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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. Forthcoming
in the reading book edited by G. Gregoriou: Risk and Portfolio Management: The New Frontier,
Springer-Verlag)

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.

Region versus Industry effects and volatility transmission

During the last years, the enhanced availability of financial information has strengthened
existing relationships between stock markets. This could have resulted in portfolio managers
changing their investing strategies in order to achieve optimal portfolio diversification. In this
sense, this paper has two main objectives. First, it analyses the relative importance of regional
versus industrial effects in stock returns, as opposed to the extensively analysed country versus
industrial effects, using a sample including the period after the bursting of the TMT bubble.
Second, it analyses volatility transmission patterns within an industry across regions, in order to
assess whether the same international linkages found in aggregate stock market indices exist at
the industry level. The results confirm the overall dominance of regional effects over industry
effects, except for the TMT bubble period. In the volatility transmission analysis, the results are
suggestive of spillovers, more or less important depending on the industry being analysed,
being the IT industry the less affected by other international markets.

Volatility transmission models: a survey

This study reviews the literature on volatility transmission in order to determine what we have
learnt about the different methodologies applied. In particular, GARCH, regime switching and
stochastic volatility models are analysed. In addition, this study covers several concrete aspects
such as their scope of application, the overlapping problem, the concept of efficiency and
asymmetry modelling. Finally, emerging topics and unanswered questions are identified,
serving as an agenda for future research.

Transmision de volatilidad entre mercados financieros

This study reviews the different methodologies that have been applied in the analysis of
interrelations between financial markets, focusing especially on volatility transmission. In
particular, the following methodologies are analysed: cross correlation, cointegration, GARCH
models, regime switching models and stochastic volatility models. In addition, this study covers
several concrete aspects such as their scope of application, the overlapping problem, the
concept of efficiency and asymmetry modelling. It seems quite clear that the best methodology
to be used will depend on the hypothesis to be contrasted, serving in many cases some
methodologies as complement to the others.



Work in Progress

Financial integration of Central and Eastern European Equity Markets

The entry of eight central and eastern European countries, together with Cyprus and Malta, into
the European Union on 1 May 2004 was a historic achievement. According to the European
Union, the economic impact of enlargement would be significant as a bigger and more
integrated market would boost economic growth for new and old members alike. However, how
far are we in that integration process? Our objective is to analyse the financial integration of
Central and Eastern European Equity Markets and their relationships with the rest of EU
members (and other major regions) in the post-EU enlargement environment. Specifically, we
will focus our research on integration in the volatility transmission patterns between emerging
and developed EU stock markets. In particular, we seek the following objectives: (1) To
determine the relative importance of country, sector, and industry factors in explaining stock
return behaviour in the wake of the recent enlargement of the EU. If the advantages of sector
diversification have surpassed those of geographical diversification, then higher integration will
have been achieved. (2) To analyse whether volatility transmission patterns among the current
EU members have changed after the recent enlargement. (3) To isolate the importance that
domestic and foreign factors exert on the variation of countries equity returns, by analysing
variance decomposition. (4) To find out whether the European market has become more
independent from the other two major trading regions, North America and Asia, after the
enlargement; and (5) To quantify changes in portfolio diversification benefits in European stock
portfolios. Thus, we intend to contribute to the growing body of literature that examines the
extent of, and the implications of enhanced independence and integration resulting from the
recent EU enlargement for the development of emerging European financial markets.

Early-Stage Research

e Modeling financial crisis on volatility transmission patterns
o Volatility transmission patterns between ADRs and their underlying assets



