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ABSTRACT
This study discusses the interrelationship among the Taiwan and Taiwan’ s top five trading nation stock markets at the industry
level. The study period includes from January 3rd of 2000 to August 31th of 2012. There are totally data of 3,305 days. The
industrial indices are extracted from the Datastream database. The industry classification refers to the industry sector indices of Level
2 industry code. The empirical results show, all the eight sector indices of Taiwan and it top five trading nations belong to time series
of I (1). Taiwan and its top five trading nations have cointegration in five sectors: basic materials, financials, oil & gas, technology,
and telecom. The cointegration does not exist in three sectors: consumer goods, industrials, consumer service. Thus, investors should
choose the sectors carefully when making their long-term portfolio in stock markets of Taiwan and its top five trading nations in
order to diversify the risk. Besides, according to the results of Granger causality test, this study finds the interrelationship of the
bi-directional feedback and unidirectional causality between the sectors of Taiwan and the US is stronger. With the impluse response
analysis, this study finds that, for the sectors that cointegration does not exist among Taiwan and its top five trading nations, the
short-term interrelationship is not strong. For sectors that cointegration exists, there is long-term equilibrium relationship. Finally, by
the variance decomposition results, this study finds all the eight sectors of the US have the highest explanatory power for the
variation of Taiwan sector indices. On the other hand, the indices of Taiwan have weak explanatory power for the indices of its
trading nations, except that the explanatory power is relatively higher for the variation of South Korea’ s stock sectors. In summary,
the US has the highest impact on Taiwan while Taiwan has relatively higher impact on South Korea. In other words, the industry
stocks of Taiwan and the US have the strongest interrelationship while those of Taiwan and South Korea have relatively higher
interrelationship. Investors can predict the indices of Taiwan’ s stock market and formulate a reference investment strategy by
observing the sector variation of the US stock market.
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