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The purpose of this study was to analyze the relationship between exchange rates,
expressed in U.S. Dollars and stock market indices in Asian countries which included; Hong
Kong, Indonesia, Japan, Malaysia, Philippines, Singapore, Taiwan, and Thailand. The Vector

Autoregressive Method was employed to analyze Impulse Response Function and Variance

Decompoéition. Monthly secondary data was used from January 2000 tb December 2009.

According to the unit root test, empirical results indicated that all variables were
stationary at I(1) at 5% significant level, so they were considered Vector Au'toré'gressive Model to
analyze Impulse Response Function and Variance Decomposition as the next step.

The results of Impulse Response Function showed that the stock markét indices of Hong
Kong, Indonesia, Malaysia, Philippines, Singapore, Taiwan and Thailand responded to the
changes of exchange rates of each country in a negative direction. For Japan, the stock market
index responded to the changes of exchange rate in a positive direction.

For the Variance Decomposition analysis, the results showed that the error variances for

each of the two variables were largely explained by their own shocks. Generally, a few percent of

the error variance of exchange rates (stock market indices) were accounted by the shock in stock

market indices (exchange rates).





