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The Effect of Capital Flow Levels Affected
by Integrmated Stock Market Price Differential

WEN Shou-Xam', YWG WS, LI Chuun-zhao
{ Schod of Business Administraticn . Chongaing Universtty, Chongaing 400044, China )

ABSTRACT : The level of capital flow had regarded 1o be a function of the interest rate differen-
tials and the exchange rate hetween domestic and foreign capital markets alone, However, within the
higher integration of global capital markets and more opened opportunities of across markets transac-
ton, the stock price differential between damestic and foreign stock markets should also be considered
as a factwy which determines the level of capital flow. By the development of dynamic model, this pa-
per shows the relationship between capital flow and econamic vanables such as interest rate differen-
tals, exchange rate. stock price differential and test the validity of model empirically . It can he founded
that the capiral flow has ohvious connected relatonship with sincdk price differential in integrated capital
rn'ar]:(et-;

K’EYWURDS stock price differential; jobansen multivariate coinregration; maxinum Likelihood
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