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ABSTRACT
In the last few years, the global emerging financial markets have attracted many investors’ and researchers’ attentions, because of
that these emerging markets’ fast development and many potential profit opportunities. In this thesis, we use several time series
models to analyze the impacts of currency market liberalization and options trading on South Korea’ s stock market. This thesis can
be classified into two main parts. We show these two parts briefly as follows. The title of part 1 is“ Foreign Direct Investment,
Exchange Rate Systems, and Stock Returns in South Korea.” This aims of part | is to analyze the relationships among the
exchange rate, foreign direct investment, stock returns, and inflation via VAR model. In December 1997 (during the peak of the
Asian financial crisis period), the daily fluctuation limits for the interbank exchange rate were abolished and thus South Korea’ s
exchange rate system shifted to a totally free-floating mechanism. The title of part 11 is“ The impacts of the index options trading
on stock price in South Korea.” This aim of part Il analyzes the price discovery on KOSP1200 index from its underlying asset - call
and put options and also investigates the relationships among these two markets.”

Keywords : Currency market liberalization, Foreign direct investment, Stock returns, Inflation, Call volume, Put volume, Price
Discovery

Table of Contents

D000 000 OO0 iiiiiieieieeireeens HOO000 e, VODOODO e, v

O e VIO O e, VIEO OO e, IXO OO e, xdooo 1.0

O e 420000 e, 730000 e, 10310000 i, 103200000
OO0 e, 1133VARDO O oo, 1140000000 .. 14410000 i 144200000
000 ... 1843000000 . 21500 i 370000 e, 380000 1.0

O e 4420000 e, 473.0000 i, 5031000000000 503200
OO0 i, 503.3000GARCH OO .............. 5240000000 i, 54410000 .. 54420
OO0 e, 5643 000GARCHOODOO........ 575.0 0 oo, 620000 e, 63000

o000 gl1bogOoFrDIOKOSPIDCPIDOODOODOO.ODO0D0OODOO01402000000000000bO0OO0DODOO
g.0ooboogob2s03.0b00b0oobooboobobboobooboo.ooz28b4. 0b00booboobOoboo
ooooboob.0bo290000 0l bob0o0ob0o0obobo.Oobobooboobo.bOob..Oss00b0obon
0100000000000 o0boobobobooboobobebi200b00obOo0obOobobOobooobOoobOon
goo.agsgs.ggbooboooobooboobobobooboob a4 bobbbobooboobooboboo
O0D00000.2005.)ohansen0 000000000000 ODOO0ODO.000.2106.00000Granger0 0000
goooboobob.o22070b000b00b0ob00o0obOo0bOobobobDoobOo208. 0o oobon
goooboobobobobooo4be bbb ooboobo 3B Do0obD UL oo
oooobo0obobobobooobooobooboossb2.0000b0ob0booboDoobDoobooDbOobooOoDg.se
g3.0fdbo0booooobooooboboooobooosTo400D00ARCHOODODODO...ODODOOODOODO
gos80s5000boooobooooo.booboooobooob.e0be. 000D O0OOODObObOODODOOO
oooo..o.el

REFERENCES

o000 0000 lo00oc@ooomOoooOoOoOoOoOO00O0O0OD: 00000 0000000000005:40451-4650 2.00
g@eguoooooooooooooO0o0o0DOD00OD0D 0000000000ooosooo@eeguooooooooooog
00000000 O000oOoOoO31059-720 4. 000004 00D ODODOOOOOOOOOOOONOONOA40:20 145-1800 5.0 0
g@o4)DDODODOODODODOODODODODDODODODODODDOD 09200000526-5700 OO00O0O 1. Abdalla, I. S. A, and V. Murinde (1997),
“ Exchange Rate and Stock Price Interactions in Emerging Financial Markets: Evidence on India, Korea, Pakistan, and Philippines.” Applied



Financial Economics, 7, 25-35. 2. Aquino, R. Q. (2005), “ Exchange Rate Risk and Philippine Stock Returns: before and after the Asian Financial
Crisis.” Applied Financial Economics, 15, 765-784. 3. Bahmani-Oskooee, M. and A. Sohrabian (1992), “ Stock Prices and the Effective Exchange
Rate of the Dollar.” Applied Economics, 24, 459-464. 4. Chen, D. Y. (2005), “ Foreign Direct Investment in the United States: Interest Rate and
Exchange Rate.” Southern Business Review, 31(1), 1-12. 5. Demos, A., F. Filippaios, and M. Papanastassiou (2004), “ An Event Study Analysis of
Outward Foreign Direct Investment: The Case of Greece.” International Journal of the Economics of Business, 11, 329-345. 6. Dickey, D. A. and
W. A. Fuller (1979), “ Distribution of the Estimators for Autoregressive Time Series with a Unit Root.” Journal of American Statistics
Association, 74, 427-431. 7. Fang, W. S. and S. M. Miller (2002), “ Currency Depreciation and Korean Stock Market Performance during the
Asian Financial Crisis.” Department of Economics, University of Connectict, Working Paper 2002-30. 8. Frenkle, J. A. and M. Goldstein (1986),
“ A Guide to Target Zones.” |IMF Staff Papers, 33, 633-673. 9. Gastanaga, V. M., J. B. Nugent, and B. Pashamova (1998), “ Host Country
Reforms and FDI Inflows: How Much Difference Do They Make?” World Development, 26, 1299-1314. 10. Granger, C. W. J. and P. Newbold
(1974), “ Spurious Regressions in Econometrics.” Journal of Econometrics, 2, 111-120. 11. Kamath, R. (2005), “* Media Stocks up on FDI
Announcement.” Businessline, 20050701, 1. 12. Kerr, I. A. and M. P. Vasanthi (2001), “ The Determinants of Foreign Direct Investment in
China,” the 30th Annual Conference of Economists, University of Western Australia, Perth, Austria. 13. Krugman, P. (1991), “ Target Zones
and Exchange Rate Dynamics.” Quarterly Journal of Economics, 106, 669-682. 14. Nabende, A. B. (2002), “ Foreign Direct Investment
Determinants in Sub-Sahara Africa: A co- integration analysis.” Economic Bulletin, 6, 1-19. 15. Nguyen, N. B. and J. Haughton (2002), “ Trade
Liberalization and Foreign Direct Investment in Vietnam.” ASEAN Economic Bulletin, 19, 302-318. 16. Phylaktis, K. and Y. Kassimatis (1994),
“ Does the Real Exchange Rate follow a Random Walk? The Pacific Basin Perspective” , Journal of International Money and Finance, 13,
476-49 17. Sims, C. A. (1980), “© Macroeconomics and Reality.” Econometrica, 48, 1-48. 18. Soenen, L. and E. Henniger (1988), “ An Analysis
of Exchange Rates and Stock Prices - The US Experience between 1980 and 1986.” Akron Business and Economic Review, 19, 7-16. 19. Solnik,
B. H. (1984), “ Stock and Money Variable: The international evidence.” Financial Analyst Journal, 69-73. 20. Werner, A. M. (1992), “ Exchange
Rates and Target Zone Width.” Economics Letters, 40, 455-457. 21. Yang, Y. Y., N. Groenewold, and M. Tcha (2000), “ The Determinants of
Foreign Direct Investment in Australia.” The Economic Record, 76,45-54. 0 000 0000 1.0000000@999) O O DOO0ODOO0OO
000000000 00000000000501-330 2 00000000000@01)OD0O00O0000000O0O0O0O00O0O O00O0O-00
000000000000 000000000 0000000000000 08:2073-1160 00O 0O O 1. Abhyankar, A. (1995),

“ Return and Volatility Dynamics in the FT-SE 100 Stock Index and Stock Index Futures Markets.” The Journal of Futures Markets, 15,
457-488. 2. Anthony, J. H. (1988), “ The Interrelation of Stock and Option Market Trading — Volume Data.” Journal of Finance, 43:9, 49-64. 3.
Bollerslev, T. (1986), “ Generalized Autoregressive Conditional Heteroskedasticity.” Journal of Econometrics, 31, 307-327. 4. Boluch M. J. and
T. W. Chamberlain (1997), * Option Volume and Stock Price Behavior: Some Evidence from the Chicago Board Options Exchange.” Atlantic
Economic Journal, 25:4, 358-370. 5. Chu, Q. C., W. G. Hsieh, and Y. Tse (1999), “ Price Discovery on the S&P 500 Index Markets: An Analysis
of Spot Index, Index Futures, and SPDRs.” International Review of Financial Analysis, 8:1, 1-22. 6. Ciner, C. (2002), “ The Stock Price-Volume
Linkage on the Toronto Stock Exchange: Before and After Automation.” Review of Quantitative Finance and Accounting, 19:4, 335-349. 7.
Dickey, D. A. and W. A. Fuller (1979), “ Distribution of the Estimators for Autoregressive Time Series with a Unit Root.” Journal of American
Statistics Association, 74, 427-431. 8. Easley, D., M. O’ Hara, and P. S. Srinivas (1998), “ Option Volume and Stock Prices: Evidence on Where
informed Traders Trade.” The Journal of Finance, 2, 431-465. 9. Engle, R.F. and K.F. Kroner, (1995), “ Multivariate Simultaneous Generalized
ARCH.” Econometric Review, 11, 122-150. 10. Fleming, J. and B. Ostdiek, and R. E. Whaley (1996), “ Trading Costs and the Relative Rate if
Price Discovery in Stock Index Futures Markets.” The Journal of Futures Markets, 15, 457-488. 11. Gallant A. R., P. E. Rossi, and G. Tauchen
(1992), “ Stock Prices and Volume.” The Review of Financial Studies, 5:2, 199-243. 12. Ghosh, A. (1993), “ Cointegration and Error Correction
Models: Intertemporal Causality between Index and Futures Prices.” The Journal of Futures Markets, 13, 193-198. 13. Granger, C. W. J. and P.
Newbold (1974), “ Spurious Regressions in Econometrics.” Journal of Econometrics, 2, 111-120. 14. Gunduz, L. and H. J. Abdulnasser (2005),

“ Stock price and Volume Relation in Emerging Markers.” Finance and Trade, 41:1, 29-52. 15. Hatch,B.C. (2003), “ The intraday relation
between NYSE and CBOE prices” The Journal of Financial Research, 26, 97-113, 16. Herbst, A. F., J. P. McCormack, and E. N. West (1987),

“ Investigation of a Lead-Lag Relationship between Spot Stock Indices and Their Futures Contracts.” The Journal of Futures Markets, 7,
373-381. 17. Hiemstra, C. and J. D. Jones (1994), “ Testing for linear and nonlinear Granger causality in the stock price-volume relation.” The
Journal of Finance, 49:5, 1639-1667. 18. lihara, Y., K. Kato, and T. Tokunaga (1996), " Intraday Return Dynamics between the Cash and the
Futures Markets in Japan.” The Journal of Futures Markets, 16, 147-162. 19. Kawaller, 1., P. Koch, and T. Koch (1987), “ Intraday
Relationships Between the Volatility in S&P500 Futures Prices and the Volatility in the S&P500 index.” Journal of Banking and Finance, 14,
373-397. 20. Lim, M. and R. Coggins (2005), “ The immediate price impact of trades on the Australian Stock Exchange.” Quantitative Finance,
5:4, 365-391. 21. Manaster, S. and R. Rendleman (1982), “ Option prices as predictors of equilibrium stock prices.” Journal of Finance, 37,
1043-1057. 22. Min, J. H. and M. Najand (1999), “ A Further Investigation of the Lead-Lag Relationship between the Spot Market and Stock
Index Futures: Early Evidence from Korea.” The Journal of Futures Markets, 19, 217-232. 23. Osborne, M. (1959), “ Brownian Motion in the
Stock Market.” Operations Research, 7, 145-173. 24. Pizzi, M. A., A. J. Economopoulos, and H. M. O’ Neill (1998), “* An Examination of the
Relationship between Stock Index Cash and Futures Markets: A Cointegration Approach.” The Journal of Futures Markets, 18, 297-305. 25.
Saatcioglu, K. and L. T. Starks (1998), “ The stock price-volume relationship in emerging stock markets: the case of Latin America.”



International Journal of Forecasting, 14, 215-225. 26. Schlag, C. and H. Stoll (2005), “ Price impacts of Options Volume.” Journal of Financial
Markets, 8, 69-87. 27. Stickel, A. E. and R. E. Verrecchia (1994), “ Evidence that Trading Volume Sustains Stock Price Changes.” Financial
Analysts Journal, 50:6, 57-67. 28. Stoll, H. R. and R. E. Whaley (1990), “ The Dynamics of Stock and Stock Index Futures Returns.” Journal of
Financial and Quantitative Analysis, 25, 441-468. 29. Tay A. S. and C. Ting (2006), “ Intraday stock prices, volume, and duration: a
nonparametric conditional density analysis.” Empirical Economics, 30,827-842. 30. Tse, Y. K. (1995), “ Lead-Lag Relationship between Spot
Index and Futures Price of the Nikkei Stock Average.” Journal of Forecasting, 14, 553-563. 31. Wahab, M. and M. Lashgaari (1993), “ Price
Dynamics and Error Correction in Stock Index and Stock Index Futures Markets: A Cointegration Approach.” The Journal of Futures Markets,
13, 711-742.



