
Author’s Accepted Manuscript

Systemic Risk and Cross-Sectional Hedge Fund
Returns

Inchang Hwang, Simon Xu, Francis In, Tong Suk
Kim

PII: S0927-5398(17)30024-5
DOI: http://dx.doi.org/10.1016/j.jempfin.2017.03.002
Reference: EMPFIN967

To appear in: Journal of Empirical Finance

Received date: 29 January 2014
Revised date: 1 March 2017
Accepted date: 12 March 2017

Cite this article as: Inchang Hwang, Simon Xu, Francis In and Tong Suk Kim,
Systemic Risk and Cross-Sectional Hedge Fund Returns, Journal of Empirical
Finance, http://dx.doi.org/10.1016/j.jempfin.2017.03.002

This is a PDF file of an unedited manuscript that has been accepted for
publication. As a service to our customers we are providing this early version of
the manuscript. The manuscript will undergo copyediting, typesetting, and
review of the resulting galley proof before it is published in its final citable form.
Please note that during the production process errors may be discovered which
could affect the content, and all legal disclaimers that apply to the journal pertain.

www.elsevier.com

http://www.elsevier.com
http://dx.doi.org/10.1016/j.jempfin.2017.03.002
http://dx.doi.org/10.1016/j.jempfin.2017.03.002


Systemic Risk and Cross-Sectional Hedge Fund

Returns

Inchang Hwanga, Simon Xub, Francis Inc, and Tong Suk Kimd

Abstract

This paper examines the cross-sectional relation between hedge fund returns

and systemic risk. Measuring the systemic risk of an individual hedge fund by

using the marginal expected shortfall (MES), we find evidence for a positive

and statistically significant relation between systemic risk and hedge fund

returns. The risk-adjusted return of a hedge fund portfolio with a high systemic

risk is 0.64% per month higher than for one with a low systemic risk during

1994–2012, while negative performance is observed during crisis periods. The

relation between systemic risk and hedge fund returns holds for both live and

defunct funds. Moreover, the relation holds even after controlling for a large

set of fund characteristics. Hence, systemic risk is a powerful determinant

of cross-sectional variations in hedge fund returns. Our results imply that

the positive relation between hedge fund returns and systemic risk is due to

compensation for the realized losses during systemic events.
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