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Financial market integration in Europe has evolved dramatically with the political,
economic, and monetary developments in the European Union (EU). In 2004, 10
countries from Central and Eastern Europe and the Mediterranean region joined the
EU, which was the largest ever enlargement of the EU and a historic step towards
unifying the whole of Europe after several decades of division that resulted from the
Cold War. In this paper, I want to focus on the financial integration, contagion effect
and cause-effect relationship in the Eastern European. To do so, I choose Germany to
represent the EU, since it is the largest economy in the eurozone and has the most
liquid government securities market. Considering data availability, CEEC-3 countries
(i.e., Poland, Czech Republic, and Hungary) are suitable representatives of new
accession members because they have the longest available time series data that can
match those of Germany.

Following the chapter 1, this paper is consistent of six chapters. In the second chapter,
I try to investigate whether asymmetry is exist between the bond markets in CEEC-3
and Germany from 2000 to 2012. To do so, I employ the asymmetric dynamic
conditional correlation model developed by Cappiello et al. (2006). Specifically,
CEEC-3 comprise emerging transition economies that became European Union
members in 2004, while Germany serves as a representative of the EU because it is
the largest economy in the eurozone. Based on the presented analytical models, I
make four important findings. First, I show that financial integration had already
evolved before the adoption of the euro in 2004 in Czech Republic, while the
financial integration process continues in Poland but not in Hungary. Second, the
bond markets in both Poland and Hungary decreased their dependence on that in
Germany during the global financial crisis period. Third, financial contagion did not

occur in the bond markets in CEEC-3 and Germany during the European sovereign
debt crisis period. Finally, I can observe asymmetric effects on returns over time when
markets fluctuate sharply.

Following the results in the second chapter, in the second chapter, I try to analyze the
direction and the degree of this asymmetry. Therefore, I use copula models to
investigate the structural dependence between CEEC-3 and German bond markets
from 2000 to 2012. I evaluate the degree of financial integration and dependence
structure changes in government -securities markets following European monetary
integration and, first, find that integration between CEEC-3 and Germany is greater
for the long-term interest rate but decreased during the crisis period. Second, the
dependence between the Czech Republic and Poland increased significantly since EU
accession before the recent financial crises occurred. Finally, the structural
dependence between CEEC-3 and German government securities markets is generally
symmetric.

Since the above chapters only discussed the one-day dependence between the bond
markets in CEEC-3 and Germany, I still do not know this kind of dependence at the
different time scales. To solve this problem, I employ the wavelet transform analysis
to investigate interdependence among the bond markets in CEEC-3 and Germany at
the different time scale. Firstly, I find that contagion occurred in these markets during
the global financial crisis and the European debt crisis. Secondly, I show that the
degree of bond market integration was relatively high before 2004 for both Poland
and Hungary and very high for Czech Republic throughout the entire sample period.
Finally, I find that the interest rate movements in both Poland and Czech Republic
mirrored those in Germany for the entire sample period.

Finally, the above chapters only discussed the dependences of bond market between
CEEC-3 and Germany. However, the dependences of financial markets among the
CEEC-3 countries are still unknown. Therefore, I employ the DECO-MGARCH
model (Engle and Kelly, 2012) to investigate the equicorrelation of financial markets
in CEEC-3 countries with three or above variables. And I find that even though the
degree integration of financial markets in CEEC-3 increase after 2004, the degree of
integration with the world financial market is still low. Meanwhile, I demonstrate the
benefit of diversifications among the different asset across countries. My results will
provide lots of useful information for both policymakers and investors. Chapter 6 is
the summarizations of my analysis.
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% 1 & Reviewof CEEC-3’s financial markets Tid, AR XD HxtskeE U THEKE
BORPTHT—FDAFUREEZEELTR-F R NHY—, Fza0 3 HEEZE
RT22E, TR DBOREERE L TEEAEEBBRBEOBVEETHEE WD
Bahs FMVERBUZOKFBREZINT S 2 &, SHOMKRETERFCEBENANS
DESHADKERBH 2 L5HEETHEL. ¢RBROEELZ T 2EHEHERE
ROBF. FEL)AIRECREEZTI2RAEFEORNOEEEZENERINTL
B, '

%5 2 8 EU accession, financial integration and contagion effects :Dynamic correlation
analysis of CEEC-3 bond markets Tld. Cappiello et al.(2006){Z & 3 Je X FrE 2 BIA
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