
3. The Data 

The transaction data for this study is obtained from the Taiwan Economic Journal 

(TEJ) from 1990 to 2001. The database contains trading information of all stocks 

listed on Taiwan Security Exchange (TSE). This includes trading opening price, 

closing price, market size, returns, trading volume, dollar volume, turnover rate, etc. 

To see whether stocks of various market sizes have different degrees of comovements 

and to test for the impacts of macroeconomic factors on liquidity of portfolios of 

various market capitalizations (size), we sort all the existing stocks by size and 

construct four size-based portfolios and a whole sample at the end of each month. We 

do this for two reasons. First, the number of the listed stocks increased a lot during the 

1990’s, especially for the fast-growing number of the electric industry companies 

which increased for up to 200 from 20 in the early 1990. Second, there have been 

companies on and off the list now and then during the sampling period.  

We include stocks that split or paid stock dividends during the sampling years 

because the influences are rather trivial under the sampling interval we are interested 

in and the subject of this work. However, because of being subject to different trading 

regulations, we exclude from the study: Taiwan depository receipts, closed-end funds, 

convertible bonds, call warrants, certificates, and preferred stocks.  

 Data of macroeconomic variables is obtained from the database of TEJ and 

defined as below: 

Exchange Rate: Spot exchange rate-N.T.$ per U.S.$-bank-customer rate end of month, 

selling rate 

Industrial Production Index: Industrial production index-general index (1996=100) 

M1b: Money Supply-M1b End of the Month (million NT dollars) 



CPI: Consumer Price Index-General Index (1996=100) 

Interest Rate: Average interest rate of the five banks (the Taiwan Bank, Taiwan 

Cooperative Bank, Hua Nan Commercial Bank, Chang Hua Bank and the First Bank) 

on one-year term saving deposits 

In this study, we examine percentage changes1  of the monthly average of 

liquidity measures rather than the absolute values for that our primary interest lies in 

the co-movements of those proxies. In addition, dealing with time series data by 

Table 1.  

Summary Statistics of percentage changes of the macro variables 

 Ind M1b Ex Int CPI 

 Mean  0.008053  0.006485  0.002162 -0.009047  0.001974 

 Median  0.003006  0.000598  9.66E-05  0.000000  0.002035 

 Maximum  0.308894  0.106992  0.082072  0.083333  0.037946 

 Minimum -0.224797 -0.079599 -0.055918 -0.138889 -0.021703 

 Std. Dev.   0.092728  0.034700  0.015717  0.027198  0.010221 

Table 2.  

Correlation Matrix of percentage changes of the Macro Variables 

Symbol IND M1b EX INT 

M1b -0.113622    

EX 0.016616 -0.123817   

INT 0.055350 -0.029494 0.022641  

CPI -0.346784 -0.042902 -0.085310 0.008191 

transforming them into percentage-change type, we can solve the bothering 

econometric problems such as nonstationarity that occurs in most of time series data. 

Table 1 shows the descriptive statistics of the macroeconomic variables and 

Table 2 demonstrates the correlation matrix of percentage changes of the 

macroeconomic variables employed in our study. From Table 2 we learn that the 

strongest correlation is between the percentage changes of the inflation rate and 

                                                 
1 For the three liquidity measures and the five economic variables, the time -series model becomes 
stationary after being transformed into the percentage change form.  



industrial production index and the weakest correlation happens between inflation rate 

and interest rate. For most of the state variables we used to explain the changes of 

liquidity, though the corresponding collinearity between each other might reduce the 

influence of these variables, they are not perfectly correlated and we concluded that it 

is reasonable to keep all of them in the regressions of the latter sections. 

 


