161
Commerce & Management Quarterly, Vol.3, No.2, pp. 161 ~ 177 (2002)

THE PERMANENT AND TEMPORARY VOLATILITY
ANALYSESAMONG MONEY, FOREIGN EXCHANGE AND
STOCK MARKETS

Pei-Shan Wu Wan-Hsiu Cheng Chien-Liang Chiu
Graduate Institute of Money, Banking and Finance

Tam-Kang University

Jer-Shiou Chiou
Department of International Trade

Chung-Kuo Institute of Techonology

VAR-GARCH

GARCH



162

ABSTRACT

This paper analyzes the relationship among stock price exchange rate and monetary supply
in Taiwan, using unit-variable and bi-variables VAR-GARCH model. We separate the conditional
variance into permanent and temporary parts, in order to analyze the long-term and short-term
effects among three variables. This paper finds that monetary supply affects stock price in a
positive and one direction way. It indicates that the tight monetary policy can stimulate
investment, in the following, stock price will go up, but monetary policy cannot be affected
deeply by stock market. In other words, government can direct stock market through monetary
policy. Exchange rate and monetary supply have adverse relationship, and they can affect to
each other through open market operation of central market and the change in current account.
We also find that the indirect relationship exits between stock price and exchange rate.
Monetary policy plays the roles of intermediary. Lastly, volatility in every two variables has

relationship whether in long-term or short-term period.
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