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Kobe Quake and Contagion Effects in Bank Stock Returns
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Summary

This study examines the contagion effects of Kobe Quake losses in the banking industry. The Earthquake
attacked Kobe area in the early morning of January 17, 1995, and brought huge losses. Despite of the
stock market's concerning over the negative effects of the increasing bad loan caused by the losses,
there were only 3 disclosures for the losses by banks. Using daily stock returns of listed 104 banks, we
find that the bank's office ratio in distressed area significantly affects abnormal returns negatively. The
observed contagion effects appear consistent with the information effect rather than the pure contagion
effect. The prompt corrective action was introduced in April 1998; the shareholders of banks faced a strong
environment of asymmetric information at that time. There is some quake-prone area in Japan, so managers
in banks and regulatory agency should establish disclosure system in case of a catastrophic disaster.
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