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Study on the Relationship among Business Cycle,

Macro Factors and TAIEX

student : Kailing Chang Advisor : Dr. Sue-Fung Wang

Graduate institute of Finance

College of Management

National Chiao Tung University

ABSTRACT

Business Cycle refers to the economy-wide fluctuations in production or economic activity
over a period of time. Since its trough or peak, expansion or contraction, deeply relates to
enterprises’ behavior of production and even the performance of stock market index, which is
composed of the combined performance of a certain aggregate of individual publicly-listed
company stocks. However, considering that no frictionless world exists, there should be a
non-linear relationship between stock market index and macro economic factors in every
business cycle. As such, we simply use the value of Pearson Correlation Coefficient along
with the testing results of the correlation coefficient’s significance to review if the stock
market index is an effective leading indicator to macro factors, and if the leading relationship
differs in different business cycle. In summary, the findings are described as follows. First, the
TAIEX effectively leads GDP, employment, export and import values of foreign trades and
manufacturing variables, but only coincides with the bill exchange amount in relatively early
stages. Second, no significant relationship exists between TAIEX and industrial production
index except in the 10™ business cycle. Third, the historical development and the relationship
between TAIEX and macro factors can be partly explained by the empirical results. Finally,
given that TAIEX and some macro variables selected in this research are components of
official leading index and coincident index respectively, the empirical results are generally in

line with pragmatic ways taken by CEPD.

Keywords : Business Cycle, Stock Market Index, TAIEX, Macro Factors, Relationship.
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