
1. Introduction 

The phenomenon of comovement has been widely discovered and discussed for 

the last decade. The traditional theory, derived from economies where no friction 

exists and there are all with rational investors, holds that comovement in prices 

reflects comovement in fundamental values. However, Bodurtha, Kim, and Lee (1995) 

found that the return of closed-end country fund commoves with the country they 

transact in more than the target the fund holds. Other than friction and sentiment, 

Barberis, Shleifer, and Wurgler, (2004) gave forth the viewpoint of classification and 

compared the stock return with the S&P500 index before and after it has been added 

into the index; in the end, they found that the beta, the indicator of commvement, 

significantly rises up after addition. Regarding financial contagions, such as the 

internet bubble and international crises, we can see comovement in asset price 

increases in these historical events. In the previous studies, the comovement does 

exist and fluctuates, which cannot be explained through merely fundamental 

factors .Even more, the commovement is proposed to be a probable investment tool. 

Cornell(2003) connects the mispricing of the assets with the comovement, and views 

the comovement between the assets as an information of potential mispricng. 

    In the ramification, excess comovement is then be proposed .While correlation 

coefficient is commonly used for representing the degree of comovement, here is the 



question: should we get rid of the effect which stems from the common factor 

between each asset before measuring the comovement ? Since connections among the 

returns of the assets may result form the fundamentals as well, to make such 

adjustment could provide a more clear view about the essence of comovement. Pindy 

and Rotemberg(1990,1993) employed the current and past values of macroeconomics 

variables to adjust and define the excess comovement in commodity prices as well as 

stock prices.  

In this paper, we follow the methodology of Kallberg and Pasquariello(2004) by 

defining the excess comovement through the Fama’s three factors to justify the 

fundamentals and create the time series of the indicators, [( FGLS
tρ̂ ) ADJLT− ]*and  

[( FGLS
ktρ̂ ) ADJLT− ]* to present the historical variation of excess comovement. The main 

purpose is to explore whether the excess comovement exists in the whole market and 

among industries in Taiwan and try to give explaination to these excess comovement. 

In our findings, we can see that the excess comovement exists and accounts for a large 

part. We also capture some phenomomum in industries such as Electrions, Finance, 

Construction, etcs, which can be connected to their current industry condition. And 

through OLS, we claim that interest rate and information assymestry can be the main 

causes to excess comovement. 

 The remainder of this paper is organized as followed. Section 2 summaries the 



methodology developed by Jarl and Paolo (2004) . Section 3 describes the data. 

Section 4 explains the results and Section 5 is the conclusion. 

 


