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ABSTRACT

This study uses a cointegration and variance decomposition analysis to investigate the
dynamic interdependence of the national stock markets of 10 Asian countries after the Asian
financial crisis. Using weekly data from 1™ week of January 1998 to 4" week of December 2002,
the national stock market indices of Thailand, China, Hong Kong, Japan, South Korea, Taiwan,
Indonesia, Malaysia, Philippines and Singapore are examined.

The index level series are checked for stationarity before applying cointegration analysis
and error correction vector autoregressions (VAR) techniques to model the interdependencies.
There are six cointegrating vectors which appear to explain the dependencies among national
stock indices after the Asian financial crisis. This evidence supports the existence of linkage
among the Asian stock indices after the Asian financial criss.

The variance decomposition reveals evidence of contagion between selected Asian stock

markets, thereby exploring the importance of the linkage between national stock markets as a




transmission channel of shocks after the Asian financial crisis, implying that no countries are
exogeneous to contagion effect.

In addition, the study of Granger’s causality test reveals that the relationship of the
South-East Asian countries (ASEAN) is much stronger than that of the North-East Asian
countries. This finding implies that the economic relationship is high among the countries’
members of a regional economic association. Thus, investors or policy makers should pay special

caution about shocks which occur within ASEAN countries.




