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Abstract

East Asia experienced several episodes of financial crises since 1997.  Besides the 1997 Asian crisis being the major one, other minor crisis such as SARS also had a regional impact and contributed towards declining growth.  Given the severe negative impact of these crises, it is important to identify the origin of the crisis and the transmission of the crisis to the entire region.  This paper attempts to use the data during the second half of the 1990s and early part of 2000s and develop a multivariate GARCH model to identify the causal relationship among East Asian currency and stock markets.  We use a sample of 8 East Asian countries, including Japan, construct a VAR model and use daily observations for empirical estimation.  We first use the full sample and then split the sample into various sub-samples to focus on each crisis independently.  We investigate the path of both mean transmission and volatility transmission to see if these linkages have a tendency to strengthen during the crisis period.  Strong financial linkages could raise the possibility of contagion as the sources of regional financial market collapse during the 1997 Asian crisis.  The results found a weak support for contagion.  
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