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Abstract: The market integration in emerging markets are becoming stronger with the passage of time. This

1.

implies that economic and trade ties between emerging markets and developed markets are also
becoming stronger. Here, we take two categories such as BRIC’s and VISTA. We take three factors
such as GDP, Trade Balance, and Foreign Exchange Reserves to see which country is wealthier than
others, in other words, which country is much closer to developed country in terms of market
integration. As a result, we can confirm that China and Turkey mark the highest principal components
points.
Introduction
The term of emerging market was not so familiar to until 1980’s. Emerging market usually
indicate the countries and areas of initial developing stages such as Latin America, East Asia,
South Asia, East Europe, Middle East, and Africa. Here, we check the level of market
integration of emerging equity markets in time series analysis. Market integration can be
represented by correlated coefficients. According to Divecha, Drach, and Stefek (1992), the
correlated coefficients among emerging equity markets were 0.07 from January 1986 to March
1991 in U.S. dollar base. It seems that this figure will increase with passage of time due to
stronger market integration. In addition, we check the main factors that contribute to the market
integration by using the methodology of principal components analysis. The purpose of this
short paper is to diffuse the features of emerging equity markets for practitioner audiences.

Model

We can define correlated coefficientas p,, = COV—(xy) ...................................... (1)
0,0,



where COV/(x,y) means covariance between x and y, and &, and o, mean the standard

deviation in both x and y. In addition, principal components analysis is indicated by Max : &

............................ (2) where Z=wX,+@,X,+....+@, X, . Namely, we must find out

each @, ®,,....w which maximize &~. The following analyses are based on these simple

formula (1) and (2).

. Analytical Results

At first, we examine the countries such as Brazil, Russia, India, and China. These countries are
often called as “BRIC’s” for reference. The following Tablel. shows the transitions of correlated
coefficients among BRIC’s with every five years intervals.

Judging from the above Table 1., we can see that the figures of average are increasing with the
elapse of time. We may prove the stronger market integration among BRIC’s. Especially, the
increases of each correlated coefficients during the period from 2005 to 2007 are noteworthy.
Next, we examine the countries such as Indonesia, South Africa, Turkey, and Argentina. These
countries are often called as “VISTA” for reference. Unfortunately, as we can’t receive the data
of Vietnam before November 2007, we omit the analysis of Vietnam in this case. The following
Table2. shows the transitions of correlated coefficients among VISTA with every five years
intervals. We can also see the same trend in these countries.



In addition, if we look at the trend between emerging equity markets and G7 (U.S.A., Canada,
U.K., France, Germany, Italy, and Japan) in Table 3., we can confirm that this tendency will also
hold true between emerging markets and developed countries.

While, we take three factors such as GDP, Trade Balance, and Foreign Exchange Reserves to
see which country is wealthier than others, in other words, which country is much closer to
developed country in terms of market integration. We can confirm that China marks the highest
principal components points from Table 4.. This implies that China has strong ties in economics
and trades in both emerging markets and developed markets from Table 1. and Table 3.
Furthermore, We can safely say that Turkey will hold true to China’s case from Table 5.



4. Conclusion
We take two popular categories in emerging markets represented by BRIC’s and VISTA.
The market integration in both emerging and developed markets is becoming stronger year by
year. This can be easily proved by checking the figures of correlated coefficients.
Thus, we take three factors such as GDP, Trade Balance, and Foreign Exchange Reserves as
agents’ variables of wealth and market integration. Namely, wealth and market integration is
positively correlated. So, we believe that the wealthier country becomes, the stronger market
integration becomes.
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