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ABSTRACT

This study analyzes the relationship between foreign exchange rates and stock market

indices in some Asian countries by using cointegration, error correction and Granger's causality

methodology. The data for this study are from stock market indices and foreign exchange rates of
Japan, Hong Kong, Taiwan, Singapore, Philippines, South Korea, Indonesia and Thailand.
expressed in U.S. dollars. These data were collected monthly since January 1998 to December
2001. totaling 48 months.

Before the study of cointegration, testing for non-stationary concerning the stock market
indices and foreign exchange rates among these countries were required using the Augmented
Dickey-Fuller and Phillip-Person tests. The results found that the stock market indices and
foreign exchange rates among these countries were non-stationary. For Taiwan, Singapore,
Philippines, South Korea, Indonesia and Thailand the stock market indices and foreign exchange
rates were cointegrated and short-term adjustment was found.

For Japan, Indonesia, Philippines, Singapore and Thailand, the tests for Granger’s

causality revealed in causality of stock market indices and foreign exchange rates. In Taiwan,



it was found that the stock market indices cause foreign exchange rates according the portfolio
approach by Krueger(1983). In Hong Kong and South Korea, there was bi-directional causality.
From the results of the study. In the major stock markets located in Japan and Hong
Kong while there was no cointegration between stock market indices and foreign exchange rates
due to the large scale of the stock markets there were no effects for the results of stock market
indices, and other important factors such as the interest rate. In the minor stock markets, such as
Indonesia and Thailand, there was a strong relationship between the stock market indices and the
foreign exchange rates. The study concludes that the scale of the stock markets had a significant

effect on the stock market indices and the foreign exchange rates.



