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14.30-14.40 

 
 

Welcome and Introductions - A word from the CERF Director 

Professor Bart Lambrecht 
 

14.40-14.55 

 
SELF-FULFILLING CRISES AND COUNTRY SOLIDARITY 
 

Emile-Alexandre Marin (Faculty of Economics, CERF Scholar)  
 

Sovereign risk premia reflect investors’ beliefs for the equilibrium and off -equilibrium 

actions of international agents. This paper investigates the international dimension of 

self-fulfilling sovereign debt crises and characterizes self-interested bailouts (solidarity) and 

contagion. A credible bailout guarantee by a partner country or international agency 

can lower a debtor country’s borrowing costs and reduce the probability of belief driven 

default. However, time consistency undermines an international agent’s ability to commit 

to intervention. Investors internalise the probability that a bailout never materializes 

and this endogenously increases its cost. Hence solidarity will generally be insufficient 

to rule out non-fundamental equilibria. Moreover, when countries are heavily indebted, 

expectations of default in one country’s debt market can result in the default of its economic 

partner. While large international agents are able to resolve the coordination failure, 

in contrast to the market, they internalise spillover costs of default and cannot credibly 

enforce repayment. Introducing information asymmetries results in novel on-equilibrium 

debt dynamics. 

 

14.55-15.10 

 
PROBABILITY WEIGHTING, STOP-LOSS AND THE DISPOSITION EFFECT 
 

Alex Tse (Cambridge Judge Business School, CERF, Research Associate)  
 

Abstract: Prospect theory (PT) has long been linked with the disposition effect. Despite significant progress 

towards rigorously modeling the trading behavior of PT investors, the literature has been largely silent on the 

effect of probability weighting. We incorporate probability weighting into a continuous-time model of an asset 

sale and find that investors follow strategies which are stop-loss, but not of threshold form on gains and the 

optimal prospect is skewed with a long right-tail. Moreover, probability weighting enables a PT model to match 

the magnitude of the disposition effect in Odean (1998).  
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15.10-15.25 

 
ANCHORING, THE 52-WEEK HIGH AND POST-EARNINGS-ANNOUNCEMENT DRIFT 
 

Yuan Li (Cambridge Judge Business School, CERF, Research Associate)  
 

Abstract: Daily stock returns around positive earnings surprises are more muted when the stock prices are nearer 

their 52-week highs. Returns around subsequent earnings announcements are higher for these firms, suggesting 

under-reaction followed by a correction.  A symmetric pattern exists for stocks that experience negative 

earnings surprises whose prices are far below their 52-week highs.  A decomposition of monthly returns 

suggests that post-earnings announcement drift (PEAD) is largely explained by whether the stock prices are near 

or far from their 52-week highs when the extreme earnings news arrives. After accounting for the nearness of 

stocks’ prices to their 52-week highs, the contribution of earnings surprises to PEAD is insignificant.  These 

findings support the hypothesis that investors underreact to extreme earnings news because they anchor their 

beliefs about stocks’ values on the 52-week highs. 

 

 

15.25-15.45  

 
Refreshments 

 

15.45 – 16.00 
FINANCIAL CONTAGION IN NETWORKS; A MARKET EXPERIMENT 
 

Edoardo Gallo (Faculty of Economics, CERF Fellow)  
 

We investigate how the network structure of financial linkages and uncertainty about the location of a shock 

affect the likelihood of contagion and the formation of prices in a double auction experiment. Core-periphery 

networks are highly susceptible to contagion even for moderately sized shocks, and generate re sales of assets 

that exacerbate financial contagion beyond the mechanical role of network structure. In contrast, contagion is 

minimal on circle networks and equilibrium pricing survives even in the presence of large shocks. Uncertainty 

on the location of the shock has little influence. The traders' level of comprehension of the network-driven risk 

is predictive of their behavior and the likelihood of bankruptcy. 
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16.00-16.15 

 
CORRUPTION AND ACCOUNTING CONSERVATISM 
 

Xin (Simba) Chang (Cambridge Judge Business School, CERF Fellow)  
 

Using local political corruption data in China, we find that firms in more corrupt areas exhibit higher 

financial reporting conservatism than firms in less corrupt areas. The results are robust to including a range 

of controls and to using a natural experiment from anticorruption campaigns in China. The evidence is 

consistent with the hypothesis that firms manage earnings and net worth downward to limit expropriation 

by corrupt local officials. 

 

 

 

16.15-16.30 

 

SECULAR STAGNATION AND THE INTRODUCTION OF THE PILL 
 

Coen Teulings (Cambridge-INET)  
 

The past 30 years has witnessed a worldwide decrease in real interest rates. 

We demonstrate that a large part of the fall in interest rates can be 

explained by changes in demography, which are as the result of a sudden fall 

in fertility rates across all of the advanced economies in the early 1970s. 

In the long run this leads to a lower population growth rate. In the short 

run the cohort born just before the fertility shock is disproportionally 

larger than the cohorts born before and after. As this large cohort 

accumulates assets for retirement, their savings flood the capital market 

leading to a collapse in its return and hence a collapse in interest rates. 

Our model predicts that real interest rates will continue to fall, 

overshooting the new balanced growth path level, until hitting a trough 

around the year 2035. 

 

 

16.30-16.45 Questions and Closing of the Cavalcade 

 

 

 


