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Abstract

This study applies Den Haan’s (2000) co-movement approach to investigate
the dynamic co-movement effect of exchange rate and stock price in eight
Asian countries including Hong Kong, Indonesia, Korea, Malaysia, Singapore,
Taiwan and Thailand. Unlike traditional approaches which require the
underlying variables are mutually co-integrated, the co-movement approach
uses the correlation of VAR forecast errors at different horizons to analyze
the long- and short-term dynamics co-movement effect between exchange
rate and stock price regardless of the underlying variables are purely 1(0),
purely I(1), or mutually co-integrated. The empirical result shows negative
co-movement dynamic effect for Indonesia, South Korea, Philippines,
Thailand and Taiwan both in the short- and long-term. It is consistent with
portfolio theory. The margin effect of co-movement in the short term is
larger than long term indicates the overshooting phenomenon between
exchange rate and stock price in the short term. For Thailand, a negative
short-term co-movement effect decreases first and then increases during the
sample period. Finally, there exists no co-movement effect for Hong Kong,
Malaysia and Singapore both in the long- and short-term effect. The
empirical results are relevant for investor and mutual fund managers in the
investment strategy and asset allocation.
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