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The results confirm our priors. The average band of no-arbitrage ranges from 0.11 percent in 
Russia to 0.68 percent in Venezuela. This implies, in particular, that the cross-market 
premium in Venezuela can move, on average, between –0.68 and 0.68 percent without 
arbitrage taking place in the market. Once outside the inaction-band, arbitrage takes place 
very rapidly: the typical half-life is less than a day. It is important to note that these results do 
not imply that Russia is more integrated with the U.S. than Venezuela. As shown in the next 
section, deviations from the law of one price are affected by stock liquidity. Thus, to study 
the relative integration of different countries one has to compare stocks with similar liquidity, 
a comparison difficult to make with our sample.24 

If non-linearities are present in the evolution of the cross-market premium, convergence 
speeds should be slower when estimated by a linear (AR) model than those obtained from 
the TAR model, as is indeed the case. Moreover, the wider the band-width, the higher the 
persistence estimated by the linear model, as Figure 2 shows. Additionally, the difference 
between the half-life estimated by the AR, and that obtained from TAR models outside the 
band, is itself proportional to the linear half-life. These results, which provide further 
evidence of how the presence of non-linearities influences the results from a linear 
estimation, are consistent with similar tests reported by Imbs et al. (2003) for goods markets. 
Appendix Table 2 (last column) shows, at the stock level, the results of the significance tests 
of the TAR versus the AR model. The P-values of the LLR suggest that in 31 percent of the 
cases the TAR is the preferred model. However, as explained in the previous section, this 

                                                 
24 A regression-based analysis could potentially be applied to determine which country-specific and firm-specific 

characteristics impact the extent of financial integration. Nevertheless, the limited number of countries prevents 
us from doing meaningful estimations. In the next section, we exploit, however, our large firm-level variation to 
show how measures of integration are related to stock liquidity.  




