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Dynamic analysis of financial market contagion
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Abstract

We propose methodology to analyze the dynamic mechanisms of financial market contagion under mar-
ket integration using a biological contagion analytical approach. We employ U-statistic to measure market
integration, and a dynamic model based on an error correction mechanism (single equation error correc-
tion model) and latent factor model to examine market contagion. We also use quantile regression and
Wald-Wolfowitz runs test to test market contagion. This methodology is designed to effectively handle het-
eroscedasticity and correlated errors. Our simulation results show that the single equation error correction

model fits well with the linear regression model with a stationary predictor and correlated errors.
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1987 wl= FAA17% £ W o](Black Monday) ©]F §% =7t L85 FFAIFY 97+
F 3 vl MEE e Aol oiet AAARCE AP Aol dRislea gtk £ W
o ot vl=r FE& FAANFIFL AU Holl &, =, AVIEE, TF 5 AlA FAA A
S vl ATk 19949 WSt WA 97] T3 A7 S FEAE AEENeH, O o= Fﬂ%
oAl A AlZE o] ofAlo} A FFHVIE APH 1997 O]’/\]‘_ Z 7% (Asian flu), 19983 #JAJo} $17],
1999 Bepd 917] BT A7 AE4S HoFith ool 200749 nl=re] 2oid 27X R
FAEo] sHilstHA AlZHE v= A Bzekql BE7]Z](subprime mortgage) AFEl= Bl=FHo] obd A
=8 Ag ALAAS Eeie) AF A BASNZE TPAgeH 2009d7HA JEWJ%W%ﬂ(GlObal
Financial Crisis) & 7M. o|E% o= & FFAIFNA A= 717} th e FEAEoE me
A Ag=EE A5 F85A73 A A (financial market contagion) o]z} & 4= It} ‘?_?4_6]-71] WA= Z
& A1 #4719 A AA FEA8Y T3 (integration)ol] T2 BAH Ay}l Zlo g HolH
olgigt FEH7IHNGY AAAEL FAF FUleta v ALE Bt
8 AT Arele] Aol #ASE A7 2d ARH SR FARE AAA o thge EE
S35t ATk 7] dACA = A F e FAAA Atole] AHABAE AR H71A
AZ3ATE o] 7ML AA| 1S H7] 717 (crisis period)3} FAFE 7]17F(tranquil period) o
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3to] ZF 717 FF T A AL
o ddEH AQasrt =
277 ZANF] AdEATIF EAFTGT A2 ) orbes <} R1g0bon (2002)
BAS MR 97 109 AR} EAIEE BRHE AL A4 4BelA) 348 FEA
g% 2] &7 (interdependence) & FAIRE 23S AA AL o5 HASH] A HFEEHA
&7 (volatility) S &2 H 73t 712 AAA = %Li-o/]%- AE Aottt o] A7 282
A At Dl F8A Arolodle Aol gloy ©A] A5 oE JAVE EATS Bof Sohe A
A, o] A& “No Contagion, Only Interdependence” 2t1 5 SI-ﬁD]- A9 Corsetti 5 (
Zo)EAA ] i3t Ao wjAst e AES RSt 152 Forbesg} Rigobon (20
S8t By FAAF 7] FH0R Q% S YYHo|a ]54‘_*‘——_]]—4.?_ 71 B8 BAY
A AR Aol 77 Atk A A HA HEAS ANE vhdee BP0 R AFday 44
Ak I A, 2 ek A9 A4S oEd3A ) obd Adelgta e £ Qlrka £ska Tt o
95 97149 BHE AT AEe PHE D A7 AL Bl ) TEHE o0
= S 5A AAZE EASIL Y= AR glen 7o Tzt gk A7t 8-S Ho
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B AP AR AQNE) AZ3t] FEAF TN AG L BA A (R, AGAA)ES
AZHoR Aoste] 2431, olF ENE FEAF AL At 54 FA 23S A 2
2 =z gk oldd By U 24702 B3 FAFEAGY FRAG A1A9S S o5
@ 4 QIThe, 7 vekel AAA AT AR AA R ohet FAAe] AP RN % HUE AT
A8 ek

=
2.1. U-EHE
2§ A1 533} (market integration) @ Al&e] 5% 3}(co-movement) & FoJ3 4 gty = F7]|A
O F ME o A At 7HA e gA Qo] frARe EE HolErttd o] AEL FEEE ittt
3% gty olH S F8AE T3 E4E A FEAT UEN T 2A9E # 24T £ et

<+ 22 U-3AZS 13t

of 7 FEAF(RE)0] e ABUSE FoTh B ATNN FFAF WEND
42 31 U-5AR B8 29 22 A (Kin 5. 20132 99452 A8stel $15 64
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(
(E(e;) = 0)2 x*(1) BE(scale free Y EH I BZ)E wrEr}
2. 65 Y &Aool wif A E B¢ U-SAZ] L2 9127t 24 ol FstA "t
2.2. Al 28 AIE SEz} oldd

218004 AAG U-SAFE A3 H29) F5AF 589 d4ol Bus 248 5 Aok 3§
NS AP AE HEE Jos FeA 9OBE ¢ = +1 (4%)9 8] 1/20]3 «; = ~1(312HY
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Figure 2.1. Distribution of U-statistic: Developed market, emerging market, entire market.

Qow o] et E(e) = 00 A= o] H3} U-SAZo] €

= Z(scale free V|ES|Z B3Z)E wl2r}. o)9} 2 U-5AH
z E4e A}%‘M AA AR A7 22), AE=Z AZ(1970) D A 417 /\WOHAM =
= = AN (69} ¢, i # 5)°] FA L2AL FAM Wels 3 A
3o} (2 A eie; =1, i # ) L U-SAZ] L22 /—%3} 2
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A UENZVL AAHE Loz kst (
B QF A< AAF A< QA AR EAR D7) Aol Bako] BRI sAT) (Figure 2.1).
ol AR Aol AZ= Al vld BE3 AT} At 2AS BoFe Aoty tiA] wate] &
FAZo] Al LEAU FAl W= A= A < AR A < AA A A0 o=
A5 A < A= A < AR A1 AR ¢ F 7H &g 0] vl A Atk A 7] Q1)
E33lo] A3 72 AFNA = FEEH AL =7 ‘_’“E 3l thHEF PLO] 23 (multiple factor
model)2] H|olE] AITE A= = (ell: Lehkonens,
R? 0o BAAHE by
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2 FEAF ALS S5 A4 R 2 g s A £ o
4% T3 (single equation error correction model; SEECM)& 422 3] 291
model), ¥ 37 2 3 (quantile regression), Wald-Wolfowitz & (run) 7
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AY: = a+ PoAXi + 1Yo + B2 Xi—1 + &4
=a+ BoAX: + f1(Yi-1 — v Xe-1) + &, (3.1)

7N y = —Ba/fr, AY, = Vi — Y1, AX, = X, — Xi_101H, e B4tk o714 X, 9}
Yiv S8A3A R dAdHE F AR fAdER FAAH ol (€W LA B2 (error correc-
tion model; ECM) 3} &g SEECM-2 AA7A o ALLE 4= 98 (Durr, 1992)), So= ©7] 3 A A%,
vE B7EAAS, i BV dFBAAN Y, = X, 2 FHPe S5 S HEEY I, o = /it
HEAgog BAY 3 AALott. o]2A HH SEECMS F3to] 44 717 5% F Al Atolo] 7+
A AES @3 5 Aok 4 (3.1) SEECMY 32 7|29 +=7o] Hoj&, 45 &R 52
A< (contagion) o] EAAEE By = —51Y RS T3 U

ATt ol FAME AF3 AAH B = 141+ HEAHLE A SAAGIH, Aok A=
Jojke] A AL SHlE HEACE HAYF L1} o5 e} 3
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Xt = Hth + 6xur,t, }/t = Gth + (Syu%t, (32)

o371 A Wy Ho] 00]a1 B4bo] 191 IR E-E A (latent stochastic process) & ZA] X, 2} Y, ol tl st
ZyZ+ o] A A Al 4= (loading parameter)+ 0,2} 0, 1Tk ug 1 &} uy o = X 8 Vi8] Z42+9] 1% iid random
shocko| W Z}zke] AAA G 6,9 §yolth. =, Wi ~ (0,1), ugt and uy ~ (0,1)0]32, oJu] ZE 2
o] & FYYE 7HE et

E (uz,tu%t) = 0, E (uz,tWt) = 0, E (U%tWt) =0.
99} o] AAE 2% F (3.2)9 SEECM (3.1)& th33} o] A& s o] gtk

AY;, = %AXt - (3/;571 — Z*thfl) - zlézuz,t + Syty .

°JAl Y:9] random shocko] AR(1) ¥4 whEthal o=} 2ol 7H 3t

Uy,t = PUy,t—1 + Qu,t,

371A E(aw,:W:) =0, E(au,tuy’t) =0, au,s ~4d(0,1)°]t}. I28d 2ARY (3.2)2REY v 2
o] SEECM< =& = rt.
0 0
A}/} = iAXt — (1 — p) (}/t_l — Wy_p)Xt_l) -+ Et, (33)
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A7NA er = —(0y/02)0zta,e + dyau,e — pOyW, 018, E(er) = 0, Var(e) = ((0y/02)02)° +
(p6,)20] ARTE & 5 Ak o] AR Var(e,) = 6,9 6,3 Bdo] X9 Vo] g0l Je
T AFS & Utk BT Var(er) & pE 5081 Vi 9] random shockoll = F&FS 01 JS5S &+
Ak #e 4] (3.3)3 SEECM (3.1)2 B3] B
_ Y _ _ b _
6076z’ /BI*P 17 ’Y*em(l_p)7 a=0
A& & 5 Ak T p = 0°]2FA = Y9 random shocko] iidehd, B = —10°] H 9, o] F¢ 4
SO ERAE UL A% fo = —fi7k A7) SAASD o5 QolAE AL & 5 Ack. frt
oSt QS AL X5} Aols] AEAETAN WEAG0)R 21 JEL LA vk Aol
S T A 7o Aol WA ke AL eudn. wa 4 (33)02RE p = 09 3
g0 = —(0y/02)00Uat 4 040y, 1L, o] W E (e;) = 0, Var(e:) = ((6y/02)02)° —1—65 ide, 7l 95 &
AT+ ok F, p =09 B¢ nd e B = —1 (B2 = 72 FAA)Y 2HE AL
A F Zoltk. weEkA A (3. 3)°ﬂ/‘i iid e: 5 sk 2o th’]' Ye Atelo] Ado] EAst=A] of
Ul ZooedARt EAst=AE FAE 5 Ark o] RS F AT AEER BPeE e
g, ol= X9 Y7k AR 7]‘?}01 ﬂt "/Pohﬂ 2AS A qu o8 FHekal Ylae 7HEE ¥ uk o}
Yzl ZAl L A28 2] u, 7} iid random shock©] o} correlated shock 12 Ao 2H 7142 F
A AA Do) JE=Tt Astd AEE FHole AAE FAAA AAskaL 7] wiEelth
3.2. 38 AMZH 2 Y MY AEH
3174014 AAE SEECME AHgsto] 2418 A4 A457] 98] 29 5712478 (quantile re-
gression)2 ARE3S= Zlo] o3t o] 7ol HQ3t olf= AR AFS dov= ALl ny
o] ANASG (0.9} 0y)=°] o]E4H(heteroscedasticity) HlolHEE& TEod 7ol 7] wjEolth
Z Var(es) = ((0y/0:)02)% + 05+(pby) otk EHAZALA 7Y 2 iR 2 o]t 2s) £
‘:“E e B Aol ZtiE s A s B&Aola Bhgs BAelth. B3 ARA7IHeR
7€ SEECM] 2938 AFE5S AREsto] 45 o]Ed7 (interdependence) 22 % % (contagion) 2]
EAORE BEAOZ DL 4 Slovl, ofE et Wald Wollowitz H(run) A9 AHE T, o
A4 Brun)oleh 0 Bek 2 AR+ 0 He 24 () E ASHOR 2 49T o e Hez
DFtel e At oW o) AT, oW e AT B oItk o UL AgIE
ot eAEol SHAAA AAFHE Aol & AU 2T hEol7] BEoIk
7] B FATA Lol A 7] HAAAT 2o Aeigtel 54 BHolA FeHor S A7
Ztzy @7) A A7) ZEel BT Zler Rt o] AeEs Aol obd Y ARE A 3
£ Aoz Ag3ke olfE o] ATEL MSAHoR AR ¢ AGFEo|nz ANFAFE S35
ol AetA o Ao ADAA Hde AYstet] #8 AEE AT Aoz 7HhH7] Wi
olty. WEAHer HAR F7GAAT B F AR AZAEHAE S Ao, o] A
o Arfizte]l 54 29 olA FolAHor F71d A¢ Felv F A e Ao @A AR Aol
HAS Ao Aottt o] BAE FAA R AuHY thedt Zrh A 93 ARAeR F49
7tzre] B9 AEe] IAE v o] Fetth
(BOl Bos .-, Bon — Bo) ) (=% 8 =), (321 — B2y, Bon — B )
= N7olH, Bo, 7, B2 242 FHE NS @718 A A, Z718AA S, 45 E2A
ojgA F3 7 AeEY IAE ARt F A e A 9 A4

A7) w94
Arsl ERHTRE b,
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ARE AZ3Y] Aste] thew} 2] HE 4T 4 ok
o HE': NF X3ty Atolo] ©7] o] EAHA b=tk (5F (Bor — Bos ..., fow — Bo) ol iidelTh).
o HE': A% X9y Atolol @] gde] ZA@} (37 (Bor — fo, .., fon — o)l iid 7t okLiTh).
o HET A XY Abolol] 7] Zdo] EABHA ket (5} (31— 7,...,4n —7)°] iido]Th).
o HE: X% XsbY Atolol] 7] el ZAGH (% (31 —7,...,An —7)°] §id7} ofTh).

HE : A% X9hY Aojol Ago] ZABHA gh=th (33 (Bar — o, fan — B2) o] iidelTh).
o HY : A% XY Abolo] Ao EAjaict (213} B ., Ban — Ba)el iid 7}k ohTh).

Mgtk AR Hy' HY' HS Sl A

9] 7S AAB7] $13te] Wald-Wolfowitz & 7
N7j9| A2 HE :rL' ] Ape Azl 23 olmj 0XET} 2 X}X]' TE Nyt 31‘—1—
0HTh 22 Zxp =5 N_zta std, ¥ Jiee 7y ’L% 247t p = 2NyN_)/N + 1, 0° =
(1 — 1)(#*2)/(1\7* oy, N=N; + N_-9<Z & & At #9 AF7HEE 7176 =9 74 34
AgEe A7 PR 35 Uehll= Zo|BE £ SEECM (3.1) £+ 4 (3.3)9 247} o
AE Holm YR gkl B 4 gl Zojt) webi] WEAL o]EAte R QlBle] T AJA Alo]
ol &7 9, A7) A, S AQho] 2t A& A& ¢ Y& Zolth. olgt W E $1] A7}
A 71784 e A% A& Arelel] @71 74, 7] R, S Ago] A $ tivk 4%
JEAA R EXgITH: 48 LH%] T Stk FellA AAG AEY AQ o F AAAHL 7189 AT
Al AREsE PR E T A4 A7 A vlw A rdsh, vlg] 9]7] 717 (crisis periods) I+ A3 7]
ZH(tranquil periods)< & Alo] A3l oF PE 7|& Y dHES Bygsirt
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4. SEECMQ| R4

Engel} Grangr (1987) =7oA] AAIS 204 LA+ 23 (two-step Error Correction Model)<
F 2 (cointegration) TAE 2 F 7l o] AAE ARE B4 AMSEHE EFonh £
FollA AlQtele @Y WA e XA R (SEECM)2 F448 AA9 AAE 580 ofer A4
A (stationary) A|AlQ Apg BAO % ALR 753 280l (Durr, 1992). 2, SEECM-E FAA A7
4 X574 @714 ARG oflet e E Y] FHAAS 2T BYPS AHEste] 4
9 T4 B4 7FsdtA ke BE¥olth. £ ZoAE SEECMY F842 &3] A3t =3 2
o] AlE# o] A& AASHTE

A SHUTY 25 AL Sete] AR EE
Zro] ARttt

=
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(rt
=
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S
T
o
Y
o
¥
K
o\

St ohe

X, ~N(0,1), Yi=15+2X, +e.
ol] 2xkakol iidel 295k iidzh obd A9-E AAeAYUT, 22t 44N AR RN A3
233} SEECM (3. 1)% FATro] Ry AR S vwsiek. AT BYL o 2o
e 23 (A) iid 241 B3 (iid Error Model): &; ~ iid N(0,1)
e 23 (B) A4 2413 23 (Correlated Error Model, AR(1))
(a) et =0.1e4—1 +ug, ue~ N(0,1)
(b) et =0.384—1 +ut, ue~ N(0,1)
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Table 4.1. Coefficients estimation and model fitting of simple linear regression and single equation error correction
model (SEECM)

Simple linear regression SEECM (3.1)

2y a B Adjusted R? @ Bo 51 Bo ~ Adjusted R?

(A) 1.4533 2.1296 0.8201 1.3574 2.1290 —0.9339 2.0068 2.1487 0.9049
(B)-(a) 1.4536 1.9318 0.7736 1.2868 19311 —0.8856 1.6754 1.8918 0.8827
(B)-(b) 1.4399 1.9303 0.7581 1.0023 1.9311 —0.6962 1.2960 1.8614 0.8797
(B)-(c) 1.4152 1.9261 0.7213 0.7137 1.9311 —0.5043 0.9114 1.8074 0.8776
(B)-(d) 1.3566 1.9184 0.6380 0.4164 1.9310 —0.3064 0.5155 1.6822 0.8759
(B)-(e) 1.0584 1.8858 0.3830 0.1083 1.9311 —0.1005 0.1042 1.0365 0.8746

(©) 1.5380 2.4344 0.8839 1.5919 2.4352 —1.0340 2.5443 2.4605 0.9428

(D) 1.5262 2.0041 0.9984 1.4282 1.8733 —0.9421 1.8890 2.0052 0.8155

(C) Et = O.55t—1 + Ut , Ut ~ ]\7(07 1)
(d) Et = 0.757571 + Ut, Ut ~ N(O, ].)
(e) et = 0.9875_1 + Ut , Ut ~ N(O, 1)

e 23 (C) WARY (Endogeneity Model): (X, e:) ~ Bivariate Normal(0,0, 1,1, p = 0.5)
e 23 (D) ¥3E 23 (Cointegrated Model): X; = X¢—1 +us, ur~ N(0,1), e ~ N(0,1).

Table 4.1 919 7 7PdstollA] B33 SHUFe} FE5ATE ARt deIARE(Y: = a +
BX, + )3 SEECM (3.1)S 243 452 Ho] 0},
A A2 AFRSF 23 (
Holx glth. metA exgto] HyAo|A] ¢k A I 80% A7) A7) FEASTTE Eok
A4E 2y APert A3 4TS HojE vhd, SEECM2 27|43 ZE
4 QA Hof 31 gtk 53] AR R

4w 3 st —‘?’—330131 FEH71R M E
HBE T F§ AT 97 AdS EA5= SEECM2 AH&-BH= 740] Aje Ao F HRlrk &
sh 919 @J%Oﬂ M2, PR o] FALE
A2 BEA e 210 Hth 74 2EE AL FAE 2P (D) A deIAREY A
7} SEECM Hrt} 52 k& HoF ke Zlojth. 1 o+ AH A4 & a2 =
MA(c0) 2 %83 AF X =3 2obieiol™ by =00 > 1)o]Arh. ¥Hd AHYI X+ BE i
“/HOH bi = 1°] "t} wepA HD I+ HJA Aol st ARV Houg Ho B

£707 2H o] 7153517] wjEolt}(super consistency). ¥#3 HFE= o] 23l super consistency+=
small sampleo| A& 2 JERA] ¢k= the H ot} (Maddala®} Kim, 2003, p.157).
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5. A2

2 Aol NE F Y FEAF Aolel AART 2AFEAS SHOoR A5 1 AGaT 3
£8 375 473 PN AN, & Ao AN PNES FEAR 717 WA, D17
WA 714 FYBAZRY olF F AW S5 5 954 FH(SEECM ¥ 44 29 BF)L
YAA(RANNEAIY, A44) 0% $AHEE AR AFRIonA 4GB 7)eH ARE ol
£ Aoz AdEn. FEA497 A8 1Y ave Adoleks AENA AEE e vE 1
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of Rt JNdEol BEstA AelHojoF drt. o€ S0 eS| A, #E, WY Aade sgst
£ 8ol Rt Hort A8 ole FEAIF 4A% HelHE S8 7AA o7t B9
okl Sltkh 72| AFAAES AERONM SEAIF S AT AR FEATe] 54
T stz et Aosiglovt Wy AlaE, 3 ) A T Sl g At 2o &
AZ FHAE Aol ek =eldela A< £4 A5 A7 o8 Adelol Aok & AFelx=
53] S8 DE BAAA dRelAM B85 AR AT A% :“’%7]7} LAY Sl wh
2t Wslsto] Atz 7)5ekA] e e r oSt A Bl 8AE de e
Ae AAAR ol & et o] BF 53] BFAA BBolA 8418 %E}EPOH w2t J4E =
FEAEBAE 284 Aol 4R S8AE MEHE 7HEe BRelM A He AR

U2 A ZelTh
}

T3 B AFolA AAEE FEA1F s ste] v U-FA N gt d1d3= MEHZE
29 Asjele AYoR H7E & Ak ol e PHES AA AR A5 Avo] 18 4 9
2w ohe), ME2E B9 Aslehe AHoR AWE & 4 i BE A6l A8 Atk of
E Eo] J2Z AETA A3E AR HEd Ad 7 HYste] A7 ¢l (Cohen 5, 2012)
ot £ A7 FEEWD AT} 5 2L Agehe ATolw Lo wel £ Ape] U-FAR
o) 488 % 9L Aoz AtHT
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