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stock market. These shocks have increased market volatility and led to segmentation of the 
stock market. The magnitude of the coefficients shows that the world recession has the 
worst impact, while the impact of the financial crisis on stock market integration is the least 
of the three. This is perhaps because the financial crisis has less adverse effects on some 
of the non Asia-Pacific markets, but the world recession affected all the markets. All the 
trading-bloc dummy variables are significant except the dummy for NAFfA. The average 
level of integration in the EU markets is the highest. On average, EU is about 7 to 14 per cent 
more integrated compared to the CER markets. The level of integration of the NAFfA 
markets is not found to be significantly different from that of the CER markets. On the other 
hand, the markets in both EFTA and AFTA are less integrated compared to the CER markets. 
The magnitude of the coefficients suggests that the level of integration of the AFTA markets 
is the lowest. 

5. Conclusion 
This study reports statistical evidence that market attributes, economic fundamentals and 
world information have played a significant role in explaining the process of stock market 
integration. For market attributes, higher dividend yield differential and market volatility 
increases market segmentation. Variables reflecting the economic fundamentals including 
interest rate and regional trade intensity increase market segmentation, while trade openness 
promotes integration. Of the world infonnation variables. the world dividend yield changes 
and term premium have positive impact on market integration. Market premium. credit 
premium and market volatility are found to reduce the level of market integration. The 
process of market integration has been adversely affected by three major events: the Asian 
financial crisis in 1997. the world recession in 2001, and the oil price hike in 2004. The 
negative impact of the financial crisis is the least, while the impact of the world recession is 
most serious. The study also found that affiliations to a trading bloc explain the different 
levels of market integration. The stock markets of member countries ofEU tend to exhibit a 
higher level of integration, while those of the AFfAhave the lowest level of market integration. 
This finding and the significance of the intra-bloc trade intensity suggest that trade 
regionalism has a role to play in market segmentation. 

The lack of perfect world stock market integration reported in this study has implications 
for international portfolio diversification . .1 By taking advantage of the heterogeneity in 
market behaviour due to segmentation, risks in equity investment can be diversified. 
particularly across markets in different tradin;?; blocs. Given the different degree of market 
segmentation, opportunities also exist for investors to choose an international portfolio 
that best suit their purpose of investment according to the extent of market risk heterogeneity. 
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