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Non Technical Summary

The present study analyzes financial markets emerging in Eastern and Central Europe.
Specifically, the focus is on the Visegrad countries, i.e. the Czech Republic, Hungary,
Poland, and Slovakia. Our objectives in this case are a confirmation of stylized facts for
stock returns on the four markets and a formulation of a plausible model of the cost of
capital. We start with size and value effects. We first construct regional size- and value-
sorted portfolios. We first combine all the markets in one to increase the overall market
value, as well as the number of traded stocks. Only then we rank the stocks according to
capitalization and book-to-market ratios using data pooled from all four Visegrad
countries. The stock markets emerging in the Czech Republic, Hungary, Poland, and
Slovakia are good candidates for this type of analysis. Moreover, these markets have not
yet been studied from this perspective. Our investigation of the portfolio properties
reveals that the size and value effects are present in our data.

In the next step, we construct a regional multi-factor model of expected returns for the
Visegrad countries. We again combine the stocks in all countries first and only then
construct the regional market, size, and book-to-market factors. In time series
regressions with six size- and value-sorted portfolios as dependent variables, the
regional CAPM is easily outperformed by the regional Fama and French three-factor
model. The regional CAPM does a better job at explaining the expected returns than the
local version of the model. There is no difference in the performance of the regional and
country-specific Fama and French three factor models. However, the regional model
coefficients can be estimated for a current sample and hence provides a suitable cost of
capital model for the Visegrad countries. Finally, we compute the cost of capital for
five major industries for all four countries to illustrate the use of our regional three-
factor model and demonstrate that it works well for other than size- and value-related
excess returns.

Non Technical Summary

Nase studie analyzuje financni trhy, jez se rychle rozvijeji v zemich vychodni stfedni
Evropy. Soustfedime se na zemé tzv. Vy$ehradské étyiky, tedy na Ceskou Republiku,
Mad’arsko, Polsko a Slovensko. Nasim cilem je ovéfeni toho, zda faktory pusobici
v zemich s dlouhodob¢ existujicimi trhy, ptisobi rovnéz ve zminéném regionu. Druhym
cilem je pak formulace adekvatniho regiondlniho modelu pro kapitdlové vynosy.
Zactiname s dopady kapitalové velikosti firmy a poméru jeji ucetni hodnoty k trzni.
V prvé fadé¢ shromazd'ujeme data ze vSech Ctyf zemi za Ucelem zvySeni celkové trzni
hodnoty a stejn¢ tak poctu obchodovanych akcii. Pouze poté tadime akcie dle
kapitalizace a dle poméru Gletni a trzni hodnoty firem. Trhy s akciemi v Ceské
Republice, Mad’arsku, Polsku a Slovensku jsou dobrymi kandidaty pro nasi analyzu



regionalnich trhii pfedev§im diky existenci potiebnych dat. Navic jesté nebyly z této
perspektivy zkoumany. NaSe vysledky ukazuji, ze efekty velikosti a poméru ucetni a
trzni hodnoty firem jsou v téchto zemich piitomny.

V nasledujicim kroku vytvafime regionalni verzi v praxi Casto pouzivaného tii-
faktorového modelu ocekévanych kapitadlovych vynosi Famy a Frenche pro zemé
Vysehradské ¢tytky. Znovu napifed zkombinujeme data pro akcie ze vSech Ctyf zemi a
pouze poté definujeme regionalni faktory trzni, velikostni a dle poméru ucetni a trzni
hodnoty firem. V regresich Casovych fad, kde zavislymi proménnymi jsou vynosy z
Sesti portfolii definovanymi dle velikosti a dle poméru tcetni a trzni hodnoty firem, se
ukazuje, Ze regionalni Capital Asset Pricing Model (CAPM) je mén¢ adekvatni nez tii-
faktorovy regionalni model Famy a Frenche. Na druhé strané regiondlni CAPM Iépe
vysvétluje vykyvy ocekdvanych vynosi nez mistni CAPM s pouzitim dat pouze z dané
zemé. Regiondlni a mistni verze modelu Famy a Frenche maji podobné vlastnosti a
jejich schopnost modelovani ocekavaného zisku je podobnd. Vyhodou naseho
regiondlniho modelu Famy a Frenche ovSem je, Ze koeficienty v regresni rovnici je
mozno odhadnout pro soucasna data. Proto je dobrym kandidiatem na prakticky a
adekvatni model vynosii vregionu stfedni a vychodni Evropy. Na zavér jesté
ilustrujeme jeho pouziti pro vypocet ocekavanych vynosi v péti hlavnich odvétvich pro
Ceskou Republiku, Mad’arsko, Polsko a Slovensko.



