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Table 3 Statistic test of the standardized residuals based on ARMA(p ¢) -GARCH model

A B A B H

BP(5) 0.607 0.123 0.209 0.064 0.078

BP( 10) 0.219 0.337 0.128 0.081 0.045

BP(20) 0.059 0.386 0.196 0.224 0.248

BP2(5) 0.387 0. 666 0.410 0.084 0.917

BP2( 10) 0.763 0.725 0.803 0.131 0.996

BP2( 20) 0.877 0.921 0.762 0.428 0.987

() (b) (c) CDF
1 .
Fig. 1 Fitting plots of the standardized residuals’ left and right tails in each rate of returns
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Long-term dynamic trends in tail dependence of Chinese A B and H Stock
Markets: Empirical analysis based on multi-regime smoothing transition
mixed Copula model

WU Jidin' CHEN Gang® HUANG Chen’

1. The Center for Economic Research Shandong University Jinan 250100 China;

2. School of Economics and International Trade Zhejiang University of Finance & Economics Hangzhou
310018 China;

3. The Wang Yanan Institute for Studies in Economics Xiamem University Xiamen 361005 China

Abstract: The tail dependence is closely related to the risks in financial markets. In consideration of the
possibility of underestimating or overestimating the tail dependence by traditional methods this paper
develops a smoothing transition mixed Copula model combining with extreme value theory to explore the
long<term trend of the tail dependence among A B and H shares and finds that there are different motion
trends characteristics of the tail dependence in different stock markets. In addition there is an obvious
asymmetric and structural change between the left and right tail dependence and the asymmetric degree
dependent intensity as well as the timing location and speed of the structural change are all different
from one other. Several major events such as Asia financial crisis in 1997 B shares openness to domestic
investors in 2001 QFII in 2002 equity division reform in 2005 QDII reform in 2006 and subprime crisis
in 2007 affect the tail dependence between the stock markets variously.

Key words: tail dependence; asymmetry; structural change; mixed Copula; multi<egime smoothing

transition
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