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Overview

Introduction

• Stock price Fragility is a firm-level measure of

exposure to non-fundamental (e.g., sentiment,

noise, liquidity needs) price movements/demand

shocks (Greenwood and Thesmar, 2011).

• Exposure to future misvaluation/mispricing.

• Fragility is jointly determined by: i) ownership

composition; ii) correlation between investors’ non-

fundamental driven trades.

Research problem

• Empirically observing price shocks that are

orthogonal to firm fundamentals is challenging.

• Recent studies have cast doubt on the validity of

mutual fund flows as a proxy of non-fundamental

demand shocks.

• Current estimations may be biased, potentially

resulting in misleading conclusions.

Main research Question

• Does ETF data improve the estimation of stock price

fragility?

Motivation

Changes in the Asset Management Industry

• Current fragility estimation fails to account for the

influence of other market participants such as

Exchange-Traded Funds (ETFs) – rise of passive

investing.

The role of Institutional Investors

• Institutional investors own an increasing share of the

equity markets in the US. Ownership concentration.

• Increase adoption of ETFs in Institutional Investors

portfolios.

Methodology

• Many thanks to my PhD supervisor Fabio Moneta, and

Markus Broman, Travis Box (Discussant), Hamilton

Galindo, Maurizio Montone for their valuable comments.

• We would like to thank David Brown for sharing their list

of ETFs.

Conclusion

• An ETF-based fragility measure effectively

overcomes many limitations associated with

relying on mutual fund data:

– no confounding fundamental information from

discretionary trades made by fund manager;

– no need for an assumption regarding the

underlying reasons driving fund flows.

• It captures the influence of a broader set of

investors (i.e., retail and institutional investors) on

stock return volatility.

• Rising ETF activeness significantly influences stock

price fragility, an aspect mostly overlooked by

traditional estimation method but effectively

captured in our methodology.

• This findings can help mitigate biases when

estimating stock’s exposure to non-fundamental

demand shocks.
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• The statistical and economic significance of

Greenwood and Thesmar (2011) fragility (GMF)

measure has significantly declined out-of-sample

(2009-2018).

• An ETF-based fragility (GETF) strongly predicts

next quarter stock return volatility.

• The coefficient of GETF remains positive and

statistically significant when including GMF.

• GETF provides information on fragility above and

beyond that included in the GMF measure.

Results

•  An ETF-based fragility (GETF)  captures the 

influence of mid- and small- sized institutional 

ownership on stock price volatility

• ETF shares redemption and creation process - 

flow (i.e., ETF primary market) signal non-

fundamental demand shocks (Brown, Davies and 

Ringgenberg, 2021)

• Relative mispricing (i.e., ETF premium/discount) 

signals fundamental mispricing.

• For fragility to be a useful measure of non-

fundamental risk, it must be that fragility forecasts 

mutual fund (ETF) induced trading stock return 

volatility. 

• The forecasting power of 

the ETF-based fragility 

(GETF) on the next 

quarter’s stock price 

volatility is mostly 

explained by active ETFs. 
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