CHAPTER 2. Hedge Funds and Financial Stability

Hedge funds support market functioning in normal times
but can amplify market pressures during stress
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Sources: Hedge Fund Research; Lipper TASS; With Intelligence; FactSet; and IMF staff calculations.

Note: Bars show the estimated increase in next-quarter stock volatility and peak-to-trough losses during periods d ySfU nction
when the VIX index is in its top decile. Results are shown for crowded stocks—those in which many hedge funds

hold positions—and for stocks held by funds with volatile end-investor flows. Lighter shading shows the additional

amplification when the hedge funds holding these stocks have high leverage.
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