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COMOVEMENTSOF STOCK MARKETSAMONG SELECTED
OIC COUNTRIES

Nildag Basak Ceylan and Burak Dgan "

This paper examines the stock market linkages anaoegt of stock market
indices of selected OIC countries, namely Egyptddo, Kuwait, Lebanon,

Morocco, Oman, Pakistan and Turkey. The set otiogiships between each
pair of stock exchanges is analysed by using EGgkeger (1987) and

Dynamic OLS models. The analysis is made both fa whole period

31.12.1999-24.02.2004 and for the sub-periods 3199®-10.08.2001 and
01.11.2001-24.02.2004. This is performed to seeeffext of the September
11, 2001 incident on the relationship among thd stick exchanges. Among
the 28 pair-wise relations of the selected stockketaindices, only two

country pairs, namely Turkey-Egypt and Lebanon-Kiuveeie found to be

cointegrated for the whole period. For the subquk1.12.1999-10.08.2001
two, for the other sub-period 01.11.2001-24.02.20fight cointegration

relations are observed. The results of the coiatemr tests show that the
cointegration relations among the selected cownthiave become stronger
after September 11, 2001 incident.

1. INTRODUCTION

Capital movements among various stock exchanges hapidly

increased during the last decade. This has occuarsed result of the
advances in the information technology as well bBs tncreased
openness of financial markets throughout this gefot only the 1990s
crises, but also the subsequent financial distsetts&t occurred at the
end of this decade contributed to the pattern sk perceptions of the
international investors as well as their efforts sseking profit in

different capital markets. For instance, Dembin&003) states that
global stock market capitalisation has increased fimes faster than
global production over the last two decades. Moeeothe number of
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stock markets increased from 47 in 1981 to 1090@02 Likewise, the
number of business firms quoted in stock marketseesed more than
100 percent during the period 1981-2000.

In such an environment where development and d¢nbsgelation
between stock exchanges are under way, informatod price
movements in one market are rapidly transmittethéoothers (Eun and
Shim 1989). This condition raises the question béther “international
portfolio diversification is profitable”. Indeedhis question became the
subject of many empirical studies far before thst lwvo decade’s
globalisation movements. Starting with Grubel (196Be relationship
between stock market indices of different counthias been the concern
of increasing number of studies in the literature.

At the earlier stages of the related literature peiwal studies
focused on the short-run relationship of stock rataky comparing
equity returns rather than equity prices. Granged &lorgenstern
(1970), Ripley (1973), Lessard (1974 and 1976).t6taet al. (1976)
are among the leading works of the literature anuys the market
interdependence by estimating the cross correlatt@ificients of the
stock market return series. The general conclusainthese studies
state that the national economic factors are domioaer the stock
market returns and that the stock markets are weakirelated. Such
a conclusion, in fact, implies that internationalorgolio
diversification is possible. Neal (1985) and Magh(d977) tested the
capital market integration by using autoregressivaving averages
process to compare the prices rather than thengtifridentical assets
from London, Amsterdam, Paris, and New York stogkhanges in
the period 1745-1907. Berument, Kiling and Yicel00®)
investigated in their study the possibility of taeonomic integration
of Turkey to EU in the short term. Neal (1985) clowled that the
European capital markets were integrated during ¢nghteenth
century. On the other hand, the above mentioneéldpmnents in the
global financial markets guided many researchermtestigate the
long-run relationship between the internationalcktanarkets by
applying the unit root and cointegration techniquessylor and Tonks
(1989), Eun and Shim (1989), Yang et al. (2003)atuet al. (2000),
Harris et al. (1995), and Malatyali (1998) have rfiducointegration
and long-run relationships among non-stationargrimtional stock
market prices.
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Though there are many studies searching for thetioek among
various stock exchanges, those analysing the @l&ions between the
stock exchanges of the Islamic countries are vew. However, such
studies are important since some of those countiaes stock markets
that are prone to development. For the real sefitors of those
countries, not only leveraging but also equity ficiag is a means to be
resorted. On the other hand, following September 20D1 incident
along with the historically low levels of risk fremtes, international
liquidity has become watchful for higher yields developing country
financial instruments. Thus, in such a context,vilag stock exchanges
of the OIC countries could attract more internaiomvestors and
funds, the private sector firms could benefit fromernational capital
flows and the OIC equity markets could cooperatenrsuch conditions
and which steps could be taken in developing redliechemes between
those exchanges are worth being studied.

Despite their interesting nature, research toptsed with the OIC
equity markets are vast and require a great deatteftion. Due to the
complex and diverse character of the issue, thisladimits itself to
searching for the long-run cointegration relatiatween selected OIC
stock exchanges. Within this framework, the paperoiganised as
follows: Data and method used are presented inidedt, while in
Section Ill a brief overview on the basic magnitsider the selected
OIC stock exchanges is presented. Section IV canttey econometric
results. Finally, Section V contains concluding aeks and further
topics of research.

2. DATA AND METHODOLOGY

As the basic aim of this paper is to search for ldmg-run relations
between the stock exchanges of the OIC countrieshniques of
cointegration and dynamic ordinary least squaré3L(®) are applied on
pairs of stock markets. Eight OIC stock markets @residered in the
study. Of the twenty-one OIC stock exchanges tleght markets are
selected in function of the availability of contous daily index values
in US dollar terms in the database used. The datbtiained from the
Datastream and covers the daily observations betvéde December
1999 and 24 February 2004. Though the study isopedd over the
whole range of the data set, in order to obsereeptist-September 11
period, the methodology is also applied over twdp-gariods; 31
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December 1999-10 August 2001 and 01 November 2@0Eebruary
2004.

Given the stated conditions, the elaborated stoakkets are those
of Egypt, Jordan, Kuwait, Lebanon, Morocco, Omaakigtan and
Turkey. The study aims to detect the long-run coenoents of those
equity markets. As greater degrees of long-run a@ments generally
reflect greater stock market integration, the ssaf the study would
also give a picture of which pairs of the markete &nancially
integrated to each other.

In order to estimate the cointegrating vectors, |&@yanger single
equation method is used. For the DOLS analysis, nfe¢thodology
introduced by Stock and Watson is utilised. Thisthmdology is
preferred since it gives way for a DOLS with a nembf leads and lags
of the explanatory variables. Also, the method as#s Johansen-
equivalent type of estimators distributed with? using the series
integrated with the order of one i.e. I(1). Henecehis methodology the
pair of series, which are individually 1(1) and whiown a single
cointegrating vector, is analysed through regrgssime on the other’s
contemporaneous observation as well as the leadidags of the first
differences and on a constant term. The applicaifathe methodology
and the results are given in Section IV. Howevafole proceeding
onto the econometric results it would be bettebriefly glance at the
basic conditions of the selected OIC stock marketshe following
section.

3. AN OVERVIEW OF THE SELECTED STOCK EXCHANGES

The selected stock exchanges are mainly situateteirMiddle East-

North Africa (MENA) and the Mediterranean regioi@ne additional

equity market in this regard is Pakistan. Hence, dhalysed markets
give the relations of equity traded in a certameihorizon of the day,
except Pakistan where trading starts far beforeothers in the day. In
this section, those selected markets are analygddthe help of Table

1, as to their market capitalisation, market ligayidturnover ratio and

number of listed domestic companies in trade.

During the period 1990-2003, market capitalisatigures, which
define the market value of outstanding shares (sleare prices
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multiplied by the number of shares outstandinghow high rates of
increases in respect to both the markets’ own algation and in

comparison with the totals of the World, Middle dnee Countries
(MICs) and European Monetary Union Area (EMU). Téespid

increase are also detected looking at the percershgres of market
capitalisation within GDP. For instance, of theesttéd 8 OIC stock
exchanges Egypt, Jordan and Morocco recorded jumpkis regard

while the increases in Turkey, Oman and Pakistamaneed relatively
moderate, though their achievements were alsofaetisy. However,

observing high percentage increases in the sanaengéer regarding the
World, MICs and EMU leads us to think that durihg fperiod between
1990 and 2003, the stock exchange capitalisatiooval the world has
recorded remarkable increase and the OIC equitketsmicould benefit
further from this trend.

Table 1. Market Features of the Selected Stock Exchanges

Market Capitalisation lauidty | | Rato | Companies
Value of
Shares Traded
Million USD %of GDP | value fraded] " as o6 of Number
market
Capitalisation
1990 2003 1990 2008 1990 2002 1990 2003 1990 2p03
Egypt 1,760 27,073 41| 29.0 0.3 2.8 1.6 573 967
Jordan 2,00( 10,963 49.7| 76.2| 10.1| 14.4| 20.0 3.6 105 161
Kuwait --| 56.1 114
Lebanon 1,497 8.1 0.7 0.6 13
Morocco 966 13,152 3.7| 238 0.2 1.6 0.9 71 53
Oman 1,060 5,014 9.4 19.7 0.9 26| 123 2.1 55 96
Pakistan 2,85 16,579 7.1 17.3 06| 441 8.7 40.1 487 701
Turkey 19,100 68,379| 12.7| 185 39| 385| 425| 285 110 284
World 9,403,525 | 23,359,484 | 48.0| 746| 285| 1228| 57.1| 123.0| 25424 | 47,576
MiC* 320,160 | 1,639,528 | 20.0| 35.3 5.2 16.0 -—-| 441 4231| 13,307
EMU* 1,183,500 | 3,485,194 | 21.7| 524 14.2 67.4 ---| 106.1| 2,630 5,843

Source : World Development Indicators, p.266-268.
*MICs” stands for Middle Income Countries, “EMU"tands for European Monetary Union

Area.

In addition, the market liquidity measure (i.e. to¢al value traded
divided by GDB) which defines the level of average trading in the

L WDlI, p.269.
Zibid.
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market also shows that, during the period betwe@®0land 2002,
trading recorded jumps both on the World scale ianthe MICs and
EMU. With respect to that parameter, of the setbtc@IC stock
exchanges Turkey and Pakistan showed remarkablgsjum the
average trading volumes while the remaining setbeguity markets
showed relatively moderate increases.

Turnover ratio (i.e. total value of shares tradedird) the period
divided by the average market capitalisation fa preriod) shows the
traded portion of the whole asset magnitude theckstexchange
represents. When the figures of the World, MICs BMU are referred
to, we see that the parameter is comparativelyitothe selected OIC
equity markets by the end of 2003. Also, for thehenges where data is
available, it is evident that this parameter desedawhen the two
observations of 1990 and 2003 are considered. Aeption to this is
Pakistani equity markets.

When the domestically incorporated companies whiehlisted on
the stock exchange are observed between 1990 &3 &@ see that the
number of companies in the World has increased/bgedcent while it
has more than doubled in EMU and more than tripledMICs.
However, this number shows a reduction in the Maoaoc stock
exchange, while Jordan’s increase remained limirdthe other hand,
the number of the Lebanese quoted firms is veryllsihas the highest
in Egypt and Pakistan, respectively, while the bighrate of increase
among those 8 markets is recorded in Turkey.

4. APPLICATION OF THE METHODOLOGY AND RESULTS

This section elaborates on the application of thsnemetric
methodology and its results. However, the seriesested regarding the
unit roots before exploring the relationships amdmg stock markets.
At this stage, the methods suggested by DickeyeFuind Phillips-
Perron to testfor the unit roots are adopted, in order to test th
stationarity of the individual series. Along thageaidelines, the results
of the two tests, Augmented Dickey-Fuller (ADF) aRdillips-Perron
(PP) for the eight stock market indices in US dakams are reported in
Table 2.

% ibid.
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When both ADF and PP test-results are consideted, abserved
that the test statistics are greater than thecatitialues. So we see that
the null hypothesis of the “existence of a unittroothe stock market
index series” cannot be rejected at 1 percent fignice level. In other
words, the series individually have unit roots.

Table 2: Unit Root Test

TEST STATISTICS CRITICAL VALUES

ADF PP 1% 5% 10%
EGYPT -2,67* -2,30 -3.43 -2.86 -2.57
JORDAN 1,08 1,75 -3.43 -2.86 -2.57
KUWAIT 1,57 2,80 -3.43 -2.86 -2.57
LEBANON -2,48 -2,72% -3.43 -2.86 -2.57
MOROCCO -1,50 -7,33* -3.43 -2.86 -2.57
OMAN -0,16 0,06 -3.43 -2.86 -2.57
PAKISTAN 0,49 0,94 -3.43 -2.86 -2.57
TURKEY -2,27 -1,91 -3.43 -2.86 -2.57

Note: * and ** indicate the level of significanceX®6 and 10%, respectively.

A method for making the series stationary is teetttke differences
of two consecutive observations. For this, in cudg the logarithmic
first differences of the series are taken. As ibhiserved from Table 3,
the log-first differences of all eight series rejiee null hypothesis at 1
percent significance level, indicating that aftee tapplication of the
method they become stationary, or in other wottts derived series are
integrated of order one I(1).

Table 3: Unit Root Test for the First Differences

TEST STATISTICS CRITICAL VALUES

ADF PP 1% 5% 10%
EGYPT -7,08* -29,29* -3.43 -2.86 -2.57
JORDAN -5,95* -34,24* -3.43 -2.86 -2.57
KUWAIT -5,79* -29,85* -3.43 -2.86 -2.57
LEBANON -7,34* -34,85* -3.43 -2.86 -2.57
MOROCCO -10,50* -36,39* -3.43 -2.86 -2.57
OMAN -6,85* -29,41* -3.43 -2.86 -2.57
PAKISTAN -6,50* -32,78* -3.43 -2.86 -2.57
TURKEY -6,42* -33,42* -3.43 -2.86 -2.57

Note: * indicates the level of significance at 1%.
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After making the series (1), Engle-Granger singdguation
methodology is used as in Akdi, Atakan and Berum@®04) and
Berument, Malatyali and Neyapti (2001) to testdointegration using a
pair-wise analysis of the eight countries’ stockke&indices.

Engle-Granger cointegration test results to detbet pair-wise
relationships among the eight stock market indaresreported in Table
4. Referring to the test results, we see that egnatiing relations can be
observed among the Turkish and Egyptian stock msr&e5 percent
significance level, while a similar relationship @bserved among
Lebanese and Kuwaiti equity markets at 10 percigmifance level.
However, a similar cointegration relation can netdpotted among the
remaining 26 pairs of indices.

Table 4: Engle-Granger Cointegration Test Resultsfor the Period
31.12.1999-24.02.2004

EGYPT |JORDAN| KUWAIT | LEBANON |[MOROCCO | OMAN | PAKISTAN | TURKEY
EGYPT
JORDAN 0,86
KUWAIT 1,49 -2,54
LEBANON -2,03 -3,00 -3,17%**
MOROCCO -2,83 -1,60 -1,57 -1,45
OMAN 0,22 -1,53 -1,90 -2,12 -1,44
PAKISTAN 0,40 -1,75 -2,43 -2,05 -0,25 -1,96
TURKEY -3,71% -2,10 -1,80 -1,61 -2,61 -2,15 -2,25

Note: *, ** and *** indicate the level of signifiaace at 1%, 5% and 10% level, respectively.

Aside from the cointegration relations, in order &ssess the
magnitude of the interaction, we use Dynamic OL®I3). In order to
do that, the general regression equation used én pdper can be
expressed as follows:

21 -1
Yo =a+ BoXy + DEAX i + X BbX i Uy
i=1 k=-21
whereY; andX; are the logarithms of the stock market indices and
the error term at time
The lag interval in the model is taken to be 1-2testhis interval is

supposed to be long enough to cover all the tresson effects among
the stock markets due to the dynamic nature ofdlaions.
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The findings of the estimation of the above-mergmodel, when
Lebanon stock market index is regressed on Kuviadksmarket index,
show that a 1 unit change in the value of Kuwaitcktmarket index
causes a 0.08 unit increase in the value of Lebatmrk market index.
The test results also support the findings of theyl&Granger test
findings for Turkey and Egypt, as a 1 unit chang¢hie value of Egypt
stock market index causes a 1.32 unit increas@danvalue of Turkish
stock market index.

Table 5: Dynamic OL S Cointegration Testsfor the Period
31.12.1999-24.02.2004

EGYPT |JORDAN |[KUWAIT |LEBANON |MOROCCO |[OMAN PAKISTAN |TURKEY
EGYPT
JORDAN -0,04*
KUWAIT -0,12* 1,92*
LEBANON 0,11* 0,25* 0,08*
MOROCCO | 0,42* -0,03 0,03*** 1,07*
OMAN 0,37* 0,50* 0,27* 1,79* 0,81*
PAKISTAN 0,31* 1,93* 0,86* 4,63* 0,83* 1,85*
TURKEY 1,32* -0,54* -0,44* 2,95* 2,55* 1,47* 0,12*

Note: *, ** and *** denote significance levels a¥, 5% and 10%, respectively.

Evidence from the Sub-samples

In our work, we also examine the integration amémg countries by
dividing our sample into two sub-samples. In dosgy the aim is to
search for the post-September 11, 2001 effect wbapial flows are
claimed to be re-distributed toward emerging mak&hus, in order to
eliminate the statistical anomalies of the incidewer the sample, the
separation is performed as 31 December 1999-10 stu201 and 01
November 2001-24 February 2004.

Table 6: Engle-Granger Cointegration Test Resultsfor the Period
31.12.1999-10.08.2001

EGYPT | JORDAN | KUWAIT | LEBANON |MOROCCO| OMAN [ PAKISTAN | TURKEY
EGYPT
JORDAN -0,97
KUWAIT -0,84 -0,26
LEBANON -2,07 0,70 -2,62
MOROCCO | -3,14* 0,08 -2,23 -2,69
OMAN -2,53 -0,53 -1,73 -2,44 -2,24
PAKISTAN | -3,46** -0,73 -1,37 -2,67 -2,90 -2,64
TURKEY -2,13 0,38 -1,63 -2,07 -2,88 -2,048 -2,91

Note: *, ** and *** indicate the level of signifiaace at 1%, 5% and 10% level, respectively.
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Table 6 reports the Engle-Granger cointegrationltegor the first
sub-period. As it can be seen from the table, egnattion exists among
Pakistan-Egypt and Morocco-Egypt with a significankevel of 5
percent and 10 percent, respectively.

The findings of Engle-Granger test results regaydime first sub-
period are also confirmed by DOLS results in TableThose results
suggest that a 1 unit change in the index of Egypstock market
causes the stock market index of Morocco and Rakigi increase by
0.28 and 0.6 unit, respectively.

Table 7: Dynamic OL SEstimatesfor the Period 31.12.1999-

10.08.2001

EGYPT |JORDAN |[KUWAIT [LEBANON |[MOROCCO |OMAN PAKISTAN |TURKEY
EGYPT
JORDAN 0,13*
KUWAIT -0,10* 0,45*
LEBANON 0,21* 0,59* -0,34*
MOROCCO | 0,28* 0,22* -0,91* 1,35*
OMAN 0,41* 1,16* -1,18* 1,72* 1,21*
PAKISTAN 0,60* 1,38* -1,06* 2,60* 1,78* 1,44*
TURKEY 1,41* 1,63* -1,81* 6,33* 4,02* 3,29* 2,32*

Note: *, ** and *** indicate the level of signifiaace at 1%, 5% and 10%, level respectively.

The Engle-Granger cointegration results for theosdcsub-sample
are reported in Table 8. The results show thaktkeists a comovement
among the stock market indices of Jordan-Egypt, ddoo-Egypt,
Turkey-Egypt, Morocco-Jordan, Turkey-Jordan, Momé&riwait,
Pakistan-Kuwait and Pakistan-Lebanon. Of thosetegmting relations
Jordan-Egypt and Morocco-Egypt are significant &l of 5 percent
while the others are significant at 10 percentlleve

Table 8: Engle-Granger Cointegration Test Resultsfor the Period
01.11.2001-24.02.2004

EGYPT |JORDAN |[KUWAIT [LEBANON |[MOROCCO |[OMAN PAKISTAN |TURKEY
EGYPT
JORDAN -3,70*
KUWAIT -2,16 -1,75
LEBANON -2,12 -1,50 -2,72
MOROCCO | -3,52* | -3,23*** | -3,34*** -1,69
OMAN -1,89 -1,67 -3,01 -2,24 -1,83
PAKISTAN -2,32 -1,95 -3,17%** -3,04*+* -2,24 -2,68
TURKEY -3,25%%* | -3,10*** -2,09 -2,31 -1,97 -2,17 -1,98

Note: *, ** and *** indicate the level of signifiaace at 1%, 5% and 10% level, respectively.
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DOLS results reported in Table 9 for the sub-perlmetween
01.11.2001 and 24.02.2004 suggest that a 1 unitgehan the index of
Egyptian stock market causes the stock market indexJordan,
Morocco and Turkey to increase by 0.78, 0.66 an@5 lunit,
respectively. The same effect is observed for theksmarket of Jordan;
a 1 unit change in the index of Jordan stock mackeises the stock
market indices of Morocco and Turkey to increas® 8 and 1.18 unit,
respectively. On the other hand, when we considermtarket pairs of
Morocco-Kuwait and Pakistan-Kuwait, we can see thatunit change
in the index of Kuwait stock market causes the lstoarket index of
Morocco and Pakistan to increase by 0.37 and L@ respectively. In
addition, DOLS estimates of Lebanon-Pakistan stdéib@s a 1 unit
change in the stock index of Lebanon causes tlok stdex of Pakistan
to increase by 8.44 units.

Table 9: Dynamic OL S Estimates for the Period 01.11.2001-

24.02.2004

EGYPT |JORDAN| KUWAIT | LEBANON |[MOROCCO| OMAN | PAKISTAN | TURKEY
EGYPT
JORDAN 0,78*
KUWAIT 1,42 1,83*
LEBANON 0,20* 0,25* 0,12*
MOROCCO | 0,66* 0,73* 0,37* 3,31*
OMAN 0,78* 1,03* 0,54* 3,92* 1,12*
PAKISTAN 1,36* 1,93* 1,04* 8,44* 2,22* 1,94*
TURKEY 1,05* 1,18* 0,29* 2,44* 1,00* 0,50* 0,27*

Note: *, ** and *** indicate the level of signifiaace at 1%, 5% and 10% level, respectively.

When the results of Engle-Granger is consideret fmtthe whole
period and for the sub-periods, some similaritied differences among
the country pairs are observed. The stock markbtés of Turkey and
Egypt are found to have cointegration both forwhele period and for
the second sub-period. Cointegration is also oleseamong Morocco
and Egypt for the first and the second sub-peritds,there is none
when the whole period is considered. When the otherket pairs are
found cointegrated for the whole period or in oh¢he sub-periods, we
can say that some relations have a tendency tovilale some others
suggest a possibility in this regard. Especialhg tesults of the second
sub-sample beginning on 11 September 2001 show has the
comovements among the selected equity markets hsteeted
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increasing, as in this sub-period eight comovemeatsong the
countries’ stock indices are observed.

5. CONCLUSION

In a global setting where financial capital cirdearound the world
so rapidly and massively, capital markets of theeyimg economies
work as an area of target for such type of capidtracting such
capital, on the other hand, is important on the pathose emerging
market economies to create additional means ohéimag for their real
sector firms. However, in addition to the institutal and legal aspects,
international investors need to know the informats®t regarding the
portfolio diversification opportunities in order tewest in such
markets.

As markets which are yet to develop further, th€ Gtock markets
deserve a special attention to be analysed de€piy.is important both
on the international investors’ part who need ttréase their portfolio
returns and on the part of authorities of thosentries who might be
interested in developing coordinated policies withir counterparts in
the other markets, in their efforts to give a motunento the equity
financing in the OIC domain. Therefore, this stadyns to elaborate on
this topic, i.e. to study whether there exist aglgtions among the stock
exchanges of the selected OIC countries regardiegréturns they
provide, and whether they offer an opportunity obrtfmlio
diversification or whether there exist comovemdigtsveen those equity
markets allowing the authorities to pursue a pob€yspecialisation in
capital market instruments.

In such a perspective, this paper investigates akistence of
cointegrating relationships among the stock exchamjrs and applies
the method of Dynamic Ordinary Least Squares (DOt&kee the
strength of the long-run relations whenever itesedted. For this, of the
21 OIC stock exchanges 8 OIC stock exchanges, wHagg index
values in US dollar terms are found on DataStresmeused. Those are
the exchanges of Egypt, Jordan, Kuwait, Lebanonroglm, Oman,
Pakistan and Turkey. Hence, the study comprisesnthekets in the
MENA and the Mediterranean Regions, which openata similar time
frame, as well as Pakistan which is located in ahmearlier starting
trading zone, compared to the other selected nmrket
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The econometric analyses rest upon daily index esmlof the
selected countries over the period 31 December-2899ebruary 2004.
However, in order to detect the behaviour of thosekets in the period
following the 11 September 2001 incident, the asedy are also
performed over the sub-samples of 31 December 1998ugust 2001
and 01 November 2001-24 February 2004. As a restltthe
econometric analyses of the 28 pair-wise relat@m®ng the selected
OIC countries’ stock market indices, only two caynpairs, namely
Turkey-Egypt and Lebanon-Kuwait, are found to bantegrated over
the whole period. On the other hand, for the suliede31 December
1999-10 August 2001 two pairs of markets, for tkieeosub period 01
November 2001-24 February 2004 eight pairs of ntariee observed to
have cointegration relations.

Although the second sub-sample results show eighttagrating
relations of those, especially the linkages amoggpETurkey, Jordan-
Turkey and Lebanon-Pakistan are strong. Althoubh, dointegration
relations in the remaining 5 pairs of the selecteatkets are statistically
significant, the DOLS results indicate that thidaten could be
developed further. However, in any case we caryeesnclude that, in
the period following 11 September 2001, the linlagenong the stock
markets of the selected countries have increased.

Taking these findings into consideration, we cag H#t since
DOLS results indicate an approximately unit relasioip in three
cases, there still exists an opportunity of portfotliversification
among the selected equity markets. However, thalteeslso mean
that, in the post-11 September 2001 period, yieéddshe 8 pairs of
selected OIC stock exchanges have started to mmyethter, which
might be interpreted as if among those marketsatltborities might
develop some common policies of which one mighhamed as asset
specialisation. Although this study attempts toegavhint of financial
linkage among the selected OIC stock exchangesliestumight be
furthered in analysing the behaviour of the remaniOIC equity
markets, upon the condition of data availabilitys@ aside from the
financial linkage studies, new studies pertainiry dsset quality
standardisation problems, surveillance matters theroinstitutional
problems as well as impediments on fund transfersettlement of
traded instruments might be suggested.
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