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Abstract
This paper examines the patterns of dynamic linkages among national stock prices of six major
international stock markets with particular reference to what impact the development of global markets
(or the globalization phenomenon) had upon the leading stock markets, such as the US, Japan, and
UK. In particular, the focus of this paper is in what ways, if any, the role of these leading markets has
changed since globalization. The analysis employs recent time series techniques to a data set that
consists of two nonoverlapping samples of monthly prices defining preglobalization (1972:01–
1979:12) and postglobalization (1984:01 – 1996:06). Given the generality of applying several
techniques, which provide us with an overall assessment of the robustness of results generated, our
findings contrast previous research, which discovered a lack of interdependence during the period prior
to the 1980s. In particular, results broadly tend to indicate: that (i) globalization seems to have had a
dramatic effect on the Japanese market, which transformed from a strong endogenous (i.e., dependent)
preglobalization market to a strong exogenous (i.e., independent) market after globalization; (ii) the
US market, in relation to other markets, was the only market not to be affected in terms of its resilience
as a world market leader over both periods; (iii) in response to globalization, the UK market appears to
have reacted in an opposite manner to the Japanese market, although not to the same extent as the
Japanese; the UK market became relatively more endogenous (i.e., more dependent); and finally, (iv)
although the Japanese market became relatively markedly exogenous after globalization, both the US
and the UK markets, however, appear to have maintained their substantial contributions towards
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1. Introduction
Over the past decade, the underlying characteristics of international stock markets have
changed to a dramatic extent. There have been several reasons postulated for this change:
(i) since the early 1980s, in particular, there has been a stronger cross-exchange of market
covariation; (ii) there appears to be greater ‘psychological contagion’ between markets, a
bursting of a strong rational speculative bubble (see Hardouvelis, 1988); and (iii) due to the
technology explosion, the speed with which information can be transmitted from one market
to another has been greatly improved. In tune with related research, there have also been
several studies, which have served to highlight a major hypothesis of great importance to
financial analysts, which underlies ‘‘that existing financial linkages connecting stock markets
have (since globalization) become much more robust and can magnify cross-market adjustments to exogenous disturbances’’ (Brocato, 1994, p. 645) (italics added). In the financial
literature, this phenomenon has often been referred to as the globalization of international
stock markets (see, inter alia, Blackman, Holden, & Thomas, 1994; Brocato, 1994; Mathur &
Subrahmanyam, 1990).
Globalization has also brought changes in the financial environment, including the
increased flow of capital across national boundaries due to the relaxation of controls on
asset market transactions, improvements in the flow of information and a reduction in the
transaction costs themselves, and increased potential gains from diversification of investments on an international level. These changes have, as a result, provoked much empirical
research focusing on the short-run linkages between markets at an international level and
mostly involving sample periods following globalization in order to gain a deeper insight into
the propagation mechanism underlying stock market fluctuations.1 Although investigations
into the dynamic linkages of individual markets over time and across markets are of crucial
importance to investors and financial policymakers, the need for an analysis in the face of
these rapid changes brought about through globalization becomes all the more relevant.
A number of studies have employed, due to data limitations or methodological drawbacks,
simple bivariate lead–lag relationships among two markets, or standard Granger F tests in a
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