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|. Financial Liberalization and Common
Currency Area (CCA)

« Facilitate migration of capital in the long-run
- may lead to industrial specialization

« Greater access to international financial markets for
financing of balance of payments imbalances in the short-
run

- Homogeneous countries would not be good candidates for a CCA,
because an external shock in one country could be highly
contagious. financing constraint

« Risk sharing through international portfolio diversification

- Countries with different macroeconomic structures benefit from
joining a CCA eliminating the exchange rate risks and reducing the
transaction costs
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lll. Financial Market Integration in East Asia (2)

Cointegration Testsof Stock Pricesof East Asian Countries

Classfication Pre-crisis Post-crisis

Null hypOtl”E%S H(): r=0 Ho: r<l Ho: r=0 Ho: r<l
Indonesia, Japan 6.59 0.39 535 0.23
Indonesia, Korea 7.91 2.19 14.48 1.79
Indonesia, Malaysia 15.08 0.15 12.75 3.85
Indonesia, Thailand 9.94 0.92 16.09 6.19
Japan, Korea 8.21 3.31 3.55 0.3
Japan, Malaysia 16.02 19.96 7.38 0.09
Japan, Thailand 8.82 3.55 7.51 0.16
Korea, Malaysia 19.58 4.21 14.03 2.39
Korea, Thailand 21.30 5.76 8.19 2.69
Malaysia, Thailand 13.74 1.97 10.35 4.34
Critical values 19.96 9.24 19.96 90.24
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V. Causes of Foreign Dominance

« Financial Globalization

« Underdevelopment of Capital Markets

« Lack of Harmonization of legal, regulatory,
and tax systems.

< Saving-lnvestment Profiles
. Intermediation through International financial
market.
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