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Experiments

Randomized trial

A randomized trial is when the researcher is able to randomly
assign observations control and treatment status. This
guarantees that treatment status is uncorrelated with
observable and unobservable qualities of the observations.

Natural experiment

In a natural experiment, the researcher cannot control which
observations are assigned to treatment or control, but he
believes that the way that this assignment occurred is
nonetheless uncorrelated with unobservable (and potentially
observable) factors. Some observable factors may need to be
“controlled for” in order to achieve this lack of correlation.
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Impact of assassinations

Impact of assassinations on:

Changes in democracy status and

Intensity of war.

What if we just looked at how democratic a country is if there
was an assassination versus if there wasn’t one?

Countries with assassinations are probably

More autocratic

Less stable

Have weaker institutions

Show poor economic performance

Not a random sampling of countries.

The natural experiment

Problem: The treatment group (countries with leaders who
were assassinated) is very different from the control group
(countries without an assassination).

Question: Can we find a better control group?
Countries where an assassination attempt was made, but it was
unsuccessful.

Jones, Benjamin F. and Benjamin A. Olken. 2007. “Hit or
Miss? The Effect of Assassinations on Institutions and War.”
Working paper.
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Summary statistics

From 1875–2007,

298 attempts,

251 “serious” attempts,

59 successful attempts.

Don’t count coup d’etats, uncovered plots.

55% of attempts used guns; 30% successful

31% used bombs; 7% successful

Regression

Consider the regression

yi = β0 + β1si + εi,

where yi is the outcome of interest (democracy or war status)
and si is whether the attempt was successful.

Assumption

We need to assume that success is unrelated to the error term.

We already know that it’s not—success is related to whether a
gun or a bomb is used, so we need to add a dummy variable for
the use of a gun as a control to our regression.

How can we try to test this assumption?
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Results

Autocracies are more likely to become democratic after a
successful assassination, while democracies do not change
status.

The percentage of peaceful/lawful transitions of power in the
next 20 years increases by 19 percentage points for autocracies,
but only 3 percentage points for democracies (note:
“percentage” in the table really means proportion).

Democracies are robust to assassinations.

Remaining question

Note: These are comparisons between successful assassination
attempts and unsuccessful assassination attempts.

Unanswered question: Do successful assassinations look “good”
for autocracies because having a successful assassination is good
or because having a failed assassination is bad?
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Leaders and economic growth

Question: Do leaders matter for economic growth?

What if we look at how growth changes when leaders change?

Leadership changes are non-random.

U.S.: Incumbents more likely to be reelected when growth is
good. Leaders change when the economy experiences a negative
shock—change is (negatively) correlated with the error term
(downward bias in estimates).

Also, coups are less likely when growth is high.

Idea

How can we find leadership transitions are exogenous?

Death of leader by natural causes or accident.

57 deaths from 1945–2000

Are these leaders like all other leaders?
Mostly, but they are older.

Jones, Benjamin F. and Benjamin A. Olken. 2005. “Do Leaders
Matter? National Leadership and Growth Since World War II.”
Quarterly Journal of Economics. 120(3): 835–864.

Takeaway: Leaders matter a lot, mostly in autocratic countries
and especially when there are few constraints on their power.
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Impact of coups on foreign firms

Question: Were US-backed coups during the Cold War good
for American firms that did business in the affected countries;
i.e., did the coups raise stock prices?

Specifically,

Anglo-Iranian Oil Company (now BP; oil); Iran, 1953

United Fruit Company (now Chiquita; bananas);
Guatemala, 1954

Anglo-Cuban Sugar (sugar); Cuba, 1961

Anaconda (copper); Chile, 1971–1973

Dube, Arindrajit, Ethan Kaplan, and Suresh Naidu. 2008.
“Coups, Corporations, and Classified Information.” Working
paper.

Event studies

An event study looks at the impact of a particular event on the
price of a stock.

We consider the regression

Rf
t = α+ βRm

t + γDt + εt,

which includes the returns (R) to the market (m) and a
particular firm (f). The first part of the model is quite similar
to CAPM.

Dt is a dummy variable that is 1 during the event window, the
period for the start of the event for some number of days.

Abnormal returns

Rf
t = α+ βRm

t + γDt + εt,

γ is the abnormal daily return; the average extra return that a
firm gets, presumably from the event in question.

Total abnormal returns simply multiplies the daily abnormal
return by the number of days in the event window.
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Events

We can look at how the stock price of a firm changes during the
period of the coup, from the first day of activities to the first
day of the new regime.

But what about if the market knew about the coup in advance?
What if top-secret information had leaked?

We also look for stock price changes following secret events
(i.e., insider trading):

Coup approval by US President or UK Prime Minister

Coup approval by head of CIA or MI6

$1M or more allocated to coup
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Assumptions

What do we need to assume?
Dt is uncorrelated with the error term:

There are no other events/no new information during the
event window

The stock isn’t going through an especially good or bad
period where it is getting consistent positive or negative
shocks (investors aren’t losing confidence when there is no
new information).

Trick is to create an event window long enough to capture the
full effect of what you’re looking at, but short enough so that
nothing else is going on.

Figure: Daily abnormal returns for windows 1, 3, 4, 7, 10, 12, and 16
days for private events in Chile

Figure: Daily abnormal returns for windows 1, 3, 4, 7, 10, 12, and 16
days for private events in Cuba

Figure: Daily abnormal returns for windows 1, 3, 4, 7, 10, 12, and 16
days for private events in Guatemala

Figure: Daily abnormal returns for windows 1, 3, 4, 7, 10, 12, and 16
days for private events in Iran
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Conclusions

The considered firms experienced stock returns of 8–24% due to
(attempted) coups during the Cold War.

There is evidence that, at least in Iran and Guatemala, markets
responded to classified information about the coups.

Indeed, 56–75% of the gains in stock value from the coups occur
as secret information was leaked.
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