Moreon Time Series

TheDow Jonesindustrial Average, 1994—-1999

On the next pagel have plottedthe daily closing Dow
JonedndustrialAverage(a measuref valuein thestock
market), from January3, 1994 to approximatlyFeb 15
1999.(Source:Journal of Computationalntelligencein
Finance homepagat

http://ourworl d. conpuserve. conl’ honepages/
ftpub/jcif.htn.

Somefeaturesareeasyto see othershardto see.
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Trend:
Seasonalariation:

Cycles:

SmallScaleFluctuations:(e.g.reactiongo partic-
ular nationalor world events)

ChangingVariability: (a.k.a.“volatility”)




Somefeaturesaredifficult to discern,sol re-plottedthe
dataafter“taking outthetrend”:

e | fittedastraightline regressioro eachyearsworth
of data;

¢ | subtractedheregressiorine fromeachdatapoint;

e Theresultingdifferencegtheresiduals) areplot-
tedonthenext page.

In time seriesparlancethe residualsare calledthe “de-
trended’data.
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Now we see:

Trend:

SeasonaVariation andotherCycles:

SmallScaleFluctuations:

ChangingVvariability/\Volatility:




InterruptedTime Series

Whatis theinfluenceof a specificeventonatime series?

e Whatwastheeffectof theimpeachmenhearings?

e Whatwastheeffectof the startof NATO bombing
of Kosovo?

Needa smallersegmentof thetime series.

e Smallenoughso that large changesiueto trends
or changingvariability do not cloudthepicture.

e Largeenougho establisha patternof behaior be-
fore andaftertheevent.

Sometimeshesegoalsarein conflict!

Wewill look attheeffectof thedeterioratinghegotiations
and subsequeniNATO air war in Kosovo, on the stock
marlket.



1999Kosovo chronology(ht t p: / / www. nyt 1 nes. com:

January 1999 45 ethnicAlbaniansslainby Serbforcesin one
incident, 24 in another;spursinternationalefforts for a
peacesettiementanddemandshatwarringsidesattend
peaceconferencer faceNATO airstrikes.

February-March EarlyFehtalksatRambouilletFra.Yugosla
forcesdig in acrossfrom NATO forcesgatheringfor a
possiblepeacekepingmission,andbombardKLA po-
sitions in the north. Rebelslaunch several attackson
Serbs.

(*)March 18, 1999 Kosovo Albaniansunilaterallysign peace
deal calling for a broadinterim autonomyand 28,000
NATO troopsto implementit. Serbdelegation refuses
andtalkssuspended.

March 20, 1999 InternationapeacanonitorsevacuateKosovo,
asYugosla forcesbuildupandlaunchoffensvesagainst
rebels NATO aircraftandshipsreadyfor possiblebom-
bardments.

March 22,1999 U.S.specialenvoy RichardHolbroolke visits
Belgradeto warn Milosevic of airstrikesunlesshe signs
peacagreemenMilosevic refusego allow NATO troops
In Yugoslaia.

(*)March 23, 1999 Holbroolke declareghe talks have failed.
NATO authorizesirstrikes.Yugoslaia declarestateof
emepgeng — its first sinceWorld War Il.
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The Mew York Times

o

Stok pricesreboundedrlhursday boostedby strong earn-
ings reportsand growing confidencehat NATO airstrikesin

Kosovo would not reverbeiate on Wall Street. At the 4 p.m.

NEWYORK (March 25,19994:34 p.m.ESTht t p: / /

www. nandot i nes. con

s500indexrose21

andthe Standad & Poor’

firstadvanceafter four daysof lossesTheNas-

dagcompositandex, heavilyweightedwith tednolayy issues,

close theDowJonesndustrialavelage wasup 169.55at9,836.39,
wasup 69 points

thebluechips
points.

Stodks had fallen sharply Tuesday[March 23] amid fears
thatNATO interventionn Kosozo mightescalateaensionghrough-



out EasternEurope said Wiliam Sullivan,a market stratagist
at Morgan Stanlg DeanWitter. “But the cautionand anxiety
that we sawin the equitiesmarket on Tuesdaybegan to dis-
sipateyesteday and wasremao/edtoday’ Sullivansaid. “We
now haveNATO involvementbut it doesnot appearto be ex-
treme the bombingappeas to be contained,there appearto
be no U.S.or NATO casualtiesas of yet. All thesethingsare
helping’

Larry Wachtel, marlket analystat Prudential Securitiesye-
called that stos fell in advanceof past military actionsin
Kuwait and Iraq, only to rise after airstrikes or fighting actu-
ally began.In 1991 ,“the bombdell in the PersianGulf andwe
wentup, becausanve were now dealingwith reality” Wacdhtel
said.”l lovereality; | canreactto it” Reliefoverthe Koso/o
actionallowedtraders to focuson positiveearningsnews.



Thelnfluenceof a GunBanon GunMarkets

“Impact Evaluationof the Public Safetyand
ReceationalFirearmsUseProtectionAct of 1994”,
Preparedn March1997,by the Urbaninstitute
(nttp://ww. ur ban. or g).

Title X1 of the Violent Crime ControlandLaw Enforce-
mentAct of 1994(the Crime Control Act) took effecton
Septembet 3,1994.

e Bannedthe manufcture,transfey andpossession
of designatedemiautomatiassauliveaponsand
“exactcopies”.

e Banned‘large-capacity’magazines.:ammunition
feedingdevicesdesignedo holdmorethanl10rounds.

e Exemptedgrandbtheredgunsand magazinesal-
readymanufctured.

e Requiredastudyof theeffectsof thesdranswithin
30 monthsof thebans.



To reducelevels of crimesinvolving theseweaponsthe
law mustincreasehe scarcityof the bannedveapons.

e Scarcity= higherpricesonprimarymarketswhere
licenseddealerscreaterecordsof salesto legally
eligible purchasers,

e Also higherpricesin secondarymarketsthatlack
suchrecords.Usually legal, private transactions,
accesso legal, minors,corvictedfelons,andother
ineligible purchaserdyigherprices.

Pricesin primary markets were analyzed;perhapstoo
earlyto analyzesecondarynarkets.

Other factorssuchas changein numberor fraction of
crimesinvolving thesetypesof weaponsyerealsostud-
led.

We will look at someof the primarymarket priceindices
(1994=100).



Generamarket findingsof the study:

e Primary-marktpricesof thebannedyunsandmag-
azinesroseby upwardsof 50 percentduring 1993
and1994,while thebanwasbeingdebatedasgun
distributors,dealersandcollectorsspeculatedhat
thebannedveaponsvould becomesxpensve col-
lectors’items.

e However, productionof thebannedyunsalsosuged,
sothatmorethananextrayears normalsupplyof
assaultweaponsand legal substitutesvas manu-
facturedduring1994.

e After the bantook effect, primary-marlet prices
of the bannedgunsand mostlarge-capacitymag-
azinesfell to nearly pre-banlevels andremained
thereatleastthroughmid-1996 reflectingboththe
oversupplyof grandatheredgunsandthe variety
of legal substituteghat emeged aroundthe time
of theban.



