
 

 24

Conclusion 

In this paper, we present the empirical evidence of cross-section properties in Taiwan 

stock market that relate the excess returns of different industries to two market news 

terms from investors: the discount-rate news that is change of expectation about future 

cost of capital and the cash-flow news that is change of expectation about future cash 

dividend. According to these two news terms, we break the market beta into the 

discount-rate beta and the cash-flow beta. The former relates to the systematic risk 

about cost of capital but the later to the systematic risk about cash flow. 

 

Using the methods developed from Campbell and Shiller (1988, 1991) and their 

related papers, we estimate the different compositions of the unexpected market return 

from VAR and calculate different kinds of betas that link portfolio returns to market 

news. We find that the situation that the discount-rate news dominates the whole 

market is pervasive in Taiwan stock market. The absolute value of discount-rate beta 

is much higher than that of cash-flow beta. A weird result is that investors have 

opposite reaction to expectation about cash flow. It may be caused by the irrational 

investors who hope to chase capital gain through future growth. But we also find that 

Taiwan stock market had been more sensitive for cash flow news in the last twenty 

years. The cash-flow betas of each industry grow gradually to positive levels in these 

few years. 

 

Moreover, the growing cash-flow beta implies the increase of risk price for portfolios 

because Campbell and Vuolteenaho (2004) indicate that cash-flow beta and 

discount-rate beta have different prices of risk rather than a single price of market beta. 

The cash-flow beta means pure risk for cash flow that can not be compensated in the 
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future but the discount-rate beta means risk for discount rate that will be compensated 

by higher yield in the future. Therefore, rational and risk-averse investors will require 

a higher risk premium for cash-flow beta. 

 

Our approach depends on log-linear approximation of yield equation during holding 

period and VAR state variables used to forecast future return. Correct specification of 

information set for future return not only affects our market discount-rate news but 

also market cash-flow news because we treat the later as a residual of unexpected 

excess market return and the former news.  

 

Our studies of the beta decomposition in Taiwan stock market can be extended to 

several topics. Although Campbell and Vuolteenaho (2004) indicate that these two 

different betas have different prices of risk, we don’t verify that if the different price 

of risk for betas also exist in Taiwan stock market. Furthermore, we can relate our 

studies about news terms to the change of stock price after ex-right and ex-dividend in 

Taiwan stock market. Our approach can also be extended to individual portfolios and 

the overall market at the same time to discuss the inter-reaction between discount-rate 

news and cash-flow news of individual portfolios and the two news of whole market. 

This is the work of Campbell, Polk and Vuolteenaho (2003). 

 

Our studies involve in the dynamic analysis in asset pricing and about allocation in 

Taiwan stock market. We hope our work to begin the correspondent investigation in 

beta decomposition in Taiwan and point out further directions about how to control 

the systematic risk for long-term institutional investors. 


