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4). Japanese investors have not been prominent. Other East Asian investors, mostly in Hong 
Kong and Singapore, hold about 10% of foreign-held East Asian shares. 

 
It is interesting but not informative to learn that the regional integration of equity markets in 
Asia  lags  behind  that  of  Europe  (Lee,  2006).  While  the  single  currency  had  its  most 
immediate and dramatic effect on  cross-border bank flows as a euro-area-wide interbank 
market sprang into being, it also had an important effect on the construction of European 
equity portfolios. In the absence of currency risk, portfolio managers shifted from allocating 
by country and then by industry in Europe to simply allocating by industry (Tsatsaronis, 
2001; Fratzscher, 2001; Adjaouté and Danthine, 2002). It is interesting but hardly surprising 
that Asia falls short of the capital market integration of post-euro Europe. It would be more 
informative  to learn whether Asia falls short of the capital market integration of pre-euro 
Europe. 

 
Table 4: Foreign Equity Holdings in East Asia, End-2003 

 
 Millions of US dollars 

 
 
 
Host 

 

 
United 
States 
 

 

Europe           Japan East Asia 
including 
Japan 

 

Total Memo: % 
of host 
GDP 

 
China 13,064            8,944 2,094            19,625 45,788 3.2 

 
Hong Kong 36210 35,223            5,594 7,901            92,889 59.3 

 
Indonesia           4,406 2,542 89 922 12,597 6.0 

 
Japan               255,496 175,975 — 5,569 493,763 11.5 

 
Korea                49,121 27,702 708 3,579 92,822 15.3 

 
Malaysia             4,075 4,862 296 3,258 14,544 14.0 

 
Philippines 1,634 683                158                325 3,027 3.8 

 
Singapore 21,932 12,579            1,280 4,096            42,857 46.9 

 
Thailand             6,477             6,746 393 4,759 21,291 14.9 

 
Total 392,415 275,256          10,612 50,034          819,578 

 
Total ex JP 
as host 136,919 99,281           10,612           44,465 325,815 
Memo: % 42.0% 30.5%             3.3%             13.6% 100.0% 

 
Note:  Europe  comprises  Austria,  Belgium,  Denmark,  Finland,  France,  Germany,  Greece,  Iceland, 
Ireland,  Italy, Netherlands, Norway, Portugal,  Spain, Sweden,  Switzerland, and  the United  Kingdom. 
East Asia comprises the named economies. 

 

Sources: Lee (2006: 32), based on IMF Coordinated Portfolio Investment Survey. 
 
 

One important development in the past several years that has tightened capital market 
integration in the region is the outflow of Japanese savings into equity securities in the 
region. China and India have both been major recipients. At the end of 2006, the Japanese 
external assets included ¥2.4 trillion in Hong  Kong-dollar-denominated equities,  much of 
which can be assumed to be H shares of Chinese firms. This represents a substantial rise 
from the sum of ¥1.5 trillion in the previous year (and the less than ¥0.3 trillion shown on 
Table 4 for 2003). 
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