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Abstract 

This study empirically examines the impact of the sovereign debt crisis on three Central 
and Eastern European emerging stock markets (the Czech Republic, Hungary, and 
Poland will be referred as three CEE). Particular attention is given to volatility 
transmission and conditional correlation changes in the aftermath of the European crisis 
against the backdrop of countries which have experienced substantial decline in their 
equity markets. These countries are known as GIPSI (Greece, Ireland, Portugal, Spain 
and Italy). In order to compare the conditional correlation and account for indirect 
transmission, the UK, Germany, and France, also referred to as EU 3, are included. To 
account for the time-variability of the conditional correlations, a dynamic structure is 
employed that uses the multivariate DCC model of Engle (2002). In order to gauge the 
impact of the crisis the data are divided into pre-EU crisis and during/after EU crisis, the 
results are fourfold. First, with the exception of the Greek market, a significant spillover 
effect from the GIPSI and EU 3 to the three CEE is noticed. Second, among the three 
CEE the stock market of Poland has shown a significantly higher level of weighted 
average conditional correlation as compared to Hungary and the Czech Republic. Third, 
the EU 3 have a higher level of weighted average correlation as compared to GIPSI 
and, among the GIPIS countries, Spain and Italy have higher level correlations with 
three CEE. Fourth, the Greek stock market remains the most volatile out of all the 
mature markets in the sample but the unconditional and conditional correlations during 
the sovereign debt crisis are substantially lower with respect to three CEE.  
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1. Introduction 

The Euro zone debt crisis that began in late 2009 led to sluggish economic growth and 
played an important role in the poor performance of stock markets in many advanced 
and emerging economies. In particular, the impacts have been felt in those countries 
that are closely located to and have strong financial ties with GIPSI (Greece, Ireland, 
Portugal, Spain, and Italy) countries. By now, it has been well documented that the Euro 
zone crisis is an outcome of a global financial crisis (GFC) that originated in the USA as 
a result of the sub-prime mortgage crisis in the summer of 2007 and the collapse of the 
Lehman Brothers in October, 2008. Indeed, the GFC energized a reasonable amount 
of researchers to empirically investigate volatility transmission and dynamic conditional 
correlation between mature and emerging stock markets. For examples, see 
Samarakoon (2011), and Syllinakis and Kouretas (2011), Dungey and Gajurel (2014), 
among others. The impact of the GFC on economic performance and growth as well as 
on policy has also been widely studied (see Classens et al. (2010), Olivier & Obstfeld 
(2012), and Berkmenet al. (2012), among others). 
Regarding the European sovereign debt crisis, a growing body of literature suggests 
two main sources for triggering the crisis. First, among the union member states, there 
are countries that have a fundamental macroeconomics imbalance, such as a high 
current deficit. second, some of the major European financial institutions such as 
German banks had direct exposure to the US sub mortgages. In addition to this, during 
the first phase of the GFC the European banks continue to extend credit without 
carefully considering the creditworthiness of their customers. For more in-depth 
analyses of the potential cause of the Euro Zone crisis, see Lapavitsas (2010), Arghyrou 
and Kontonikas (2012), Tamakoshi and Hamori (2013), and Moro (2014). Many 
researchers have also examined whether or not the recent Eurozone crisis caused 
contagion shock in other markets (see Kalbasakaa & Atkowskib (2012), Kohonen 
(2014), and Avinoa & Cotter (2014),among others). Nonetheless, these studies focus 
on spillover from CDS and/or government bonds. Among these studies, the one by 
Kalbasakaa and Atkowskib (2012) argues that the CDS market of Spain and Ireland 
had a greater impact on the European CDS and that Portugal is the most risky country 
among the GIPSI. The authors further showed that contagion is only observed from the 
core EU rather than GIPSI countries. Likewise, the recent Euro Zone crisis inspired 
researchers to investigate rating changes by agencies such as Moody’s and S&P. 
Afonso et al. (2012) examined the rating agencies’ announcements’ effect on the 
reaction to government bond yield spreads for several EU countries. They found that a 
negative announcement leads to greater change in the government bond yield spread 
and they further noted the existence of bi-directional causality between spread and 
rating within 1-2 weeks. Others have examined the impact of the news flow on the 
market. In their study, Beetsma et al. (2013) show that bad news from GIPSI can lead 
to contagion shocks in other markets. 
Although the Euro Zone crisis is a debt crisis and a fundamental macroeconomic 
problem the spread of the shock to the equity market was expected as shocks are 
associated with decline in asset prices, thus, transmitting shocks (see for instance 
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Kaminski et al., 2003, Pritsker, 2000). The GIPSI countries (Greece, Ireland, Portugal, 
Spain, and Italy) in particular experienced a substantial decline in the stock market with 
the attendant effect on others markets. Given the importance of studying volatility 
transmission and conditional correlation changes, studies that examine the impact of 
Euro Zone debt crisis or from GIPSI to other stock markets are rare. In their 2013 study, 
Ahmad et al. investigated the Euro Zone crisis’ impact on the stock markets of BRIICKS2 
and evaluated whether or not this impact was caused by market interdependence or 
contagion. In their findings, the authors documented market interdependence before 
and after the crisis with all markets. They found that the stock markets of Brazil, Russia, 
India, China, and South Africa suffered from the contagion effect but that the Indonesian 
and South Korean stock markets did not. A study by Acatrinei et al. (2013) found that 
contagion effects from Germany had an impact on the Romanian stock market. 
There are papers that investigate the spillover and contagion effects from Germany, 
UK, France and Austria to the CEE countries in the recent years (see Dajčman & Festić 
(2012) and Anghelache et al. (2014), among others). On the other hand, Becker and 
Jager (2010) provides a detailed analysis of the developments regarding political-
economic structures in Western and Eastern European countries hit by the present 
crisis. They report that the consequences of the crisis are heterogeneous on East 
European countries affecting these states in a gradual manner except Poland and 
Czech Republic. The authors categorized Poland, Czech Republic and parts of Hungary 
among ‘Visagrad’ countries3 which have been characterized as dependent on 
industrialization rather than dependent on financialization. Yet, Hungary is reported to 
be severely affected from the current crisis in Europe. With this motivation, the question 
is whether the finance led-growth Western countries such as GIPSI and advanced EU 
countries (EU3) had any spillover effects on the three emerging economies, the CEE. 
To what extend the CEE are affected from the EU sovereign debt crisis as compared to 
advanced EU countries?  In other words, is the heterogeneity of the effects of crisis is 
between emerging CEE countries and advanced finance-led developed EU countries? 
This requires an analysis of the regional effects of the crisis. However, to our knowledge, 
thus far there have been no studies examining volatility transmission and conditional 
correlation change between the three CEE countries and GIPSI in relation to sovereign 
debt crisis In this context, this paper aims to investigate to what degree the stock 
markets in three CEE have been affected by GIPSI and the EU 3 countries, namely UK, 
Germany, and France. Incorporating the EU 3 would also assist us in identifying the 
transmission channel, since mature markets (GIPSI and EU 3) are highly integrated with 
each other. Understanding the conditional correlation changes between the GIPSI and 
EU3 with three CEE countries in the wake of the Euro Zone debt crisis of 2009 is crucial 
and should be of great interest to individual investors, institutional and corporate 
investors, financial managers, and policy makers. In the following paragraph, four points 
in relation to possible economic consequences of the effects of the crisis are addressed. 
First, is there a weak correlation between the EU developed market (GIPIS and EU 3 
countries) and the three CEE markets? Asset allocation (i.e., investing multiple assets 

                                                        
2Acronym for the group of countries that includes Brazil, Russia, India, Indonesian, China, South 

Korea, and South Africa. 
3 Authors named other ‘Visagrad’ countries to be Slovekia and Slovenia. 
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to reduce risk) would require weak correlation among assets. So, can three CEE 
markets provide the benefits of portfolio diversification during times of turmoil in mature 
markets? Previous empirical results argued that emerging markets have weak 
correlation and high return compared to mature markets see Bekaert and Harvey 
(1997). Second, in addition to free movement of labor and capital, emerging European 
markets enjoy strong trade and financial linkages with advanced EU countries; however, 
these connections leave the emerging markets’ economies very vulnerable during times 
of turmoil. For example, in the first quarter of 2014, the domestic bank of the Czech 
Republic owed $52,605 million to the EU 3 and $20,284 million to GIPSI, while the banks 
in Hungary and Poland owed $21,128 million and $96,940 million to the EU 3 and 
$22,737 million and $60,342 million to GIPSI, respectively4. Access to the credit market 
is very important for domestic firms since the decision to enlarge its capacity and boost 
investment depends on the availability of funds to borrow without constraint. At the same 
time households may also require credit to purchase a house or car and to make 
decisions about future consumption. Domestic banks may have limited available funds 
from advanced European banks, which may affect local firms’ stock prices and require 
the study of correlation changes. Moreover, advanced economies may also have a 
considerable amount invested in direct and portfolio investments, which again 
necessitates the investigation of changes in correlation. Third, how did the dynamics of 
conditional correlation change before and during the Eurozone debt crisis? Are there 
temporary or enduring changes? Forbes and Rigobon (2001) define a contagion as a 
short-term increase in conditional correlation during a crisis period; however, noticeable 
market interdependence is a constant. On the other hand, Zhang et al. (2014) noticed 
that the GFC permanently changed the conditional correlation for BRIC (Brazil, Russia, 
India, and china). Fourth, did the conditional correlation in the three CEE market change 
much with GIPIS as compared to the EU 3 countries? And is the level of conditional 
correlation higher with the EU 3 relative to GIPIS countries or is there an association 
between a country’s economic development and its conditional correlation with 
countries. 
This paper contributes to the existing literature in several ways. First, the spillover and 
volatility transmission from the GIPSI equity market to emerging markets located in 
Europe are limited. This study is among the first to investigate the regional impacts of 
the EU crisis employing conditional correlation changes between GIPIS and the 
emerging CEE markets during the European sovereign debt crisis. Second, important 
global and regional countries such as the UK, Germany, and France are included in the 
study to identify and understand whether or not the conditional correlation behaves 
differently than with GIPSI In addition, by inclusion, these mature markets provide clues 
to whether or not strong economic development has a significant impact on conditional 
correlation spillovers within the region which may explain heterogeneity of the influences 
of the EU crisis. Third, a multivariate Generalized autoregressive conditional 
heteroscedasticity (GARCH)framework is used to study volatility spillovers between 
emerging markets and mature markets and to account for the time-variability of the 

                                                        
4 In its reports, the international bank for settlement also shows that the domestic bank in the 

Czech Republic owes $189,348 million to advanced European countries while Hungary and 
Poland owe a total of $84,176 million and $295,459 million, respectively. 



Volatility Transmission and Dynamic Correlation Analysis 

Romanian Journal of Economic Forecasting – XVIII (2) 2015 65 

conditional correlations a dynamic structure is employed that uses the multivariate 
dynamic conditional correlation DCC model of Engle (2002).  
The empirical findings of this study are fourfold. the analysis of dynamic correlations 
indicate that all the CEE markets have been, on average, highly correlated with finance-
led growth markets of GIPSI and EU3 during the whole sample period. This meant there 
is market interdependence between the CEE and the developed EU countries before 
and during sovereign debt crisis. Second, during pre-crisis period, among the CEE, the 
stock market of Poland has higher average conditional correlation values as compared 
to Hungary and Czech Republic. However, in the case of the Czech Republic, an 
increase in conditional correlation during the EU debt crisis period is not observed in 
any of the mature markets, with the exception of Greece’s. Second, among three CEE, 
the stock market of Poland has shown a significantly higher level of weighted average 
correlation as compared to Hungary and Czech Republic. For the Czech Republic, the 
correlation has been very volatile and fluctuates more frequently. Third, just as Moody’s 
and S&P downgraded the GIPSI in the 2nd quarter of 2010 and the 3rd quarter of 2011, 
a sharp  temporary increase in conditional correlations is observed between Poland, 
Hungary and mature markets classified as GIPSI and EU3. Fourth, the EU3 have higher 
levels of average conditional correlations than with GIPSI and among which Spain and 
Italy have higher levels of correlations with the three CEE countries. This may suggest 
that Spain Finally, volatility transmission between the mature (GIPSI +EU3) and three 
CEE has hardly changed during the sovereign debt crisis. Market interdependence 
existed before and during the crisis. These results have important policy implications.  
The remainder of this paper is organized as follows: section two describes the data and 
descriptive statistics, followed by methodology in section three. The empirical findings 
are presented in section four and, finally, section five presents the conclusion. 

2. Data and Descriptive Statistics 

The study makes use of daily data in local currency from May 3, 2004, to November 22, 
2013, for a total of eleven (11) stock price indexes. Out of these indexes, three are for 
emerging CEE indexes: CZPXIDX for the Czech Republic, BUXINDX for Hungary, and 
POLWIGI for Poland. The GIPIS indexes are as follows: ATHEX for Greece, ISEQUIT 
for Ireland, PSI20 for Portugal, IBEX35I for Spain, and FTSEMIB for Italy. Finally, the 
EU 3 indexes are DAX 30 for Germany, FRCAC40 for France, andFTSE100 for the UK. 
The starting data were chosen immediately after the three CEE joined the European 
Union in order to avoid structural changes in the dynamic. Furthermore, the data are 
divided into pre EU debt crisis and EU debt crisis/post period5. In the growing body of 
literatureon the Euro Zone debt crisis, there are no precise dates given as to when the 
Euro Zone debt crisis started. For example, Ahmad et al. 2014 considered 19 October 
2009as the date the crisis began, whereas Tamakoshi and Hamori (2013b) and 
                                                        
5 According to the Guardian’s interactive timeline on the Euro Zone crisis, October 19, 2009, was 

the day when the newly elected Greek Prime Minister (George Papandreou) disclosed that the 
public deficit was actually twice of what initially estimated and he noted that the deficit would 
reach 12% of GDP. The impact of this news was quick to reflect on the market.  For example, 
on the same date the FTSE 100 fell by 200 points.  
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Kenourgios (2014) considered November 5, 2009 as the date the crisis began. 
Nevertheless, our main findings and conclusion does not change if we consider 5 
November as start of the crisis (a robustness check confirm is not given here). 
Table 1 Panels A and B show a summary of descriptive statistics for whole sample 
period from May 3, 2004 to November 22, 2013 and for the crisis period from October 
19, 2009 to November 22, 2013. In the case of the whole sample period GIPSI had 
negative returns except for Spain while the Greek market recorded the highest negative 
return (-3.02%) and is the country with the highest standard deviation of 1.85, reflecting 
the highest risk. The highest positive return as measured by the mean is observed in 
Germany with 3.37%, followed closely by Poland with 3.29%. A negative return is 
observed in GIPSI (except Spain), while the Greek market has the highest negative 
return (-3.02%) and is the country with the highest risk, as measured by a standard 
deviation of 1.85. Notably, almost all the markets in GIPSI show higher volatility than 
EU3. Among emerging markets, Hungary is the riskiest market, with a standard 
deviation reaching 1.67. Table 1 Panel A also shows that almost all returns are 
negatively skewed except those for Spain, Germany, and France. Compared to the 
crisis period in Panel B, the GIPSI markets retain negative returns (except for Ireland), 
while the German and Polish markets still rank the highest in terms of positive returns. 
Considering the volatility, the GIPSI still demonstrate higher risk, with Greece having 
the riskiest market and within the emerging markets, Hungary remaining the riskiest 
market. Furthermore, the markets of Spain, France, Portugal, and Hungary are 
positively skewed, while the remaining ones are negatively skewed. The Augmented 
Dickey–Fuller (ADF) test is on the return series reject the null hypothesis that series is 
unit root. All daily returns were calculated as log differences using daily closing prices. 
Kurtosis in Table 1 is high for all markets above five (5), reflecting the stylized 
characteristics of a financial series. The Jarque-Bera test reveals with high significance 
that the distributions of the return series are not normal distributions. The Ljung-Box Q 
statistics on the return series and on standardized squared return series at the lag (20) 
suggest that there is serial correlation for whole sample and for crisis period. Lastly, the 
tests on return reveal the presence of Autoregressive conditional heteroscedasticity 
ARCH effects, meaning the ARCH and GARCH should be considered in modeling. 

Table 1 
Descriptive Statistics of Daily Returns  

Countries Mean Std. Dev. Skewness Kurtosis J-Bera ARCH(5) Q(20) Q2(20) ADF 
Panel A: Full sample (May 03, 2004 to Nov 22, 2013) 

GRC -0.0302 1.8532 -0.0150 6.93 1608*** 45.9*** 51.21*** 985*** - 28.5*** 
IRL -0.0070 1.5436 -0.5928 10.84 6535*** 117.1*** 62.60*** 2690*** - 29.6*** 
PRT -0.0068 1.2115 -0.1200 11.96 8361*** 73.8*** 48.72*** 1448*** -29.3*** 
ESP 0.0068 1.5131 0.1451 10.18 5371*** 75.3*** 42.81*** 1340*** - 31.2*** 
ITA -0.0163 1.5513 -0.0642 8.67 3346*** 93.0*** 61.78*** 2055*** - 30.9*** 
UK 0.0160 1.2114 -0.1552 11.80 8062*** 149.5*** 69.80*** 3012*** -32.7*** 

DEU 0.0337 1.3819 0.0355 10.25 5463*** 88.4*** 45.82*** 2071*** - 32.6*** 
FRA 0.0060 1.4427 0.0568 10.04 5160**** 103.4*** 60.78*** 2078*** - 32.5*** 
CZE 0.0089 1.5395 -0.5487 17.47 2189*** 143.8*** 78.18*** 3034*** -30.7*** 
HUN 0.0207 1.6702 -0.0901 9.74 4732*** 79.8*** 82.64*** 2067*** - 30.0*** 
POL 0.0329 1.2980 -0.4871 6.75 1563*** 73.5*** 33.30** 1284*** - 27.9*** 



Volatility Transmission and Dynamic Correlation Analysis 

Romanian Journal of Economic Forecasting – XVIII (2) 2015 67 

Countries Mean Std. Dev. Skewness Kurtosis J-Bera ARCH(5) Q(20) Q2(20) ADF 
Panel B: Eurozone crisis-post period (Oct 19, 2009 to Nov 22, 2013) 

GRC -0.086 2.229 0.230 5.205 226*** 5.03*** 37.5** 108.6*** - 19.0*** 
IRL 0.025 1.282 -0.255 6.109 442*** 20.60*** 24.8 335.3*** - 20.8*** 
PRT -0.031 1.317 0.073 7.411 867*** 14.19*** 32.7** 231*** - 20.1*** 
ESP -0.020 1.644 0.369 8.302 1277*** 24.20*** 37.2** 179.8*** - 20.3*** 
ITA -0.024 1.701 -0.068 5.630 309*** 17.08*** 22.1 293.8*** - 19.9*** 
UK 0.022 1.039 -0.193 5.138 210*** 22.57*** 16.8 429.5*** - 19.9*** 

DEU 0.043 1.302 -0.225 5.580 305*** 32.78*** 30.87 791.9*** - 19.8*** 
FRA 0.009 1.418 0.027 6.330 494*** 17.20*** 20.4 285.9*** - 20.0*** 
CZE -0.012 1.182 -0.290 6.514 565*** 24.13*** 27.1 446.7*** - 20.2*** 
HUN -0.014 1.453 0.127 7.489 901*** 13.16*** 33.2** 176.1*** -20.4*** 
POL 0.030 1.093 -0.617 6.798 711*** 25.35*** 32.6** 468.4*** - 19.5*** 

 

In Table 2, Panels A and B show the unconditional correlation matrix between the GIPSI 
and the EU 3 with the three CEE emerging economies for whole sample and for the crisis/ 
post period. As expected, higher unconditional correlations are evident during the crisis/ 
post period in Panel B, as is the case for Poland, Hungary, and almost all the countries 
except Greece. In Panel B, compared to Czech Republic and Hungary, the unconditional 
correlations among stock returns are the highest between Poland and all other countries. 
In general, Greece and Ireland have lower unconditional have correlations with three CEE 
emerging markets as compared to other GIPSI and EU 3 countries. 

Table 2 
Unconditional Correlation Matrix        

                CZE                 HUN POL 
Panel A: Full sample (May 03, 2004 to Nov 22, 2013) 

GRC 0.507 0.391 0.478 
IRL 0.538 0.491 0.549 
PRT 0.572 0.501 0.542 
ESP 0.590 0.549 0.588 
ITA 0.596 0.552 0.589 
UK 0.611 0.559 0.619 
DEU 0.577 0.556 0.623 
FRA 0.614 0.582 0.628 

Panel B:  Eurozone crisis-post period (Oct 19, 2009 to Nov 22, 2013) 
GRC 0.423 0.314 0.377 
IRL 0.559 0.547 0.586 
PRT 0.570 0.515 0.562 
ESP 0.589 0.564 0.594 
ITA 0.606 0.568 0.629 
UK 0.584 0.568 0.652 
DEU 0.607 0.583 0.691 
FRA 0.634 0.603 0.675 
Note: Q(20) and Q2(20) are the Ljung-box statistics for serial correlation in standardized return 
and squared standardized return series at lag 20. ***,**,,*  indicate the rejection of the null 
hypotheses of no autocorrelation, normality and homoscedasticity at  1%, 5% and 10% levels of 
significant respectively. 

Author’s estimation  
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3. Methodology 

In the literature, transmission of shocks were analyzed mostly by cross-market 
correlation analysis, GARCH family models, and the cointegration method.6 Following 
the recent advancements in estimation techniques of modelling correlations, especially 
with high frequency data, we use the multivariate GARCH framework. Also, in order to 
capture time variability of correlations, the Dynamic Conditional Correlation (DCC) 
model of Engle (2002) is employed. The model can be summarized as follows; the 
conditional variances are first obtained from the estimated univariate GARCH 
specifications to model the conditional varince covariance matrix that can be written as: 
 tttt DRDH            (1) 

where: tH is the conditional covariance matrix, which is decomposed into conditional  

standard deviations, ),.....,( 2/1
,,

2/1
,1,1 tNNtt hhdiagD  , in which tiih ,, is any univariate 

GARCH process, and tR , the time dependent conditional correlations matrix, is defined 
as: 
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where: tQ  is a symmetric positive definite matrix which is the covariance matrix of the 
standardized residual vector u = (u , u , … . )′ that defines the dynamic correlation 
structure as: 
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where  is a vector of standardized residuals, and  is unconditional variance matrix 

of . The parameters a and b which describe the conditional correlation behavior are 

nonnegative satisfying . The  dynamic correlations between two stock returns 
can then be expressed as follows: 
 

         (4) 
The conditional correlation matrix is estimated in the second step.The estimation 
method is the quasi-maximum likelihood (QML) estimation method for most models 
using Student’s t-distribution. 

                                                        
6For details see Forbes and Rigobon (2002). 
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4. Empirical Results 

Table 3 panels A through D show the stock market co-movement during the crisis/post 
period October 19, 2009 to November 22, 2013. In the first step, the univariate for each 
market’s estimated ACI criteria is used in choosing the best and most appropriate 
model. These models are presented in Table 3. The Glosten-Jagannathan-Runkle (GIR) 
model is suggested for Greece, Germany, France, and the UK and as expected, 
asymmetric coefficients (γ) are statistically significant, meaning that negative news 
affects market volatility more than positive news. For the remaining markets, the 
EGARCH model of Nelson (1991) is used (with the exception of the Hungarian market). 
The asymmetric coefficients (θ ) for all markets are highly statistically significant (except 
for Ireland, the coefficient is significant at 10% level) and negative indicating the 
presence of leverage effect. On the other hand, the estimated values of (θ ) measures 
the magnitude effect of shocks on volatility which are also highly significant in all 
markets. This means that impacts of larger shocks on next periods’ conditional variance 
is larger. The estimated GARCH coefficients (β) for all countries are statistically 
significant at 1%. No asymmetric effect is observed for Hungary for which the sum of 
the coefficients of lagged squared returns (α) and GARCH coefficient (β) is 0.985, very 
close to 1 indicating the persistence of shocks to conditional volatility. 
Table 3 panels B through D show a generated DCC equation between all mature 
markets with the three CEE emerging markets. As can be seen in each panel, the 
generated parameters for a and b are highly significant with almost all markets except 
between the Czech Republic and Ireland in Penal B as well as in Penal C between 
Hungary and Spain where a parameter is not significant. In addition, the estimated 
Student’s t-distributions between the three CEE and mature markets are highly 
significant. The Hosking (1980), multivariate Portmanteau test is carried out at lag 20 to 
check for the serial correlation in the mean and variance equations which indicate the 
estimated models do not suffer from misspecification.7

                                                        
7 The results are not presented to save the space but available upon the request. 
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Table 3  
Estimation Results from DCC Models Using Daily Return during the EU  

Debt Crisis 19/10/2009-22/11/2013 
 GRC IRL PRT ESP ITA UK DEU FRA CZE HUN POL 
 ARMA 

(1,1)-GJR(1,1)
ARMA 

(1,1)-EGARCH(1,1) 
EGARCH

(1,1) 
ARMA 

(1,1)-EGARCH(1,1)
ARMA 

(1,1)-EGARCH(1,1)
AR(1)- 

GJR(1,1) 
ARMA 
(1,1) 

GJR(1,1)

ARMA 
(1,1) 

GJR(1,1)

EGARCH 
(1,1) 

ARMA(1,1) 
GARCH(1,)

EGARCH 

Panel A.  Univariate Models for Each Market 
Mean Equation 

µ -0.053 0.03 -0.008 -0.048 0.048 0.006 0.041 0.004 0.004 -0.028 0.033* 
 (0.069) (0.033) (0.034) (0.053) (0.045) (0.027) (0.033) (0.034) (0.118) (0.022) (1.652) 

a1 -0.491*** -0.922***  -0.906*** -0.944***  -0.928*** -0.743***  -0.966***  
 (0.15) (0.033)  (0.036) (0.013)  (0.020) (0.213)  (0.009)  

a2 0.552*** 0.934***  0.947*** 0.974***  0.961*** 0.718***  0.981***  
 (0.143) (0.038)  (0.025) (0.013)  (0.026) (0.248)  (0.007)  

Variance Equation 
ω 0.248*** 0.382*** 0.379*** 0.915*** 0.986*** 0.028*** 0.028 0.060** 0.237 0.016* 0.051 
 (0.094) (0.161) (0.144) (0.233) (0.169) (0.011) (0.026) (0.031) (0.149) (0.009) (0.209) 

α 0.038** 0.555 -0.521*** -0.15 -0.11 -0.043*** -0.021* -0.024** -0.594*** 0.107*** -0.593*** 
 (0.019) (0.791) (0.131) (0.333) (0.545) (0.013) (0.012) (0.013) (0.158) (0.045) (0.096) 

β 0.885*** 0.948*** 0.967*** 0.973*** 0.969*** 0.925*** 0.922*** 0.867*** 0.970*** 0.878*** 0.984*** 
 (0.026) (0.024) (0.012) (0.016) (0.025) (0.029) (0.056) (0.057) (0.015) (0.023) (0.005) 
휃   -0.073* -0.198*** -0.168*** -0.134***    -0.142**  -0.248*** 
  (0.044) (0.049) (0.058) (0.064)    (0.067)  (0.059) 
휃   0.147*** 0.238*** 0.124*** 0.10***    0.284***  0.166*** 
  (0.057) (0.059) (0.04) (0.036)    (0.06)  (0.046) 
훾 0.054*     0.174*** 0.156** 0.264***    
 (0.031)     (0.041) (0.074) (0.093)    

Panel B. Multivariate DCC Equation  (CZE with Each Mature Market) 
 GRC IRL PRT ESP ITA UK DEU FRA    

a 0.01** 0.02 0.03* 0.04* 0.07*** 0.06** 0.05** 0.06***    
 (0.007) (0.013) (0.021) (0.026) (0.025) (0.031) (0.027) (0.025)    

b 0.97*** 0.89*** 0.72*** 0.70*** 0.68*** 0.71*** 0.53** 0.67***    
 (0.008) (0.083) (0.171) (0.119) (0.090) (0.219) (0.215) (0.146)    
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 GRC IRL PRT ESP ITA UK DEU FRA CZE HUN POL 
 ARMA 

(1,1)-GJR(1,1)
ARMA 

(1,1)-EGARCH(1,1) 
EGARCH

(1,1) 
ARMA 

(1,1)-EGARCH(1,1)
ARMA 

(1,1)-EGARCH(1,1)
AR(1)- 

GJR(1,1) 
ARMA 
(1,1) 

GJR(1,1)

ARMA 
(1,1) 

GJR(1,1)

EGARCH 
(1,1) 

ARMA(1,1) 
GARCH(1,)

EGARCH 

df 8.41*** 9.90*** 11.51*** 9.63* 9.79*** 11.95*** 9.50*** 10.92***    
 (1.26) (1.68) (2.15) (1.47) (1.53) (2.41) (1.51) (1.93)    

Panel C. Multivariate DCC Equation (HUN with each Mature Market) 
HUN GRC IRL PRT ESP ITA UK DEU FRA    

a 0.077** 0.013* 0.027** 0.016 0.009*** 0.019** 0.017** 0.018**    
 (0.040) (0.007) (0.011) (0.016) (0.004) (0.009) (0.009) (0.009)    

b 0.03 0.98*** 0.93*** 0.96*** 0.99*** 0.954*** 0.952*** 0.953***    
 (0.341) (0.012) (0.029) (0.042) (0.005) (0.017) (0.027) (0.021)    

df 8.23*** 9.27*** 10.24*** 8.92*** 9.24*** 8.66*** 7.35*** 8.76***    
 (1.26) (1.53) (1.95) (1.38) (1.53) (1.38) (1.03) (1.38)    

Panel D. Multivariate DCC Equation (Poland with Each  Mature Market) 
 GRC IRL PRT ESP ITA UK DEU FRA    

a 0.012** 0.019*** 0.026** 0.021*** 0.016*** 0.034*** 0.012* 0.017***    
 (0.005) (0.007) (0.011) (0.007) (0.006) (0.013) (0.007) (0.008)    

b 0.983*** 0.977*** 0.955*** 0.967*** 0.972*** 0.939*** 0.979*** 0.967***    
 (0.007) (0.009) (0.021) (0.010) (0.008) (0.025) (0.015) (0.020)    

df 7.53*** 8.712*** 9.37*** 8.74*** 8.659*** 8.836*** 7.048*** 8.197***    
 (1.05) (1.28) (1.55) (1.36) (1.37) (1.37) (0.90) (1.17)    

Note: The numbers given in ( ) are standard error.. ***, **, and * indicates the univariate and Multivariate coefficients are statistically 
significant at 1%, 5%, and 10%, respectively. 
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Table 4 shows the estimated conditional correlation coefficients from a multivariate DCC 
equation for the pre- EU crisis (May 03, 2004 – October 16, 2009), and during the EU 
crisis/post period (19 October 2009-22 November 2013). In general, the conditional 
correlations have increased during the second sub-sample across all CEE countries 
with EU3 and GIPSI except Greece. The highest increase in co-movements have been 
observed between the stock returns of Czech Republic with Ireland (46.4%), Portugal 
(about 31%) and Spain (about 21%) - classified within the group of GIPSI countries. 
However, among the EU3, only Germany’s stock market correlations hit the highest 
increase in Poland (19.5%) and Czech Republic (about 16.5%). Portugal had almost 
the same increase in spillover effects on the Hungarian and the Polish markets being 
about 22%. Furthermore, the average dynamic conditional correlation between Poland 
and Germany is the highest value during the EU crisis/post crisis period with about 62%. 
In addition to the weakened co-movements during and after the EU debt crisis across 
Greece and all CEE markets, the Italian market also experienced a negative change 
with Hungary by 3.28%.  
These results suggest that the Czech Republic had the most spillover effects from 
Ireland, Portugal and Spain followed by Italy and Germany with the highest increases 
in average correlations across markets. In this respect, Hungary and Poland are the 
markets which have been less affected from the sovereign debt crisis. Secondly, the 
spillover effects are transmitted through the GIPSI countries (except Greece) to Czech 
Republic and through Portugal to Hungary and Poland. However, among the EU3, 
mainly it has been Germany which has been instrumental in transmitting the shocks to 
the three CEE countries. It can also be observed that the level of conditional correlation 
between three CEE countries and advanced economies (GIPSI+EU3) depends on the 
countries’ levels of economic development. For example, Germany, France, and the UK 
exhibit a higher correlation with three CEE countries 

Table 4  
Dynamic Conditional Correlations 

    Pre –EU Crisis  During and After EU crisis    
  Coeff. S.E. Coeff. S.E. Changes Contagion  
CZE         
 GRC 0.481*** (0.06) 0.383*** (0.030) -20.35 N  
 IRL 0.349*** (0.116) 0.511*** (0.061) 46.36 Y  
 PRT 0.387*** (0.072) 0.506*** (0.039) 30.88 Y  
 ESP 0.472*** (0.046) 0.571*** (0.042) 21.04 Y  
 ITA 0.488*** (0.044) 0.547*** (0.057) 12.17 Y  
 UK 0.509*** (0.05) 0.529*** (0.037) 3.99 Y  
 DEU 0.486*** (0.049) 0.565*** (0.034) 16.46 Y  
 FRA 0.506*** (0.045) 0.578*** (0.033) 14.22 Y  
HUN         
 GRC 0.414*** (0.035) 0.267*** (0.051) -35.44 N  
 IRL 0.380*** (0.03) 0.427*** (0.027) 12.49 Y  
 PRT 0.350*** (0.094) 0.425*** (0.025) 21.59 Y  
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    Pre –EU Crisis  During and After EU crisis    
 ESP 0.472*** (0.046) 0.496*** (0.022) 5.05 Y  
 ITA 0.476*** (0.048) 0.460*** (0.025) -3.28 N  
 UK 0.476*** (0.042) 0.498*** (0.024) 4.67 Y  
 DEU 0.486*** (0.045) 0.514*** (0.021) 5.73 Y  
 FRA 0.499*** (0.042) 0.523*** (0.022) 4.89 Y  
POL         
 GRC 0.458*** (0.075) 0.310** (0.08) -32.46 N  
 IRL 0.422*** (0.06) 0.430** (0.11) 2.05 Y  
 PRT 0.402*** (0.087) 0.492** (0.05) 22.4 Y  
 ESP 0.516*** (0.063) 0.564*** (0.05) 9.26 Y  
 ITA 0.523*** (0.032) 0.540*** (0.54) 3.31 Y  
 UK 0.552*** (0.028) 0.589*** (0.043) 6.79 Y  
 DEU 0.518*** (0.059) 0.619*** (0.048) 19.5 Y  
 FRA 0.553** (0.025) 0.608*** (0.038) 9.87 Y  
Note: the numbers given in ( ) are standard errors, whereas Y and N stand for Yes and No.  ***, 
**, * indicates the conditional correlation coefficient is statistically significant at 1%, 5%, and 10%, 
respectively.   
 
In Figure 1, Parts I - III show the dynamic conditional correlations between three Central 
and Eastern European countries and GIPSI and EU 3 countries during the EU crisis/post 
period (19 October 2009 - 22 November 2013). A temporary increase in conditional 
correlations is particularly noticeable during downgrading of the GIPSI markets by 
Moody’s and S&P. For example, in all the CEE stock markets a sudden increase is 
observed during these periods. In Figure 1, Part I, the average dynamic correlations 
between the Czech Republic and all mature markets have been very volatile. For 
instance, correlations between Spain and Czech Republic varied between 10% and 
80%. In addition, the average of conditional correlations with GIPSI is around 50%, while 
with the EU3 it is around 60%. In Part II which presents the pairwise conditional 
correlations with Hungary, almost all the markets (except Greece) peaked as high as 
65% while with Spain and Portugal peaked 60%. Finally, in Part III with Poland, among 
GIPSI, the highest conditional correlation is observed with stock markets of Italy, 
Portugal, Spain reaching 75%, and the lowest is with Ireland, about 17%. With the EU3, 
the correlations vary between 70-75%. Comparing three CEE conditional correlations 
with GIPSI and EU3, Poland’s stock market shows the highest average level of 
conditional correlations with 62% during and after the EU crisis period. This indicates 
that the level of development of the CEE country matters for higher average 
correlations. It is worth mentioning that the conditional correlations as shown in Figure 
1-Parts II and III begin falling until the end of the sample, 22 November 2013. The fall 
in conditional correlations across markets of Hungary, Poland with those of advanced 
EU3 after the year 2013 is an evident that the impact of Eurozone debt crisis has been 
temporary in these two CEE countries. This finding is in line with the study of Forbes 
and Rigobon (2002), who argued that there is a short-term increase in correlations 
across markets during turbulent periods while market interdependence exists all the 
time.  
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Figure 1, Part I 
Conditional Correlations between Mature Markets and the Czech Republic 
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Figure 1, Part II 
Conditional Correlations between Mature Markets and Hungary 
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Figure 1 Part III 
Conditional Correlations between Mature Markets and Poland 

 
Greece     Ireland 

 

 
Portugal Spain 

 

 
Italy UK 

 

 
Germany France 

5. Conclusion  

Part of the European equity market experienced a sharp decline during the Eurozone 
sovereign debt crisis, especially GIPIS (Greece, Ireland, Portugal, Spain, and Italy), 
which have debt and fundamental macroeconomic problems. Given the importance of 
these countries in terms of financial and trade links with other developed and emerging 
economies, the spread of stock shock to other markets is expected. However, to what 
extent the emerging markets are affected remains a central question. Therefore, this 
paper aims to shed light on the extent to which the recent sovereign debt crisis has any 
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spillover effect on the stock markets of the three emerging CEE countries (the Czech 
Republic, Hungary, and Poland) through GIPSI and the other three most advanced 
European markets (the UK, Germany, and France). This study incorporated EU3 
countries in order to capture the regional factor and in the meantime examine if volatility 
and correlation are different when compared to GIPSI. 
We used a multivariate GARCH-DCC framework for each emerging market with mature 
markets, which resulted in several findings. First, the analysis of dynamic correlations 
indicate that all the CEE markets have been, on average, highly correlated with finance-
led growth markets of GIPSI and EU3 during the whole sample period meaning that 
market interdependence existed before and during the EU crisis. This interdependence 
is due to high trade and banking sector relationships of the CEE countries with the 
developed EU countries. However, the degree of the spillover effects of the EU crisis 
differs among the stock markets of the CEE countries. For instance, during the second 
sub-sample period, the highest increase in dynamic correlations had been observed 
across stock markets of Czech Republic, Ireland, Portugal and Spain among the GIPSI 
as presented in Table 4. The other CEE countries, Hungary and Poland indicated limited 
average correlation increases across markets of GIPSI except Portugal as compared to 
the pre-crisis period. Second, among three emerging countries, the stock market of 
Poland has shown the highest levels of average dynamic correlations during the pre-
crisis period but only with the EU3 during the second sub-sample period as compared 
to those of the two other emerging countries. Third, in the 2nd quarter of 2010 and the 
3rd quarter of 2011, just as Moody’s and S&P downgraded the GIPSI, a sharp temporary 
increase in conditional correlations was observed with Poland and Hungary which 
shows that these two markets have been immediately affected from the turbulence in 
GIPSI. Nonetheless, with the Czech Republic the correlation has been very volatile than 
Poland and Hungary. Fourth, the EU3 have higher levels of average correlations than 
with GIPSI and among the GIPSI, Spain and Italy have higher average correlations with 
the three CEE markets. Finally, the Greek stock market remains the most volatile out of 
all the mature markets in the sample but the unconditional and conditional correlations 
during the sovereign debt crisis were substantially lower with the three emerging 
markets. Regarding policy implications, the results suggest that Czech Republic had 
been most affected from the GIPSI countries, especially from Ireland, Portugal, Spain 
and Italy. Therefore, policy makers should encourage domestic investors and local firms 
to invest in local stock markets, since reliance on foreign investors or inflow could leave 
their economies at high risk. One final comment is worth noting here that the crisis 
reveals that all the CEE countries have high correlation with the mature markets in the 
region which reduced benefits of portfolio diversification for investors. 
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