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ABSTRACT

The objective is to examine the volatility of returns to stock market index in individual G-7
nation using ARIMA, GARCH, EGARCH and GJR models as well as Multivaiate-GARCH
model to estimate the correlation in index return volatility between countries. Daily time series of
return to stock market index of individual country were used for this study, covering the period
from 5 January 1999 to 30 December 2008 and including 2284 observations.

All sets of time series were tested for stationary and they appeared to be stationary at 0
differencing. From regression analysis, the best specifications for each country were MA(5) for
France, Germany, USA, as well as Italy, AR(1) AR(2) AR(5) MA(1) MA(2) MA(5) for UK,
AR(1) AR(9) AR(11) MA(1) MA(9) MA(11) for Japan and MA(19) for Canada. When the
ARIMA processes were further applied for GARCH, EGARCH and GJR estimation, the optimal
models of stock market index return volatility were found to be in the forms of GARCH(1,1)

EGARCH(1,1) and GJR(0,1) for every country.



The application of Multivariate-GARCH model based on constant conditional correlation
(CCC) revealed that the volatility movements in France and Germany were most closely
correlated in the same direction with 0.8861 coefficient value or by 88.61 % while those for the
pair of Japan and USA were least correlated with 0.1485 coefficient value or by 14.85 %

Meanwhile, the estimation based on dynamic conditional correlation (DCC) assumption
found the trends in France and Germany were highly correlated with the coefficient value of
0.8835 and those between the pair of Japan and USA were also least correlated with the

coefficient value of 0.1784



