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EMPIRICAL RESULT

DATA & VARIABLES 1 CONVENTIONAL MECHANISM A major task in our study is to test whether excess stock return differential between Asian and US stock
index returns exhibits a negative relationship with the FX returns.

Data ﬁ)rt:ﬂl? Rebalancing (Hau and Rey (2006)) e Individual countries mostly show Positive unconditional correlations.

- - echanism
- 18 Asian countries. | e Panel (country-specific fixed effect) and Pooled OLS regression show consistent Positive values.
-FX Rate (F'X;) & Stock Market Index (S1;) Foreign kquity Mkt~ Domestic Investors e Both Nominal and Real values show Same quantitative results.

Outpertform 7 exposed to Higher FX Risk

(from Datastream). e Stock Market Uncertainty variables Intensify the positive relation between FX rate and Stock

(.- FX market is incomplete) H

market FExcess returns.

Variables
Foreign Currency . Repatriate

- Stock Market Returns, Depreciation Foreign Equities
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Real, Ri* = R} = {In(C'Pli.y) — In(CPI)} 1OC B CERL . Our new empirical evidence cast doubt on conven- ﬁ : jungjiyong@sogang.ac.kr

- Change in FX Rate, Mechanism following Jung (2017) tional UEP explanation, portfolio rebalancing mech- | : kmjung@sogang.ac.kr

n NominaL AqiN — hl(FXt_’_l) — hl(FXt) Home currency anism with inComplete FX risk hedglng
Real, Ag¢? = Ag? + {In(CPI;,,) — In(CPIL)} Stock mkt. £~ Appreciation We show that the stock market uncertainty might work

—{In(CPI-S)~In(CPI'>)} Volatility T 4\5 Domestic Asset Prices 1 as the alternative explanation on this state-dependent
EP evi ,
(.- Pastor and Veronesi (2006) effect) UEP evidence
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