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Volatility Timing Using ETF Options: Evidence from Hedge Funds
ABSTRACT

We nd that hedge funds’ ETF option positions predict cross-sectional di erences in the future volatility of underlying
ETFs. e predictive power is strongest for straddle positions and non-equity ETFs. A tracking portfolio of straddles
based on funds’ straddle positions earns quarterly abnormal returns of 7.35%. Net of fees, funds using ETF straddles
deliver lower risk and higher benchmark-adjusted returns than nonusers. We also nd that hedge funds’ trading in
ETF options has a positive impact on ETF option prices and improves price e ciency in individual equity options. We
conclude that ETF options are an important venue for informed volatility trading.
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Daniel Street
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Bucknell University

It's About Time: Evidence of a New Strategy Boards Use to Mitigate the Ex
Post Settling Up Problem

ABSTRACT

Boards that compensate executives with cash face a costly ex post settling up problem: boards may compensate executives
for gains which later fail to be realized. Using a novel linear mixed data sampling (MIDAS) method to exploit the
variation in daily stock returns, we provide evidence of techniques that boards use to mitigate the ex post settling up
problem. Using stock returns as a proxy for performance, we rst show that cash compensation is more sensitive to
returns earlier in the year than returns later in the year. Second, we show that while cash compensation is very sensitive
to returns around the release of accounting earnings, this sensitivity dissipates over time. Finally, we reexamine the
asymmetric sensitivity of compensation to unrealized gains and losses and show that compensation is more sensitive to
early period returns for both positive and negative returns. Our ndings suggest that boards, in an attempt to mitigate
the ex post settling up problem, rely on the passage of time and more heavily weight performance earlier in the year when
exercising discretion over cash compensation. In addition to these theoretical contributions, we provide an important
methodological improvement for the study of executive compensation: the linear MIDAS model allows us to reject the
implicit assumption in the literature that the sensitivity of compensation to returns is time invariant over the course of the
compensation period.
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Performance Aspiration and Rent-Seeking
ABSTRACT

What triggers rent-seeking by rms? Rent-seeking involves unproductive uses of resources to capture and redistribute
value without creating new value, thus resulting in a net loss for society. Extending prior research, we explore rent-
seeking as a response to performance aspiration levels and performance feedback relative to these aspiration levels. \We
suggest that rent-seeking may be a strategy of choice to achieve historical aspiration and sustain performance above

both historical and social aspirations, but not to achieve higher social aspiration. Applying behavioral theory of the rm
and utilizing a novel measure of rent-seeking as patent “evergreening” in the pharmaceutical industry, we hypothesize
and nd that higher historical aspiration increases rent-seeking, while higher social aspiration decreases rent-seeking.
Furthermore, performance above social aspiration facilitates rent-seeking, while no such e ect was found for performance
above historical aspiration.
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