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The Empirical Research of the Dynamic Correlation Between the Second
Board Market And the Small and Medium-sized Board Market in China

Based on Comparative Perspective of Different Methods

GENG Qingfeng
(Department of Public Economics and Finance, Minjiang University, Fuzhou 350108, China)

Abstract: The DCC-GARCH model can describe the linear dynamic correlation between financial markets, while the
time-varying normal Copula model is mainly used for nonlinear dynamic correlation study between financial markets.
This paper aims to study the dynamic correlation between the second board market and SME board market by building
models to the return series of the two boards’ indexes and calculating dynamic correlation coefficient of the two markets
on the basis of DCC-GARCH model and Copula model. The results show as as follows: (D there is positive correlation
between the second board market and SME board market and the correlation is very strong; @) time-varying Copula
model is better than constant correlation Copula model in describing the correlations among financial markets as it
captures market return’s feature of time-varying; (3 except for a little time-points, dynamic correlation coefficient
calculated on the basis of DCC-GARCH model is in a stable interval. Whereas, there are abnormal values in the
dynamic correlation coefficients calculated on the basis of Copula model as a result of taking nonlinear factors into
consideration. Hence the latter is better than the former.

Key Words: Growth Enterprise Market; Small and medium-sized market; Dynamic Correlation; DCC-GARCH Model;
Copula model
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