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The Information Content of Cash-flow News — An

Empirical Study of Taiwan Stock Market

Advisor : Dr. Yi-Mien Lin
Graduate Student Name : Li-Kai Liao
Graduate Student No. : G914312

Abstract

This paper adapts Campbell’s (1991 ) return decomposition model to
decompose the unexpected stock return and unexpected excess stock return
in Taiwan stock market and to study which factors drive the shock to stock
return and excess stock return.  Cohen, Gompers and Vuolteenaho’s( 2002 )
firm-level VAR results show that the U.S. stock market exists underreaction
phenomenon to cash-flow news. The highly stylized vector autoregression

(VAR) is used to measure cash-flow news. We also investigate that the
response of Taiwan stock market and institutions to cash-flow news. At
last, we use cash-flow news to make momentum portfolios and to examine
the efficiency of these momentum strategies. Our main findings are
summarized as follows:

First, the dividend-price ratio could reflect any changes that may occur
in future expected returns and expected excess returns. The institution’s
behavior depends on their investment in the past. Second, the cash-flow
news 1s the main driver of stock return and excess stock return in Taiwan
stock market. Third, the market underreacts to $1 cash-flow news by 12
cents. Apparently, the investors in Taiwan stock market are more sensitive

to cash-flow news. Once the market release cash-flow news, the stock

v



prices is reflected by the impulse immediately. Fourth, Taiwan stock
market has asymmetric response to cash-flow news. Fifth, Our cash-flow
news portfolios keep profiting for at most just one month, and then, the price
momentum produced by this news will reverse soon. This result implies
Taiwan stock market reflects most of cash-flow news at the same time.
Sixth, Our momentum portfolio comprised by cash-flow news couldn't

obtain abnormal return.

Keywords: Vector autoregressive model, Cash-flow news, Institutions

ownership, Momentum strategies
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