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The main goal of the study is to find a device that characterises the market incompleteness and to use this to compare different markets. In certain markets the yields achieved by Pairs Trading arbitrage strategy were analysed and conclusions were drawn from these results regarding the market incompleteness.
The main aspects to evaluate the results are the investigation of expected returns and standard deviations achieved by the strategy and the analysis of the time spent in open positions. The latter was approximated by stochastic models, while demonstrating the models’ estimation errors.
In addition of an examination of the pairs, a more comprehensive study of the market was allowed by constructing portfolios. Not only the diversification of the portfolios is an important aspect, but also the stability of them. That is to say, the pairs contained by the portfolio should be highly cointegrated, and stationary.
In this research we compared the Euro zone countries that joined the European Unionbefore 2002 with the ones joining after 2002 based on the factors affecting the reliability and the effectiveness of the strategy.



