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Financial contagion channel of attention allocation based on Google Trends
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Abstract: Stemming from the impact of frequent crisis and gradually close connection of different financial
markets in the end of the 20th century financial contagion has been paid close attentions for the past few
years. But it still is very difficult to determine the contagion channel since the diversity complexity and uncer—
tainty of financial contagion. The feedback of investors’ attention on market shock is first investigated by intro—
ducing a linear regression model in this paper. And then a nonlinear regression model is designed to show the
contagious effect of financial crisis among markets. Combining the direct contagion factor and indirect conta—
gion factor of attention allocation into the proposed model this paper examines the existence of financial conta—
gion under the case of interdependence. The rich empirical results based on the search volume index of
Google Trends and market data from the financial market of United States China Japan and Korea in the sub—
prime crisis during 2007 to 2008 show that the direct contagion effect is significant for the three markets in
East Asia region. Moreover attention allocation as an indirect contagion channel is also very significant.

Key words: financial contagion; limited attention; Google Trends



