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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.

Key Words: Market fundamental, vector autoregressive model, impulse response function, variance

decomposition function
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TW_DLIP TW_DLTST KR_DLIP KR_DLKST

Mean 0.006 0.009 0.008 0.007

Std. Err. 0.050 0.080 0.021 0.077

Skewness 0.782 0.318 -0.148 0.076

Kurtosis 2.944 2.171 5.983 2.037

JB 214.284* 98.783* 555.214* 63.502*

LB(24) 148.980* 814.805* 54.367* 23.527
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1967/01~2005/08 1967/01~1986/12 1987/01~2005/08

1 1.456 98.544 3.190 96.810 1.317 98.683

2 1.481 98.519 3.295 96.705 1.335 98.665

3 1.484 98.516 3.306 96.694 1.332 98.668

4 1.485 98.515 3.307 96.693 1.333 98.667

5 1.485 98.515 3.307 96.693 1.333 98.667

10 1.485 98.515 3.307 96.693 1.333 98.667

3
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1967/01~2005/08 1967/01~1986/12 1987/01~2005/08

1 99.810 0.190 99.358 0.642 99.805 0.195

2 99.810 0.191 99.339 0.661 99.805 0.195

3 99.809 0.191 99.337 0.663 99.801 0.199

4 99.809 0.191 99.337 0.663 99.801 0.199

5 99.809 0.191 99.337 0.663 99.801 0.199

10 99.809 0.191 99.337 0.663 99.800 0.200

4

1975/01~2005/06 1975/01~1990/12 1991/01~2005/06

1 5.196 94.804 3.766 96.234 18.602 81.398

2 5.200 94.800 3.874 96.126 18.593 81.407

3 5.201 94.799 7.698 92.302 18.594 81.406

4 5.201 94.799 9.549 90.451 18.594 81.406

5 5.201 94.799 9.550 90.450 18.594 81.406

10 5.201 94.799 9.925 90.075 18.594 81.406

5
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1967/01~2005/08 1967/01~1986/12 1987/01~2005/08

1 98.251 1.749 96.196 3.804 90.482 9.518

2 98.235 1.765 94.486 5.514 90.412 9.588

3 98.234 1.766 94.439 5.561 90.402 9.598

4 98.234 1.766 94.338 5.662 90.402 9.598

5 98.234 1.766 94.277 5.723 90.402 9.598

10 98.234 1.766 94.164 5.836 90.402 9.598
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