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Abstract 

A tsunami in Indonesia. A bomb in Madrid. An election in the United States. 
These events not only capture headlines, but also affect the investment 
climate in their home countries and even throughout the globe. In this 
paper, we compare how terrorist incidents, natural disasters and elections 
affect financial markets. We expect that the predictability of each of these 
shocks influences its impact on the performance of national equity markets. 
Further, we explore whether these shocks are transmitted across borders to 
other markets. We contend that trade and exchange rate linkages create 
opportunities for market actors to diversify their portfolios in the wake of an 
exogenous shock. Policymakers may be able to insulate their markets with 
institutions like capital account openness. 

 
 

Resumen 

Un tsunami en Indonesia; una bomba en Madrid; una elección en Estados 
Unidos. Estos eventos, además de acaparar los titulares, afectan el clima de 
inversión en sus respectivos países e incluso alrededor del mundo. En esta 
investigación se compara cómo los incidentes terroristas, los desastres 
nacionales y las elecciones afectan los mercados financieros. Se espera que 
el impacto en el desempeño de los mercados de valores se vea influenciado 
por el grado al cual, estos eventos puedan predecirse. Además, se explora 
si estos choques se transmiten a otros mercados. Se sostiene que los 
vínculos de comercio y tipo de cambio, crean oportunidades para que los 
actores en los mercados diversifiquen sus portafolios a la luz de un choque 
externo. De ser así, los tomadores de decisiones podrían aislar sus 
mercados creando instituciones, como la apertura en la cuenta de capitales.  
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Introduction 

A tsunami in Indonesia. A bomb in Madrid. An election in the United States. 
These events not only capture headlines, but also affect the investment 
climate in their home countries and even throughout the globe. In this paper, 
we compare how terrorist incidents, natural disasters and elections affect 
financial markets. We expect that the predictability of each of these shocks 
influences its impact on the performance of national equity markets. Further, 
we explore whether these shocks are transmitted across borders to other 
markets. We contend that trade and exchange rate linkages create 
opportunities for market actors to diversify their portfolios in the wake of an 
exogenous shock. Policymakers may be able to insulate their markets with 
institutions like capital account openness. 

1. Natural Disasters, Terrorism, Elections and Financial Markets 

Natural disasters, terrorist incidents and elections represent exogenous shocks 
to the economy. Natural disasters can knock out a significant part of a 
country’s productive capacity. In addition to damaging economic activity, a 
terrorist incident signals the potential for political violence and turmoil in the 
country. An election could produce a major shift in the government’s policy 
priorities. Each of these events, therefore, may increase uncertainty about 
the investment environment and cause investors to rethink their portfolio 
choices. 

Given their potential impact on the economy, we expect these events to 
have at least a short-term effect on financial markets. But the nature of that 
impact is likely to differ according to the predictability of the event and the 
nature of its economic consequences. As with many analyses of asset market 
behavior, we build from the assumption that market actors engage in 
economic activity in efficient markets. The efficient markets hypothesis 
(EMH), simply defined, states that asset prices immediately and fully reflect 
all available and relevant information (Fama, 1991). As soon as information 
hits the market, it is incorporated into asset prices. Market actors, therefore, 
cannot make excess profits [relative to the risk(s) they have undertaken] by 
utilizing trading strategies based exclusively on publicly available information.  

This does not mean that information never affects asset prices. News  
—that is, the arrival of unanticipated information— may influence the trading 
behavior of economic agents. The publication of earnings reports, 
macroeconomic announcements, and interest rate changes may cause buyers 
and sellers to reevaluate their trading priorities if the information comes as a 
surprise. Although asset owners may know when the information will be 
announced and are likely to have a guess about substance of the 
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announcement, as long as they do not know for certain the actual content, 
then the release of that information can change prices. 

Market actors have different information sets about natural disasters, 
terrorist incidents and elections. Consequently, we expect different market 
responses to an actual event. In particular, where events are more 
predictable, we contend that they will have less of an impact on market 
returns. 

Consider first natural disasters. Countries have different natural disaster 
risks. Iran is more susceptible to earthquakes than, say, Finland. Investors are 
aware of the propensity of different disasters.1 But the actual occurrence of a 
natural disaster is difficult, even impossible, to predict. Given that investors 
know different disaster risks, they will adjust their portfolios to match those 
expectations. The occurrence of an actual disaster, therefore, will affect 
financial markets relative to the degree which investors can anticipate the 
risk: the more they anticipate a disaster, the less an actual disaster will affect 
their investment decisions. “Anticipated” natural disasters, therefore, have a 
smaller effect on financial markets. In other words, an earthquake in Iran, 
holding all else equal, should have less impact on markets than an earthquake 
in Finland.  

The impact of a natural disaster is also likely to be a function of regime 
type. Rich countries and democracies are likely to offer more effective 
responses to a natural disaster. Wealthy countries are likely to have the 
capacity to respond. In democracies, voters can hold their leaders 
accountable for their disaster response, giving politicians an incentive to act 
quickly in the face of a natural disaster. Both wealth and democracy, 
therefore, should reduce the impact of a natural disaster on equity markets.  

International terrorist incidents, in contrast, occur relatively randomly. 
While some countries seem more prone to terrorist attacks due to prolonged 
conflicts (e.g., Spain, Britain), international terrorist incidents are less 
predictable than natural disasters. Further, unlike a catastrophic natural 
disaster, most terrorist incidents have a relatively limited impact on a 
country’s productive capacity. Therefore, we expect a terrorist incident to 
have a sharp, but very short impact on financial market behavior.  

Regime type may also play a role in shaping the market response a 
terrorist incident. Authoritarian regimes have more capacity than democracies 
to repress terrorist groups. Therefore, market actors might expect fewer 
terrorist incidents to occur in authoritarian regimes. Since it is more of 

                                                 
1 These expectations surrounding natural disasters, terrorist incidents and elections introduce the possibility of 
selection effect in terms of investment patterns. This is an interesting and important question, but not directly 
relevant for our concern with analyzing the impact of actual events on financial markets. In most of our analyses, we 
do include country-specific fixed effects, which should mitigate the impact of such effects on our results.  
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surprise, the occurrence of a terrorist incident in an authoritarian regime is 
likely to have more of an impact on financial markets.  

Elections, however, differ from terrorist incidents and natural disasters in 
several important respects. First, elections occur at regular intervals. In 
countries with exogenous electoral timing, it is known exactly when an 
election will take place (e.g., the second Tuesday in November). Where there 
is endogenous electoral timing, the incumbent government may call an 
election at any time, but must do so within a constitutionally-mandated 
maximum term. Although the government has discretion, election timing is 
usually an open secret, allowing market and political actors to anticipate the 
event well in advance of the actual election call.  

Second, elections often have predictable outcomes. In most elections, it is 
usually straightforward to forecast the winner prior to balloting. Opinion polls 
and media coverage provide plenty of information about which candidate and 
party is likely to win. Competing parties announce their policy objectives and 
programs, indicating what the election means for the policy environment. 
Market actors, therefore, can plan accordingly. Less often, electoral outcomes 
are truly unpredictable or even result in a surprise winner. In these situations, 
market actors revise their portfolio choices as they quickly update their policy 
expectations. 

Third, elections do not always produce a disruption or major change to the 
policy environment. The incumbent may be re-elected, insuring a 
continuation of the policy status quo. Or a new party may come into office 
with an agenda that provides a policy environment more favorable to 
investors. In some situations, parties have incentives to converge around 
moderate policies, meaning that the government’s policies will be similar 
regardless of which party(ies) occupy office. Further, the institutional 
structure of the policy process may limit how much a new party can achieve 
in office. The existence of veto players, independent bureaucracies, and 
previous policy commitments may work together to limit policy change. 

Elections, therefore, are often predictable affairs that do not always alter 
the policy environment. Market actors can anticipate those political outcomes 
and adjust their portfolios. In only rare instances will an election produce a 
surprise outcome that may deleteriously affect the investment environment. 
In these situations, the market reaction should be sharp and quick. Given 
their predictability, however, we should observe, on average, less market 
response to elections than to a terrorist incident or a natural disaster.   

Shocks, however, do not transpire within a vacuum. We argue that the 
economy’s exposure to international markets and the strength of the financial 
system condition how markets respond to these exogenous shocks. Greater 
integration with international markets is a double-edged sword. On the one 
hand, an open economy may be more vulnerable to investors exercising the 
“exit” option when a shock hits. On the other hand, economies that are 
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already integrated into the world economy may provide investors with greater 
assurance that an exogenous shock will not fundamentally alter the 
macroeconomic policies of the government. 

Even if an economy is not tightly integrated into the global economy, 
national policies regulating the accessibility of capital markets can also affect 
the impact of an exogenous shock on financial markets. As with economic 
openness, however, the effect is ambiguous. On the one hand, open capital 
markets provide asset owners with an opportunity to exit. This exit option 
could exacerbate the local economic impact of the shock. The threat of 
capital flight may induce governments to implement more disciplined policies 
in response, although there may be strong political pressures not to do so. 
Controls on capital markets, on the other hand, may reduce the attractiveness 
of investing in that country. But those same controls may help prevent 
investors from herding to remove their money in the wake of a shock, helping 
to limit the scope of the economic damage caused by the shock.  

We use two different measures to capture a country’s international 
openness. The first, trade openness, measures the percentage of the 
country’s gross domestic product that is involved in both imports and exports. 
Trade openness serves as a proxy for the exposure of the domestic market to 
international actors. Capital market liberalization also proxies for 
international financial exposure but because it taps the regulatory 
environment and does not measure equity flows directly, it does not measure 
the depth of these linkages. We employ a measure of capital market 
liberalization from Chinn and Ito (2006), which takes on higher values as a 
market becomes more open to international capital flows. 

In addition to the international exposure of a financial system, market 
actors also consider the maturity and depth of a financial system when 
reacting to an exogenous shock. Investors may be more likely to ride out the 
impact of a financial shock where the financial system is well-developed and 
strong. An exogenous shock in a weak financial system, however, may cause 
investors to flee. We considered a number of measures of financial maturity 
and depth —liquid liabilities, central bank assets, currency in circulation, 
stock market turnover, private credit, and stock market capitalization— and 
found that these measures were not only incomplete for emerging markets 
but were limited when comparing industrial economies. Our solution is to use 
the log of real per capita gross domestic product as a proxy for financial 
development. Not only is this attractive theoretically —richer countries tend 
to have deeper and better developed financial systems— but it is reasonable 
empirically as the aforementioned indicators of financial maturity and depth 
correlate with real per capita gross domestic product at levels ranging from 
.69 to .91. We expect higher levels of wealth to reduce the impact of an 
exogenous shock on financial markets. 
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1.1. Testing the Argument: Cumulative Abnormal Returns 
To examine how these exogenous shocks affect market returns, we use an 
event study approach.2 Event studies examine the effect of some event (or set 
of events) on the value of an asset (or set of assets) during a particular period 
of time. For example, event studies in finance examine whether the return on 
a particular stock differs after a stock split, an earnings announcement, a 
merger or takeover announcement, and/or a regulatory change. The idea is to 
compare the performance of an asset during a period of relative stability prior 
to the event (the estimation window) to a period after the event (the 
prediction window). If asset returns are different after the event —if the 
returns are higher or lower than expected based on the estimation window— 
then the event is said to have an effect on the asset in question. 

We want to estimate whether natural disasters, terrorist incidents and 
elections affect stock market performance in a systematic fashion. Our first 
step is to identify the event period. Both elections and terrorist incidents are 
discrete events, occurring over a single day. Disaster, on the other hand, can 
last several days, weeks or months. We thus define the event period as being 
the day of the election or the terrorist event. For disasters the event period 
spans the days that the disaster affected the market in question. The 
prediction period begins the day after the event period and is the period of 
time when we expect market behavior to be influenced by the 
(un)predictability of the exogenous event. We use a sample of 30 trading days 
after the event in question as the prediction period. 

In order to demonstrate whether market performance is unusual due to 
these exogenous events, we next need to identify a baseline —a period when 
no unusual event is taking place. For this baseline estimation window, we 
employ a sample of 100 trading days prior to the beginning of the event 
period.3 

Having identified the event and estimation windows, the next task is to 
develop a statistical model that can be used to predict market returns during 
the prediction window. Financial economists commonly use a “market model” 
to forecast returns (Brown and Warner, 1980, 1985). A market model argues 
that, given efficient markets, the best predictor of an individual asset’s 
performance is the performance of the market as a whole. This argument is 
based on the idea that anomalous events —macroeconomic announcements, 
expectations of war, etcetera— may influence the market as a whole. 
Controlling for these “market” influences allows the analyst to observe 
changes in the behavior of an asset that are not caused by factors outside of 
the event in question.  

                                                 
2 Campbell, Lo and MacKinlay (1997) contain a particularly lucid treatment of event studies. 
3 Initially we extended the estimation period to 150 days and the prediction period to 60 days. Due to the relative 
frequency of terrorist and disaster incidents we ran in to problems of overlapping periods. The use of shorter 
periods decreased the extent of overlap. 
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We examine returns in equity markets. The generic form of our APT model 
for stocks is: 

 

  log(localt ) = α + β1 log(globalt ) + β2 log(goldt ) + β3 log(oilt ) + ε t .  (1) 
 

According to (1), the value of country i’s equity market index is a function of 
country i’s stock market is a function of the rate of return on a global index, 
the price of gold, the price of oil and a random error.  

Equation (1) is the fundamental model for our empirical analysis. If the 
model in (1) is correct, then εt represents the period specific return; that is, 
the return on the asset that is not predicted by the factors in equation (1). 
We make the standard assumption (and check it empirically) that εt is 
distributed normally with mean zero and constant variance.  

Equation (1) is estimated for the estimation window; the residuals (εt), or 
abnormal returns, are then generated for the event window. As in a standard 
event study we then calculate the cumulative abnormal returns (CAR) by 
summing the residuals during the prediction window 
 
1.2. Sample and Economic Data 
To evaluate the impact of electoral, terrorist and natural disaster events on 
asset market behavior, we employ the APT model in equation (1) and estimate 
CARs in 21 industrial and 28 emerging economies from January 1, 1980 to 
December 31, 2005.4 The availability of equity market data from Morgan 
Stanley Capital International (MSCI) determined the construction of the 
country sample. MSCI provides the daily equity market indices that constitute 
the dependent variable. MSCI also provides aggregate World, Europe and 
Emerging Markets indices. We use the World return as the global index for the 
United States, Canada, Japan, Australia and New Zealand. The European 
index is the global index for the rest of the industrial economies and the 
Emerging Market index is the referent for our emerging market economies.  

DataStream is the source for two additional global variables: oil prices  
—measured as the current dollar price per barrel for Brent oil— and gold 
prices —measured as the price of gold bullion in $/oz in the London market. 

The event data is collected from a number of sources. We rely primarily on 
Keesing’s Contemporary Archive for election dates but supplement and check 
it using the information provided by the International Federation for Electoral 

                                                 
4 The industrial economies are Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Greece, 
Ireland, Italy, Japan, the Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, Switzerland, the United 
Kingdom and the United States. Emerging economics include Argentina, Brazil, Chile, China, Colombia, Czech 
Republic, Egypt, Hungary, India, Indonesia, Israel, Jordan, Korea, Malaysia, Mexico, Morocco, Pakistan, Peru, 
Philippines, Poland, the Russian Federation, Singapore, South Africa, Sri Lanka, Taiwan, Thailand, Turkey and 
Venezuela. 
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Assistance’s Electionguide.5 Data on natural disasters is obtained from the 
Centre for Research on the Epidemiology of Disasters’ International Disaster 
Database.6 We utilize the International Terrorism: Attributes of Terrorist 
Events (ITERATE) database compiled by Mickolus, Sandler, Murdoch and 
Fleming (2006) as our source for terrorist incidents. 

While the number of elections in the sample is relatively small (396), the 
sample includes 2,615 disasters and 3,442 terrorist incidents. Because we 
focus on the consequences of these events for financial systems, we exclude 
disaster and terrorist events that resulted in no monetary damage, reducing 
the number of disasters to 1,100 and the number of terrorist incidents to 
1,367. However, because Morgan Stanley does not provide equity market 
indices for emerging markets prior to 1989 and the unavailability of some 
explanatory variables, the usable sample size is 241 elections, 586 disasters 
and 785 terrorist incidents.  
 
1.3. Evaluating the CARs: Estimation Strategy 
We estimate a regression model where the dependent variable is the 
cumulative abnormal return resulting from elections, disasters, and terrorist 
events. We employ robust regression, a non-parametric method that 
iteratively down weights outlying observations. This approach is optimal 
because it prevents a few extreme CARs from influencing the regression 
results. To control unmeasured country-specific heterogeneity, we include a 
set of country dummy variables. We omit those parameter estimates and 
standard errors to save space. We also include a time trend to control for 
common shocks that may impact all markets simultaneously. 
 
1.4. Results 
Our first set of analyses investigate whether the predictability of exogenous 
events influence their impact on financial markets. We measure the 
predictability of natural disasters in two ways. First, we rely on a Disaster Risk 
Index assembled by the United Nations Development Programme.7 This index 
uses data from 1980-2000 to create summary statistics for the risk of for 
major disasters, including floods, earthquakes, drought and cyclones. Among 
other indicators, it reports “physical exposure”, a measure of the average 
yearly population exposed to a selected hazard. To get a measure of disaster 
risk, we simply added the physical exposure measure across all four sets of 
natural disasters.8 Higher values of this variable indicate that more people are 
exposed to a potential natural disaster. For our second measure of disaster 
                                                 
5 http://www.electionguide.org  
6 http://www.em-dat.net 
7 http://gridca.grid.unep.ch/undp/analysis/result.php 
8 In alternative specifications, we employed the number of killed per year and their composite disaster risk index. 
The results were similar.  
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expectations, we computed a five-year moving average of the number of 
deaths associated with a natural disaster. We then subtracted the number of 
deaths of associated with the particular disaster in question from this five 
year moving average. Positive values indicate that the particular incident had 
fewer deaths than average. Negative values indicate that the particular 
incident had more deaths and was, in some sense, “unanticipated”. We also 
computed the predictability of terrorist events in a similar fashion. 

Table 1 reports the results of modeling the CARs resulting from specific 
exogenous shocks. Columns I and II focus on natural disasters, column III on 
terrorist incidents. The first model relies on the UN measure of physical 
exposure as a measure of country disaster risk. All else equal, higher levels of 
physical exposure to a natural disaster increase the abnormal return in the 
wake of a natural disaster. That is, the more market actors anticipate a 
disaster, the less markets are affected when an actual disaster occurs. We 
also include a measure of the total number of persons affected by the specific 
disaster incident. The parameter estimate for this variable is negative and 
statistically significant —the larger the actual impact of the natural disaster, 
the lower the returns in the market. The dummy variable for democracies, 
however, has no statistical significant effect on returns after a natural 
disaster. Wealth and trade openness, however, increase the size of abnormal 
returns after a natural disaster. The parameter estimates are both positive 
and significant. 

Column II reports the results from our alternative measure of disaster 
predictability based on disaster deaths. The parameter estimate for the 
deviation from expected deaths is positive and significant, in line with our 
expectations. Recall that a negative value for the observation means that 
more deaths than expected occurred. Therefore, the positive coefficient 
means that when actual deaths are more than expected, returns in the 
market are lower than they would have been. The predictability of the 
disaster influences how markets respond to it. In this specification, trade 
openness and wealth are again positive and significant. We included an 
alternative measure of democracy, using raw Polity scores. Surprisingly, the 
parameter estimate is negative and statistically significant, suggesting that 
financial markets in democracies are more adversely affected by natural 
disasters than those in more authoritarian regimes.  

Column III reports the results from terrorist incidents. No parameter 
estimate achieves statistical significance. The deviation from expected deaths 
measure has no effect on abnormal returns in the wake of a terrorist incident. 
We attribute this null finding to the unpredictability of terrorist events. 
Because there is little pattern to these incidents, market actors cannot form 
expectations about where they are likely to occur. Further, because an 
individual terrorist incident rarely has a major impact on a country’s 
economic infrastructure, market actors are probably not basing their 
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investment decisions on their expectations of a terrorist incident. Other 
concerns, including the policy environment and the possibility of a 
catastrophic natural disaster, are more likely to be important to an investor. 
Each terrorist incident, therefore, comes as a surprise, but is likely to have 
little lasting impact on the markets. 
 

TABLE 1. CUMULATIVE ABNORMAL RETURNS AND THE PREDICTABILITY OF EVENTS 
 

Natural Disasters Terror Incidents  
I II III 

0.02*** 0.010* -0.005 
Trade Openness(t-1) 

(0.007) (0.006) (0.006) 
0.016*** 0.012*** 0.003 

Log [Real GDPPC(t-1)] 
(0.005) (0.004) (0.006) 

 -0.001* -0.002 
Democracy Polity Score (t-1) 

 (0.001) (0.001) 
-0.002   

Democracy Dummy 
(0.009)   

-0.0009* -0.001 -0.000 
Time Trend 

(0.0005) (0.001) (0.000) 
3.33e-11*   

Physical Exposure to Disasters 
(1.86e-11)   

-5.23e-10***   
Total Persons Affected 

(1.90e-10)   
 0.000*** 0.000 

Deviation from Expected Deaths 
 (0.000) (0.000) 

1.59 1.393 0.362 
Constant 

(1.03) (1.004) (0.850) 
Observations 561 563 788 

F 3.88 3.831 0.471 
Prob>F 0.0008 0.0000 0.2371 
Estimated via Robust Regression; standard errors in parentheses. Models II and III estimated with 
a set of country dummies. 
* p<0.10, ** p<0.05, *** p<0.01 

 
Table 2 analyzes the relative impact of natural disasters, terrorist 

incidents, and elections on abnormal returns. We expect that, given their 
relative predictability, elections will have less of an average impact on 
financial markets than either disasters or terrorism. We include dummy 
variables for disasters and terrorist incidents; the referent category is 
elections. The parameter estimates on disasters and terrorist incidents, 
holding all other variables constant, indicate that disasters and terrorist 
incidents produce negative CARs. This is as expected: by their very nature 
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disasters and terrorist events are unexpected and, as a consequence, result in 
negative returns. Interestingly, the disaster and terrorist incident CARs are 
significantly (statistically speaking) lower than those resulting from elections, 
but they do not differ from one another. In contrast, the average abnormal 
returns after an election are actually positive. This perhaps reflects the idea 
that elections resolve uncertainty about the future direction of economic 
policy and allow market actors to adjust their portfolios accordingly.  

Because we argue that market participants take into account the context 
of the shock, we interact the type of shock (disaster and terrorism) with our 
measures of international exposure and financial development. The parameter 
estimates and standard errors for these interactions are contained in Table 2. 
To aid in interpretation, however, we graph the estimated CAR for each event 
while holding the contextual variable (trade openness, capital market 
openness, and financial development as measured by per capita GDP) at its 
mean. In addition to the estimated CAR we also show the estimated 95% 
confidence interval to aid in hypothesis testing. 
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TABLE 2. CUMULATIVE ABNORMAL RETURNS: IMPACT OF ELECTIONS,  
DISASTERS AND TERRORISM, 1980-2005 

 

-0.311*** Natural Disaster 
(0.104) 
-0.299*** 

Terrorist Incident 
(0.095) 
0.031* 

Trade Openness(t-1) 
(0.018) 
-0.045* 

Log(Real GDPPC(t-1)) 
(0.024) 
0.010** 

Capital Openness(t-1) 
(0.004) 
-0.001 

Disaster*Trade 
(0.011) 
0.033*** 

Disaster*GDPPC 
(0.010) 
-0.007 

Disaster*Capital Openness 
(0.005) 
-0.007 

Terrorism*Trade 
(0.011) 
0.035*** 

Terrorism*GDPPC 
(0.009) 
-0.011** 

Terrorism*Capital Openness 
(0.004) 
-0.000 

Time Trend 
(0.001) 
1.041 

Constant 
(1.149) 

Observations 1612 
F 2.390 
Prob>F 0.012 

Estimated via Robust Regression; standard errors in 
parentheses. Model estimated with a set of country 
dummies. 
Dependent variable is the Cumulative Abnormal 
Return on MSCI equity indices as defined in the text. 
* p<0.10, ** p<0.05, *** p<0.01 
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Figure 1 indicates that, regardless of the level of openness or financial 
development, elections result in higher cumulative abnormal return than 
either disasters or terrorist incidents. In each case the effect is statistically 
different from both zero and from the CAR associated with disasters and 
terrorist incidents. What is surprising, however, is that while average levels of 
trade and capital market openness are associated with higher than average 
CARs, the same cannot be said of financial development. Though the CAR 
caused by an election is higher than caused by a disaster or terrorist attack at 
average levels of financial development, the overall effect of wealth is still 
negative. One possible explanation is that countries with broader and deeper 
markets have further to fall than less developed financial systems. 
 

FIGURE 1. ESTIMATED CAR (BASED ON TABLE 2) 
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2. The International Transmission of Shocks 

The analysis of abnormal returns indicates that exogenous shocks —especially 
natural disasters or terrorism— significantly reduce equity returns within 
countries. As equity markets become increasingly integrated, however, a shift 
in one country may be rapidly transmitted across national borders. In this 
section we ask if and how these equity market shocks move across markets. 
To ground the analysis, we first explore links between equity markets, 
showing how gravity variables, trade, exchange rate commitments affect 
investment patterns. Once we have established the mechanisms that connect 
markets, we then analyze the transmission of abnormal returns emanating 
from exogenous shocks.  
 
2.1. Linking National Equity Markets 
Following the literature on cross-border trade and asset holdings, we argue 
that bilateral investment is a function of “gravity” variables, trade 
dependence, capital openness and exchange rate commitments. Gravity 
models have typically been applied to models of bilateral trade.9 These 
models argue that variables such as distance and common language proxy for 
information and transaction costs, and contribute to increased trade flows. 
Martin and Rey (1999), for example, find that bilateral trade in assets is a 
negative function of the physical distance between countries.10 We contend 
that similar variables will influence cross-border asset flows. We include a 
variable measuring the distance between two countries. Information costs, 
however, may not be captured simply by distance. Therefore, we include 
three other variables that help to capture the costs inherent in doing business 
in other countries: common language (coded 1 if both countries share the 
same official language), shared border (coded 1 for contiguous countries) and 
colonial heritage (coded 1 if the two countries were ever in a colonial 
relationship). Standard gravity models argue that larger countries exert a 
larger gravitational pull and, consequently, should be associated with larger 
cross-border investments.11 We include population and GDP per capita to 
measure the economic and physical size of the two countries.  

                                                 
9 See Rose (2001) for a discussion and application of gravity models to bilateral international trade. Aviat and 
Coeurdacier (2004) apply a gravity model to bilateral banking and foreign direct investment and Eichengreen and 
Luengnaruemitchai (2006) use a gravity model to explain bilateral bond investments. 
10 Distance is measured using the great-circle formula. We use the distance between capital cities as it is a 
reasonable proxy for the location of financial centers. Data for distance as well as for common language, shared 
border and colonial heritage are from the Distances database produced by CEPII (www.cepii.fr). 
11 Both per capita GDP —measured in real terms— and population are drawn from the Penn World Tables (Mark 
6.2). 
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In addition to the standard gravity model variables, we contend that 
capital account openness, trade flows, and exchange rate commitments 
influence patterns of bilateral investment. We expect, all other things being 
equal, more open capital markets in both the source and the destination 
countries will be associated with larger stocks of bilateral equity investment. 
We use a measure of the openness of capital markets in countries i and j 
constructed by Chinn and Ito (2006). This measure ranges from -1.7 to 2.5 
with higher values representing more open capital accounts.  

Bilateral investment may also be a function of bilateral trade.12 If the 
parameter estimate is positive then there is support for the idea that trade 
and capital are complements; if it is negative then the inference is that they 
are substitutes. For our purposes the inclusion of bilateral trade (lagged to 
minimize problems of endogeneity) allows us to directly measure a pre-
existing economic linkage between two countries. 

Finally we examine the extent to which cross-border investment is a 
function of the use of a common exchange rate peg. In addition to stabilizing 
the external trading environment, one of the rationales for an exchange rate 
commitment is to enhance the possibility of cross-border investment. An 
exchange rate commitment reduces exchange rate risk and, in the absence of 
capital controls, helps interest rates to converge across countries. Exchange 
rate commitments where two countries are pegged to the same anchor, 
therefore, should enhance bilateral investment.13 We distinguish between 
countries pegged to the US dollar and those pegged within the European 
Monetary System.14  
 
2.2. Data 
To link national equity markets, we use the Coordinated Portfolio Investment 
Survey (CPIS) which reports data on the stock of cross-border asset holdings by 
the economy of residence of the issuer. The survey contains information on 
cross-border holdings of equities, long-term debt securities, and short-term 
debt securities. The International Monetary Fund has compiled this survey 
each year from 2001-2005. Given the constraints imposed by our covariates, 
we use data for 52 source and 133 destination countries. The dependent 
variable for this part of the analysis is the log of bilateral international 
portfolio holdings of equities. 

                                                 
12 Bilateral trade is defined as the natural log of (1+exportsijt+importsijt) and is taken from the International 
Monetary Fund’s Direction of Trade Statistics on CD-Rom (December, 2006). 
13 We use the codings of de facto exchange rate regimes derived by Reinhart and Rogoff (2004) and treat as pegged 
countries with exchange rate regimes classifications equal to or less than 4 (de facto peg).  
14 The US is considered part of the dollar peg and Germany is part of the EMS peg. 
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We estimate a model of the following specification: 
 
ln(equityijt ) =α + β1 ln(distanceij )+ β2(Common Languageij )+ β3(Shared Borderij )+

β4 (Colonial Heritageij )+ β5 ln(Populationit−1)+ β6 ln(Population jt−1)+
β7 ln(GDPPCit−1)+ β8 ln(GDPPC jt−1)+δ1(KAOPENit−1)+δ2(KAOPEN jt−1)+
δ3(Tradeijt−1)+δ4 (Pegged Exchange Rateijt−1)+ εijt

 
Where the dependent variable is the natural log (plus 1) of bilateral equity 

investments. We estimate this equation via OLS and report Newey-West 
standard errors, which are robust to heteroscedastic and serially correlated 
errors. 
 
2.3. Results 
The first column of Table 3 reports the results of estimating the augmented 
gravity model on the stock of bilateral equity stock. Columns 2-4 of Table 3 
substitute alternative dependent variables —total bilateral investment, short 
term investment and long term investment— and represent robustness checks. 

All of the gravity variables are correctly signed and are statistically 
significant. Bilateral equity investment is higher between countries that are 
closer to one another and where there are lower information costs as 
measured by the dummies for common language, shared border, and colonial 
heritage. Larger economies, as predicted by the gravity equation, also have 
larger stocks of bilateral equity investments.  

The variables measuring economic linkages are also correctly signed and 
statistically significant. Capital market openness —in both the sending and 
receiving countries— is positively associated with equity investment. The 
same can be said of bilateral trade: countries that trade more with one 
another are also invest more in one another. We also find support for the 
conjecture that exchange rate regimes help stabilize expectations —countries 
that share a pegged exchange rate regime have higher cross-border 
investment than those that do not. 
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TABLE 3. INTERNATIONAL LINKAGES AND BILATERAL INVESTMENT: 2001-2005 

 

 
 

Equities 
 

Total Investment 
Short Term 
Investments 

Long Term 
Investments 

-0.068* -0.293*** -0.275*** -0.342*** 
Log (distance) 

(0.036) (0.033) (0.039) (0.035) 
0.225*** 0.202*** 0.187** 0.028 

Common Language 
(0.077) (0.060) (0.078) (0.066) 

0.795*** 0.395** 0.685*** 0.445*** 
Shared Border 

(0.173) (0.154) (0.217) (0.162) 
0.509*** 0.730*** 0.663*** 0.560*** 

Colonial Heritage 
(0.158) (0.134) (0.174) (0.130) 

-0.050** 0.031 0.001 0.039* 
Origin: Log [Population (t-1)] 

(0.023) (0.020) (0.022) (0.022) 

0.221*** 0.266*** 0.105*** 0.285*** 
Dest: Log [Population (t-1)] 

(0.020) (0.018) (0.018) (0.020) 

1.161*** 1.294*** 0.586*** 1.445*** 
Origin: Log [Real GDPPC (t-1)] 

(0.050) (0.045) (0.046) (0.048) 
0.652*** 0.959*** 0.394*** 1.022*** 

Dest: Log [Real GDPPC (t-1)] 
(0.033) (0.030) (0.027) (0.032) 

0.124*** 0.121*** 0.169*** 0.138*** 
Dest: Capital Openness (t-1) 

(0.016) (0.015) (0.012) (0.015) 
0.175*** 0.198*** 0.061*** 0.204*** 

Origin:Capital Openness (t-1) 
(0.017) (0.015) (0.013) (0.016) 

0.375*** 0.360*** 0.161*** 0.281*** 
Log [Bilaterial Trade (t-1)] 

(0.019) (0.018) (0.018) (0.019) 
0.742*** 0.801*** 0.657*** 1.021*** 

Both Countries Peg (t-1) 
(0.053) (0.047) (0.051) (0.050) 

-19.938*** -23.321*** -8.951*** -25.416*** 
Constant 

(1.110) (0.964) (1.010) (1.031) 

Observations 14442 17245 12220 14200 

F 582.960 1034.291 166.567 858.106 

Prob>F 0.0000 0.0000 0.0000 0.0000 

Estimated via OLS; heteroscedastic and autocorrelation consistent standard errors in parentheses 
* p<0.10, ** p<0.05, *** p<0.01 
 
2.4. The Transmission of Shocks 
Now that we have established that capital markets, exchange rate regimes, 
and trade dependence condition cross-border investment, we are in a position 
to explore whether and how equity market shocks are transmitted across 
borders. The question is: Do natural disasters, terror incidents, and elections 
in one country affect equity markets in other countries?  
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Our approach is to calculate abnormal returns in country i for events that 
occur in country j. In order to see if events in country j are transmitted to 
country i we proceed as follows: 

o Step 1: Define the estimation, event and prediction periods with 
reference to an event in country j. 

o Step 2: Estimate the APT model (equation 1) for returns in country i 
and calculate abnormal returns around each event (election, 
disaster and terrorist) in country j. 

o Step 3: Repeat steps 1 and 2 for each country j. 
This process results in a dyadic data set that contains the cumulative 

abnormal return (CAR) for every country-pair i,j around each event in country 
j. For ease of exposition, we refer to country i as the destination country and 
country j as the origin country. We have a total of 40,199 dyadic events —
8,968 surrounding elections, 11,612 surrounding disasters and 19,525 
surrounding terrorist incidents.15 

Since trade ties, capital account openness, and exchange rate 
commitments foster bilateral investment, we expect that these linkages will 
also play a role in the cross-border transmission of exogenous shocks. The role 
that these linkages play in the transmission of shocks is, however, ambiguous. 
The first possibility is that the shock may be contagious —the shock will be 
carried from market to market based on the strength of trade, investment and 
exchange rate ties. If shocks are contagious then we expect a positive 
correlation between cumulative abnormal returns in the origin and destination 
countries. On the other hand, exogenous shocks may provide an opportunity 
for global investors to diversify their portfolios. If a negative shock hits 
Canada, for example, investors may turn their attention to the United States 
as a way of hedging their risk exposure. Consequently, a negative cumulative 
abnormal return in Canada may result in a positive return in the United 
States. The logic works in the other direction as well. If markets respond 
positively to a shock hitting Canada, equity capital may leave United States 
and flow into Canada. 

It is also possible that returns in countries i and j are be positively 
correlated if they are a function of shocks in the international system. We 
guard against that possibility by including the factors used in our APT model 
(averages of the MSCI World Index, Gold Price and Oil Price for the prediction 
period) as controls. We also control for gravity factors —common language, 
bilateral distance and colonial relationship as well as for attributes of the 
destination country that are constant over time.16 Finally, we control for the 
size of the economy by constructing a ratio of the destination country’s GDP 
to that of the origin (the “wealth” ratio). 

                                                 
15 Most of the disasters and terrorist events occur in the United States. Eliminating these events from the sample 
does not alter the results. 
16 The inclusion of both distance and destination dummies resulted in us dropping shared border from the model. 
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We again use ordinary least squares regression with Newey-West standard 
errors to account for serially correlated and heteroscedastic errors. 
 
2.5. Results 
Table 4 reports the results of modeling the cumulative abnormal returns in 
the destination country. The parameter estimate for cumulative abnormal 
return in the origin country is positive signed and statistically significant. We 
can safely reject the null hypotheses that the CARs across countries are not 
correlated. Moreover, higher (lower) abnormal returns in the origin country 
are associated with higher (lower) abnormal returns in the destination. Shocks 
appear to be contagious. The APT control variables are also correctly signed —
cumulative abnormal returns in the destination country are higher with higher 
values of the world index and the price of gold and lower with lower values in 
the price of oil. While the gravity variables are generally not statistically 
significant —with the exception of colonial relationship— the destination 
dummy variables (not reported) are significant. National differences exist in 
the size of the destination CAR.  

The model in column 2 explores whether the cross-border transmission of 
shocks depends on the nature of the shock in question. We include dummy 
variables for disasters and terrorist incidents and interact them with the 
cumulative abnormal return in the origin. The reference category is shocks 
associated with an election; the coefficient on the cumulative abnormal 
return entered by itself refers to a CAR generated by an election.  

The dummy variables for disasters and terrorism are statistically different 
from one another and from the omitted category. All other things being equal 
(including the size of the origin country’s CAR), an election in country j 
results in a positive CAR in country i while disasters and terrorist incidents 
result in negative abnormal returns. The magnitude of terrorist incidents is 
almost three times as large as disasters. This suggests that the transmission of 
shocks depends on the predictability of events in country j. With “surprise” 
events such a disaster or a terrorist incident, all markets are hurt. With 
predictable elections, however, market actors can make adjustments to 
balance their risk by spreading portfolio risk across countries. 
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TABLE 4. CUMULATIVE ABNORMAL RETURNS ACROSS BORDERS: IMPACT OF ELECTIONS, 
DISASTERS AND TERRORIST INCIDENTS 

 
 1 2 3 4 5 

0.089*** 0.066*** 0.055*** 0.063*** 0.064*** 
CAR in Origin 

(0.003) (0.005) (0.005) (0.006) (0.006) 

 -0.027* -0.028* -0.026* -0.048*** 
Disaster 

 (0.014) (0.015) (0.015) (0.014) 

 -0.085*** -0.100*** -0.086*** -0.085*** 
Terrorism 

 (0.013) (0.014) (0.014) (0.013) 

 0.009 -0.000 0.031*** 0.010 
CAR*Disaster 

 (0.008) (0.009) (0.010) (0.010) 

 0.044*** 0.025*** 0.057*** 0.057*** 
CAR*Terrorism 

 (0.006) (0.007) (0.008) (0.008) 

0.056*** 0.040*** 0.029*** 0.026** 0.031*** 
Log(MSCI World Index) 

(0.010) (0.011) (0.011) (0.012) (0.013) 

0.455*** 0.460*** 0.457*** 0.488*** 0.476*** 
Log(Gold Price) 

(0.030) (0.030) (0.032) (0.031) (0.036) 

-0.175*** -0.184*** -0.161*** -0.185*** -0.183*** 
Log(Oil Price) (0.014) (0.014) (0.015) (0.014) (0.014) 

-0.009 -0.010 -0.005 -0.016 -0.010 
Common Language 

(0.016) (0.017) (0.018) (0.017) (0.016) 

0.001 -0.002 -0.011* -0.003 -0.003 
Log(Distance) 

(0.005) (0.006) (0.006) (0.006) (0.006) 

-0.007** -0.061** -0.046* -0.052** -0.054*** 
Colonial Relationship (0.025) (0.025) (0.025) (0.025) (0.023) 

0.167*** 0.241*** 0.172*** 0.246*** 0.257*** 
Wealth Ratio 

(0.052) (0.053) (0.058) (0.054) (0.059) 

  -0.449***   Destination's Trade 
Concentration   (0.072)   

  0.870***   
CAR*Trade Conc   (0.151)   

  0.782***   
Disaster*CAR*Trade Conc 

  (0.212)   

  0.971***   
Terrorism*CAR*Trade Conc 

  (0.199)   

   0.024***  
Capital Openness(t-1) 

   (0.007)  

   -0.001  
CAR*Cap Open 

   (0.003)  

   -0.010*  
Disaster*CAR*Cap Open 

   (0.005)  

   -0.005  
Terrorism*CAR*Cap Open 

   (0.004)  

    -0.069*** 
Exchange Rate Peg     (0.010) 
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 1 2 3 4 5 

    0.020** 
CAR*Exchange Rate Peg 

    (0.009) 

    -0.015 
Disaster*CAR*Fix 

    (0.016) 

    -0.036*** 
Terrorism*CAR*Fix 

    (0.012) 

-2.320*** -2.252*** -2.097*** -2.590*** 1.196*** 
Constant 

(0.226) (0.226) (0.241) (0.239) (0.011) 

Observations 40105 40105 35523 37452 40199 

F 37.95 37.066 35.121 32.009 23.365 

Prob>F 0.0000 0.0000 0.0000 0.0000 0.0000 

Estimated via Robust Regression; standard errors in parentheses. All models include a set of destination 
country dummy variables; estimates and standard errors not reported to conserve space. 
* p<0.10, ** p<0.05, *** p<0.01 
 

To get a sense of the correlation of cumulative abnormal returns across 
events we graph these relationships in Figure 2. The shaded areas in Figure 2 
correspond to 95% confidence intervals derived from the parameter estimates 
on the CAR variable, event dummies, and their interactions. All three lines 
are positively sloped indicating that higher (lower) returns associated with 
elections, terrorist incidents or disasters in the country of origin are related 
with higher (lower) returns in the destination country. The 95% confidence 
intervals for elections and disasters overlap almost entirely suggesting that 
there is little substantive (and no statistical) difference in the magnitude of 
the transmission of these shocks across borders. Terrorist incidents, on the 
other hand, exhibit significantly higher correlation across borders. 

Given that the shocks from elections, disasters and terrorism are 
correlated across countries, to what extent do trade links, capital market 
openness, and exchange rate commitments amplify (or mitigate) them? 
Column 3 includes a measure of the trading relationship between the origin 
and destination countries. Rather than simply using a measure of bilateral 
trade, for each destination country (and each year) we calculate the 
percentage of total trade it has with each origin country. This variable 
indicates the destination country’s trade concentration with each country of 
origin and provides a signal about how potentially vulnerable the destination 
is to a shock coming from a particular origin country. We interact this 
measure of trade concentration with the CAR in the origin and with disasters 
and terrorist incident dummies. 
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FIGURE 2. CROSS BORDER CORRELATION OF CUMULATIVE ABNORMAL RETURNS 
 

 
Note: Estimates and 95% confidence interval based on column 1 of table 4. 
 

Again, given the complex interactions it is easier to see the statistical 
results through graphs. In Figure 3 we plot the predicted CAR in the 
destination country on the y-axis against the destination country’s trade 
concentration on the x-axis. To ease interpretation we set the origin country 
CAR at +1 and -1 (these correspond to the median positive and negative CARs) 
so that we can examine the consequences of both positive and negative 
shocks. 
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FIGURE 3. TRADE CONCENTRATION THE TRANSMISSION  

OF CUMULATIVE ABNORMAL RETURNS 
 

 
Note: Estimates and 95% confidence interval based on column 2 of table 4. 
  

The interaction between the type of event and the degree of the 
destination country’s trade concentration is interesting. For positive CARs  
—those events when the market does better than expected— increased trade 
concentration leads to higher cumulative abnormal returns in the destination. 
This effect, however, is not very large, especially for elections where the 
slope is relatively flat. Higher abnormal returns as a consequence of disasters 
or terrorist incidents are not different (statistically speaking) from one 
another as the 95% confidence intervals exhibit significant overlap but the 
effect is different from zero, again indicating a positive transmission of the 
origin country’s CAR. 

Negative CARs in the origin country, on the other hand, trade 
concentration has a more pronounced impact both statistically and 
substantively. Trade links help transmit the negative abnormal returns from 
exogenous shocks from the origin country to the destination. The 95% 
confidence intervals across the different events do overlap slightly but not 
enough to reject the null that the mean effect for each shock is different 
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from one another. Elections have the smallest effect and terrorist incidents 
the largest effect.  

Column 4 examines the role of capital market policies in the transmission 
of equity market shocks. We include the Chinn-Ito measure of capital market 
openness for the destination country and interact it as we did with trade 
concentration above. The interactions between the type of shock, the CAR in 
the origin and the destination’s level of capital market openness are graphed 
in Figure 4. Again we set the origin country’s CAR at +1 and -1 to ease 
interpretation. For positive CARs in the origin we observe a very small effect 
on the destination country. It is statistically significant for the three types of 
events only when capital markets are open (specifically, when the Chinn-Ito 
measure exceeds zero). At no level of capital market openness are these 
types of shocks different from one another. 

 
FIGURE 4. CAPITAL OPENNESS IN THE DESTINATION COUNTRY AND THE 

TRANSMISSION OF CUMULATIVE ABNORMAL RETURNS 
 

 
Note: Estimates and 95% confidence interval based on column 3 of table column 4. 
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A negative CAR in the origin country, however, tells a different story. All 
three types of shocks are different from zero and are different from each 
other (at least until we get to the upper limit of capital market openness). 
The positive slope of these lines can be interpreted as follows: while a 
negative shock in the origin decreases returns in the destination country, that 
effect gets smaller the more open the destination’s capital markets. This is 
consistent with models of capital account liberalization, which suggest that in 
times of turbulence investors seek out safer waters. A credible signal of policy 
stability is the degree to which capital markets are open. 

Finally, we consider the extent to which exchange rate pegs increase the 
transmission of equity market shocks. Again, we include a dummy variable if 
both countries peg their exchange rate to the same currency. We include the 
exchange rate peg variable along with its interactions in column 5 and provide 
a graphical interpretation in Figure 5. 
 

FIGURE 5. EXCHANGE RATE REGIMES AND THE TRANSMISSION 
OF CUMULATIVE ABNORMAL RETURNS 

 

 
Note: Estimates and 95% confidence interval based on column 5 of table 4. 
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Figure 5 denotes positive CARs in the origin with the superscript P and 
negative CARs with the superscript N. Given the dichotomous nature of the 
exchange rate regime variable we plot the point estimate along with the 95% 
confidence interval. The information in Figure 5 is broadly consistent with the 
argument that pegged exchange rate regimes play a significant role in the 
transmission of shocks. Note initially that for each set of comparisons —be 
they positive vs. negative shocks within an exchange rate regime or positive 
vs. negative shocks across exchange rate regime— the point estimates for 
each event are statistically different from one another. Positive (negative) 
CARs in the origin are always associated with higher (lower) abnormal returns 
in the destination country and these differences are statistically significant. 
Comparing across exchange rate regimes we also note that both positive and 
negative CARs are significantly lower for all three types of shocks when the 
countries have a joint currency peg.  

International economic policies, therefore, play a key role in the global 
transmission of domestic shocks. While countries with greater trade 
concentration, more open capital markets and fixed exchange rate regimes 
have increased levels of bilateral investment, their financial markets are 
increasingly vulnerable to developments originating beyond their national 
borders. Negative exogenous shocks tend to spread from one economy to 
another. The same links that increase bilateral investment also foster 
contagion.  
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Conclusions 

The increasing integration of global capital markets provides both risks and 
rewards for national economies. Access to international markets provides an 
additional —and indeed an essential— source of financing for public and 
private enterprises. Integration also allows holders of capital to seek out the 
destination where they can obtain the highest possible return on their 
investment. Increased integration, however, also comes at a cost. Shocks 
originating in one part of the system can be rapidly transmitted to other parts 
often with dire consequences.  

Across industrial and emerging countries, we find consistent evidence that 
markets respond positively to electoral shocks and negatively to both disasters 
and terrorist incidents. This result is intuitive: elections generally bring an 
end to a period of political uncertainty regarding the future direction of 
economic policy.  

Disasters and terrorist attacks, on the other hand, are more difficult to 
predict. While it is difficult to predict the occurrence of a specific disaster, 
some countries are more vulnerable to natural disasters than others. 
Investors, therefore, can estimate the risk from a natural disaster as they 
allocate their portfolios. Terrorist incidents, however, are even more difficult 
to anticipate. Logic suggests that those incidents that can be anticipated are 
prevented by government authorities and, thus, never occur. Investors, 
therefore, are making decisions under conditions of near uncertainty. It is 
difficult to evaluate the probability of a terrorist attack. The difficulty of 
estimating the probability of terrorist attacks, in turn, makes it difficult to 
write contracts to insure against the events. A specific terrorist incident, 
therefore, almost always constitutes new information and produces a market 
reaction. Whether the uncertainty of terrorism is large enough to frighten off 
investment remains an open question. 

 C I D E   2 6  



Standing Tal l  When the Wind Shi f t s  

References  

Aviat, Antonin and Nicolas Coeurdacier, (2005), “The Geography of Trade in Goods 
and Asset Holdings”, unpublished manuscript, CNRS-EHESS-PNPC-ENS. 

Brown, S. and J. Warner, (1980), “Measuring Security Price Performance”, Journal 
of Financial Economics, 8:205-58. 

Brown, S. and J. Warner, (1985), “Using daily Stock Returns: The Case of Event 
Studies”, Journal of Financial Economics, 14:3-31. 

Campbell, J. A. W. Lo and A. C. MacKinlay, (1997), The Econometrics of Financial 
Markets, Princeton: Princeton University Press. 

Chinn, Menzie and Hiro Ito, (2006), “What Matters for Financial Development 
Capital Controls, Institutions, and Interactions”, Manuscript, University of 
Wisconsin. 

Eichengreen, Barry and Pipat Luengnaruemitchai, (2006), “Bond Markets as 
Conduits for Capital Flows: How Does Asia Compare?”, NBER Working Paper # 
12408. 

Fama, Eugene, (1991), “Efficient Capital Markets II”, Journal of Finance, 46:1575-
1618. 

Mickolus, Edward, Todd Sandler, Jean Murdock and Peter Flemming, (2006), 
International Terrorism: Attributes of Terrorist Events, 1968-2005 (ITERATE), 
Dunn Loring, VA: Vinyard Software. 

Portes, Richard and Helene Rey, (1999), “The Determinants of Cross-Border Equity 
Flows”, NBER Working Paper # 7336. 

Reinhart, Carmen M. and Kenneth S. Rogoff, (2004), “The Modern History of 
Exchange Rate Arrangements: A Reinterpretation”, Quarterly Journal of 
Economics, 119(1):1-48. 

Rose, Andrew K., (2001), “One Money, One Market: Estimating the Effect of a 
Common Currencies on Trade”, Economic Policy, 15(30): 7-46. 
 
 

D I V I S I Ó N  D E  E S T U D I O S  I N T E R N A C I O N A L E S   2 7  



 



 

Novedades 

DIVISIÓN DE ADMINISTRACIÓN PÚBLICA 

Cejudo, Guillermo, Critical Junctures or Slow-Moving Processes? The Effects of 
Political and Economic Transformations…, DTAP-186 

Sour, Laura, Un repaso de conceptos sobre capacidad y esfuerzo fiscal, y su 
aplicación para los gobiernos locales mexicanos, DTAP-187 

Santibañez, Lucrecia, School-Based Management Effects on Educational Outcomes: 
A Literature Review and Assessment of the Evidence Base, DTAP-188 

Cejudo, Guillermo y Sour Laura, ¿Cuánto cuesta vigilar al gobierno federal?, 
DTAP-189 

Cejudo, Guillermo, New Wine in Old Bottles: How New Democracies Deal with 
Inherited Bureaucratic Apparatuses…, DTAP-190  

Arellano, David, Fallas de transparencia: hacia una incorporación efectiva de 
políticas de transparencia en las organizaciones públicas, DTAP-191 

Sour, Laura y Munayer Laila, Apertura política y el poder de la Cámara de 
Diputados durante la aprobación presupuestaria en México, DTAP-192 

Casar, Ma. Amparo, La cultura política de los políticos en el México democrático, 
DTAP-193 

Arellano, David y Lepore Walter, Economic Growth and Institutions: The Influence 
of External Actors, DTAP-194 

Casar, Ma. Amparo, Los gobiernos sin mayoría en México: 1997-2006, DTAP-195 
 

DIVISIÓN DE ECONOMÍA  

Castañeda, Alejandro y Villagómez Alejandro, Ingresos fiscales petroleros y 
política fiscal óptima, DTE-382 

Dam, Kaniska, A Two-Sided Matching Model of Monitored Finance, DTE-383 
Dam, Kaniska, Gautier Axel y Mitra Manipushpak, Efficient Access Pricing and 

Endogenous Market Structure, DTE-384 
Dam, Kaniska y Sánchez Pagés Santiago, Deposit Insurance, Bank Competition and 

Risk Taking, DTE-385 
Carreón, Víctor, Di Giannatale Sonia y López Carlos, Mercados formal e informal 

de crédito en Mexico: Un estudio de caso, DTE-386 
Villagómez, Alejandro y Roth Bernardo, Fiscal Policy and National Saving in 

Mexico, 1980-2006, DTE-387  
Scott, John, Agricultural Policy and Rural Poverty in Mexico, DTE-388 
Hogan, William, Rosellón Juan y Vogeslang Ingo, Toward a Combined Merchant-

Regulatory Mechanism for Electricity Transmission Expansion, DTE-389 
Roa, Ma. José y Cendejas José Luis, Crecimiento económico, estructura de 

edades y dividendo demográfico, DTE-390 
Kristiansen, Tarjei y Rosellón Juan, Merchant Electricity Transmission 

Expansion: A European Case Study, DTE-391 

 



 

DIVISIÓN DE ESTUDIOS INTERNACIONALES 

Schiavon, Jorge y Velázquez Rafael, El 11 de septiembre y la relación México- 
Estados Unidos: ¿Hacia la securitización de la agenda?, DTEI-150 

Velázquez, Rafael, La paradiplomacia mexicana: Las relaciones exteriores de las 
entidades federativas, DTEI-151 

Meseguer, Covadonga, Do Crises Cause Reform? A New Approach to the 
Conventional Wisdom, DTEI-152 

González, Guadalupe y Minushkin Susan, Líderes, opinión pública y política 
exterior en México, Estados Unidos y Asia: un estudio comparativo, DTEI-153 

González, Guadalupe y Minushkin Susan, Leaders, public opinion and foreign 
policy in Mexico, the United States, and Asia: a comparative study, DTEI-154 

González, Guadalupe y Minushkin Susan, Opinión pública y política exterior en 
México, DTEI-155 

González, Guadalupe y Minushkin Susan, Public opinion and foreign policy in 
Mexico, DTEI-156 

Ortiz Mena, Antonio, El Tratado de Libre Comercio de América del Norte y la 
política exterior de México: lo esperado y lo acontecido, DTEI-157 

Ortiz Mena, Antonio y Fagan Drew, Relating to the Powerful One: Canada and 
Mexico’s Trade and Investment Relations with the United States, DTEI-158 

Schiavon, Jorge, Política exterior y opinión pública: México ante el mundo, DTEI-
159 

DIVISIÓN DE ESTUDIOS JURÍDICOS 

Fondevila Gustavo, Estudio de percepción de usuarios del servicio de 
administración de justicia familiar en el Distrito Federal, DTEJ-14 

Pazos, Ma. Inés, Consecuencia lógica derrotable: análisis de un concepto de 
consecuencia falible, DTEJ-15 

Posadas, Alejandro y Hugo E. Flores, Análisis del derecho de contar con un juicio 
justo en México, DTEJ-16 

Posadas, Alejandro, La Responsabilidad Civil del Estado /Análisis de un caso 
hipotético, DTEJ-17 

López, Sergio y Posadas Alejandro, Las pruebas de daño e interés público en 
materia de acceso a la información. Una perspectiva comparada, DTEJ-18 

Magaloni, Ana Laura, ¿Cómo estudiar el derecho desde una perspectiva 
dinámica?, DTEJ-19 

Fondevila, Gustavo, Cumplimiento de normativa y satisfacción laboral: un 
estudio de impacto en México, DTEJ-20 

Posadas, Alejandro, La educación jurídica en el CIDE (México). El adecuado 
balance entre la innovación y la tradición, DTEJ-21 

Ingram, Matthew C., Judicial Politics in the Mexican States: Theoretical and 
Methodological Foundations, DTEJ-22  

Fondevila, Gustavo e Ingram Matthew, Detención y uso de la fuerza, DTEJ-23 

 



 

DIVISIÓN DE ESTUDIOS POLÍTICOS  

Lehoucq, Fabrice E., Structural Reform, Democratic Governance and Institutional 
Design in Latin America, DTEP-188 

Schedler, Andreas, Patterns of Repression and Manipulation. Towards a 
Topography of Authoritarian Elections, 1980-2002, DTEP-189 

Benton, Allyson, What Makes Strong Federalism Seem Weak? Fiscal Resources and 
Presidencial-Provincial Relations in Argentina, DTEP-190 

Crespo, José Antonio, Cultura política y consolidación democrática (1997-2006), 
DTEP-191 

Lehoucq, Fabrice, Policymaking, Parties and Institutions in Democratic Costa 
Rica, DTEP-192 

Benton, Allyson, Do Investors Assess the Credibility of Campaign Commitments? 
The Case of Mexico’s 2006 Presidential Race, DTEP-193 

Nacif, Benito, Para entender las instituciones políticas del México democrático, 
DTEP-194 

Lehoucq, Fabrice, Why is Structural Reform Stangnating in Mexico? Policy Reform 
Episodes from Salinas to Fox, DTEP-195 

Benton, Allyson, Latin America’s (Legal) Subnational Authoritarian Enclaves: The 
Case of Mexico, DTEP-196 

Hacker, Casiano y Jeffrey Thomas, An Antitrust Theory of Group Recognition, 
DTEP-197 

DIVISIÓN DE HISTORIA 

Pipitone, Ugo, Aperturas chinas (1889, 1919, 1978), DTH-34 
Meyer, Jean, El conflicto religioso en Oaxaca, DTH-35 
García Ayluardo Clara, El privilegio de pertenecer. Las comunidades de fieles y la 

crisis de la monarquía católica, DTH-36 
Meyer, Jean, El cirujano de hierro (2000-2005), DTH-37 
Sauter, Michael, Clock Watchers and Stargazers: On Time Discipline in Early-

Modern Berlin, DTH-38 
Sauter, Michael, The Enlightenment on Trial…, DTH-39 
Pipitone, Ugo, Oaxaca prehispánica, DTH-40 
Medina Peña, Luis, Los años de Salinas: crisis electoral y reformas, DTH-41 
Sauter, Michael, Germans in Space: Astronomy and Anthropologie in the 

Eighteenth Century, DTH-42 
Meyer, Jean, La Iglesia católica de los Estados Unidos frente al conflicto religioso 

en México, 1914-1920, DTH-43 
 

 



 

Ventas 

El Centro de Investigación y Docencia Económicas / CIDE, es una institución 
de educación superior especializada particularmente en las disciplinas de 
Economía, Administración Pública, Estudios Internacionales, Estudios 
Políticos, Historia y Estudios Jurídicos. El CIDE publica, como producto del 
ejercicio intelectual de sus investigadores, libros, documentos de trabajo, y 
cuatro revistas especializadas: Gestión y Política Pública, Política y 
Gobierno, Economía Mexicana Nueva Época e Istor. 
 
Para adquirir alguna de estas publicaciones, le ofrecemos las siguientes 
opciones:  
 

VENTAS DIRECTAS: 
 

Tel. Directo: 5081-4003 
Tel: 5727-9800 Ext. 6094 y 6091 
Fax: 5727 9800 Ext. 6314 

 
Av. Constituyentes 1046, 1er piso, 
Col. Lomas Altas, Del. Álvaro 
Obregón, 11950, México, D.F. 

VENTAS EN LÍNEA: 
 

Librería virtual: www.e-cide.com 
 

Dudas y comentarios: 
publicaciones@cide.edu 

 
 

¡Nuevo! 
 
Adquiera el CD de las colecciones completas de los documentos de trabajo 
de la División de Historia y de la División de Estudios Jurídicos.  
 

  
 
¡Próximamente! los CD de las colecciones completas de las Divisiones de 
Economía, Administración Pública, Estudios Internacionales y Estudios 
Políticos. 

 




