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Abstract

This paper examines the integration of stock markets in Germany, France, Nether-

lands, Ireland and UK over January 1973-August 2008 at the aggregate market and

industry level considering the following industries: basic materials, consumer goods,

industrials, consumer services, health care and financials. The analysis is carried

out by using correlation analysis, β-convergence and σ-convergence methods. β-

convergence serves to measure the speed of convergence and σ-convergence serves

to measure the degree of financial integration. It might be expected a priori that

European stock markets have converged during the process of monetary, economic

and financial integration in Europe.

This study offers evidence for an increasing degree of integration both at the aggregate

level and also at the industry level, although some differences in the speed and degree

of convergence exist among stock markets. Surprisingly, there is an upswing of cross

sectional dispersion for health care industry, which is more prone to regional shocks.

The other industries show a significant σ-convergence. The average half-life of a

shock to convergence changes at a range from 5.75 days for aggregate market to

10.25 days for consumer goods.

Keywords: Financial integration, EU, stock markets, β-convergence, σ-convergence,

correlation analysis

JEL Classification: C22, G12, G15, F36
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1. Introduction

In the last two decades, European financial markets have faced crucial structural and

institutional adjustments with the aim of accelerating the financial integration in

money, credit, bond, and equity markets. Integration of the financial markets adds

to the effective transmission of common monetary policy and to economic growth

by removing frictions and barriers to exchange and by allocating the capital more

effectively1. It is important to monitor the state of integration in various segments

of the market in order to identify areas where further initiatives are needed.

The focus of our paper is on equity market integration2. Integrated stock markets

generate better opportunities for international investors by eliminating country spe-

cific risks and let them diversify their portfolios across countries. A larger pool of

funds other than the limited local financing will be available for corporations. Inte-

grated stock markets decrease the cost of capital. Hence, the number of productive

investments increases, which flourishes the economic growth. In an economic en-

vironment where better risk-sharing opportunities exist, households will be able to

smooth their consumption more efficiently. Moreover, interdependent stock markets

are subject to spillovers resulting from shocks. Evaluating the dynamics of the equity

market integration is, therefore, important for monetary policy makers.

The main objective of this paper is to investigate the existence and the degree of

integration among stock markets in the five member states of the European Union

(EU); Germany, France, Netherlands, Ireland, United Kingdom (UK); at the country

as well as at the industry level. The following industries are under consideration:

basic materials, consumer goods, industrials, consumer services, health care and

financials.

1Agénor (2003)(2) provides a detailed review of the benefits and costs of international financial
integration. He argues that benefits outweigh the costs as long as financial integration is carefully
prepared and managed.

2Baele et al. (2004) (5) provide a discussion about the gains from integration of euro area equity
markets and a review of equity market developments in Europe.

1



CHAPTER 1. INTRODUCTION

To address our questions, we utilize measures of financial market integration. Baele

et al. (2004) (5) propose three major dimensions to quantify the state and the

evolution of financial integration; i.e. price-based, news-based and quantity-based.

In this paper we focus on the price-based dimension, which measure discrepancies

in returns on assets. It is a direct test of the law of one price, which suggests that

assets with the same risk factor and yield should be priced identically if financial

integration is complete3.The results of Baele et al. (2004) (5) point out that the

unsecured money market is fully integrated, while integration is reasonably high in

the government and corporate bond market, as well as in the equity markets. The

credit market is among the least integrated, especially in the short-term segment.

Different studies and approaches have been undertaken to analyze and measure the

progress of stock market integration in Europe indeed. The ECB publishes annual

reports called ”Financial Integration in Europe” 4 with the purpose of contributing

towards the advancement of European financial integration and raising public aware-

ness of the Eurosystem’s role in supporting the financial integration process. These

reports comprise equity market integration as well.

A part of the literature about stock market integration tends to assess how far global

factors affect expected returns in national markets using specific asset pricing mod-

els5. Hardouvelis et al. (1999, 2006) (17) (18) estimate a conditional asset pricing

model to determine the importance of EU-wide risk relative to country-specific risk,

and they report a tendency toward higher market integration. Hardouvelis et al.

(2004) (16) provide evidence for diminishing country effects and amplifying sector

effects as stock market integration increases. The disadvantage of this part of the

literature is that the results depend on the specification of the asset pricing model.

Ayuso and Blanco (1999) (3) show that there has been an increase in the degree

of stock market integration during the nineties using a refinement of the approach

suggested by Chen and Knez (1995) (13). The disadvantage of this method is that

it fails to control for the dynamics of the integration process.

Fratzscher (2002) (15) proposes a multivariate GARCH model to analyze the inte-

gration process of European equity markets since 1980s. This approach allows him

3See Adjouté and Danthine (2003)(14), Baele et al. (2004) (5) and Bekaert and Harvey (1997) (11)
and Adam et al. (2002)(1).

4The first report was published on 28 March 2007 (7) and the second one was published on 29 April
2008 (8).

5See Bekaert and Harvey (1995)(10) and Stulz and Karolyi (2001) (20).
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CHAPTER 1. INTRODUCTION

to evaluate the relative importance of regional shocks originating in the euro area

with respect to global shocks coming from the rest of the world (US). He concludes

that European equity markets have become more integrated with each other and

have gained importance in world financial markets since 1996, and the exchange rate

variability reduced in the mean time. The driving force behind these outcomes is

suggested to be the convergence of interest rates.

Adam et al. (2002) (1) apply a quantity-based approach and report data on inter-

national portfolio diversification for investment funds, pension funds and insurance

companies in Europe. Their results suggest that there is an increased financial in-

tegration of euro area equity markets, although considerable differences within euro

area countries persist.

There are some studies that evaluate financial integration for some new EU member

states within themselves and the with the euro zone, such as Cappiello et al. (2006)

(12), Babetskii et al. (2007) (4) and Baltzer et al. (2008) (6). Cappiello et al. (2006)

(12) use a factor model for market returns to show that the integration of the new

EU member states with the euro area increased during the process of EU accession.

The Czech Republic, Hungary and Poland are found to exhibit return co-movements

both between themselves and with the euro area. Babetskii et al. (2007) (4) provide

evidence for β- and σ-convergence of stock market returns in the Czech Republic,

Hungary, Poland and Slovakia using country as well as sectoral indices. They do

not find strong indications on the effect of the EU accession of all four countries.

Baltzer et al. (2008) (6) use price-based, new-based and quantitiy-based measures

to find that financial markets in the new EU Member States (plus Cyprus, Malta

and Slovenia) are significantly less integrated than those of the euro area, whereas,

there is strong evidence that the process of integration is well under way and has

accelerated since accession to the EU.

The literature indicate a rising degree of equity market integration at least across old

EU members. A further investigation could still illuminate more recent developments

of integration process.

Our empirical study is based on correlation analysis, β-convergence and σ-convergence

approaches. The correlation analysis gives us a general idea about the level and

development of the integration process. The speed of integration is measured by

β-convergence. Dispersion of financial returns across countries or industries, σ-

convergence, shows how far various markets or industries deviate from integration.
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CHAPTER 1. INTRODUCTION

This paper differs from the previous studies for two reasons. First, to the best of

our knowledge, it is the first application of β- and σ- convergence on the data from

old-established European stock markets; i.e. equity returns in Germany, France,

Netherlands, Ireland and UK. Second, we apply these approaches not only to the

aggregate market, but also to the industry level for a longer time span.

We analyze the time period from January 1973 to August 2008. This period has

witnessed several critical economic events with the aim of monetary, economic and

financial integration in Europe. How do these harmonization efforts have affected the

integration of stock markets in the EU member countries? We might expect a priori

that the returns of European stock markets have become more integrated during the

process of integration. As the countries become more interdependent through trade,

the expected cash flows and volatilities may converge giving rise to co-movement

of profits and dividends of European companies, and consequently the valuation of

equities may turn out to be more homogeneous. Additionally, as inflation rates

and interest rates converge to a certain level across Europe, dividends and profits

of companies are discounted at a similar rate, which may lead to converge of stock

returns across countries. Another driving force under the expectation of stock market

integration in Europe is the elimination of exchange rate risk with the introduction

of the euro. A more volatile exchange rate of a country increases the risk premium

in that country since investors require a higher return to get compensated for the

higher uncertainty. Elimination of currency risk result in homogeneous reward to

risk ratios across European stock markets. Finally, stock markets have become more

synchronized due to improvements in computer and communication technology; and

therefore due to a faster information transmission and processing.

Our results suggest briefly that the stock markets under consideration show an in-

creasing degree of integration both at the aggregate market level and also at the

industry level with some differences in the speed and degree of convergence. All

the industries except health care industry show a significant σ-convergence, whereas

there is an upward trend of cross sectional dispersion for health care industry returns.

This paper is organized into five sections. Section 2 summarizes the methods to

measure convergence. The first subsection considers correlation analysis, the second

subsection comprises β-convergence and the third subsection covers σ-convergence

method. Section 3 considers the data and the empirical analysis of stock market

integration in Europe. The final section concludes.

4



2. Methods to Measure Convergence

2.1. Correlations

In order to get a first impression about the degree of stock market integration, we will

exercise a standard correlation analysis of stock market returns. We are interested in

the correlations of aggregate market/industry returns with the corresponding bench-

mark returns which represent the market. The intuition of this approach is that

the more integrated the markets are, the higher is the co-movement between their

prices. It is worth noting that higher correlation alone is not a necessary or sufficient

condition for greater market integration. The data should be examined further to be

able to derive conclusions about stock market integration.

We compare the correlations in five different periods. 1973m1-1979m2 is the basis pe-

riod . We also distinguish between the following periods: Establishment of European

Monetary System (EMS) (1979m3-1990m6), stage one of EMU with the removal of all

restrictions on capital movements (1990m7-1993m12), stage two of EMU commenced

with the establishment of the European Monetary Institute(1994m1-1998m12) and

finally stage three of EMU after the introduction of euro (1999m1-2008m8).

2.2. β-Convergence

β-convergence is an indicator borrowed from the growth literature, where it has

been used to assess regional or cross-country per capita income and productivity

convergence. Adam et al. (2002) (1) has proposed application of this concept to

refer to the speed at which financial markets integrate. We run the following time

series regression for the respective national market or industry to be studied:
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2.2. β-CONVERGENCE CHAPTER 2. METHODS

∆Ri,j,t = αi,j + βi,jRi,j,t−1 +
L∑

l=1

γl∆Ri,j,t−l + εi,j,t (2.1)

Ri,j,t = ri,j,t − rb,j,t

where Ri,j,t represents the return spread at time t between the return of aggregate

market or industry asset j in country i (ri,j,t) and the respective benchmark return

(rb,j,t). α is the country and industry specific constant; and εi,j,t is the white-noise

disturbance. The lag length L is based on the Schwarz information criterion. The

main parameter of interest is βi,j. Under the null hypothesis of no convergence, it is

equal to or greater than 0. In this case, a shock to Ri,j,t is permanent.

The fact that market capitalizations differ tremendously across countries and indus-

tries in the sample necessitates the construction of separate benchmarks for each

industry (and also market) in a country excluding the industry (market) data of

the country under consideration. The local markets in UK, Germany and France

can have a larger influence on a single European benchmark yield, which would bias

the estimates of convergence. Therefore, we construct a separate benchmark return

for each country-industry pair omitting the country itself from the benchmark. The

calculation of benchmark return for aggregate market/industry j in country i follows:

rb,j,t =
∑
∀k 6=i

wk,j,t ∗ rk,j,t

where k is the set of all countries and wk,j,t is the weight of industry/market j in

country k which accounts for market capitalization of that country. In the end, we

have 35 benchmark returns1 for our analysis.

A negative β coefficient means that convergence takes place and the size of β is a

direct measure of the speed of convergence. This allows us to compare integration

across different industries, countries and sample periods. The larger is the beta in

absolute value, the faster is the convergence. The intuition behind this reasoning is

that returns in countries or industries, where returns are relatively high, tends to

1(6 industries + 1 aggregate market)* 5 countries entails calculation of 35 benchmark returns.
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2.3. σ-CONVERGENCE CHAPTER 2. METHODS

decrease more rapidly than those in countries or industries with low returns.

The half-life denotes how long it takes for the magnitude of a shock to become half

of the initial shock. In our case, it is measured in days. It is calculated as follows2:

Half-life =
−ln(2)

ln |1 + β|
(2.2)

2.3. σ-Convergence

β-convergence measures the speed of convergence, however, it does not indicate to

what extent markets are already integrated. It is necessary but not sufficient for the

existence of σ-convergence3. We investigate the cross sectional dispersion in stock

returns, which can be calculated at each point in time by taking the standard devi-

ation of industry or aggregate market returns across countries. For industry/market

j, it is

σj,t =

√(
1

N − 1

) N∑
i=1

[ri,j,t − r̄j,t]
2 (2.3)

where r̄j,t is the sample mean of returns for industry/market j at time t and N is

the number of countries in the sample. Convergence takes place if the cross sectional

dispersion of stock market returns decreases over time. For this reason, we control

for the slope coefficient on a linear time trend in the following regression:

σj,t = αj + γj ∗ t+ uj,t (2.4)

In case cross sectional dispersion converges to zero, full integration is reached.

2This formula is only exact for simple AR(1) processes and a suitable approximation for higher
autoregressive orders in the model.

3See Barro and Sala-i Martin (1995)(9) for a proof.
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3. Empirical Analysis

3.1. Data

In our paper, stock market integration is analyzed using Datastream 1 stock market

indices with a monthly frequency. Datastream indices cover a wide range of national

stock markets and typically at least 80% of the total market capitalization for each

country, which makes it a more accurate representation of the whole market. A num-

ber of sector indices are also included in Datastream. Since Datastream indices are

consistent, homogeneous and thereby comparable across countries, they are widely

preferred in empirical research. One of the most attractive features of this databank

is that the stock market indices are available starting from January 1973 for the most

developed economies. This makes it possible to investigate the whole period after

the Bretton Woods System of fixed exchange rates.

Datastream country and industry indices are transformed into returns by taking

percentage changes for our study. The data cover monthly stock returns in Euro2 from

January 1973 to August 2008 for five EU countries: Germany, France, Netherlands,

Ireland and United Kingdom (UK). The time series were not long enough for the

other member states. The aggregate market returns together with returns for the

following industries for each country are investigated: basic materials, consumer

goods, industrials, consumer services, health care and financials. Only for health

care industry in Ireland, the time series starts later on July 1981. The benchmark

indices are calculated as explained in section 2.2.

Table A.1 contains some descriptive statistics. Returns on industrial indices are more

1The author would like to thank the Financial and Economic Data Center (FEDC) of the SFB 649
at Humboldt University of Berlin for providing a guest account for Datastream.

2The stock indices for UK were in local currency. Exchange rates covering the whole sample period
are extracted from World Market Monitor of Global Insight and the indices are transformed into
Euro using those exchange rates.
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3.2. CORRELATIONS CHAPTER 3. EMPIRICAL ANALYSIS

volatile than the returns on market indices. This is not surprising, since the latter

represents a more diversified portfolio. Volatility varies considerably across countries

and also across industries. The returns in Ireland were very volatile which could be

expected looking at relatively higher returns at this country. The return of consumer

goods industry in Ireland disagrees with the traditional risk-return trade off, since it

is the lowest of all returns yet it ran the highest risk.

Figure A.1 shows smoothed market return series during the whole sample period for

all countries under consideration. The return series are smoothed only for illustration

purposes in this graph using Hodrick-Prescott (HP) filter with a smoothing parame-

ter, λ, of 14400 for monthly data. The returns move closer starting from 1990s, which

might point out that common euro area factors became more important for the stock

markets across Europe afterwards. In early 2000s, this co-movement becomes more

striking. Yet, in the recent years, returns start to diverge again. For the rest of our

analysis, we use ”not filtered” data to calculate correlations, β and σ-convergence,

due to the fact that smoothing the return data gives occasion to misleading outcomes

arising from increased serial correlation in the series.

3.2. Correlations

Table A.2 serves for a preliminary analysis of correlations between aggregate mar-

ket/industrial stock returns and the relevant EU benchmark returns. The first col-

umn reports the correlations in the basis period (1973m1-1979m2), and the succeed-

ing columns show the change in correlation with respect to previous period. Due

to lack of data for the health care industry in Ireland, the basis period is 1979m3-

1990m6.

We examine the change in correlation structure by performing a specific test following

Taylor and Tonks (1989) (21). If ρ̂ is the sample correlation coefficient between two

markets, a statistic ξ can be constructed as follows3:

ξ =
1

2
ln

(
1 + ρ̂

1− ρ̂

)
∼ N

[
1

2
ln

(
1 + ρ

1− ρ

)
,

1

T − 3

]
(3.1)

where ρ is the population correlation coefficient and T is the sample size. The test

3See Kendall and Stuart (1967).
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3.3. β-CONVERGENCE CHAPTER 3. EMPIRICAL ANALYSIS

statistic for the equality of the correlation coefficients between period 1 and period

2 can be constructed as:

ζ =
ξ1 − ξ2

var(ξ1)− var(ξ2)
∼ N(0, 1) (3.2)

The null hypothesis for the test is H0 : ρ1 = ρ2. If the test statistic rejects H0, we

can conclude that there is a significant difference in correlation coefficients between

two periods.

Table A.2 reports the test results. The correlation changes with ” ∗ ” indicate an

increase and with ” ∗ ∗” indicate a decrease in correlation coefficients with respect to

the previous period at a significance level of 10%. When we look at Table A.2, we

see a certain pattern in the change of correlation coefficients. The stock markets in

Germany and France became significantly more correlated with the EU benchmarks

for all industries at the first stage of EMU, when all the capital restrictions were

removed. Netherlands’s stock markets started to be more correlated with EU already

before stage one, during the period of EMS. The significant increase in correlations

of British stock markets started during EMS and continued at the first stage of

EMU. Strikingly, the third period of EMU, which is after the introduction of euro,

is the period when we observe most of the significant decreases in the correlation

coefficients, especially in the health care industry. This might suggest that, at this

stage of EMU, health care industries at almost all countries were affected by local

factors rather than EU wide factors. The stock market returns in Ireland are less

correlated with EU than the returns in other countries for all sectors. Ireland stock

market seems to be isolated from other EU stock markets in that sense.

3.3. β-Convergence

We run the regression in (2.1) to see the speed of convergence for the aggregate

market and industries in stock markets. The results are reported in Table A.3.

To start with, the constants in all regressions are not significantly different from

0, which denotes unconditional convergence of stock returns. All the β coefficients

for all industries in all countries are significantly negative, which means that in

fact convergence takes place for all. We can distinguish the speeds of convergence

10



3.3. β-CONVERGENCE CHAPTER 3. EMPIRICAL ANALYSIS

looking at the size of the betas, which offer that the speed of convergence changes

across countries and industries. The industries converge at a different speed than the

market, which justifies an analysis at an industry level. We report the half-lives of

shocks to return spreads in the second column of Table A.3. The average half-life of a

shock to convergence is 5.75 days for aggregate market, 7.41 days for basic materials,

7.31 days for industrials, 10.25 days for consumer goods, 6.59 days for health care,

8.44 days for consumer services and 6.21 days for financials. This makes it more clear

that the speed of convergence is quite different across industries. The reason why

the overall market converges faster than the individual industries is that the market

is actually composed of more industries than the ones analyzed in this study. There

should exist some other industries that converge faster than the aggregate market.

There are some criticisms about the interpretation of the parameter β as the speed of

convergence. The most recent one came from Hristov and Rozenov (2009) (19), who

suggest that it is necessary to take the coefficients of lagged return spread differences

into account to guarantee a convergent behavior. According to the authors, we

need to look at the eigenvalues of the system matrix and the modulus of the largest

eigenvalue is a natural measure of speed of convergence and modulus should be

smaller than 14. We verified that our framework fits into their definition of speed

of convergence. We calculated the moduli of system matrices of our regressions

separately and saw that they all have moduli smaller than one, which also means

that all industries in all countries converge. We do not go into details here, but the

results are available on inquiry.

For a robustness check, we also run a Andrews-Quandt break point test for all esti-

mations of equation (2.1). Andrews-Quandt break point test checks whether there is

a structural change in the original equation parameters. The null hypothesis for this

test is that there are no breakpoints within trimmed data. Maximum LR F-statistics

suggest that there exists a break point in betas from the industries health care and

consumer services in Ireland at a significance level of 5%.5 In other words, the speed

of convergence changes significantly at certain times for the named industries and

countries. It is interesting that, the significant break points exist for service indus-

tries, which are more prone to regional shocks; and for Ireland, of which stock market

could be more affected by local shocks rather than EU wide shocks. The most likely

4Please refer to Hristov and Rozenov (2009) (19) for details.
5Results of Andrews-Quandt break point test for each estimation are available from the author on
request.
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break point location is 1979m12 for consumer services and 2005m12 for health care

industry. The former corresponds to the year when the EMS was established and it

is worth noting that the former is after the introduction of euro. There is a need for

a closer look into the course of these industries at these certain times to be able to

better explain the reasons behind the possible break points.

Another robustness check we perform is adding a business cycle component to our

regression (2.1) in order to see whether stock market integration depends on the

stance of the business cycle. In order to control for it, we define dummies for two

episodes of business cycles: one for recession and the another one for expansion.

The dates of these two episodes are based on Economic Cycle Research Institute

(ECRI) data which provide business cycle peak and through dates from 1948 to

2008. Betas do not change significantly when we add the business cycle dummies

to our regressions. There is no significant dependence on recession and expansion

episodes. For the sake of brevity, we do not present the results here, but they are

available on request.

It is possible to look at the dynamics of speed of convergence by calculating betas

from moving window regressions. Figure A.2 shows the time varying beta for the

convergence of aggregate market returns in Germany to EU benchmark return. This

plot suggest that convergence has been an ongoing process since 1973 but the speed

has changed from time to time. We performed the same analysis for the other sectors

and for all countries and got similar results.

3.4. σ-Convergence

We start our analysis of σ-Convergence by looking at the cross sectional dispersion

across countries at market level. Figure A.3 shows the standard deviation of ag-

gregate market returns across the sample countries and the HP filtered standard

deviation6. The smoothed cross sectional deviation gives us an idea about the long

term trend of convergence. The graph shows that the standard deviation falls evi-

dently but starts to increase in the mid 2000s. When we look at the cross sectional

dispersions for each industry (Figure A.4), we observe that there is a decrease in

volatility in all industries but the trend is not clear for health care industry. An

6λ, the smoothing parameter is taken as 14400 for monthly data.
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3.4. σ-CONVERGENCE CHAPTER 3. EMPIRICAL ANALYSIS

upswing of standard deviations in the mid 2000s is observed for the following indus-

tries: basic materials, financials and health care. We run the equation 2.4 for the

whole sample period to control for the slope coefficient on a linear time trend for

all industries. The results are presented in the last column of Table A.3. The slope

coefficients are all significantly negative at 5 % level accept the slope for health care

industry. The long term trend of cross sectional dispersions has been upward for

health care industry and downward for the other industries.

The evidence of decreasing convergence in the 2000s is just the opposite of what we

expected. There are several arguments, which could have produced this outcome.

First, the origins of the random shocks may be regional. When we consider the

industries, where we observe decrease in convergence in the recent years, we see

that they are generally the ones which may be susceptible to regional shocks; such

as health care and financials. Alternatively, diminishing convergence might be a

result of country-specific economic effect of global shocks. Heterogeneous industrial

structures of countries, differences in the structure of the banking system and in the

credit channel affect the transmission of global shocks to asset values in different ways.

Even if a common monetary policy is fulfilled, the transmission of monetary policy

to economic activity may divert across countries. Finally, if a country becomes more

specialized in an industry, the contents of country indices become different leading

to less synchronized returns. This is in fact consistent with market integration:

different industries may be outstanding in each country. Therefore, economic shocks

may selectively affect specific industries; hence effects on countries may differ. But

a deeper analysis of the reasons behind the presented evidence is beyond the scope

of this paper but leaves room for further research.

We performed a robustness check by analyzing the σ-convergence in two different

episodes of business cycle: recession and expansion. The coefficients are not signif-

icantly different from each other except for health care industry. In this case, the

slope coefficient is positive and significant at 5 % during expansion (0.002) but not

significant during recession. This might suggest that some countries outperform the

others in health care industry during expansionary episodes, which again results from

exposure of health care industry to local shocks.

Finally, Figure A.5 plots the smoothed7 country and industry cross sectional disper-

sions. Country dispersion was higher than that of industry up to the introduction

7HP filtered with a smoothing parameter λ=14400.

13



3.4. σ-CONVERGENCE CHAPTER 3. EMPIRICAL ANALYSIS

of euro, hence convergence of returns across industries used to be better than that

of across countries. Together with the introduction of euro, industry dispersion ex-

ceeded country dispersion. Therefore, country convergence of stock market returns

became superior to industry wide convergence in the last stage of EMU.

14



4. Conclusion

This paper’s main objective is to investigate the existence and the degree of con-

vergence among stock markets in Germany, France, Netherlands, Ireland and UK at

the country and industry level considering six different industries: basic materials,

consumer goods, industrials, consumer services, health care and financials. We used

correlation analysis, β-convergence and σ-convergence methods to deal with our ques-

tions. β-convergence serves to measure the speed of convergence and σ-convergence

serves to measure the degree of financial integration.

To summarize our results, stock markets that we studied show an increasing degree of

integration both at the aggregate market level and also at the industry level, although

some differences in the speed and degree of convergence exist among stock markets.

The average half-life of a shock to convergence changes at a range from 5,75 days

for aggregate market to 10,25 days for consumer goods. Convergence has been an

ongoing process since 1973 but the convergence speed has changed from time to time.

There is a decrease in cross sectional dispersions for all industries, however, this is

not the case for health care industry. We do not observe a significant σ-convergence

of health care industry returns, which are more prone to regional shocks.

The finding in this paper should be investigated further. The scope of this paper is

not that extensive to capture the impacts of regional and global shocks on European

stock markets. Future research may explore different sources of shocks on stock

market returns and their affects on convergence.
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A. Appendix

Table A.1.: Summary Statistics

DE FR NL IE GB DE FR NL IE GB
Mean Standard Deviation

Market 0,47 0,68 0,55 0,69 0,53 5,12 6,08 4,95 6,53 5,92
B. Mater. 0,53 0,94 0,43 0,90 0,67 5,41 6,22 7,50 8,17 6,60
Indust. 0,50 0,85 0,39 0,46 0,63 5,65 7,27 8,62 9,94 6,83
Cons. Gds 0,38 0,44 0,75 -0,35 0,28 7,03 7,97 7,26 11,85 8,07
Hlth Care 0,53 0,71 0,46 1,11 0,76 4,45 6,15 5,64 10,22 5,64
Cons. Svs 0,23 0,55 0,57 0,78 0,52 5,80 7,04 5,84 6,91 6,36
Finan. 0,49 0,74 0,46 0,74 0,46 6,31 6,09 5,11 7,42 6,40

Figure A.1.: Returns of Aggregate Stock Markets
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Table A.2.: Correlations of Stock returns with EU benchmark returns

’73m1-’79m2 ’79m3-’90m6 ”90m7-’93m12 ’94m1-’98m12 ’99m1-’08m8
Correlation Change in correlation w.r.t. previous period

GERMANY
Market 0,535 0,006 0,278∗ 0,037 0,036
B. Mater. 0,460 0,042 0,275∗ -0,012 -0,066
Indust. 0,556 -0,131 0,396∗ -0,113∗∗ 0,156∗

Cons. Gds 0,312 0,088 0,334∗ 0,087 -0,020
Hlth Care 0,389 0,095 0,184∗ 0,088 -0,141∗∗

Cons. Svs 0,376 0,065 0,210∗ -0,146 0,267∗

Finan. 0,294 0,222∗ 0,240∗ -0,008 0,068
FRANCE

Market 0,525 0,049 0,272∗ 0,038 0,046∗

B. Mater. 0,392 0,115 0,326∗ 0,035 -0,150∗∗

Indust. 0,445 -0,025 0,409∗ -0,044 0,063
Cons. Gds 0,216 0,264∗ 0,256∗ 0,068 0,020
Hlth Care 0,342 0,158∗ 0,127 0,174∗ -0,229∗∗

Cons. Svs 0,418 0,126 0,107 0,107 0,114∗

Finan. 0,362 0,068 0,413∗ -0,025 0,057∗

NETHERLANDS
Market 0,663 0,151∗ -0,058 0,049∗ -0,034
B. Mater. 0,632 -0,032 0,122 0,130∗ -0,066
Indust. 0,562 -0,016 0,096 0,069 0,146∗

Cons. Gds 0,220 0,204∗ 0,149 0,046 -0,133
Hlth Care 0,382 0,268∗ 0,011 0,019 -0,109
Cons. Svs 0,374 0,152∗ 0,253∗ -0,027 0,115∗

Finan. 0,688 0,086∗ 0,046 0,009 0,060∗

IRELAND
Market 0,398 0,235∗ 0,084 0,077 -0,163∗∗

B. Mater. 0,355 0,254∗ 0,032 0,094 -0,082
Indust. 0,155 0,107 0,316∗ -0,326∗∗ -0,019
Cons. Gds 0,197 0,146 0,075 0,165 -0,001
Hlth Care NA 0,471 0,032 -0,082 -0,254∗∗

Cons. Svs 0,170 0,407∗ 0,009 -0,003 0,031
Finan. 0,594 -0,190∗∗ 0,220∗ 0,124 -0,050

UNITED KINGDOM
Market 0,431 0,160∗ 0,175∗ 0,100∗ -0,048
B. Mater. 0,408 0,175∗ 0,168∗ -0,060 0,023
Indust. 0,408 -0,017 0,303∗ -0,049 0,147∗

Cons. Gds 0,346 0,065 0,206∗ -0,121 0,118
Hlth Care 0,136 0,486∗ 0,027 0,049 -0,099
Cons. Svs 0,291 0,216∗ 0,094 0,126 0,070
Finan. 0,429 0,137∗ 0,105 0,122∗ 0,073∗

The correlation changes with ” ∗ ” indicate an increase and with ” ∗ ∗” indicate a decrease in correlation coefficients with respect to

the previous period at a significance level of 10%.

20



APPENDIX A. APPENDIX

Table A.3.: β, Half-life and Trend Coefficient Estimates

β-Estimate Half-life (days) Trend Coefficient of σ-Convergence
MARKET

DE -0,977∗ 5,501
FR -1,006∗ 4,039
NL -1,047∗ 6,808 -0.007∗

IE -1,021∗ 5,359
UK -0,952∗ 6,868

BASIC MATERIALS
DE -0,952∗ 6,863
FR -1,060∗ 7,384
NL -0,975∗ 5,621 -0.005∗

IE -1,077∗ 8,092
UK -1,102∗ 9,111

INDUSTRIALS
DE -0,943∗ 7,258
FR -0,962∗ 6,372
NL -0,907∗ 8,771 -0.004∗

IE -1,086∗ 8,460
UK -0,974∗ 5,701

CONSUMER GOODS
DE -1,169∗ 11,686
FR -1,181∗ 12,167
NL -0,939∗ 7,438 -0.007∗

IE -1,176∗ 11,970
UK -1,075∗ 8,013

HEALTH CARE
DE -1,021∗ 5,385
FR -0,988∗ 4,670
NL -1,058∗ 7,310 0.002∗

IE -1,085∗ 8,444
UK -0,946∗ 7,139

CONSUMER SERVICES
DE -0,919∗ 8,290
FR -0,927∗ 7,957
NL -0,965∗ 6,225 -0.008∗

IE -0,865∗ 10,369
UK -1,109∗ 9,382

FINANCIALS
DE -1,013∗ 4,826
FR -1,000∗ 2,500
NL -1,061∗ 7,454 -0.005∗

IE -1,048∗ 6,853
UK -1,110∗ 9,436

”∗” corresponds 5% significance level.
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Figure A.2.: Time Varying Estimate of Beta for Germany Market Return
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Figure A.4.: Cross sectional dispersion, Industries
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Figure A.5.: Cross sectional dispersions, Country-Industry Comparison

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

1975 1980 1985 1990 1995 2000 2005

sector_sd country_sd

24



 

Bisher erschienene Diskussionspapiere 
 
Nr. 80: Erdogan, Burcu: How does the European Integration affect the European Stock Markets?, 

April 2009 
Nr. 79: Oelgemöller, Jens; Westermeier, Andreas: RCAs within Western Europe, März 2009 
Nr. 78: Blonski, Matthias; Lilienfeld-Toal, Ulf von: Excess Returns and the Distinguished Player 

Paradox, Oktober 2008 
Nr. 77: Lechner, Susanne; Ohr, Renate: The Right of Withdrawal in the Treaty of Lisbon: A game 

theoretic reflection on different decision processes in the EU, Oktober 2008 
Nr. 76: Kühl, Michael: Strong comovements of exchange rates: Theoretical and empirical cases 

when currencies become the same asset, Juli 2008 
Nr. 75: Höhenberger, Nicole; Schmiedeberg, Claudia: Structural Convergence of European 

Countries, Juli 2008 
Nr. 74: Nowak-Lehmann D., Felicitas; Vollmer, Sebastian; Martinez-Zarzoso, Inmaculada: Does 

Comparative Advantage Make Countries Competitive? A Comparison of China and Mexico, 
Juli 2008 

Nr. 73: Fendel, Ralf; Lis, Eliza M.; Rülke, Jan-Christoph: Does the Financial Market Believe in the 
Phillips Curve? – Evidence from the G7 countries, Mai 2008 

Nr. 72: Hafner, Kurt A.: Agglomeration Economies and Clustering – Evidence from German Firms, 
Mai 2008 

Nr. 71: Pegels, Anna: Die Rolle des Humankapitals bei der Technologieübertragung in 
Entwicklungsländer, April 2008 

Nr. 70: Grimm, Michael; Klasen, Stephan: Geography vs. Institutions at the Village Level, Februar 
2008 

Nr. 69: Van der Berg, Servaas: How effective are poor schools? Poverty and educational outcomes 
in South Africa, Januar 2008 

Nr. 68: Kühl, Michael: Cointegration in the Foreign Exchange Market and Market Efficiency since 
the Introduction of the Euro: Evidence based on bivariate Cointegration Analyses, Oktober 
2007 

Nr. 67: Hess, Sebastian; Cramon-Taubadel, Stephan von: Assessing General and Partial Equilibrium 
Simulations of Doha Round Outcomes using Meta-Analysis, August 2007 

Nr. 66: Eckel, Carsten: International Trade and Retailing: Diversity versus Accessibility and the 
Creation of “Retail Deserts”, August 2007 

Nr. 65: Stoschek, Barbara: The Political Economy of Enviromental Regulations and Industry 
Compensation, Juni 2007 

Nr. 64: Martinez-Zarzoso, Inmaculada; Nowak-Lehmann D., Felicitas; Vollmer, Sebastian: The Log 
of Gravity Revisited, Juni 2007 

Nr. 63: Gundel, Sebastian: Declining Export Prices due to Increased Competition from NIC – 
Evidence from Germany and the CEEC, April 2007 

Nr. 62: Wilckens, Sebastian: Should WTO Dispute Settlement Be Subsidized?, April 2007 
Nr. 61: Schöller, Deborah: Service Offshoring: A Challenge for Employment? Evidence from 

Germany, April 2007 
Nr. 60: Janeba, Eckhard: Exports, Unemployment and the Welfare State, März 2007 
Nr. 59: Lambsdoff, Johann Graf; Nell, Mathias: Fighting Corruption with Asymmetric Penalties and 

Leniency, Februar 2007 



 

Nr. 58: Köller, Mareike: Unterschiedliche Direktinvestitionen in Irland – Eine theoriegestützte 
Analyse, August 2006 

Nr. 57: Entorf, Horst; Lauk, Martina: Peer Effects, Social Multipliers and Migrants at School: An 
International Comparison, März 2007 (revidierte Fassung von Juli 2006) 

Nr. 56: Görlich, Dennis; Trebesch, Christoph: Mass Migration and Seasonality Evidence on 
Moldova’s Labour Exodus, Mai 2006 

Nr. 55: Brandmeier, Michael: Reasons for Real Appreciation in Central Europe, Mai 2006 
Nr. 54: Martínez-Zarzoso, Inmaculada; Nowak-Lehmann D., Felicitas: Is Distance a Good Proxy 

for Transport Costs? The Case of Competing Transport Modes, Mai 2006 
Nr. 53: Ahrens, Joachim; Ohr, Renate; Zeddies, Götz: Enhanced Cooperation in an Enlarged EU, 

April 2006 
Nr. 52: Stöwhase, Sven: Discrete Investment and Tax Competition when Firms shift Profits, April 

2006 
Nr. 51: Pelzer, Gesa: Darstellung der Beschäftigungseffekte von Exporten anhand einer Input-

Output-Analyse, April 2006 
Nr. 50: Elschner, Christina; Schwager, Robert: A Simulation Method to Measure the Tax Burden on 

Highly Skilled Manpower, März 2006 
Nr. 49: Gaertner, Wulf; Xu, Yongsheng: A New Measure of the Standard of Living Based on 

Functionings, Oktober 2005 
Nr. 48: Rincke, Johannes; Schwager, Robert: Skills, Social Mobility, and the Support for the 

Welfare State, September 2005 
Nr. 47: Bose, Niloy; Neumann, Rebecca: Explaining the Trend and the Diversity in the Evolution of 

the Stock Market, Juli 2005 
Nr. 46: Kleinert, Jörn; Toubal, Farid: Gravity for FDI, Juni 2005 
Nr. 45: Eckel, Carsten: International Trade, Flexible Manufacturing and Outsourcing, Mai 2005 
Nr. 44: Hafner, Kurt A.: International Patent Pattern and Technology Diffusion, Mai 2005 
Nr. 43: Nowak-Lehmann D., Felicitas; Herzer, Dierk; Martínez-Zarzoso, Inmaculada; Vollmer, 

Sebastian: Turkey and the Ankara Treaty of 1963: What can Trade Integration Do for 
Turkish Exports, Mai 2005 

Nr. 42: Südekum, Jens: Does the Home Market Effect Arise in a Three-Country Model?, April 2005 
Nr. 41: Carlberg, Michael: International Monetary Policy Coordination, April 2005 
Nr. 40: Herzog, Bodo: Why do bigger countries have more problems with the Stability and Growth 

Pact?, April 2005 
Nr. 39: Marouani, Mohamed A.: The Impact of the Mulitfiber Agreement Phaseout on 

Unemployment in Tunisia: a Prospective Dynamic Analysis, Januar 2005 
Nr. 38: Bauer, Philipp; Riphahn, Regina T.: Heterogeneity in the Intergenerational Transmission of 

Educational Attainment: Evidence from Switzerland on Natives and Second Generation 
Immigrants, Januar 2005 

Nr. 37: Büttner, Thiess: The Incentive Effect of Fiscal Equalization Transfers on Tax Policy, Januar 
2005 

Nr. 36: Feuerstein, Switgard; Grimm, Oliver: On the Credibility of Currency Boards, Oktober 2004 
Nr. 35: Michaelis, Jochen; Minich, Heike: Inflationsdifferenzen im Euroraum – eine 

Bestandsaufnahme, Oktober 2004 
Nr. 34: Neary, J. Peter: Cross-Border Mergers as Instruments of Comparative Advantage, Juli 2004 
Nr. 33: Bjorvatn, Kjetil; Cappelen, Alexander W.: Globalisation, inequality and redistribution, Juli 

2004 



 

Nr. 32: Stremmel, Dennis: Geistige Eigentumsrechte im Welthandel: Stellt das TRIPs-Abkommen 
ein Protektionsinstrument der Industrieländer dar?, Juli 2004 

Nr. 31: Hafner, Kurt: Industrial Agglomeration and Economic Development, Juni 2004 
Nr. 30: Martinez-Zarzoso, Inmaculada; Nowak-Lehmann D., Felicitas: MERCOSUR-European 

Union Trade: How Important is EU Trade Liberalisation for MERCOSUR’s Exports?, Juni 
2004 

Nr. 29: Birk, Angela; Michaelis, Jochen: Employment- and Growth Effects of Tax Reforms, Juni 
2004 

Nr. 28: Broll, Udo; Hansen, Sabine: Labour Demand and Exchange Rate Volatility, Juni 2004 
Nr. 27: Bofinger, Peter; Mayer, Eric: Monetary and Fiscal Policy Interaction in the Euro Area with 

different assumptions on the Phillips curve, Juni 2004 
Nr. 26: Torlak, Elvisa: Foreign Direct Investment, Technology Transfer and Productivity Growth in 

Transition Countries, Juni 2004 
Nr. 25: Lorz, Oliver; Willmann, Gerald: On the Endogenous Allocation of Decision Powers in 

Federal Structures, Juni 2004 
Nr. 24: Felbermayr, Gabriel J.: Specialization on a Technologically Stagnant Sector Need Not Be 

Bad for Growth, Juni 2004 
Nr. 23: Carlberg, Michael: Monetary and Fiscal Policy Interactions in the Euro Area, Juni 2004 
Nr. 22: Stähler, Frank: Market Entry and Foreign Direct Investment, Januar 2004 
Nr. 21: Bester, Helmut; Konrad, Kai A.: Easy Targets and the Timing of Conflict, Dezember 2003 
Nr. 20: Eckel, Carsten: Does globalization lead to specialization, November 2003 
Nr. 19: Ohr, Renate; Schmidt, André: Der Stabilitäts- und Wachstumspakt im Zielkonflikt zwischen 

fiskalischer Flexibilität und Glaubwürdigkeit: Ein Reform-ansatz unter Berücksichtigung 
konstitutionen- und institutionenökonomischer Aspekte, August 2003 

Nr. 18: Ruehmann, Peter: Der deutsche Arbeitsmarkt: Fehlentwicklungen, Ursachen und 
Reformansätze, August 2003 

Nr. 17: Suedekum, Jens: Subsidizing Education in the Economic Periphery: Another Pitfall of 
Regional Policies?, Januar 2003 

Nr. 16: Graf Lambsdorff, Johann; Schinke, Michael: Non-Benevolent Central Banks, Dezember 
2002 

Nr. 15: Ziltener, Patrick: Wirtschaftliche Effekte des EU-Binnenmarktprogramms, November 2002 
Nr. 14: Haufler, Andreas; Wooton, Ian: Regional Tax Coordination and Foreign Direct Investment, 

November 2001 
Nr. 13:  Schmidt, André: Non-Competition Factors in the European Competition Policy: The 

Necessity of Institutional Reforms, August 2001 
Nr. 12:  Lewis, Mervyn K.: Risk Management in Public Private Partnerships, Juni 2001 
Nr. 11:  Haaland, Jan I.; Wooton, Ian: Multinational Firms: Easy Come, Easy Go?, Mai 2001  
Nr. 10:  Wilkens, Ingrid: Flexibilisierung der Arbeit in den Niederlanden: Die Entwicklung 

atypischer Beschäftigung unter Berücksichtigung der Frauenerwerbstätigkeit, Januar 2001  
Nr. 9:  Graf Lambsdorff, Johann: How Corruption in Government Affects Public Welfare – A 

Review of Theories, Januar 2001 
Nr. 8:  Angermüller, Niels-Olaf: Währungskrisenmodelle aus neuerer Sicht, Oktober 2000 
Nr. 7:  Nowak-Lehmann, Felicitas: Was there Endogenous Growth in Chile (1960-1998)? A Test of 

the AK model, Oktober 2000 
Nr. 6:  Lunn, John; Steen, Todd P.: The Heterogeneity of Self-Employment: The Example of Asians 

in the United States, Juli 2000  



 

Nr. 5:  Güßefeldt, Jörg; Streit, Clemens: Disparitäten regionalwirtschaftlicher Entwicklung in der 
EU, Mai 2000 

Nr. 4:  Haufler, Andreas: Corporate Taxation, Profit Shifting, and the Efficiency of Public Input 
Provision, 1999 

Nr. 3:  Rühmann, Peter: European Monetary Union and National Labour Markets,  
September 1999 

Nr. 2:  Jarchow, Hans-Joachim: Eine offene Volkswirtschaft unter Berücksichtigung des 
Aktienmarktes, 1999 

Nr. 1:  Padoa-Schioppa, Tommaso: Reflections on the Globalization and the Europeanization of the 
Economy, Juni 1999 

Alle bisher erschienenen Diskussionspapiere zum Download finden Sie im Internet unter: 
http://www.uni-goettingen.de/de/60920.html. 

 


	Introduction
	Methods to Measure Convergence
	Correlations
	-Convergence
	-Convergence

	Empirical Analysis
	Data
	Correlations
	-Convergence
	-Convergence

	Conclusion
	Bibliography
	Appendix

