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0 ABSTRACT O

This paper aims to study the integration of financial markets in a group of Eastern
Mediterranean countries (Syria, Jordan, Lebanon, Turkey) and a group of Western
Mediterranean countries (Egypt, Tunisia, Morocco, France).The long term relationship
between the returns of the monthly closing prices of financial markets indicators during the
period of 2010-2017 was examined on AutoRegressive Distributed Lag (ARDL) model.
The relationship in the short term was also studied based on Vectorial AutoRegressive
(VAR) model, the impact of external and internal shocks on returns was discovered
through impulse response function and variance decomposition.

The results of ARDL model showed that the integration markets in the Western
Mediterranean countries is stronger than the integration in Estern Mediterranean, while the
Granger test shoewd that the relation is weak in the short term in both groups. The
response function indicated that markets responed differently to external shoks, and on the
variance decompostion we found that; in most markets the internal shoks are more able to
explain fluctuations in returns of financial markets indicators.

Key Words: Integration Financial Markets, The Law of One Price, Eastern Mediterranean
countries, Western Mediterranean countries, ARDL Model, VAR Model,
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0o sl Gsadly Jaad) Gondl Jlail &3 Adsall Sl Gy Blsd Jaiid CAPM 350 Stulz (1981)
callall Joa Adliae 3ol (e Alle Gyl Adnind) el ICAPM z3sa3 S

Laal) Plaial’ e e Zaaball Cijes daaball s ik Ross (1976) gy tiashall jumas 4l =
55 gl Sigaa die I o3 Gl e WA Dl gy Gt ST T Gille (i s b
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o paadl Gl (b w3 il %5 AV (ggie die Aysine Lol AdLaY) il il (il die 3

:ADF Lia) guili £(2)J saa

s sionally 8 e 2l of ALl Fpi il Jpy sng in lsal

Lol olaily culh g Daa¥) il | ae dsbed LileinY) pl il
Cull ae Ailaal sladly s
L) dagl t dad c Trend c
1(0) 0.0024** | -3.077594 0.1494 0.0377 0.2837 DWX
1(0) 0.0000** | -10.06384 0.4549 0.1602 0.1122 ASE
1(0) 0.0000** | -8.817345 0.2218 0.0058 0.0984 BSE
1(0) 0.0000** | -9.620671 0.1351 0.8120 0.5887 BIST100

Al e %1 %5 %10 sie DY ggiwa ) ppdd ** 22k Eoviews o alaisWlh opfiald) dlas) ¢ juaal)
8 s e el (33 Jg Ao sena b Al (3ledY) el Ay dal e sAl) 3l JalSs sl -
ceausill 2013 ¢ le)Pliuly b chstdl G ADN il i) z3sell 3y 3 ARDL zise
s oY) il ae alelS Auhn Ly Ll hetie Gsw IS 05Sr Cumy zila dagl s 5 .(2008

taa)¥) z3lail) 8 ARDL g 3sas (356 38 A5Y) ¥ aladl)
ARDL (DEPLAGS=8, REGLAGS=8) DWX ASE BSE BIST100 @ DUM
ARDL (DEPLAGS=8, REGLAGS=8) ASE BSE DWX BIST100 @ DUM

ARDL (DEPLAGS=8, REGLAGS=8) BSE DWX ASE BIST100 @ DUM
ARDL (DEPLAGS=10, REGLAGS=10) BIST100 ASE BSE DWX @ DUM

3l 038 o @3 V) Jsaal) mnsys "ARDL alasinly 48l s ) 23l 06
hugiall (5,4 Jsd o2 ARDL gisai i 1(3)Jsaadl

Dependent Variable: Dependent Variable: Dependent Variable: Dependent Variable:
dwx ASE BSE BIST100
Dynamic Regressor: Dynamic Regressor: Dynamic Regressor: Dynamic Regressor:
ASE, BSE, BIST100 BSE, DWX, BIST100 DWX, ASE, BIST100 ASE, BSE, DWX
Fixed Regressor: Duml, | Fixed Regressor: Duml, | Fixed Regressor: Duml, | Fixed Regressor: Duml,
C C C C
Variable Prob Variable Prob Variable Prob Variable Prob
DWX(-1) 0.0001** ASE(-1) 0.0145* BSE(-1) 0.0592 BIST(-1) 0.4886
DWX(-2) 0.0125%* ASE(-2) 0.8273 BSE(-2) 0.1463 BIST(-2) 0.7463
DWX(-3) 0.1465 ASE(-3) 0.2198 DWX 0.2746 BIST(-3) 0.8223
ASE 0.4995 ASE(-4) 0.0044** DWX(-1) 0.0703 BIST(-4) 0.6559
BSE 0.4009 ASE(-5) 0.1129 ASE 0.0001** BIST(-5) 0.1721
BSE(-1) 0.1259 BSE 0.0004** ASE(-1) 0.0046** BIST(-6) 0.1000
BIST100 0.0550 BSE(-1) 0.0003** ASE(-2) 0.067 BIST(-7) 0.3960
DWX 0.4938 ASE(-3) 0.0243** BIST(-8) 0.1191
DWX(-1) 0.4695 ASE(-4) 0.2755 BIST(-9) 0.0272%*
DWX(-2) 0.1372 BIST100 0.5708 BIST(-10) | 0.0128**

o5 M i) Salea (alidily GAlsal G I BLEY) AlSha Agalsa o (qsiuall Clagsal) aladialy Akl A8l i aie
~clpiiall o AB Al uulia AT zigal g i)
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BIST100 0.7207 ASE 0.5283
BIST (-1) 0.0256** BSE 0.4458
DWX 0.1871
DUM 0.7335 DUM 0.0878 DUM 0.6399 DUM 0.5595
C 0.8769 C 0.0764 C 0.9689 C 0.8191
R-squared 0.348185 R- 0.289181 R-squared 0.289181 R-squared 0.324981
squared
Prob(F-stat) | (0.000011%** | Prob(F-stat) | (.002456%** | Prob(F-stat) | (.002456* | Prob(F-stat) | 0.007291%*
* 3k
Durbin- 2.008110 Durbin- 1.987521 Durbin- 1.987521 Durbin- 2.119583
Watson stat Watson stat Watson stat Watson stat

E-views clajda o slaie¥l odiald) slae) o 1 jlaall
GAY) el Cpelal Laiy (ALl 3 Cigymy lae s o b QeSS 25as odlel Jsaal) gy
3sag e cual Al IV A dl) by ) Al oda 5255 %5 (e ST AlaaY) adll Cuilks Ay gine a2e
Glsnd) o A e dpsal)l AU e (S o asiall Gy Js b D) Gl O g JalS
COalee el %5 e ST DUM et uiiall A0Lal) il apes culS i a1 z3lall 3 4l

z3lill 4,51 Fisher cdlee culSs P40l 3] ciliine 2o 258 5 Lo Limidie o oMel apaail)
S sd) on SN LY Qe o Jy b 2 e Ay Wl Durbin-Watson aed jelsl LS ca)Y!
Al a¥) Sl

B! Gn el JaY) e ADle ol asmy pae Ayl lad) RS cujelsl tdudl Granger lial -
t oY) Jsanll dnimg L t3as %5 (e ST Lgmnen Lginal) 2l il a8 Lo gial) (335 Jg 8 AL

Bgiall (3 J 99 Ao gana (b dpanad) sl @il 1(4) Jsaad
VAR Granger Causality/ Block Exogeneity Wald Tests
Sample: 2010M01 2017M12
Included Observation:88

Dependent V. DWX | Dependent V. ASE | Dependent V. BSE | Dependent V. BIST100

Variable Prob. Variable Prob. Variable Prob. Variable Prob.
ASE 0.2446 DWX 0.4207 DWX 0.7668 DWX 0.2967
BSE 0.3456 BSE 0.1347 ASE 0.5242 ASE 0.7254

BIST100 | 0.6777 | BIST100 | 0.1702 | BIST100 | 0.8791 BSE 0.6459
ALL 0.6909 ALL 0.0760 ALL 0.8410 ALL 0.8190

E-views o aldeWl odialdl lae) cra : juaal)

B Ay @l () wy Jassial) (33 Ae gana b Joall Gn el JaY1 e A Giliad A
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O ¢ Blead) LIRS Gkl VA (e Baaugiall iy (G J9d (A8 sana b 5l VAR gisad Ladla (e (giadl) 3 M
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Response to Cholesky One S.D. (d.f. adjusted) Innovations 2 S.E.

Response of DWX to DWX Response of DWX to ASE Response of DWX to BSE Response of DWX to BIST100
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Variance Decomposition using Cholesky (d.f.adjusted) Factors
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E-views : jsaal) chugiall qié Jgd A Alall (slaadl bl Judasd SLad) 1 (2)Jsid)
bugial o g degana .2
LS iy cgginally byfinse Jassiall e oo b Adlal Glsal) e Sibe o) il Judldl jiul —

ADF 58 ilss :(5) Jssal

:ADF )l

el

sl slatly ol s | Adlaial) ail) | pe Alobaall AdlaiaY) o) il
Cull aa dalaall slaily B
AlaaY dal) t s c Trend ¢
1(0) 0.0000** | -10.17526 0.3248 | 0.1362 0.4214 EGSE
1(0) 0.0000** | -9.690216 0.4046 | 0.4422 0.8015 TUSE
1(0) 0.0000** | -7.768582 0.6906 | 0.1678 0.3104 MASE
1(0) 0.0000** | -9.574511 0.4209 | 0.5557 0.9104 CAC40

E-views o aldeWl ofaldl das) cra :jaaall
Ly s Lt Dawie (35 JS (9583 Cumy ARDL (5o zile dagl s o3 s 3llal) G3lony) JalSs jlgal —
te¥) zilaill 8 ARDL g s (355 348 451 ¥ obeal) mua i - 3lsas) 3l ae 4LelSs
ARDL (DEPLAGS=8, REGLAGS=8) EGSE TUSE MASE CAC40 @ DUM1 DUM?2
ARDL (DEPLAGS=4, REGLAGS=4) TUSE EGSE CAC40 MASE @ DUM1 DUM?2

ARDL (DEPLAGS=4, REGLAGS=4) MASE TUSE EGSE CAC40 @ DUM1 DUM2
ARDL (DEPLAGS=8, REGLAGS=8) CAC40 TUSE EGSE MASE @ DUM1 DUM2
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Dependent Variable: | Dependent Variable: | Dependent  Variable: | Dependent Variable:
EGSE TUSE MASE CAC40
Dynamic Regressor: Dynamic Regressor: Dynamic Regressor: Dynamic Regressor:
TUSE, MASE, CAC40 | EGSE, CAC40, MASE | TUSE, EGSE, CAC40 TUSE, EGSE, MASE
Fixed Regressor: Duml, | Fixed Regressor: Duml, | Fixed Regressor: | Fixed Regressor: Duml,
Dum?2 C Dum?2, C Duml, Dum2, C Dum2, C
Variable Prob Variable Prob Variable Prob Variable Prob
EGSE(-1) 0.0624 | TUSE(-1) 0.5481 | MASE(-1) 0.5190 | CAC40(-1) 0.3632
TUSE 0.0405%%* EGSE 0.1978 | MASE(-2) | 0.0013** TUSE 0.0040%*
MASE 0.0226** | EGSE(-1) 0.0038** TUSE 0.1202 EGSE 0.0032**
CAC40 0.0005** | EGSE(-2) 0.0096** EGSE | 0.0255** | EGSE(-1) 0.4652
EGSE(-3) 0.1446 EGSE(-1) | 0.0005** | EGSE(-2) 0.3155
EGSE(-4) 0.0886 EGSE(-2) 0.0543 | EGSE(-3) 0.3698
CAC40 0.0440** EGSE(-3) 0.0783 | EGSE(-4) 0.3990
CAC40(-1) 0.0110%* EGSE(4) | 0.0466** | EGSE(-5) 0.0107**
CAC40(-2) 0.0701 CAC40 0.2279 MASE 0.2938
CAC40(-3) 0.1364 | CACA40(-1) 0.0657 | MASE(-1) 0.1716
MASE 0.2097 | CAC40(-2) 0.5524
CAC40(-3) | 0.0473**
DUMI1 0.1282 DUMI1 0.4293 DUMI1 0.0953 DUMI1 0.6239
DUM?2 0.1632 DUM?2 0.8112 DUM2 0.5612 DUM?2 0.5865
C 0.8744 C 0.1414 C 0.1041 C 0.4433
R-squared 0.251949 | R-squared 0.330263 R-squared | 0.40920 | R-squared 0.318830
0
Prob(F-stat) | ().000213%:* Prob(F-stat) 0.001501* Prob(F-stat) 0.00007 Prob(F-stat) 0.001497%*
% B
Durbin- 2.093258 Durbin- 1.862400 Durbin- | 2.06645 Durbin- 2.092903
Watson stat Watson stat Watson stat 6 Watson stat
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VAR Granger Causality/ Block Exogeneity Wald Tests
Sample: 2010MO01 2017M12
Included Observation:88
Dependent V. EGSE | Dependent V. TUSE Dependent V. Dependent V. CAC40
MASE
Variable Prob. Variable Prob. Variable Prob. Variable Prob.
TUSE 0.6547 EGSE | 0.0119** | EGSE 0.1326 EGSE 0.1786
MASE 0.5884 MASE 0.9146 TUSE 0.3144 TUSE 0.7821
CAC40 0.3752 | CAC40 | 0.0153** | CAC40 0.6913 MASE 0.2042
ALL 0.6859 ALL | 0.0327** ALL 0.2857 ALL 0.1943
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Variance Decom position using Cholesky (d.f.adjusted) Factors
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