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This paper examines the ability of the market fundamentals in determining the stock prices of two

Pacific Rim countries, that is, South Korea and Taiwan. The analysis employs recent time series

techniques, i.e., the unit root test with and without break, structural vector autoregressive model, impulse

response function and variance decomposition function to accomplish the study. Empirical results show

that under the shock from the real industrial production index, there is positive and significant effect on the

real side, but the effect on the nominal side is insignificant for both countries. If the shock is from the

stock price, it has positive and significant effect on the nominal side but insignificant effect on the real

side. The results from the variance decomposition show that the fundaments are inconsequential in

explaining the variation of the stock price.
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Effects of a Shock to DLIP

pLIP

1.0
0.8 -
06
04 —

02

0.0

25 30

o
o
-
(=]
-
o
ha
(=]

DLTST
1.0

08
0.6 -
04

02 7

0.0 T

0.2

e e T R T e e s e T\ T T e
5 10 15 20 25 30

1A%
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Effects of a Shock to DLIP

DLIP

08 7

04 7

0.0 -

15 20 25 30

o
o
o

DLKST

08 —

04 7

0.0 7

B e T e L e e e B s e e e e L
10 15 20 25 30

o
o

Effects of a Shock to DLKST

DLIP

0.8
0.6 -
04 —

02

0.0

o )

DLKST
1.0

0.8 -
06 —
04 —

0.2

LTS RE I TR e [ e e o I T T L |

T
0 5 10 15 20 25 30

6 EEEI=IFEAT 19758 1 BZE 2005 &£ 6 ANVEEREER

3o BB R T EE T 2 BT R T3 A AR T ¥ (a shock to DLIP) ¥t T34 & 88 (DLIP)
e B S S (DLKST)IP{E M i JERS IR ¢+ 28 — S a5 DU [ 2 2 30— BR (T HME 22 (1 B (B FE B T3 (a shock
to DLKST) ¥ T2 A58 (DLIP) SR EH5E (DLKST) A RS T o BE (M ES 95% 1{S fE1m
f o



SHEREE | $7 | 96Fch H=SE"H

Effects of a Shock to DLIP
DLIP
1.50
125
1.00 —
0.75 -
0.50 —
0.25
0.00 — ——
0.25 4
-0.50 R e T LT L I . BT o e S B o B M I B TR N St S
0 5 10 15 20 25 30
DLKST
1.50

125
100
0.75
0.50
025 \/\/\

0.00 7
0.25 7

-0.50

Effects of a Shock to DLKST

DLIP

\‘25\ — \30

o
wm
o
-
o
L
(=]

DLKST
1.0

0.8
06 —
04 —

0.2
0.0
02 -
0.4

25 30

o
wm
—
-
wm
L3
(=

7 EESE—EFEAT 1975 8 1 HZE 1990 £ 12 BV E R R EER

af o B RS T EIEE IR — B AR E R TS A ST (a shock to DLIP) ¥f T 245 58 (DLIP)
e B S H(DLKST) B S JERS IR ¢ 28 — S S DU(E IS 23R — BR (AT HE 22 (g A (B FE 8 T (a shock
to DLKST) ¥t T34 A g8 (DLIP) M AREISE (DLKST) HUEiEE i FERS B o BE (AR 1S 95% B (S THR
fi e



Review of Financial Risk Management
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