
3. Data 

The basic dataset we use in the paper consists of monthly, dividend-adjusted 

returns for k=1,…,19 value-weighted Taiwan industry indexes , over the time 

period February, 1995 to March ,2006. The data is obtained from TEJ data bank. 

These 19 sectors are Cement, Foods, Plastics, Textiles, Electric & Machinery, 

Electronic Appliance & Cable, Chemicals, Glass& Ceramics, Paper& Plup, Steel & 

Iron, Rubber, Automobile, Electronics, Construction, Transportation, Tourism, 

Finance, Wholesales, and Others, respectively. These indexes are compiled by the 

Taiwan Stock Exchange Corporation. Complete data can be obtained for all industries 

since 1995 because indices of some mature industries such as Cement and Paper & 

Pulp are made earlier than 1995.    
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The descriptive statistics are shown in Table 1. With the stable economic growth, 

the mean of monthly market returns reaches 0.25%, and most mean of monthly 

industrial returns are positive, except Glass & Ceramics(-0.246%) and Paper & 

Plup(-0.1617%). The electronics industry enjoys the largest return(1.62%),followed 

by Plastics (0.83%). The index returnss are characterized with little skewness and 

significant leptokurtosis.  

Our time series of excess comvement indicator is from January, 1999 to March, 

2006, and there 87 sample points in the series totally. That is, for the roll-over purpose, 



we use the monthly return data from February, 1995 to January, 1999 to achieve the 

first point to present the degree of comovement on January, 1999. As the definition of 

short term, we set N to be 24 , reaching two-year length. For long-term volatility 

adjustment in section 2.2, we set g to be 2 and use the four-year return data to 

calculate the long-term volatility.    

 Regarding the systematic factors for industry returns, we select the three factors 

which can be used to explain stock returns as proposed by Fama and French(1993). 

These three systematic factors are the market return, the book-to-market ratio, and the 

small-firm premium. The monthly return of Taiwan Weighted Average Index is used 

as the proxy for the market return. As for the other two factors, we create the 

mimicking portfolios in the following steps. We divide the stocks in the market 

according to their book-to-market ratio and market capitalization into six groups (they 

are H-S, H-B, M-S, M-B, L-S, L-B; for example, of the six groups, H-S stands for the 

stocks which are not only classified in the high book-to-ratio group but also in the 

small market size group. The ranking is renewed every twelve months starting from 

June to the next May due to the reason that the new information of the book-to-market 

ratio in the financial statement is published in June. We adjust the component of six 

portfolios every twelve months to reflect the changes among the stocks.) The time 

series for the proxy of the book-to-market risk is generated by subtracting the average 



return of portfolio with high book-to-market ratio (H-S, H-B) from the average return 

of portfolio with low book-to-market ratio (L-S,L-B). In the same way, The time 

series for the proxy of the size risk is generated by subtracting the average return of 

portfolio with big capitalization (H-B, M-B, L-B) from the average return of portfolio 

with small capitalization (H-S, M-S, L-S).      

 


