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— AToKOaAOTTOVV IPAYHATIKES ATOYELS
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¢ ZUVOALKO OVTIKTUTO GTNV OlKovouia

£V 01 £101KOT EMKEVIPMVOVTAL GTO TOGOTIKOTOGLUO OVTIKTUTO (HKPO
KOUHATL TOV GUVOALKOV)

Apa umopovv / mpémel va
EMMPEGLOVV ATOPACELC LOC;

* IIpotaon FutureMAP Defence Advanced Research
Projects Agency (Policy Analysis Market)

— “The FutureMAP research project was meant to explore the
power of futures markets to predict and thereby prevent
terrorist attacks. Futures markets have proven themselves to be
good at predicting such things as election results; they are often
better than expert opinions”

— AmocvpOnke kaAiokaipt 2003, pio pépa HETd TV TPOHTAGT TOL
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O1KOVOLUKT) oNUOcio TOMTIKOV afEBOIOTHTOV Kot
0CcQAIAGT TOVG;

Audkpion ctoynpatog Kot erévovong ()

Tapie 3: Major Events and Changes Jdn the SEP JIndex, 1941-1937

Event

Japansse bomb Pearl Harbor
US declares war against Japan

Roosevelt defeats Dewey

Roosevelt dies

Atomic bomka dropped on Japani
Hiroshima bomb
Nagasaki bowb; Russia delcares war
Japaness gurrander

Truman defeats Dewey

North Korea invades South Korea
Truman to send US troops

Eisenhower defeats Stevenson
Eisenhowser suffers heart attack
Elsenhower defents Stevenson
V-2 shot down; US admits spying
Kennedy defeats Nixon

Bay of Pigs invesion announced,

1
details released over several days

cuban Missile Crisis begins:
Kennedy anncuncas Russian buildup
Saviet letter stresses peace
Formula to end dispute reached

Kennedy assassinated;
Orderly trensfer of power to Jchnson

US fires on Vietnames

anip
Jonnson defeats Goldwater

Johnson withdraws from race; halta
Vietnamese raids: urges peace talks

Robert Kennedy asgascinated

Nixon defeats Humphrey

Date Percent Change

Dec. 6, 1941 -4.37%

Dec. 8, 19541 -1.23%

Hov. 8, 1514 -6.15%

Apr. 13, 1845 1.07%

Aug. 6, 1945 - 0.27%

Aug. 5, 1545 1.65%

AuUg. 17, 1945 —0.54%

Nav. 3, 19as —-4.61%

June 26, 1350 =5,36%

June 27, 1950 -1.10%

Nov. 5, 1952 0.28%

Sep. 26, 1955 -6.62%

Rew. 7, 1856 -1.03%

May 9, 1960 0.09%

Hov. 9, 1960 a.44%

ApE¥. 17, 1961 a.47t

Apr. 18, 1961 -0.72%

Apr. 19, 1961 —-0.59%

act. 23, 1962 —2.67%

act. 24, 1962 3.22%

cct. 29, 1962 2.16%

Nav. 22, 1963 -z.81%

Nov. 26, 1963 31.98%

Aug. 4, 1964 -1.25%

Haov. 4, 19sa -0.05%

apr. 1, 1968 2.53% Amd: Cutler, Poterba and

Summers, 1988, What

AL g 2 bl SChEA] moves stock prices?
HNow. 6, 1968 0.Ll6%

T

Nixon inposes price controls, regquests Aug. 16, 1971
Federal tax cuf; strengthens dollar

Nixon detsats Mcdovern Fov. 8, 1872 0.55%
Haldeman, Ehrlichnan, Dean, Tesign Rpr. 30, 1973 -0.24%
Dman tells Senate about Kixon cover-up Juna 25, 1873 -1.40%
Spite Agnav resigna oct. 10, 1973 ~0.83%
Carter defeats Ford Fev. 3, 1876 -1.14%
Volcker appointed to Fed July 25, 1979 1.09%
Fed announces major policy changes oct. &, 1979 ~1.25%
Soviet Union invades Afghaniatan Dec. 26, 1979 o.11%
Attenpt to freée Iranian hestages fails Apr. 26, 1990 0.73%
Reagan defeats Carter Nov. 5, 1980 1.77%
Reagan shot; NYSE closes early: Mar, 30, 1981 -0.273%
reopens mext day Mar. 31, 1981 1.28%
US Marines killed in Lebanon oct. 24, 1983 0.02%
US lnvades Crenada oct. 25, 1983 0.20%
Reagan defeats Mondale Nov. T, 1984 1.092
House votes for Tax Reform Act of 1986 Dac. 18, 1985 -0.10%
Chernobyl nuslear reactor meltdown; Apr. 29, 1986 -1.06%
detaila’ relsased over several days Apr. 230, 1986 -2.07%
Senate Commlttee votes for tax reform May 7, 1386 -0.43%
Gremnspan named to replace volcker June 2, 1987 ~0.47%
Important Events

Averaga Absolute Return 1.46%

Standard Deviatien of Returns 2.08%
All bays Since 41

Avarage Absolute Retus a.s51

rn
Standard Deviation of Returna 0.82%

Table 4: Fiftv Lardest Postwar Movements in S4P Index and Their “causes-
DLate Pexcepk Change  MNew York Times Explanation

1 Oct. 19, 1387 -20.47%

2 oct. 21, 1987 9.10%

3 oOct. 26, 1987 nB.28%

4 sep. 3, 1946  =6.73%
5 May 28, 1062 -6.68%
6 Sep. 28, 1955 -6.62%
7 Jun. 26, 1950 -5.38%
& ozt. 20, 1987 5.33%
9 sep. 9, 19486  -5.24%

16 oct. 18, 1987  -5.16%

11 Way 27, 1970 5.02%

12 Sep. 11, 1986 -4.51%

13 Aug. 17, 1982 4.76%
14 HMay 29, 1962 4.65%

15 Nov. 3, 1948 -4.61%
16 oot. 9, 1974 4.60%
17 Feb. 25, 1946 -4.57%

18 oct. 23, 1957 4.49%

Worry over dollar decline and trade deficit
Fear of US not supporting dollar.

Interast rates continue to fall; deficit
talks in Washington: bargain hunting.

Tear of budget deficits; margin calls:
Teaction to falling foreign stocks

”...nu basic reason for the assault on
prices.®

Xennady forees rollback of steel price hike
Eisenhower suffers heart attack.

outbreak of Korean War.

Invastors looking fer "quality stocks®.

Labor unrest in maritime and trucking
industries.

Poar of trade deflcit; fear of higher
interest rates; tension with Iran.

Pumors of change in econemic policy. ™.
stock surge happened for no fundamental
reason.”

Forelgn governments refuse to lowsr lnteres
rates; crackdown on tripla witching
announced

Interest rates deckine.

optimlstic brokerage letters; institutional
and corporate buying: suggestiuns of tax cw

Truman defeats Dewey.
Ford to reduce inflation and imterest rates

Weakness in economic indicators over past
wesk

Eisenhower urges confidance in ecenomy.




Date  rercent chongs | New Yerk Times EXpISRatInn

19 oct. 29, 198% 4.46% peficit reducticn talks beyin; durable gocds
ordera increase; rallles oversear

20 Nev. S, 1948  -4.40% Further reaction to Truman victory over
Dewey.

21 Hov. €, 194§ —4.31% Prafit taking: Republican victories in
elactiona presage deflation

22 oct. 7, 1974 4.19% Hopea that Preaident Ford would anmounce
strong anti-inflationary measures

23 Wov. 30, 1987 -4.18%  Fear of dollar fall

24 Jul. 12, 1974 4.08% Reduction in new loan demands: loweT
inflation previous menth

25 oct. 15, 1946 4.01% Meat prices decontrolled; prospects of other
dacontrols

26 oct. 25, 1982 —4.00% Disappointment over Federal Resarve’s

e os failure to cut discount rates

27 MNow. 26, 1963 3.98% confidence in Praaidsnt Jchneon after
Kennedy assassinatlion

28 Nov. 1, 1978 3.97% Steps by Carter to strengthen dellar

9 . 22, 1987 .3.92%¢ TIranian attack on Fuwaiti oil tarminal:; fall

o ose {n markets overseas:; onalysts predict lower
prices

30 ocr. 29, 1974 3.91%4 Decline in short term interest rates; ease
in future menetary policy: lower oll prices

31 Nov. 3, 1982 3.98% Relief over small Demccratic victorles in
Housa

2 Feb. 19, 1946 -3.70% Fear of wage-price controla lowering

* h corporate profits; labay unrest.

33 Jum. 19, 1850  =3.70%  Korean War continues; fear of long war

34 Nov. 18, 1974 _3.67% Increase in unemployment rate; delay in coal

contract approval; fear of naw mid-East war

35 Apr. 22, 1980 3.54% PFall in chort term interest rates; analysts
express optimism

36 oOob. 31, 1946 3.863% Increase in commedity prices: prospects for
price decontxol

Rake Pexcent Change  Mew York Times Explanation

37 Jul. &, 1958 3.57%  Market optimisw triggered by GM stock aplit

38 Jun, 4, 1962  -3.55%t Profit taking; continuation of pravious
week’s decline

19 Aug. 20, 1982 3.54% Congrees passes Reagan tax bill; prime rate
ralis

40 Dec. 3, 1087  =3.53% zed selling; retail sales
Low

41 Sep. 19, 1974 3.50% Treasury Secretary Simon predicts decline in
short term interest rates

42 Dec, 9, 1946 3.44% Coal strike ends; railroad freight rate
increase

43 Jun., 29, 1962 3.44% *...ctock prices advanced strongly chiefly

because they had 4one down 8o long and so
far that a rally was due.*

48 Sep. 5, 1946 3.43% "Replacement buying” after earlier fall
45 Oct. 20, 1987 3.33%  Dollar stabilizes: increase in prices abroad
46 Jan. 27, 1975 3.27%  1BM wins appeal of antitrust caser shart

term interest rates dacline

47 oct. ¢, 1982 3.27% Tnterest rates fall; several large companies
announce increase in protits

48 Jul. 19, 1948 -3.26% Worry over Russian blockade of Berlin;
possibility of more price aontrels

49 Nov. 30, 1882 3.23%  "...analyste were at a loss to explain why

the Dow jumped o dramatically in the last
twe hours..."

50 Oct. 24, 1962 3.22%  Khrushchev promises no rash decislons on
Cubar. ¥issile Crisis; calls for Us-soviet
summit.

The last column is per the New york Timeg financial section or front page.

OKOVOUIKEC EMMTOGELS TOAELOV
npoPAéyelg eldikadv to 2003

Anpociovopiké K66Tog
o Zrpoatiotikod ($22-140 dig, mpoPfAéyipeg amokAicels)
*  Avaovykpotmon ($106-615 di1g g 2012)

TOVOMKO (www.costofwar.com)
o $172 o106 (22/5/2005)

*  $278 &1 (3/5/2006)

o $521 &g (19/5/2008)

*  $664 d1c (30/4/2009)

Ty metpelaiov

Xevapia yio 2004

1. Xwpic norepo, $18-24

2.Evkolog worepoc, $22

3.Tpnyopog morepog pe peydieg onmieteg, $30
4. Xnwikn eniBeon Ipdx og Iopank, $40

IMpoypotikotTnTa

~$48 (22/5/2005)
> $70 (3/5/2006)
>$50 (30/4/2009)
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MoKpOOTKOVOUIKES EMUTTOGELS

And:

* ANHOcG1oVoHIKO KOGTOG
— ZuviBmg 6pelog

o Twn metperaiov

* KAipa mpocdokidv

Nordhaus (2002)
* $75/Bapéh => 0.8% peimon AEII yuo 10 xpdvia

O1KOVOLIKEG EMMTTMOCELS TOAELOV
(tdpa)

* ANHoGlovopKo KOGTOG

— Zvvolkoé otig 19/5/2007 : $ 521 dig
( )
(AEII EAMGSag, 2006, E30581 — HITA, 2007 , $131p1g)
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Epunveia tipung og mbavotnta

“Hayek Hypothesis” yio poAo ayopdv yevikd

"Exovv apket peuotodtTo 68 GYEom e GALEG AyOpEC
Y10 TOAMTKG YEYOVOTO,

ApKeETA AMOTEAECHUATIKES

Tiég OAmV TV Tpobesok®V cupufoiainyv Kivovvtal
padi, Kot pe avopevOIEVO TPOTO

Emnpealoviot amd el0NGELG PE AVOUEVOUEVO TPOTO

Table 1: Comparing the Depth of Futures Markets

Active Traders

Monthly Volume

Total Volume
since Market

Opened
#Trades™ S Traded
Tradesports.com: “Saddam Security”
Ousted by Dec ‘02 About 9.000 active 17.658 $3.020 $14.084
traders of which 20.013 $70.388

Ousted by Mar ‘03

Ousted by June ‘03 2.500-3.,000 31407 $11.429 $78.351
participated in the
“Saddam Security™
market™
Towa Electronic Markets: U.S. Presidential Elections'’
1988 Vote Share 155 S1.335 $8.123
1992 Vote Share 592 3 §2.167 $21.445
1992 Winner-takes-all 471 35,104 $13.115 $51.316
1996 Vote Share 264 2,573 $404 $3.628
1996 Winner-takes-all 1,151 27,513 $5.796 $137.386
2000 Vote Share 802 4,521 $1.697 $17.576
2000 Winner-takes-all 963 42.259 $20.931 $130.058
Chicago Mercantile Exchange: S&P 500 Futures
S&P Futures traded in 2.725 individual 15 million S900 n.a.
January 2003 members + 60 billion (Opened
clearing firms 4/21/83)

(a) Estimates of TradeSports traders by John Delaney, CEO of Tradesports.

(b) #Trades adjusted to $1 units. (1988 lowa markets were claims for $2.50; Tradesports contracts are claims for $10.)

(c) Estimates of the lowa market derived from Berg, Nelson and Rietz (2001)

ATOTEAEGUATIKOTNTO, KTTOMTIKDOVY
TPOOEG UKDV 0yOpDV

* Tvyaio dadpoun

Fable 2: Tests of Pricing EMiciency of the “Saddam Security™

Dependent Variable: March Security June Security Combined Sample
ASaddam Security (Daily)

Panel A: Dickey Fuller Tests ASaddam Security=["Saddam Security(1-1)

Saddam Security(i-1) =1L 1M (L0155 -.081
(.047) (03T (03
-2.276 -1.591 B063"
(=250 =2.591) [ 1R.693)
i No N No
|p-value| [P 180] [p= B8]

* Alheg mnyég mAnpogopiag dev fonBovv oty
TPOPAEYTN TOVG

* Axopa kot Otov glvat YoUnAng peueToTnTagS,
dtvouv KoAEC TPOPAEWYELS

Yvumeprpopd TG / mpoPArendpuevng mbavotnTog

Figure 1: Daily Closing Prices on the Saddam Security

Saddam Securities: Probability Saddam is Ousted
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Appendin Az Major News Events

cws reveabed during our sample. The

Grerhard Schroeder wins

wmply with Inspections

s of s destructon

WMLD repusrt

n complianes

Yyéom mBavOTNTAG TOAEUOL KOl GTOT TILDV

$36

$21

Qil Price (West Texas Intermediate, $/Barrel)

$31

TETPEAAIOV
Spot Qil Price and the Probability of War

S e et F75%
Qil Price

$26 — — — — — b 50%

robability Saddam is OQusted
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- L 28%
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TG
A6 0 6 100% ~ avEnon Tipg kot $10

* Aot ta dev elval EexdBopn.

o Yuvnpntikn epunveia: Tdtot Tapdyovrteg
ennpedlovv Kot TG OVO TUUES
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Figure 3. Oil Futures and Saddam Security Prices
Pr(Saddam Qusted by June '03).
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Figure 5. Saddam security and the S&P 500
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, Yyéon e d1popovg TopElg owovouia
naparnpngslg XTahI::];I. ltl;mclol‘on n(:Epr(gabilil\gml sccmHndc\grclurns u g

Dependent variable: % Change in sector index

r r Long difference regressions (5 lags)
Avtictpoen oyxéon (oy. 5) Sector Coefficient S.E.
Consumer Discretionary -0.2187 (0.0537)
Consumer Staples 0.002 (0.032)
o , , o , Energy 0.028 ) (0.050)
10% m)éncn TCL@OWOTT]‘COLQ ~1.5% peioon S&P500 Oil and Gas Drilling 0.151 (0.052)
Oil and Gas Equipment -0.030 (0.090)
— Pearl Harbor 7.6% Oil and Gas Exploration 0.142°" (0.054)
Oil and Gas Refining 0.029 (0.049)
— Korean War 6.5% Finance 20,1647 (0.072)
Health Care -0.068 (0.041)
0,
— September 11 5.5% Industrials 20.072 (0.061)
Aerospace and Defense 0.060 (0.065)
Aerospace and Defense (excl. Boeing) 0.078 (0.067)
, r 7 Je Information Technology 204027 (0.099)
Oetikn oyéon pe TmBavotNTa Katdppevong (oy.6) v s 0,059
Gold mining 04817 (0.103)
Telecom 0,159 (0.056)
4 /. e r , I3 Transportation (0.040)
HO)\.’D uS’Y(X)»DTSpO Ol7to 0Tl 90( TEPLUEVALLE ATTO OVTIKTUTIO C& Airlines (0.113)
, 7 Utilities (0.076)
TUWEG TCSTpS)&(XlOD Notes: This table repeats the 5-day difference specification in Table 4 for the 11 S&P top-level

Eén’yg{ 35% 51(1@“(1\/680)\/ Tlu(bv sector indices, and selected sub-indices
* OeTikn oY€om UE YPLGO KO TETPEAALO

Yyéom Ue HETOYES O1EBVAC

Figmwe 11
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* Edwn evoucOnoio

A&oldynon npofAsyemv

Table 3. Ex-ante estimates of war effect on sectors and returns during the war

Ex-ante estimated effect of war Alpha

Raw refurn Alpha During War

Sector . S.E. S. (3714 to 4/9)
‘Consumer Discretionary (0.050) 0.034
Consumer Staples (0.035) -0.003
Energy (0.041) 0015
Oil and Gas Drilling (0.074) (0.076) -0.055
Oil and Gas Equipment (0.068) (0.066) -0.003
Oil and Gas Exploration (0.045) (0.043) -0.009
Oil and Gas Refining (0.065) (0.058) 0.010
Finance (0.064) (0.021) 0.016
Health Care (0.034) (0.017) 0.029
(0.051) (0.013) 0.016
and Defense (0.058) (0.037) -0.001
Information Technology (0.084) (0.038) ~0.077
Materials (0.049) (0.020) 0.002
Gold mining (0.130) (0.130) 0.033
Telecom (0.102) (0.062) -0.041
Transportation (0.036) 0.025
Airlines -0.399% = (0.090) -0.2 0.076
Utilities 0.046 (0.083) 0.102 0.031

Notes: This table repeats the S-day difference specification in Table 1 for the |1 S&P top-level sector indices and

selected sub-indices. Alphas are estimated using a single-factor model, with the beta estimated using daily data from
L1/1996 w0 63002002

* A&oAdynon piog TpdPreyng eivor 60cKoAN

* AvTiKTUTIOG GTOVG TOEIG NTOV O AVOLLEVOLLEVOG

['evikd cvunepdopato

* Avdivon odivet po OLOKANPOUEVT EKOVO OIKOVOLIKNG
oNUOGI10G TOAELLOV

* Evdceiéeig otu:
— Tuég kabopilovtat amd Tpocdokieg ayopmv!
— IIpocdoxkiec:
+ enmpedlovtal omd (TPOyLOTIKES) EWONOELS
* axpiPeic o€ oyéon pe dGArov gidovg Tpofriwelg
* Myotepo akpifeic amd 660 Oa BEhape

BipAoypagia
* ApBpo Leigh, Wolfers and Zitzewitz

SOUTAN PO UOTIKA:
Wolfers, J. and E. Zitzewitz, Using markets to inform policy: The
case of the Iraq war

Amihud, Y and A. Wohl, Political news and stock prices: The case
of Saddam Hussein contracts, Journal of Banking and Finance 28(4),
2004, 1185-1200




