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Motivation and objective

In recent years, open-end investment funds (OEFs) have grown rapidly in Colombia and several
jurisdictions worldwide, positioning these funds and their managers as systemically important within the
non-bank financial sector.

OEFs have experienced massive redemptions during episodes of market stress, such as the global
financial crisis, the taper tantrum, and the COVID-19 pandemic.
* Research has focused on analyzing fund inflows and outflows to better understand the potential
threats to the financial stability they pose.
e Several studies have assessed the flow-to-performance relation of funds in jurisdictions different to
Colombia (mainly in the US and Europe), finding heterogeneous results.

We contribute to the existing literature on mutual funds in Colombia and, notably, present the first
analysis of the flow-performance relation in Colombian OEFs, seeking to understand investors’
behavior.
« We intend to evaluate the sensitivity of net flows (contributions minus redemptions) to past
performance under different circumstances (negative past performance, low fund liquidity, periods of
massive withdrawals or increasing debt market volatility).



Colombian context

Assets managed by OEFs increased by 165,2% between 2016 and 2023, reaching COP 90,9 t in December 2023
and accounting for approximately 5% of the non-bank financial sector’s assets.

Between 2016 and early 2020, AUM exhibited a relatively constant growth rate. However, since the COVID-19
pandemic, this positive trend changed.

Fixed-income funds have driven the dynamic of total AUM because they are the most representative and their
investment portfolio mainly consists of CD.
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* Four weekly data sources are available at the fund level:
* Balance sheet.
e Portfolio holdings.
e Liquidity risk indicators.
e (Capital flows and fund performance.

* The final dataset merges all the sources and considers a total of 81 OEFs: 18 money market funds, 54

balanced funds, and 9 variable-income funds. Our analysis period spans from January 2018 to December
2023.

* The key variables in our empirical analysis are fund flows and performance. We define the former as the
total weekly net flow (contributions minus redemptions) over the total AUM. The latter is simply the
monthly raw return recorded each week.

 We employ an additional dataset provided by the Financial Superintendence of Colombia, that contains
information on relevant class-type investors by fund. This source comes from an extraordinary request
made by the financial supervisor to OEFs in 2024.



* We divide OEF into fixed-income (MMFs and balanced funds) and variable-income funds, considering their
differences in size, main investments, returns, liquidity, among others.

Fixed-income Funds

Variable-income Funds

VARIABLE Mean pl p50 p99 Mean pl pd0 p99
Assets (COP t) 110 000 044 1229 008 000  0.05 0.41
Cash (% Assets) 29.00 6.19 30.08 55.25 9.46 3.62 7.41 35.15
Investments (% Assets) 70.55  44.01 69.42 93.76 90.23 64.67 92.3 96.25
Certificates of Deposits (% Investments)  55.75 0.00 65.21 100 0.85 0 0 14.48
1-day Liquidity Ratio (%) 2033 641 3045 5587 9.4 3.63 7.4 33.37
Liquidity Coverage Ratio (%) 391.52 135.9 367.17 887.48 735.5 154.32 843.73 959.83
Net Flows (COP t) 0.00 -0.28 0.00 0.30 0.00 -0.01 0.00 0.01
Daily Raw Return (%) 18.39 -64.37 4.99 357.92 198.67 -89.48 69.28 1938.41
Monthly Raw Return (%) 6.93 -29.7 4.5 66.14 27.09  -77.48 15.48 255.83
Institutional Investors (% Assets) 4.79 0.00 0.72 38.96 0.69 0.00 0.01 3.25
Real Sector Investors (% Assets) 9.63 0.00 0.58 84.61 7.83 0.00 0.73 31.85
Natural Persons Investors (% Assets) 14.44 0.00 11.78 64.18 4.91 0.00 0.16 22.87

The table depicts the summary statistics for characteristics of fixed-income and variable-income funds in our sample
from January 2018 to December 2023. For the investors’ participation in the assets we use data as of December 29"
2023. We report the mean (Mean), 1st percentile (P1), 50th percentile (P50), and 99th percentile (P99). Authors’

calculations.

 To analyze whether macro-financial variables impact capital flows, we employ a dataset containing
information on weekly private and public debt interest rates and monetary policy interest rates.



Empirical strategy and results

 We follow several research documents that explore the flow-performance relation in jurisdictions
other than Colombia (Chen et al., 2010; Goldstein et al., 2017; Ciccone et al., 2022).

* We employ panel regression models clustering standard errors at the fund level, including fixed
effects at the fund and time levels.
* Dummies by fund account for individual-specific unobservable effects, which may be correlated
with explanatory variables.

* We analyze separately fixed (MMFs and balanced funds) and variable-income funds.
* On average, the fixed-income hold much more illiquid assets and has recorded historically higher
levels of redemptions under periods of stress.

e OQverall, we run three different panel regression specifications:
1. Sensitivity of flows to different levels of past performance.
2. Heterogenous effects of negative past performance.
3. Impact of asset liquidity on the flow-performance relation.



Results: Sensitivity of flows to different levels of past performance
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Results: Impact of asset liquidity on the flow-performance relation
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Results: Flow-performance relation considering the funds’ type of investors
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Main findings

v" Macro-financial variables play a significant role in influencing investing decisions.
* Low liquidity in the money market, increasing public debt market volatility, and the devaluation of certificates
of deposits increase outflows in funds highly exposed to fixed-income securities.

v’ Statistically significant flow-performance relation in fixed-income funds (greater outflows under negative
returns).
* Shares can be redeemed quickly. Under negative performance, investors may prefer to withdraw their capital
to invest in another instrument, seeking profitability.

v The effect of illiquidity on the sensitivity of capital flows is statistically significant in fixed-income funds.
* Investors in fixed-income funds holding fewer liquid assets may know the redemption by others will impose
liguidation costs, reducing returns for those who remain in the fund.

v’ Institutional investors exhibit greater sensitivity (in magnitude) to market conditions than other types of
investors.
 Given the active monitoring of institutional investors, they are more likely to withdraw their capital in
response to changes in fund characteristics, such as liquidity and returns, as well as macroeconomic
conditions.

v' This paper may inform future evaluations to determine measures that OEFs can take to alleviate the
amplification of redemptions.



