&H

fE&

R L e e
iz (AL~ FMirgdp 2L 2)
AW QUL EMB e 4)
v AR Gz~ M gp ki)

B

2 v)]?c SEEUARIF Y S F I RERANF TR AT A 0 g
;%ﬁ@?zvﬁwwﬁf‘l%@_wﬁ;%ﬂmﬂmiﬂﬂ’~§
B Bl s eI RIFpIT PE DH- RoeRS F 5 y
R e F]pt > A 2 2 & Engle and Lee(1993) rmﬁ % (component)#-%] ¥2 Chan and Maheu
(2002)mARJI B3 2 ARJI-Trend 03] k473t e B W72 B8P EJIF T 2
L3 BehB B 1E B3 RED B2 PMPIT N AL L ERER e eniE kb S
(tlme varying conditional volatllity) s ® F & % F] 5 (the component factors of
volatility) 2 BeEE(jUMPS) & % » T 8- H Lo T B FEZ B PP MR AL - 9FE S
B g BERTS RS Y B To pea 15T ?%’./;;45 ? R TR E N R o
RN F 2 RESIRAFFIFARRAFAZEEZZ A2 o aF e R F i hm L
B MARRTEFEANAES AR ERED B L g% b A R 4
HesF Y 5 mﬂ#%ﬂ& &hm&%“%ﬁﬁm%ﬁm’lﬁﬁa%%’“%ﬁﬁ%
B ehpe B Ge R OHT R RIR Y iﬁ@;*ﬁﬁw enfa i 4 gn EEE o P EFTAWPF hiT
FRRN '*%ﬂﬁtm}##ﬁ‘% HEE F auE G B 1,’ HY e BHERRE hE RE B
PRI A S EN R Aok P S el £ o

*‘N> ‘E\

o

£
4R
o

3

f

= % ““ﬂ
=k fy T

BT

Peir U5 T~ ARI-Trend 5034] ~ i # F en® 2 15 ~ R % ~ {14 2]

Title

The Effect of Deviations from Covered Interest Rate Parity of Stock Return

Author(s)

Hsin-Mei Su, Hsiu-Ying Hsieh, Tung-Yueh Pai

Abstract

In the past, there had been considerable interest in investigations of whether the covered
interest rate parity (CIP) holds or not by several empirical methods. However, the CIP in the
macroeconomic theory is important, whether the CIP holds or not. It implies that the interest
rate, spot and forward exchange rate are related in a dynamic system. Indeed, this
relationship affects frequently the capital flow on financial market. This paper, we apply a
ARJI-Trend model ,which combining component model and ARJI model, proposed by
Engle and Lee (1993) and Chan and Maheu (2002), to study the relationship between
deviations from CIP and daily return of the stock market in several countries and estimate
the phenomenon of time-varying conditional volatility, the component factors of volatility
and jump resulted from stock return. Finally, we compare developed with developing
countries. The result indicates that the CIP in our sample is failure to hold because of the
legal restrictions and regulations, such as capital controls and the existence of interest rate
difference between two countries will lead investors to take interest arbitrage. It is also
found that the conditional variance and jump frequency are time varying. Furthermore, both
permanent and transitory components of the conditional variance really exist in the whole
sample period. The shock of the permanent component of conditional variance is larger than
the temporary component in Taiwan and England stock market.

Key Words

Covered Interest Rate Parity, ARJI-Trend Model, the Component Factors of Volatility,
Jump Phenomenon, Interest Arbitrage




