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Abstract

With the trend of global economic integration, financial liberalization, fi-
nance securities, development of information technology and financial innovation,
international financial markets are also integrating. In capital markets, itis reflec-
ted as the fluctuation and specific performance of the international stock market
and its up and down. Therefore, the effect of volatility and spillover has become a
hot issue.

The spillover means that a financial market volatility is affected not only by its
own a few of the impact of volatility but also by other market volatility constraints.
This fluctuation between the conduction of market is named " Volatility Spillo-
ver". The dissertationfirstly analyzes the characteristics of volatility spillover be-
tween the Chinese and U. S. stock market. Whether the spillover exists. If it
exists, to what level. Secondly, the dissertation analyzes the factors of volatility
spillover which influence the U. S. and Chinese stock market, and how does it
transfer from one to another . And finally, it gives some proposals to prevent over
fluctuations of the stock market.

The dissertation is divided into four parts, six chapters. The first part in-
cludes an introduction and the first chapter. The introduction is to propose to the
background, purpose and the theoretical and practical significance of study, and
the literature review of domestic and overseas scholars to the stock market volatility
spillover effects, and the issues need to be further studied in future. The first
chapter is a theoretical analysis of volatility spillover effects, firstly it points out
the test method of the volatility spillover effects, secondly it puts forward the cur-
rent conduction mechanism, the factors the paper studies, and finally it intro-
duces the methods adopted in this dissertation.

The second part is the second chapter. Ittests the volatility spillover effects
between the Chinese and U. S. stock market mainly through the BEKK-GARCH

4



Abstract

model. This dissertation selects the closing rate of return of the S & P index
(SP500) and the opened yield of Shanghai Composite Index, and studies the im-
pact of the U. S. stock market to the Chinese stock market by BEKK-GARCH
model. The results show that the S&P index and the Shanghai Composite Index are
subjected to their own fluctuations. On the other hand, the volatility spillover
which only happens from Standard & Poors index to the Shanghai Composite index
almost never occurs from Shanghai Composite Index to S&P index when the S&P
index closing yields and the Shanghai Composite Index opened yield are obtained.

The third part includes the third, fourth and fifth chapter. This section is the
highlights of the dissertation which mainly studies the factors of volatility spillover
effects of Chinese andU. S. stock market. On the one hand, because the spillo-
ver effect is associated with the many factors that can not be all listed, on the oth-
er hand, the macroeconomic factors of spillover effects, such as interest rates ,
exchange rates, commodity prices, conduction process of these is long and so it is
hard to explain the rapid reaction between the stock markets. So finally this dis-
sertation selects three conduction mechanisms to study: cross-listing, investor
sentiment, the international short-term capital flows.

The third chapter studies the influence of Cross-listing on the effect of volatili-
ty spillover of theU. S. and Chinese stock market through compiling index to the
listed companies in the U. S. and China by using the BEKK-GARCH model.
This dissertation selects 11 companies which is cross-listed at the same time in
China and the U. S. This method does not use panel data to test these 11 compa-
nies in the volatility spillover effect, but the reference to the S&P500 and the
Shanghai Composite index methodology, the methods used were weighted stock in-
dex when compiling A and N Indexes. In the preparation of indices, the weights
is outstanding, the base period is from January 1, 2005. After compiling the A
share index and N Index logarithmic returns, this dissertation use of BEKK-
GARCH model to estimate the volatility spillover effect. The results show that
there are bi-directional volatility spillover effects. That is not only in the Chinese
market trading shares on the stock market impact in the United States, in turn,
traded in the U. S. market shares in Chinese stock market transactions also have
an impact. Thus suggesting the cross-listing is one of the conduction mechanisms

of volatility spillover effects.
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Chapter 1V studies effect of investor sentiment and volatility spillover, it first
establishes the investor sentiment index by indirect indicators, and then uses VAR
methods to study the relationship between volatility and sentiment. These indirect
indicators are closed-end fund discount rate (CEFD), market turnover ( TURN-
OVER), market trading volume ( VOLUME) , the increase in value of A-share
investor accounts (IC), consumer confidence index (CCI). And then build in-
vestor sentiment using these five indirect indicators. I calculate the volatility of it
based on the investor sentiment index, and then establishes VAR model with it
and S&P index and the Shanghai Composite Index volatility. Cointegration analysis
shows that, in addition to its own fluctuations, the Shanghai Composite Index is
also significantly influenced by fluctuations of investor sentiment. Variance decom-
position results also show that the influence which investor sentiment to the Shang-
hai Composite index is up to 10% . This means, when the S&P index fluctuates,
it will affect the domestic investors to judge the up and down on the Shanghai Com-
posite index. This will lead to fluctuate in the Shanghai Composite Index, and re-
sult in volatility spillover.

The fifth chapter focuses on international capital flows and volatility spillover
effects. This chapter proposed an estimation method of international short-term
capital flows. For data availability, our approach is: the international short-term
capital = foreign exchange reserves increment - (FDI + normal trade surplus).
Based on the estimated amount of international short-term capital flows, the paper
analyzes the relationship between the international short- term capital flows and
volatility spillovers by using VAR, and establishes 4-order lag vector error correc-
tion model (VECM). The results show that although Shanghai Composite Index is
mainly subjected to its own fluctuations, the intemnational short-term capital flows
also plays part of the role. Meanwhile, the variance decomposition results also
show that the fluctuation of the international short-term capital for theShanghai
composite index is up to 6% . This result also proves that the international short-
term volatility of capital flows is one of the factors of the spillover effects.

The fourth part is the sixth chapter, including conclusion, related policy rec-
ommendations, and some points to be further studied. By analyzing volatility
spillover effects and its factors, the dissertation indicates that although moderate
fluctuations is the performance of capital market activity, over fluctuations should
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be prevented in the stock market. We should strengthen management of interna-
tional short-term flows and prevent financial risks from cross-border spread; im-
prove the capital market to prevent market the wild price swings through establis-
hing and improving the information disclosure system; enhancing investor educa-
tion, building scientific investor sentiment index. This dissertation focuses on the
factors of volatility spillover effects betweenU. S. and Chinese stock markets. In
a related literature, even in the study of volatility factors, the greater the impact
of macroeconomic factors is, the impact on other areas is relatively small. Be-
cause the impact of macroeconomic factors on stock market is a long life-cycle
problem, it can not explain volatility spillover effects of short-term phenomenon.
Therefore this dissertation selects these three factors: cross-listing, investor senti-
ment, the international short-term capital flows. And try to find short-term impact
of spillover effects. '

The dissertation analyses by collecting raw data and using econometrics meth-
ods which include: Descriptive statistics& test, ADF stationary test, auto correla-
tion, ARMA model, for daily data using BEKK-GARCH model and for monthly
data using VAR, including cointegration test, VECM, variance decomposition,
etc. Using the statistical software include; EVIEWS6. 0, SPSS16. 0, MAT-
LAB2009a. Drawing empirical conclusions through econometric analysis to provide
evidences to support strategies and policies.

The innovations of the dissertation are

First, this dissertation selects fairly comprehensive Bull and Bear cycles of
stock market inChina, 2005—2009, and tries the empirical test examines of vola-
tility spillover effects. This undoubtedly has important significance to prevent and
defuse financial risks.

Second, the dissertation focuses on the factors of stock market volatility spill-
over effects. Through the study of Chinese and foreign scholars on volatility spillo-
ver effects, the paper finds that current academic research mainly focuses on
whether or not the volatility spillover effect exits, while few has studied the chan-
nels through which the volatility spillover effect transmits. The dissertation devotes
to the studies such as volatility factors, so as to provide a reference against finan-
cial risks transmitted through the stock market.

Third, the paper compiles the A-share index and N-share index of the 11
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cross-listing companies by taking of SP500 and SSEC method, without using the
normal panel data, which can better reflect the combined effects of the 11 cross-

listed companies.
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