The Relationship Between Economic Factors and
Equity Markets in Central Europe

Randall K. Filer*
Hunter College and The Graduate Center, CUNY, New York, USA
and
Jan Hanousek
CERGE-EI°

November 1999

Abstract

This paper investigates the possibility that newly emerging equity markets in Central Europe
exhibit semi-strong form efficiency such that no relationship exists between lagged values of
changes in economic variables and changes in equity prices. We find that while there are
connections between the real economy and equity market returns in Poland and Hungary, these
links occur with lags, suggesting the possibility of profitable trading strategies based on public
information and rejecting semi-strong efficiency. For the Czech Republic the situation is more
complex. In recent periods little connection exists between lagged economic variables and equity
market returns. Although this finding might be viewed as consistent with semi-strong efficiency,
in fact there is also little connection between current economic values and stock prices in the
Czech Republic. Thus, instead of processing information efficiently, the Czech market appears to
be entirely divorced from the real world. It is suggested that the difference in the current status of
these markets may be due to the different methods by which they were created.
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Abstrakt

Tento ¢lanek zkouma4, zda-li nové vzniklé kapitalové trhy ve stfedni Evropé€ jsou stiedné efektivni
(semi-strong efficient), coz znamena, Ze neexistuje vazba mezi minulymi hodnotami zmén
ekonomickych proménnych a zmén cen akcii. Ukazalo se, ze tato forma efficience je
charakteristicka pro Ceskou republiku, kde riizné ekonomické faktory okamzité piisobi na ceny
akcii, pficemz minulé hodnoty téchto faktorti nemaji prokazatelny vliv na cenu akcii. Zbylé
kapitalové trhy ve sttedni Evropé - Budapest’, WarSawa a Bratislava - nevykazuji stiedni
efficienci a minulé hodnoty ekonomickych faktori ovliviiuji ceny akcii na téchto trzich. Na zavér
je prokazano, ze cesky kapitalovy trh je integrovan s némeckym trhem, zatimco mad’arsky a
polsky trh nésleduji vyvoj na americkém trhu. Celkov¢ jsou nase vysledky konzistentni s
tvrzenim, ze vyvoj cen na ¢eském kapitdlovém trhu odrazi zékladni ekonomické faktory, zatimco
ostatni tfi trhy naznacuji spekulativni vykyvy zpisobené zahrani¢nim kapitalem.
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