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Important topic and clever use of very rich data
Connect more clearly the different economic channels
Alternative stories can be addressed

Granularity of data can be further explored
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Monthly Global Economic Policy Uncertainty Index
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Does economic policy uncertainty affect global institutional funds’ allocations?

J

Empirical strategy:
Institutional global portfolio holdings from Thomson Reuters Global Ownership
EPU data from Baker, Bloom, and Davis (QJE, 2016)
Main result:
1 st.dev. 1 destination EPU (t) = -1.27% fund’s capital flows (t+1) - Non-G7
Results robust to inclusion of several granular fixed-effect specifications
Results not explained by financial market uncertainty (VIX)

Extensive margin also plays a role

Some mild outperformance of funds adverse to EPU
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Economic channels:
Home bias (HB): || capital withdrawn if high home-EPU (only G7)
Flight-to-safety (FtS): 1 flows from foreign funds if G7-EPU is high} T
Cross-country: information transparency, institutional strength, cultural
similarities, and geopolitical alignment

Evidence of shock propagation across countries
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Comment 1: Do fund outflows matter?
The paper studies allocation of investment, but are these forced liquidations?

Uncertainty {} during recessions (Bloom et al., ECMA 2018) = fund clientele

redeem

Transmission of uncertainty shocks: proportional liquidation after outflows?

“[...] a fund'’s reaction to a destination’s EPU is conditional on its overall

exposure to EPU at the portfolio level”

No sign of portfolio re-shuffling = Looks like funds liquidate positions

Hence, this might be a liquidity story rather than information asymmetry



Comment 1: Do fund outflows matter?

Suggestions
Might help to construct fund-quarter measure of flows

Exclude that there are abnormal outflows when EPU spikes



Comment 1: Do fund outflows matter?

Suggestions
Might help to construct fund-quarter measure of flows
Exclude that there are abnormal outflows when EPU spikes

Differentiate across different type of institutions (mutual funds 1} outflow risk?)



Comment 1: Do fund outflows matter?

Suggestions
Might help to construct fund-quarter measure of flows
Exclude that there are abnormal outflows when EPU spikes
Differentiate across different type of institutions (mutual funds 1} outflow risk?)

Get some (anecdotal) information on where the fund’s clientele is based?



Comment 1: Do fund outflows matter?

Suggestions
Might help to construct fund-quarter measure of flows
Exclude that there are abnormal outflows when EPU spikes
Differentiate across different type of institutions (mutual funds 1} outflow risk?)
Get some (anecdotal) information on where the fund’s clientele is based?

Stock-level: proportional liquidation?
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Result 1:

“a one standard deviation increase in the home country's EPU is associated with
an approximately 2% (8%) increase in quarterly (annual) fund inflows.”
Result 2:
“US stocks experience a significantly lower risk-adjusted returns if the global
investors invested in that stock are exposed to EPU internationally (Ex-USA).”
Result 3:

Panel B:
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Given that international EPU is correlated to US-EPU:

When US-EPU spikes, home funds with portfolio home-bias and local clientele

experience outflows which generate price pressure (Res. 2)

Global funds just less exposed: can buy home stocks at cheaper price (Res. 1)

Suggestions

Analysis of outflows from funds matter!
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Relation between fund performance and flow-EPU covariance:

K
covi(EPUc +—1, Flows) = Z EPU. ;1 x Flowsg:
k=1

Negative covariance: institutions withdraws funds from high EPU countries
Result: fund'’s in top tercile underperform bottom tercile by 4.5bps (annual )

Do funds close their position just in time to cash in the risk premium?

Why is the outperformance so modest?
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Comment 3: Market timing?

Suggestion:
Market timing seems a channel to explore
Central question: is funds’ behavior value increasing/destroying?
Fund-stock analysis is key

Dynamics of fund trades? Do flows revert once EPU decreases?
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Minor Comments

Flight-to-safety result: driven only by latest events (Trump, Brexit)?

Extend to other countries (not 28 has EPU)?

Very minor comments:

Table 3 (correlation table) is missing Colombia

Equation (4) - Fund EPU: shouldn’t weight’s numerator and denominator be measured

contemporaneously?

Now, numerator is in t and denominatorin t — 1
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Conclusions

Interesting research idea, very clever use of EPU measure

Recommended reading!

Possible paths to enhancement:

Address alternative stories and clarify economic mechanism:

Outflows
Fire-sales liquidity provision

Market timing



Thank you!
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