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ABSTRACT

In this paper, we test and estimate the stochastic non—fundamental trend in
Korean stock market, For this, following Kim (2011), we exploit that the
long—run equilibrium stock price may be decomposed into fundamental and
stochastic non—fundamental trends (i.e., the sum of dividend innovations and a
part that are orthogonal with the dividend innovations) by using the
Beveridge—Nelson decomposition and projections, In this VAR construction,
there is an error correction mechanism through which stock prices converge to
their long—run equilibrium, which also contain the stated stochastic
non—fundamental trend as well as fundamental trend. The estimation and test
results using yearly data from the Korea (1976—2012) indicated that fluctuations
in stock prices during that period can be explained mainly not by the stochastic
non—fundamental trend but by the dividend trend, However, during some
periods like after Seoul Olympic Games, we may observe the non—fundamental
trend affected to the stock price variation
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B=RE ks, A (18)9 74 WS

| &
(super—consistency)< 2+7| W&o BAAQl t+—AAS & + g)\r;}'m

»

QA2 ol 4] (18)9] A% F3O
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2 FolMe SEuEte] 1970 FHE o]F ARE olgste FUF A HiE 5
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Aol that 9 A7Hz o] 7|25t glo] Buold olF nelsh el

RE|L2t FIiol= HOHED fRE UG FM7E EMEH=T1?

121



122

{Table 1) Information Criteria for VAR Model Order Selection

1 2 3 4
AIC 9.24 9.23 9.35 9.47
SIC 9.42 €59 9.89 10.20

[Figure 1] Time Series for Dividend and Stock Price Shocks under VAR (2) Model

{DIVIDEND: log dividend, KOSP!: log stock price)
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[Figure 2] Time Series for Log—Dividend and Log—Stock Price
{DIVIDEND: log dividend, KOSPI: log stock pricey
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(Table 2) Johansen Cointegration Test Results

VAR model order 1 2
Trace statistics 0.195 0.288
Max—Eigen statistics 0.141 0.218

Note: p—values for the null hypothesis “Ho: Cointegration vector does not exist.”
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[Figure 3] Time Series of the Estimated Cointegration Errors
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(Table 3) A t—test Result for the Existence of Non—fundamental Trend in KOSPI

Model order 1 2
t—test 0.510 0.608

Note: p—values for the null hypothesis “Ho: There is not a non—fundamental trend in KOSPL.”

(Table 4) Estimation Results for Eq. (18) When p=2

Explanatory variables

Dependent variable = = R
Ady_y Auy_y AUy
0.053 0.157 -0.184
N . . .
! (0.327) (2.426) (~2.854) o174
. 0.060 0.698 ~0.080
A 0.131) (3826) (=0.444) 0417

Note: Number in a parenthesis denotes a t—value.
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[Figure 4] Non—fundamental Trend and Demeaned Log—KOSPI
{Non—FUNDAMENTAL_TREND: non—fundamental trend, KOSPI_DEMEAN: demeaned KOSPI)
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[Figure 5] Fundamental Trend, Demeaned Log—KOSPI and Growth Rate
{FUNDAMENTAL_TREND: fundamental trend, KOSPI_DEMEAN: demeaned KOSPI,
GROWRH RATE: GDP growth rate)
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(Table 5) Corelation Coefficients between Variables

Fundamental trend Non—fundamental trend KOSPI
Fundamental trend 1
Non—fundamental trend 0.483 1
KOSPI —0.382 0.609 1
npAeto 2 HeWE
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o

rr
—
[{e)
©
(@)
Em
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BAe] 4E 3

= AT} [Figure 6
AAAZE 7F AR A ¢

[Figure 6] A Scatter Diagram between Fundamental Trend
and Growth Rate

{FUNDAMENTAL_TREND: fundamental trend (X axis),
GROWRH RATE: GDP growth rate (Y axis))
16

T T T
—2,000

—1,600

T T
—1,200 —800 —400

400

128 EEFRSERTE /2013, I



V. Z2 % AR

—

His 228 F8907] olF Aibrha wES] olsfo] digh ¥Ale] oL Sl o
e Adetsto] fElvet 7ol AuwEy) et ()9 v e FAI7E EA8t
Lx]9] ojHE Z7le} vjgo] oW VAR Ro|A AAEII o] 2Aste] Hok)
o] Al F7He A wES A ofHe M ziiste] melgt slog TR
H e n S '5H“5P: A9 GA Zboll Aol e ATdit) g, 24 B
oA F7ke} e = [(1)2] AlA|"oln] AR Engle—Granger Z21E 370l A
o7 713k} o]d o|232 EoA wigE 2AFAYWE) ] ZA9t EAF R At
AZE Sl F7F W 3419 0] & 4R Beveridge—Nelson T'SH%' sl T

Holet E3t ole] A EFHQ

| F3F o

Al FFAY = ook AFEA A 1976~2012W F O-l,;{P é:_‘a‘ KOSPI X]—,—SL} ek =

25 AR AW, e Frte] Heddd it AV EAsHA Sethe AR

AE 71708 4 gle AR degod, S99 o 7|3 Aol FEAeR
7hES Asks Aow g

npREte e 2 1

of MZEA AT BEA W 3 5 ofeh A4l 3y 385
al, Zro] Beveridge—Nelson #3l7} Z&E A|AES FA19}
A0S ks 4514 Sk WHOIAY RUT RS ol U ol YU

. =] R
o BE gnEe /b ATTzE 8 Aol

5
t+
n
(@]
=]
—
O
(0]
2
lo
B
)
i
s
e

ot M

RE|L2t FIiol= HOHED fRE UG FM7E EMEH=T1?

129



130

11
K
Ho
ro

o5, Meavet AR Feld AR 4., F8EA), A4H A28, e85
3], 1999, pp.147~168,

=g - A0, Mgt ARabEaQle] A7l gt At TS EEtE] WA,
20049 A|4x} A71eUEEs], 2004,

Beveridge, S. and C. R. Nelson, “A New Approach to Decomposition of Economic
Time Series into Permanent and Transitory Components with Particular
Attention to Measurement of the Business Cycle,” Journal of Monetary
FEeonomics, Vol, 7, No, 2, 1981, pp.151~174.

Blanchard, O, J. and M, W, Watson, “Bubbles, Rational Expectations, and Financial
Markets,” in P, Wachtel (ed.), Crisis in the Economic and Financial Structure,
Lexington MA: D.C. Heathand Company, 1982, pp.295~315.

Campbell, J. Y, and R. J. Shiller, “Cointegration and Tests of Present Value
Models,” Journal of Political Economy, Vol. 95, No. 5, 1987, pp.1062~1088.

Diba, B. T. and H. I. Grossman, “The Theory of Rational Bubbles in Stock Prices,”
Feonomic Journal, Vol, 98, No. 392, September 1988a, pp.746~754.

, “Explosive Rational Bubbles in Stock Prices?” American Economic Eeview,
Vol, 78, No. 3, June 1988b, pp.520~530.

Froot, K. A. and M. Obstfeld, “Intrinsic Bubbles: The Case of Stock Prices,”
American Economic Review, Vol, 81, No, 5, 1991, pp.1189~1214,

Gordon, M, J., “Dividends, Earnings and Stock Prices,” Review of Economics and
Statistics, Vol. 41, No. 2, 1959, pp.99~105.

Kim, Yun—Yeong, “Inference for Stochastic Bubble Trend in Stock Price under Error
Correction Model,” SMU—-ESSEC Symposium on Empirical Finance & Financial
Econometrics, 2011,

Kim, Yun—Yeong, “Stationary Vector Autoregressive Representation of Error
Correction Models,” Theoretical Fconomics Letters, Vol, 2, No. 2, 2012,
pp.152~156,

Shiller, R., “Do Stock Prices Move too Much to be Justified by Subsequent Changes
in Dividends?” American Economic Review, Vol, 71, 1981, pp.421~436.

SRR /2013, 1l



Sims, C. A., “Macroeconomics and Reality,” Econometrica, Vol, 48, No. 1, 1980,
pp.1~48.

Watson, M. W., “Univariate Detrending Methods with Stochastic Trends,” Journal of
Monetary Economics, Vol, 18, No, 1, 1986, pp.49~75.

West, K., “A Specification Test for Speculative Bubbles,” Quarterly Journal of
Feonomics, Vol, 102, 1987, pp.553~580.

Wu, Y., “Rational Bubbles in the Stock Market: Accounting for the U.S. Stock—
Price Volatility,” Economic Inquiry, Vol, 35, No, 2, 1997, pp.309~319,

RE|L2t FIiol= HOHED fRE UG FM7E EMEH=T1? 131



