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Abstract

In this study, we use the Threshold GARCH model (TGARCH) to investigate the volatility
transmission effects between the international stock markets and the Taiwan stock

market. Our results reveal that the international markets tend to return to the equilibrium
condition when deviated from the long-run relationship. Moreover, the volatility shocks
from the international stock markets on Taiwan stock market generally last less than two
days. In addition, if add the threshold value into the GARCH model, our testing model will
better reflect the impacts of international stock markets on Taiwan stock index. Finally, the
most important result indicates that the volatility transmission mechanism is

asymmetric. Bad news from the international markets affect more on the volatilities of
Taiwan stock market than do the good news. Based on our empirical findings, international
investors and corporate managers can more effectively diversify their portfolio risks and
maximize the profits.
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