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Scheide ( 1995), Dotsey ( 1998), inflation (Fana 09m) and Mishkin (t 990), and Caparole and Pittis ( 1998)

and €onsumption measures (Harvey (1988) ad Estr€lla and Hardouvelis (1991) and Stronein (1990I

The findings that term spread poss€sses vital information is critical for those interested in gauging

futnre economic condition. Public and private policy makeE decide on today's policies subject to

current and €xp€cted economic conditions. Monetary authorities greatly rely on the firture economb

outlook in setting cunent policy. Step a head decisions, prior to the tuming ofbusiness cycles allo{

businesses to adjust .heir opemtions to meet expected demand. The ability to accurately forecast firt*
condition of the economy is critical in stocks evaluation. Fundamenrally, timing of sharc purchases r
sales requires investors to pmp€rly identit major novement that is taking place in the share markd.

Identification of long run trend genemlly foim the first siage analysis prior to an in-depth industry aoa

stock selections. We add to the above list of supporting evidence by showing that term spread aL
caries information about future stock market long run mor€ment, We propose ihat, in a developirE

counEy such as Malaysia, where irnancial narka liberalization is rapidly in progress, th€

securities term spread is usefirl in prcdicting changes id stock prices. Variation in term spread

vilal signal for the long run tend ofstock prices but has no significant signal forthe short run

Positive leading associations of term sprcad ahead of the long run movement of share prices

significatrtly supponed. We also show dlat infornation embodied ir the Malaysian govemment

term spread is unique in the sense that its pr€dictive power remains €ven after other indicator (such

moneiary groMh) is accounted for. Addition ofterm sprad in th€ list ofsharcs indicatoru enhanced

ability to predict changes in Malaysian share pdces. Evidence that supporrs the infomation cortertr

Malaysian govemment securities yields is also in line w itfi r"pid progress of financial market

and development that have taken place in the govemnent securities market sinc€ early | 989. A

greater role for market forces to be effecrive in the determination ofsecudties yields results in

market elficiency with fiiture infomarion being absorb€d into current yields. The paper is

follow. In Section 2 we desc.ibe the ibeoretical link bet\reen the rerm sDread and economic activitv

on a twGperiod consumption allocation model. We also discuss some rclated findings on the torr.

S€ction 2. Section 3, describes our data set and method of analysis. The resulrs are presented

discussed in Section 4. We end the paper with a briefsummary and conclusions.

2. TERM SPREAD AND TIIE ECONOMY
The link betwe€n term sF read and economic activity can b€ described by the consumpti

choice pmblem faced by an economic agent that lives in an exchange economy. Assume a

ie. to ot

&cision

.errity

{ndiu
DrA=r,

f€!:

dEa

Sr



'?Qaouo.a aqlo ar4s mn{puo Poalds ua u.^taq ryll l@Ieaq ato4eouap pqt

rc56 D tr@H pro (6t6 D uaptu| 'kt6 D w7'Gt6 D tu$n at) s12,ttu 8u!.pd ta'tu pafuqelduneo.Io
tu!tqn^p.!l11du!s r s! ppoe &ft'4NNuI llroduoltduatuotaqt tq pa&asdu t(tt^lltu r!uo@.a ot Pb.rds u12t

atlt 4bpt ot ppou ap pu.tn a4 (66 | {MH FtD (6660 q'lqtDE ot paqa qep q patuah).t Ppou aqJ l

o!loJllod-uordurns

'zge
(g.n"u.A +('3'.n- = te

n8e

C"J).n\ a +('J),^- = te

:uolpunJ Allpn uogdumsuoo oql rlurlx?t! orrapro ur PnPI^Ipu eW i(q Pes?qrrnd eq 01 spuoq tu€l Suol

puB uoqs Jo unoure l?ulqdo aqr 6pr^od suolIpuo. IeP.ro lsrJ eql pFq sPuoq Jo 5nl?^ ruarnr ulo{

prlrord sqd lueu{opue l"lt!u! qq @ql.roul .q louuec polied qrea u! uor}dunsuorJo lunouB 5qr 1eql

sepcQut lure4suor pSpnq eql ry {q Pe$oserdar u $aunopue leplu| ardl aseq ndjo eur! le u^ro$l

(Ev wD '!v) sdvmi.s tu|,l'ol Suol pu? roqs alo uo I+n|eur ot PI3L{ l0l^r spuoq auuro^o8 ea+ Islr

ers eseql ! au{l 1€ qSnoq (z=0 paaal st:JtauolptP (l=' uuel uoqs Jo unoule eql sl (z wD t = 0 '!g

'e qrsod App$ eq oleurnsse pr]e (d + UD ot'trlrttasl g &ts qons U ' trueteJjod auglo ergl t !..[qns

Suprogar JopeJ unocstp eq ste pue (a 'l ? = r, t+, polEd ur lo^al uoqdurnsuot a$ $ rr'.) aloqr{^

\t)

€)

H.ar4g .+ FrEFtg + 'Y > '.9 +,r8 + ')

pue paSueserd $e 3

ut crdol sql uosSull

pasrq &! precrulou

sP peuasert sr redsd

ralE5l8 u! qlnser sPl

8ur^lo v 6861 ,{lle

uoEerl€€qtt plreur

JO lualuo, uopPuuql

.ql pesueque $oler4

s? qrns) ropctpq leq

sellln esusuu.F^o€

.ue secrct eleqs Jo I
'lUeUJe olu uuuorFa

selrea psards ullel El

tueurulo^o8 ow rssad

Surdole^ap e ul lBrn I

osp Peords rusl l?qr

pu" &rsnput qdap-u! |

_t.){l?ur 
dsqs 3r$ ur ea

Io sos?r{crnd a&qsJo:

alnllg $E.eroJ {lolsrm

^rolP 
sel.{r €sautsnqJ

a[louoae eJn]nJ aql o0

ot tcelqns seprrod s,,(r

Sul3ne8 ur p.$erelur a

{066I) u€uo4s pue (rr

('66I) sDrld pue eloledq

ls,qsuoo reBpnq 8u!^\olloJ eql ot rsefqns

('"dn,0 +('-b)n0 + (dn = ())/t xew

:r fr,,, ',q|!ln uoDdunsuoc aql azlrulxeu.l

ot ,Ciol?.qs s? pequcsop oq u?t uelqord trollEzlu4x?ru 6ql'lue8u 3}uouoco qtea Iol 'selrlimos frln$ur

Suol puE loqs u! lse q ot qtnu 
^toq'el 

luolqoep olloJrod aqr,(q 4E nduoc laqln] s! uolslcep

uoldurnsuo:l polod q3?e u! toeuqse^q pus uoldunsuo. Jo lunouls aql aP.olle 
^neulldo 

or -a 
!

'ualqord uopBrolF lslodurel-lolul ue secq pue d/'seonoser Flru ue qua pe {opue sr lu33? rlurouoce

q.?g ? se pepuep polled ruolnc qI^\ sPolred oltl roJ e^!l reu sl"nP!^PuI Jo pesodtlo. r(uouoa

'ptz!1 fll,t64 wot @!'tupn 4t h N@) h!@"'tl 4
4.V qDn ItE Pa ,Duql el

tz)

(I,,

ts:lnoc z,t I oN6tolta.!b|,a



I$ u4ritul Lh*4 lt lid vnt 9No I & 2,2o,1

(CNP, inve!

is shown th

.rd Hardou

.ho notes d

|lc predicti'

lond and th

rith or wid

ta importai

tdEt€nnI
ate prcdic

d Hardor

-mariolt
-{ora ten

-tirg b6!

-.loyt'e

-lllrsk
dFiH
|lrlce si

-,rtcr.

Setting both (i) and (4) equal to zero and after simplificatioo we get:

M',(C' -,)

Assuming a logarithmic consumption utility frnclion, Le. V(C) = ln (C),ll:.en, it can be shown that tb
consumption path between consumption in period | (q.r) and period 2 (9., ) is e4ual toz:

Rr, =
Rz' U'(C'.t)

p,,
Ct.) = : Ct,l

,R r,

( 1989) highligh$ rhe sign ificant cont.ibution ofthe ten-year and oneyear U.S. Treasury bond

their newly contructed index of leading indicarors. The dynanic ofthe reaction of output

(5)

(o

Accordingly, as shown by equation (6), the level ofcutr€nt term sp€ad dictates the consumPtion

between period I and 2, i.e.. a positive term spre€d (R? R,J indicares an upward rend in consumpti

a negative term spread (R1 < RJ signals decline in consumption and zerc term sPread (R,, = RJ i

unchanged consumption level. Equation (6) can be generalized to overall economic performence.

of consumption which is a major component ofreal Cross Domestic Products (GDP) reflect the ptrh

real economic activity. Thus, changes in team spr€ad signals futurc states ofthe economy.

In lin€ with the above represenlalion, Harvey (1988, 1997) and Stock and watson ( 1989) support the

ofterm spread as l€ading indicarorthar signals firhre economic codditions. Harvey ( 1988) notes

real spread, which is the difference betw€€n exp€ct€d real rates ofannualized ioterest ltetween a

maturity and a one-quarter maturity, possesses superior forecasting power in predicting

palh for the U.S. economy. Harvey (1997) shows that the Canadian bond market contains

information about future sktes ofcanadian economy. lt is also argued that this information is uor

beyond the information €mbodied in the U.S. term sltucture. Portion ofcanadian business cycle

cannot be explained by the U.S. term structure is captured by domestic term spread. Stock and

' Th. n tipli.ation terh lR,, is rchtively s'nall and cu t{eu be coBidared to be eq@l Io zerc.
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In this paper we add to the evidence on the predictive power ofthe term spread in sev€nl ways. M6t

ofthe existing studi€s generally use final ourput measures as dependent variable to gauge the predictiE

power ofterm spread. Our target variable is movement in stock prices. In principle, curent stock pncE

incorpomte information offtture economic conditions. We move one step backward. We investig.E

whether term spread leads movement in stock p ces. The leading mle ofterm spread in pr€dicting fi@
activity is further strengthen if it is usefirl in predicting mov€ment of slock prices.s In addition, -
evidence is based on data set of a developing country that experience rapid financial progress. TE

Malaysian govemment securities market govides a good case study for €merging financial markl

Measures taken by the Malaysian govemment to promote trading activities in the govemment securib

market since | 989 allows quoted yields to be market determined, embodying information ofcurent

future economic condition dictated by market forces.6 The availability ofnarket determined data si

| 989 make this study possible. Evidence of lading behaviou oftetm sptad consislent with

Malaysia(

ninus l B

Finance ln

M€tastocl

rooetary i

ofBank N

Tbe p.€di(

a siock I

kcadr o

ic 6e cr

-rErur

-dE

transmitted into the economy. Taking into account the monetaD/ conditions with the term spr€d

simultaneously test the uniquen€ss of information csried by the tefm spread.

3. DATA SET AND EMPIRICAL ANALYSIS

Our analysis ofthe link between term spread and stock market movement covers a period of l0

( 1 989: I - 1998: l2). The fitst data set involves monthly obs€rvations of Malaysian govemm€nt

yi€lds for four different maturity period, i.e., l0-year (MCSI0), s-year (MGSs), l-year (MCSI)

3-month Tr€asury bills (TB3). Yields for govemment securities are gathered fiom

Securities tables reported in the lnvestoE Digest published by the Kuala Lumpur Stock

(KLSE). Data for T bills maes are gaihered fiom the Monthly Statistical Bulletin issued by Bank

that used data from developed markers signiry the efficiency ofgovemment securities martet in

thus, endoNing efforts to promote market activit, .

s ln ateaiiet stub). Gh@li @d Low (1999) slpput E pte.licti'e powr ofMalaytiottetn sprcad in
rcal ottput (pr^ied by the etovth oflnd$trial Prodrclion Indq). The eviderce that sprcad c@ predict
in thck pri.esfutitet st,eaethen he role ofbrn sptead as ledding indicatt ofecononia perftna@

truBactioB aa.l trodiag ofgoverhnent setuiti.t @ redl titu bais. Th6e ne8ures na8fortu the

gove neht sectitid Iron d capttue adninistered Mk t to a nuket deterniwd oriented

lm:

ofrn

IFEZ

1 Liberalizati@ Md qonotioi oI Malarsiu gMmwat sectities (MGS) Mket begi6 i4 the late eigtuics.

vith ao*et bdsedcouponratewreli5t iswcl in 1987. InJMtary 1989 twntyttuee principal dealers hN
appoink.! to prdide lwo wy $ked-bicl quotdtio6 and undeNrite ridary issu6 ofMGS- ln addition. tle i
of MCS e ith naturties up to t.n leus is nade via tu tion throuSh prircipdl deal.rs. Ih Jult 1949. N\'
systen calkcl RENTAS (RealTine Ee.tonic TruBfet of FanA a4d Se.uitie{ replaces the dbti4s
(Sc'iptless Sectities Truding Systen.ssTs irtrodted in 1990) Id the trahsfer Md seulenekt of intq
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4. FINDINGS AITD DISCUSSTONS

Prior to our regr€ssion analysis we first measure the linear association between stock retums and

t€rm spread. We estimate the Pearson corrclation coefficients between short (contempomn€ous)

long run (moving avemge series) stock rerum w itfi the term spread. The corre lation coefricients

in Table I indicate that lagged term spread is positively associated with the long run trend

hypothesis is that a, is not significantly different fiom z€ro. Rejection ofthe null at 95 percent leld

supports the predictive power of t€rm spread in signaling changes in stock retums. Based on tlE

described model we expect the response coefrcient to be positive indicating positive term spr€ad to b
associated with Dositive stock retums and vic€ versa,

Our second regression analysis explor€s the uniqueness of ioformation conveyed by the term spEd.

Similar to Estella and Hadouvellis (199 | ) we e)(pand €quation (8) to include anoder olher macro vaddb
i.egroMh ofmonetary aggregate as follows:

^INDEX, 
= a"+ a$PREADE + a1 zMoNE +v,, (i= 1,2,3,...12) (9)

Regression estimates for altemative measures of movement in stock pric€s (contempomneous

moving avemges series) as described earlier are performed in order to isolate the uniqueness of

spread infomation for the short and long run movement in stock pric€s. Adding the measurE

monetary Arcwrh (AMON) as independent vafiable removes ioformation which is not unique to

spread.r0 As discussed earlier skepticism oo the predictive power oftenn spread could possibly

from term spread's response to grolr,th ofmonetary. Ifthis channel of influence is strong and

then, the significance ofterm spread in predicting stock retums in isolation should disappear aft€t

effect of monetary and aBregate d€mand is taken into account. Evidence supponing un rqueness of

spread information r€quires the coefficients of respons€ for the spread (a/) to remain signi

Tb€s€ po

rtragin€
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3differ€nt from zero at 95 percent significant Ievel even after the impact ofmon€tary growth is tak€n

tn Hona and Jafee ( 197 t ), Hdhbtser and Kdhi, (t972), Rozet 0 974, t 97 5) pr@ae edlier aidew
.lpct of noher on stock pticer. Receat qiderce cda be l@ad it SoreB.n (t982). DhakrL Kandit ahd
(1993) and Thotbect e ahd Coppock (1996) Patelis ( 197). Gh@ali and y@ktb (fnth.otuiiA) proride
that the srcwth ofnon4ary aggrcgate ih Malalsia siAnilicaany allect the nMnert ofstock pri@t but
transitory nameL G hadli md Wohg Q00 | ) shtus that only ututicipated changes ih noaey s,o|9th is
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CONCLUSIONS

c@xal lb,*.ts xdi.e vot 9 N. l & 2_ tt

In recent years, various researches have shown that term spread, i,e. th€ difference between long t€|r
and short term yield of financial assets frossesses valuable information about the parh of future ft
€conomic variables. The ability to for€cast fiir'ire economic condition accurately is critical in sto.b

valuation. In this papet we analyzed the pr€dictive power of Malaysian Covemment Securities

spr€ad in predicting the long run movem€nt ofshare pric€s in Malaysia- We fiIst estimated the

correlation coefficients between short and long run stock retum with the term spread. Our

suppon the positive association beiween term spread and stock indices. This result is

when regression was performed on these variabl€s. Term spread is shown to convey valuable i

up to six months ahead. We also show that the information derived from the term sDread is uniouc

not affected by monetary growth. These findidgs, therefore, indicate the usefulness ofterm spread

predicting stock movement. Thus, the incorporation of term spread in srock movement

models are suoDorted-

XEIIER

AakNeg

DEd€rr I
qpo.tui

tli$i[n

EID



'\e-L|.al ,Dsnr Sudd lDurnf lelgBw nlg-J uslsi$Pw aql uo

srrsr{rod,(I' uog..drJ.rsJo rseJ. pt!{dtFJ uv: sryuF.FrulJoaqrrurs ur"J aql '(€65t)'\rN'llusqo

' g L- 69 
"5a' 

!a! utouo:t'J /(n ra uo n

l'olbtrrroa 'sumre{ Fau Pue topsBul (sqslllste$tJo sqs"tdoJ emrsnns_urel (065t)'l.3"u|ec

'829-(flS.els4utouo'l lPlanu o pulof 'enrr''lq9ullel eqtu uoltBuuoJul aqf '(t86t) J a 
"u!J

'l0tl{l€l:lt

'aa!^2v cruouorz u*iorrq tEg FauoS ussdona ats lql suo$stlJdurt :sels0s Pelluo a$ Pus sdonS

u! s4eu lsolerul Jo el(qtnlls urreJ- eqlJo Dmod e lplpold eql '(,661) 's'J' .mjtqs!w ? 

- '9L9-599 tgi tflmulr p lDunof

.A q.V urouocA peUJorolqpeqes" 3.tr&.n4s urreJe[ _(166t) 
VO's!le noprsH ? V?lldrsg

'os-w .61'Aalzv qnoT 'Ep luDg auagav ptapac

'suorssaceu sflJorolqp.rd?sseuncplel,|'oqlmJes-u3aqlSquerg9ueaS'(l,661)'f w'rqenc

' Lg- tE t 18 tl.bwto Tuouotl PuoutlcN lo wg aM2szv lDrapzc

'qlvloro.rruouoogarqnJ&JpBoldsltrteJ@dFaqulaqJoruquoJe Irtlpalde{L (866t) n'r(espc

'rL-29 'ze 'tttuouory w ssaqt"gJo tDulnof e^gelrusnd

'se+d arPqs pue rqddns,(euohl oE ua.^qeg fvllsneJ (€66I) ?uueqs J s pus IPue) hl -c 'lg)leqo

' 
EStSbE 178'^2!^2V 4uounq uo4mwY

'urstueq.ot^l mlsqursusrJ rr€oeuol I eqrPs qtqsa6lPlnbrr 1266t) 
-l^l'unPqmq'la ? 11'ouPgspqJ

' g6z-sgz i L''|4aottory tolrlroulr p prlnof 'selFlrtlroddo

lusu{s? oI pIIE llo$IunsuoJ.qseqso$ Iptr lopot{fu5qdFssvFroftEu4ul uv {6t61) I C'uePaolg

'(6661-6861)s.nssrsnou?'o!re nglgcps-sers,t$+uol l?ls'{B[s eDBeNIu"g

Sg:)Nfi[flTfiU

qr4t elae,s @aoD apqq! 24' Io Mw) nlwpr atl
-sp.!41 4on r,ts pa etas wJ

SuDsEroloJ luoue o

u Peolds urelJo ssa

pue anbrun sr p?5ds

uorPuuoJur olqenp,r

Pauoqfue4s sr nse

qnssr rno_ pPods r

uosrBod 0rll pal'tulls!

uual sepDnros lueun

$pols p.Irlrc $ {l
{aI erntnJ Jo rBpd aq

uuq Suol ueaMpq eJ

9ttuz tPr.oN6to,,ta4t4



16 c^itd l*tt!$ R.rid v.t- 9 No. I & 2. 2d

Ghazali, N.A & Loq S.W. (199). On drc E€dictive Power ofthe Malaysian T bills Term Spread i
Predicting Rcal Ecodomic Activity, MiEeo, Depeuent ofFhatc€, Universiti Keb.ngsaan

Hambuger, M. J. and L. A.Kochitr. (1972). Money and Stock Prices: The Channel oflnfluence,

of F irnnc e, 27 | 23 l-248.

H€rdouvelis, G.A. (1988). Thekedictive PowEroftheTe{m SrructEeDu.ingRecentMon€tary

Jour nltl of F in&c e, 43: 339 -3 56 -

tt rvey, C.R(1988). 'IheRealTerm SlrucotEandCosunFion G']p,Fn\ Jotttt&lofFiwrcial

/2i305-333.

Halvey, C.R. (1991). InterestRdeBas€dFor€casE of German Economic Grou.tl\

Arc hb. tuI,d ln. Heft 4 | 1 0 l-7 17.

Ko€dijk IcG.

Enpnhal kl

L€eper, E. &

*.3/r-369.

.GHaubricb, J.G. (199). EcoDomic Review - Fad€tal R?sene BanL ofcletElatd, Thrd QuartEr I

35:24.

Haubrich, J.G. & Dombroslf, A],I. (1996). Predicting Real Grcwth Using the Yield Curve,

Resqve Bank ofclevelat d Ecorbmic Reviere, 32:2G35.

Homa, K. E and D- M. Jafree. O97l). Th€ Supply of Money and Common Stock Prices,

Fharce,26t 1045-1066.

lnestors' Digest, Monthly Publication of,he Kuqla L nptlr Stock E change, wrious

0989-19$.

Kim, B.J.C. & Ghrzali,N.A O98). 'IteLiquidity Efr€clofMmey Socks on Short-Tenn Intq€st

Somel emationalEvidenc€, Inr.nwtiotel hononic Journd,ti 4943.

Jorio& P. & MisttkiD, F. S. (1991). A MulticounEy Conparison ofTerm Structure Fot€casts at

H$zons, Jounol of Finarcial hononia, 29: 59'80-



't6€-29€ '6s3rd IlI,{ sscl l

'eApucugJ:6861 lonuuv s4wouonortDn AggN \'spe) telttsu r('Frsls pus plPqcr&lg f $l^llo

ur'srolsrlpul cltuouo7J SqPeo.l puetuePtculoJJo sexePul aeN (686t) rd I^J 
{uosre{\ ? H f lcors

'299-6t9 : Lt 'qsqDuY aqrDtlruofla Putt paaDuu

lo ',umot'se.ud\aorslodn,$uol^Uo 
r.sdurl 3qr Pus suo$er'adxa Poolls{ 1286I) H a'uesuaros

'z0t-9lz:l'nlwouoal lDlruourrp lDutmt's"ljd[.DrsPus iauot{ {t'6t) s 't^I ]Jtzou

'7t51-Ls6l:tr7

'nuputcp tDu o(K.llo&&qeuo Jo olou eqr pue AllqDr5Qard urnre{{to$ G66t) c v'sller?d

' 
80 L' to L | 9S b',r|. ltauo uo ql'x.i!'w e'llslle'\ol rueFlrsuof, uouelaJotolnv

pue I{c$$peNo.tc}eH t.{ugep-Fros eallsod eldu4s V {'86I) O) lse^\ ? ) ,{\ '^5^raN

'96-LLtgz't4uouo'I

tut@toL {o pumof'Luorrwttlelnrnll $oqv q l lloJ. elnpn'qs ulleJ, sts ssoo reqr( (0661)'-

' 
tl E- L|e'e's442ao@ trl

pattddylo Inl:l',o..s|Iltrle;|I roqlrtl euos:onstnrs uueJ.d$Ul uoqsuuagq eql G86I)'S C'u|)tqql^l

'L8!-LgStlj'b44a,ltououl lapor^I8qtlHpssv F'{deJlBrodur4r4ul sv '(€'6t) J ld'uouar'I

SWtiZbttg\'Drrltauouo,r!"/(Eouoo'J53ttsqcxAu?IIIs"Fdpssv 
(816I) g U's"'n'I

'@E-L'it':62

's.!u1ouo.g lODt totlo Pumo[ ltqgg dlpmb!'IJo qilDtS ui (2661)'O'uop&C ? g'rd5a'I

' zbz' Llz,oa's4aouo 4 lD 4 tld wg

.saq.n4sr[rrllsuopul'loluuopuqlrl4pr$uoPulllarqu G66I) l{"I3'looi?9'C)I1[Pao)

'14L-E Lle 'nuoaory Pa$tly 15oJa alplnb!15quo etuep!^a $qunc

apeq$ue^ rqpex sersu rsaFrul uo st?oqs {euot{Jo r€ga eql sq{ (666t) 

- 

4

@r dl!N4 FawtoD ata@r 4' lo tu@t Ntwt4 4I
'vrDx qbn 'Fss Ft eaas N'J

:sstsu tsel'lul ul.El

Buo'l lB stsscaroC

Pnpa! ../Jn) pl.

'666 I reU?no prq

sa4algbttcsltli'.qa[

'seun8eu ,{J?louot^I I

lDumor...tlFr.lltt|!4

'?rs{spy{ wesSusq

u! pErds uII5I qlq

tg
rNt zPI oN 61o.1a4a



la cqitd l*r*R tu' vol 9 tk. I & t. 2Ml

Stongi , S. (1990). Maqo&onomicModels ardthe Tcrm SEuct re oflntetest Rates, Fedeml Reserve

Bank ofchicago, Wo*ing Pap€r Series (WP-9Gla).

Thorbecke, W. and L. Coppock. (196). Mon€tary Policy, Stock Retums, and th€ Role ofcr€dit in rhe

Trdnsmission ofMonetary Policy, Southern Eco"onic Jotnal 6i2 l.989-lo0l ' coMl

COMPG

0275i.

2 0.2r).Br

l

j -0 2175

3

t0

tl

t2 0.0771

l.oGs: I. Tht

2 Sirq

3. CO

for

4, M!

tMt



'se3rpul {uodord PuB e.u!u!J'tP!4snpq 'ellsoduof, .roJ sunl.-r Itols

Joseu.seSeta^?Sul^ours:IouowrnoJ-Auer$l 0epmp dtz^yI prIE c At I'Itz^l,i 'Stz^lll

'seclpuJ {uedo{ pus eau?ulc 'Fl..4sllpul 
(e{soduoJ loj sunler

l.ots Jo sog.s e8!'Ie^e Sqr oul sqloru eer$ eB qouep d€At{ puD l€Al l 'lt^r\l 'l€AI {

'serlpul IU6doq puE ?JuBull 'p!-qsnpq 'alsodutoJ roJ

stunlerlcolsJoleure oul snoarrerodureNot arP tlouap odoud PuE DNld 'ccNI 'Ddl lo:l 
-€

'eroaag!udlsJo

Ie el eded 96roEz urogruelelJlPIlloecgrf'ls.lssue!'-tJitoisqeqpul(*)IsuaF?rl8urs Z
'peeds pe88et pue r

aulll ls s6crpur lcolsjo rl ro$ uoe q.q uolplalot elP quelquJtoc uollDlelloc peuodar eql |:seroN

pe.rds pee8q pus secPuJ ItorSJo ql$orD rr..^qag uolpleroJ 'I elqEl

ryplt '4rn8s wtJ otupyt 4t h wt aolw$lr 4t jlEtlt Ftt.t tprs plD p.t$ eJ

E

0rI u lrporJJo elou 3r!

!tues3u p$p.c ,selPd 
r

zst!00090 e8900 0ctflntzt0lgato0.91n09t0 01t90 0.6404 0TLLOOzl

srat 0lz€0 f2t00 0tflt0t6z0(!9t0t).aaoaorrto088@ 090910

l6zf0tfl01)042008t600Itto (19100999t 0606009920 0f8zt 0OI

llaf06u0 010t0 0t8ro 0a8t0 (1040093ZI 098800t &08mt 0

otaf02600c48r0 0tftl0f9o0 (trf00tt9r'0z'00689tOFrtfl 09tfu0-

.9tlc0at7r0'ztlo0.2981008t I or4s0 0-. I Itaor60t Gl€900.arta0

.tlla0t9@v58fl Foe€z o8tar'F.lgtf 0Z68I G60st o.al ll0!acz60i 0-

.LgLe0Ltcv999t 0.8t€€ 0grtt06e8re.arl0160lGf95t c.fl8[0IZ6t V9/Sa',F

*@6t'06t0t o€o9fe.l6tt06920 08t40.980r'098$Oftffio..19660t910 0z9t|F

Ltloo91s00.Llgt:o9rfl (ss90(}*lf6f 0r98lr0€890 0.896f 0.s902 0

.orrosf9t 0€9to 0.904t0+oaltlt9t l0*969f0$6t40rflf0.tz8ao.091f 0.ftoa 0

.t6810,820r0|6z8r'0.9lfto.aagal|09f20.9840tt6?I0.09610,tozf 0

dtzr\hldf tlt lonildttalrlTC I{IcNtdtuz Nlf,At{0dN!Jtul\ltlJf?tulcdxlo:)

xtcNt rl,trdo&IxsoNllJNvN|lxtqM lYrusocNlxt{Nt 3J,tslodllot)

@lIltnz zt'I oN 6-Io) a4t4t M



t7) capital tta'*ck Rtri.n k't t No t & 2 2tu

heleroskedasriciry problems that re prcval€nc. with ovdapping ob$dalions in which period

obsrved dala is Erearer than the obseryation inteRal.

Table 2b.Table 2a. Regression Resulrs Between Stock Indic€s (Composite lndex and Industrial Index) and

Lagged Spread
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A|NDEY, = at,+ a;PRLID- + a/MON,, + r,

Note : | . S ingle asterisk (*) indicates significanc€ at 95 percent level.

2. Numbers in parantheses are Newey-West t-statistics that take into account the serjal
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