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ABSTRACT
The purpose of this study is to test the dynamic relationship and the asymmetric volatility across markets between foreign
institutional investors and MSCI Taiwan Index. The major analytical methods are VAR model, impulse response function, forecast
error variance decomposition, and bivariate GIR GARCH model. We choose daily data and the sample period is from Jan. 1, 2000
to Dec. 31, 2005. Furthermore, in order to examine the effects from the exogenous variables to foreign institutional investors net
buys-sells and MSCI Taiwan Index, we use exchange rate and interest rate differential between Taiwan and USA as the exogenous
variables. The main empirical findings are summarized as follows: 1. The result of VAR model indicates that there exists bi-lateral
feedback relationship between foreign institutional investors net buys-sells and MSCI Taiwan Index, and the foreign institutional
investors net buys-sells and interest rate differential between Taiwan and USA also has the same conclusion. 2. Impulse response
function shows that foreign institutional investors net buys-sells has the biggest impacts on the MSCI Taiwan Index, and the MSCI
Taiwan Index has the biggest impacts on foreign institutional investors net buys-sells. In forecast error variance decomposition also
approve the evidence of impulse response function. 3. The evidence of contemporaneous correlation coefficient indicates that the
positive contemporary correlation between foreign institutional investors net buys-sells and MSCI Taiwan Index. 4. Exchange rate
has the negative influence on foreign institutional investors net buys-sells and MSCI Taiwan Index. Interest rate differential between
Taiwan and USA has the positive impact effect on foreign institutional investors net buys-sells, the negative influence on MSCI
Taiwan Index. 5. By the result of estimation of the GARCH and ARCH effect test, we observe that foreign institutional investors net
buys-sells and MSCI Taiwan Index both exhibit significant GARCH effect and volatility cluster. 6. In the part of the self-asymmetric
volatility, only the estimation of MSCI Taiwan Index exists significant result. 7. The estimation of the asymmetric volatility across
markets exhibits that MSCI Taiwan Index has signification result, that evidences foreign institutional investors net sells of the
previous day will cause the bigger volatility on MSCI Taiwan Index than foreign institutional investors net buys of the previous day.

Keywords : Foreign Institutional Investor Net Buys-Sells ; MSCI Taiwan Index ; Exchange Rate ; Interest Rate Differential between
Taiwan and USA ; Bivariate GIR GARCH Model
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