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This paper, by employing various time series models, tests for theinfluence of the Asian financial crisis (AFC hereafter) on the dynamicrelationship among international stock markets. The daily closing dataare collected from fourteen countries which constitute two regioneconomic systems, known as G-7 and Asian-Pacific. The finding is thatthe long-run relationship among G-7 countries exists for post-AFC, butnot pre-AFC. On the contrary, this long-run relationship is only foundbefore AFC for Asian-Pacific countries. This suggests that, for thelong-run diversification, the portfolio should be invested in G-7before crisis and Asian Pacific after crisis. Moreover, theGranger-causality, impulse response, and variance decomposition allfind that the short-run dynamic relationships for both economicregions increase through the AFC. Thus, we suggest the internationalinvestors to trace the dynamic transmission of international stockmarkets closer after the crisis in order to benefit from a portfoliowith higher return but lower risk.

