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This study aimed to analyze the relationship between stock market indices and foreign
exchange rates of selected G 20 countries using panel cointegration method, and based on
secondary monthly data form March 2001 to May 2010 covering 111 observations. The analysis
involved five procedures including the panel unit roots test, panel cointegration test, panel
equation test, model estimation, and determination of short-run equilibrium relationship.

The result of panel unit roots test indicated both sets of time series were stationary at I(1).
The panel cointegration test revealed long term relationship existed between stock market indices
and exchange rates. The test of panel equation suggested the optimal model would be in the
nature of Fixed Effects. The estimation by Ordinary Least Square (OLS), Dynamic Ordinary
Least Square (DOLS) and Generalized Method of Moment (GMM) all indicated the trends of
stock market indices and foreign exchange rates moved in the opposite direction. The study also
found long run adjustment process to operate when there was a short-run drift of stock market

indices from the equilibrium.





