when to stop betting on the strategy. To illustrate, compare 
beta arbitrage to an anchored strategy like the value trade. The value strategy buys value stocks and 
sells growth stocks. Unlike beta arbitrage, the value strategy has a clear anchor in terms of the value 
spread— i.e., the cross-sectional spread in book-to-market equity ratios. Intuitively, a very narrow 
value spread should signal arbitrageurs to stop trading the value strategy. Consistent with this 
intuition, Cohen, Polk, and Vuolteenaho (2003) document that the expected return on value-minus-
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growth strategies is atypically high when the value spread is wide. Beta arbitrageurs, in contrast, have 
no such fundamental anchor.  
 
Third, the low-beta anomaly is a strategy where there exists the possibility of positive feedback. 
Specifically, successful bets on (against) low-beta (high-beta) stocks result in prices for those securities 
rising (falling). If the underlying firms are leveraged, this change in price can result in the security’s 
beta falling (increasing) further. Thus not only do arbitrageurs not know when to stop trading the low-
beta strategy, their (collective) trades affect the strength of the signal. Consequently, beta 
arbitrageurs may increase their bets when the profitability of the strategy has decreased.  
 
Fourth and finally, some of the economic explanations for the low-beta anomaly involve funding and 
leverage constraints faced by professional investors. Thus, it is natural to look to our better measures 
of intermediated investment activity to see whether they are associated with time-variation in the 
magnitude of the low-beta anomaly. 
 
Head scientist: Dong Lou, London School of Economics 
 

 

The Organization of Banks and their Affiliates; Perspectives on Risk, Efficiency and 
Regulation 
(Ref: 2013/0020) 
 
Abstract: We analyze banks' choices of organization of affiliates and their leverage, and draw 
implications for institutions' risk, systemic risk, efficiency and regulation. The main policy issues we 
consider are separation of banks considered too big or too complex to fail, the need for capital 
requirements in different organizations and bank insolvency law. The organizational aspects focus on 
the choice between branches and subsidiaries, as well as complete separation, for cross-border 
activities and other activities than traditional banking. These organizational choices represent 
different internal commitment for rescue of affiliates and different synergies; operational as well as 
financial. Efficiency, leverage and risk for each organizational choice depend on its operational and 
financial synergies. The latter depend on insolvency costs, explicit and implicit protection of 
shareholders and creditors, and regulatory constraints. The difference between private and social 
efficiency is captured by government protection in insolvency as well as costs of contagion to other 
banks. These factors provide the economic justification for regulation of capital and organizational 
choice.The project is both theoretical and empirical. The professional relationships will be used as 
sounding board and testing ground for both theoretical and empirical analysis. 
 
Head scientist:  
Elisa Luciano, Collegio Carlo Alberto, Italy 
  



8 

Small Jumps and Default Contagion 
(Ref: 2013/0087) 
 
Abstract: We believe that a sequence of small jumps in financial stocks prices may be signals of difficult 
periods ahead, and even leading indicators of big downward jumps. This consideration is borne out of 
some stylized facts behind some of the major events of downward fall of asset prices. The empirical 
investigation of such events (or similar ones of lesser extent) is part of the project. The main aim is to 
develop a measure of the degree of dependence of small jumps in different stocks as an indicator of 
the elationships among firms within a network, which could allow for the prediction of a contagion of 
deeply negative episodes across the market. 
 
Head scientist:  
Cecilia Mancini, Università di Firenze 
 

 

A New Measure of Liquidity in Financial Markets 
(Ref: 2013/0029) 
 
Abstract: The main purpose of this research project is the construction of a new measure of liquidity 
in financial markets. Why do we focus on liquidity? In markets, assets are perceived as liquid if they 
can be traded with negligible impact on the price. However, all financial assets carry an intrinsic 
“illiquidity risk”, since buy or sell orders may largely impact prices of illiquid assets increasing the cost 
of operating in the market. Hence liquidity may largely influence investors' decisions and an accurate 
measure of liquidity is a fundamental tool for all market participants. Why a new measure? We want 
to define a new measure of liquidity because, despite the rapidly growing literature on measuring 
liquidity, a daily realized estimator, based exclusively on the intra-day price path, is still missing. 
Exploiting the information that comes from high-frequency data, and without resorting to observed 
quotes, can be potentially path-breaking in terms of accuracy and easiness of implementation. The 
idea behind the new measure is quite simple: illiquidity frictions operate, by definition, reducing the 
ease with which an asset is traded, therefore illiquidity in the market can be captured measuring the 
amount of sluggishness of asset prices. Empirically this can be done by comparing the incidence of 
small price movements with that expected if prices were perfectly liquid. The presence of illiquidity 
frictions will result in an inhibition of the trading activity and thus in an increase of “small” returns. 
The new stochastic quantity we have in mind is, in essence, the excess of time the log-price process 
has experienced a variation, in absolute value, below a certain threshold: as the threshold vanishes 
this excess is expected, for a perfectly liquid asset, to shrink to zero at a computable rate. The natural 
definition of “liquid asset”, compatible with the absence of arbitrage, implies that the price follows an 
Ito-semimartingale in continuous time. The asymptotic distribution of the measure, which we aim to 
describe, can be derived under this general assumption, and used as a test for the presence of 
illiquidity frictions at any fixed confidence level. We plan to investigate the impact of market frictions 
with an alternative hypothesis in which the price process is distorted from its efficient path. The idea 
is to show, by means of a realistic data generating processes, that our measure of illiquidity is directly 
proportional to the extent of important illiquidity frictions. As a relevant application of our theory, we 
will look for the presence of an illiquidity premium in market returns and check whether illiquidity is 
a priced factor cross-sectionally, two big issues of financial economics that are drawing considerable 
attention. We will also investigate if, on historical data, there is evidence of a causal relation between 
liquidity dry-ups and market crashes; and analyze quantitatively the impact of illiquidity risk on 
portfolio choice. 
 
Head scientist:  
Roberto Renò, University of Siena 
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The Price of Volatility Risk 
(Ref: 2013/0100) 
 
Abstract: The variation over time of the magnitude of price movements of financial assets (variance 
risk) represents a source of uncertainty that agents are subject to. Consistently, risk adverse agents 
should require a compensation for bearing the randomness of future variance, i.e., a variance risk 
premium. Despite the number of empirical studies, there is no clear consensus about sign and 
magnitude of the premium and its linkages with the economy. We criticize these results and propose 
a class of flexible structural time series models which, using signal extraction techniques, estimate 
more precisely the market price of risk using option data and high frequency return data. We advocate 
the inclusion of interactions, non-linearities and discontinuities - essential to replicate complex 
dynamics - and linkages with macro-finance and business-cycle variables, thus providing a new tool to 
investigate changes in agents’ behavior over time, e.g., the transition between periods of economic 
expansion and recession. 
 
Head scientist:  
Jeroen VK Rombouts, ESSEC Business School 
 
 
 
 


