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Paper Abstracts

Have volatility transmission patterns between US and Spain changed after September
11?
(Presented at the 2005 VIl Italian-Spanish meeting on Financial Mathematics)

On September 11, 2001 US experienced its most devastating terrorist attack. This attack had
an influence over several economic variables and it obviously affected financial markets. The
main objective of this study is to analyze whether volatility transmission patterns between the
US and Spanish stock markets have changed after September 11. In order to do this, we use a
multivariate GARCH model and take into account both the asymmetric volatility phenomenon
and the non-synchronous trading problem. Moreover, a graphical analysis of the Asymmetric
Volatility Impulse-Response Functions (AVIRF) is displayed. The results suggest that volatility
transmission from US to Spain has increased after the terrorist attack.

Large and small cap stocks in Europe: covariance asymmetry, volatility spillovers and
beta estimates

In this article, three strongly related questions are studied. Firstly, volatility spillovers between
large and small firms in the French, German and British stock market are analyzed by using a
conditional CAPM with an asymmetric multivariate GARCH-M covariance structure. Results
show that there exist bidirectional volatility spillovers between both types of companies. This
result has important implications for portfolio and risk management. Secondly, the volatility
feedback hypothesis is explored as a possible explanation for asymmetric volatility in stock
returns, finding significant evidence for this hypothesis. Finally, the study uncovers that
conditional beta coefficient estimates within the used model are insensitive to sign and size
asymmetries in the unexpected shock returns but the unconditional beta estimate has a
significant specification error. This is the first time a test is used to explore this kind of
misspecification in beta estimates.

Asimetrias en volatilidad, beta y contagios entre el IBEX-35 y el IBEX-Complementario

(Presented at the 2004 Xlll Foro de Finanzas and the 2005 VIl ltalian-Spanish meeting on
Financial Mathematics)

El presente trabajo analiza tres cuestiones que se interrelacionan entre si. En primer lugar se
estudia la transmision de volatilidad entre empresas de gran tamafio y pequefio tamafio en el
mercado de valores espafiol a través de un modelo CAPM condicional GARCH-M multivariante
asimétrico. Los resultados del estudio muestran que la transmisién de volatilidad se produce
entre ambos tipos de empresas, especialmente después de las noticias negativas. En segundo
lugar se explora la hipétesis del efecto feedback en la volatilidad como posible explicacién de la
asimetria de volatilidad de los rendimientos de las acciones, encontrandose evidencia de que
dicha hipotesis puede explicar esta asimetria. Finalmente, este estudio contrasta, por primera
vez en la doctrina, que las estimaciones no condicionales del coeficiente beta padecen un error
de especificacion significativo al no reflejar adecuadamente la sensibilidad de su estimador
consistente a los comportamientos asimétricos en signo y tamaro de las innovaciones en los
rendimientos. Sin embargo, las estimaciones condicionales obtenidas con el modelo CAPM
condicional GARCH-M multivariante asimétrico carecen de este error de especificacion.



Work in Progress

Spillovers and trading rules between stocks and bonds in European Markets

Volatility linkages between stock and bond markets are an important fact to be taken into
account by investors, portfolio managers, derivative traders and policy makers with respect to
their investment and risk management strategies. While there is a vast amount of literature on
modelling returns and volatility, these are often restricted as they either examine the stock
market or the bond market separately. Little attention has been paid to the interaction between
the two markets and those papers that analyze it uses multivariate generalized autoregressive
conditional heteroskedasticity (GARCH) models. The goals of this paper are twofold. Firstly, it
analyzes the inter-temporal interaction between stock and bond returns and volatilities in the
European market by using a new approach: the mixed data sampled (MIDAS) estimator. This
estimator has two main advantages: it involves data sampled at different frequencies as well as
the possibility of introducing various past data window lengths, where the weights of past
observations are parameterized by a flexible function. By using this estimator better forecasts of
the stock and bond variances are obtained. Secondly, different trading rules between stocks
and bonds will be designed.

Early-Stage Research

¢ Modelling financial crisis on volatility transmission patterns



