

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
		

		
            

		
		
		
			
				
			
		
			
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Managerial Incentives and Financial Contagion

	
    
        
            
            







    
    










    
    
    
    











			
                    Federal Reserve Bank of Chicago Research Paper Series, Forthcoming
 
        

    
	

	
	
		
		
			61 Pages
		
		

		Posted: 2 Jan 2004
		
			Last revised: 26 Jan 2010
		
		
	

	
		
			
			




	See all articles by Sujit ChakravortiSujit Chakravorti
Chakra Advisors LLC
Subir Lall
International Monetary Fund (IMF)


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Managerial Incentives and Financial Contagion

								
							
							
							
								Federal Reserve Bank of Chicago Research Paper Series, Forthcoming
							

							
							
								
									Number of pages: 61
								
								
									Posted: 02 Jan 2004
								
								
									Last Revised: 26 Jan 2010
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							  211
							
						

					

					
					

					
						
							
						

						
							
								
									Managerial Incentives and Financial Contagion
									

								
							
							
							
								IMF Working Paper No. 04/199
							

							
							
								
									Number of pages: 37
								
								
									Posted: 09 Feb 2006
								
								
							

							
						

						
							
							Downloads
							   75
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: December 1, 2003

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		This paper proposes a framework to examine the comovements of asset prices with seemingly unrelated fundamentals, as an outcome of the optimal portfolio strategies of large institutional fund managers. In emerging markets, the dominant presence of dedicated fund managers whose compensation is linked to the outperformance of their portfolio relative to a benchmark index, and of global fund managers whose compensation is linked to the absolute returns of their portfolios, leads to portfolio decisions that result in systematic interactions between asset prices even in the absence of asymmetric information. The model endogenously determines the optimal amount of cash holdings or leverage, the incidence of relative value versus macro hedge fund strategies, and how prices can systematically deviate from the long-term fundamental value for long periods of time, with limits to the arbitrage of this differential. Managerial compensation contracts, while optimal at a firm level, may lead to inefficiencies at the macroeconomic level. We identify conditions when a negative shock to one emerging market affects another market negatively. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Financial Crises, Index Investors, Global Linkages

	
	

	
    

    
	

	
	
		JEL Classification: F36, G11, G15

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Chakravorti,  Sujit and Lall,  Subir, Managerial Incentives and Financial Contagion (December 1, 2003). Federal Reserve Bank of Chicago Research Paper Series, Forthcoming,  Available at SSRN: https://ssrn.com/abstract=482865 or http://dx.doi.org/10.2139/ssrn.482865 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Sujit Chakravorti (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Chakra Advisors LLC  ( email )

			

			
			
				
				
				
					3445 Deer Ridge Drive
Danville, CA  94506
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Subir Lall

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				International Monetary Fund (IMF)  ( email )

			

			
			
				
				
				
					700 19th Street NW
Washington, DC  20431
United States
202 623 6113 (Phone)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      211

			

		
		
		
			Abstract Views

			    2,985

		

		
		 
		
			Rank

			  194,937

		

		
	


	
		
            
            	        4 Citations
		

	

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Federal Reserve Bank of Chicago Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Federal Reserve Bank of Chicago Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,538

                                    

                                    
                                        PAPERS

                                              657

                                    

                                

                                
                            

                        

                    

                
	
                    Organizations & Markets: Motivation & Incentives eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Organizations & Markets: Motivation & Incentives eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,062

                                    

                                    
                                        PAPERS

                                            5,318

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Labor: Personnel Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Labor: Personnel Economics eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              670

                                    

                                    
                                        PAPERS

                                           13,534

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Has Financial Development Made the World Riskier?

                        
                            By
                                
                                
                                    
                                    Raghuram G. Rajan
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Towards a Macroprudential Framework for Financial Supervision and Regulation?

                        
                            By
                                
                                
                                    
                                    Claudio E. V. Borio
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Credit Crisis: Conjectures About Causes and Remedies

                        
                            By
                                
                                
                                    
                                    Douglas W. Diamond
                                     and 
                                
                                    
                                    Raghuram G. Rajan
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Illiquidity and Interest Rate Policy

                            
                                By
                                    
                                    
                                        
                                        Douglas W. Diamond
                                         and 
                                    
                                        
                                        Raghuram G. Rajan
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Exchange Rate Volatility and the Credit Channel in Emerging Markets: A Vertical Perspective

                            
                                By
                                    
                                    
                                        
                                        Ricardo J. Caballero
                                         and 
                                    
                                        
                                        Arvind Krishnamurthy
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Exchange Rate Volatility and the Credit Channel in the Emerging Markets: A Vertical Perspective

                            
                                By
                                    
                                    
                                        
                                        Ricardo J. Caballero
                                         and 
                                    
                                        
                                        Arvind Krishnamurthy
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Managerial Incentives and Financial Contagion

                            
                                By
                                    
                                    
                                        
                                        Sujit Chakravorti
                                         and 
                                    
                                        
                                        Subir Lall
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Banking-on-the-Average Rules

                            
                                By
                                    
                                    
                                        
                                        Hans Gersbach
                                         and 
                                    
                                        
                                        Volker Hahn
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.097 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
