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A Time for Reflections on Financial Contagion

Anticipating huge fall in 
demand from China, Saudis 
and Russians fail to negotiate 
cuts in production March 7-8

February 14 IMF highlights 
risk that virus might spread to 
countries with under-
resourced medical systems

Weekend of February 22-23 
reveals Beijing successful 
containment yet Italy/Milan 
cannot, discussion of 
potential loss of output

Source: Standard & Poor’s Capital IQ.

On January 23, Chinese 
leadership began unprecedented 
lockdown around Wuhan
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A Time for Reflections on Financial Contagion

“History confirms that crises are much like 
pandemics: they begin with the outbreak of a 
disease that then spreads, radiating outwards” 
Nouriel Roubini & Stephen Mihm (2010,  just 
after Influenza A/H1N1 pandemic)

Referring to the Russian “virus” and Asian “flu” around 
Thai baht devaluation, Russian default, LTCM collapse, 
Paul Krugman describes “it was as if bacteria that used to 
cause deadly plagues, but had long been considered 
conquered by modern medicine, had reemerged in a form 
resistant to all the standard antibiotics” (2009)

Source: Standard & Poor’s Capital IQ.
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Critical Reflections on Bae et al. (2003)

• NOT a model of time-varying correlations in returns

• A multivariate discrete choice model of “infections” of large 
market returns “exceedances;” “epidemics” across markets or 
“co-exceedances,” and “pandemics” across regions

• Daily returns, 17 Asian/LatAm markets, 1992-2000

• Econometrician chooses:
o Epidemics within regions? Pandemics across regions?
o Threshold events for an “infection” and “pandemics”
o Windows of co-exceedances to constitute epidemic
o Covariates as predeterminants (real & financial)

• Improve on our model for the COVID-19 contagion event? 
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A Time for Reflections on the Pace of Globalization

Source: McKinsey Global Institute (2014).Source: Lane and Milesi-Ferretti (2018, IMF Econ Rev)

!!!!

Source: McKinsey Global Institute (2014).Source: Institute for International Finance (April 8, 2020)

While cross-border foreign direct and portfolio flows have 
receded by 40% since the peak before the Global Financial 
Crisis overall, the pace has continued for EMs, especially FDI.
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A New Working Paper

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3574664&download=yes
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What does the paper find?

• We compute Tobin’s q ratios for 20,000 firms from 52 
countries across 2001 to 2018

o Confirm the well-known “valuation gap” of non-US 
firms to equivalent US firms

o Does the valuation gap evolves around GFC?

o Does valuation gap for emerging market firms evolve 
differently from that for developed market firms?

o Is financial globalization in reverse? Something else?

17.9% Divergence in Valuation 
Gap post-GFC …

…But divergence in gap 
of 39.3% only among 
developed market firms

Source: Doidge, Karolyi & Stulz (April 13, 2020)
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What is going on?

• What is not associated with EM vs DM gaps…
o Accounting conventions – capitalizing R&D
o Shifting industrial composition (tradeable goods, 

technology, resource sector)
o Shifting composition by firm attributes (rise of intangible 

assets, younger vs older firms)

• What is associated with EM vs DM gaps…
o Large decline in propensity of non-US firms to secondarily 

cross-list on US markets, especially among DMs (402 in 
2001 down to 256 in 2018 vs EMs holding steady at 112)

o Notwithstanding the resilience of “cross-listing premium”

• What might we learn about 2020?
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Falling off the COVID-19 Cliff…

Source: Institute for International Finance (J. Fortun and B. Hilgenstock, 
IIF Capital Flows Tracker – April 2020, April 1, 2020)

https://www.iif.com/Portals/0/Files/content/1_IIF_Capital%20Flows%20Tracker_April.pdf


Thank you!
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