II. ABSTRACT

No one can deny that we are, at present, living in a globalised world. Frictionless
movement of capital across the national boundaries is found to be the primary motive
in this era of ‘Open economy”. The cross border movement of capital eventually
provides a scope for creating a strong linkage among the national capital markets.
There are plethoras of finance Iitérature, which provide clear evidences of strong
integration of capital markets of developed economies. However, instances of
integration of emerging markets in this regard are weak and scanty. Rather, several
scholars identified “segmentation’ as one of the basic characteristics of the markets to
be identified as ‘emerging’ one. Integration or no-integration and their implications in
the context of portfolic management are not unfamiliar to the world of finance. So
farther Indian economy is concerned; we find some conflicting evidences regarding
the state of development of the market and its integration with the outside world.
Researchers showed much hesitancy to state some firm and sound comment regarding
identification of the countries for portfolio diversification. There is a growing
consensus among economists, of course not based on serious logic and empirical
evidences, that starting from 1992 Indian economy including the Indian Capital
market is liberalized a lot. Some of the experts believe that presently the Indian
Equity market is completely integrated to the world market. Equally, there are other
groups of researchers who contradict the conclusions of the previous group of
researchers and advocate that, Indian equity market, although be on a growth path but
not liberalized enough to be and is interlinked with the big markets of the world, tiil
date. These sorts of conflicting evidences prompt us to look thoroughly in to this

issue.

The current study humbly joins the search in resolving this debate in an analytical as
well as statistical way. We tried to analyze different aspects of integration or no
integration and endeavored to find a way out for Indian investors so that they can
manage the situation and extract the maximum benefit from international

diversification.




Findings of the present study, firstly, suggest Indian capital market cannot be regarded
as developed, till date. Comparafivé scores regarding cox.ruption,'adminis'trative
inadequacies etc, suggest that Indian market can, at the best, be grouped with the
other emerging markets. The fact attested by the FTSE classification, where India
comes under the broad head of Advanced Emerging Countries. Ratio of trade
integration and financial integration confirms that, like the other developing nations,
Indian capital market is not financially integrated with the developed mérkets of the

world.

Secondly, empirical evidences of this research suggest that, though correlation varies .
from time to time with thé market volatility, Indian Equity market is very much
segmented from‘ the rest of the ﬁro.r'ld markets, till date, that leaves ample
opportunities to th Indian investors to venture and benefit from international

portfolio diversification.

This study also reveals that the policy for ‘go — global’ i.e. investing in developed
countries like USA and UK is more profitable for the Indian investors than that of the
‘look-east’ policy i.e. investing in Asian countries like Hong Kong, Japan, Korea etc,
provided all the other variables like currency exchange risk, inflation, etc, remains

constant or their impacts are negligible.

In the context of risk reduction, this study has found that Indian Portfolio managers
can concentrate on five to eight couniries instead of 30 or like markets as suggested
by most of the scholars as the optimum minimum number for intemational risk
diversification. Furthermore, we suggest that, investors should adopt very cautious
approach while taking a decision to invest globally. They should carefully gather all
the necessary and essential information including the rules and regulations regarding
foreign investmént issued by the apex body of their domestic country as well as other

countries in which they intend to invest.
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