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Table 4.3
Industrial Stock Returns Reactions to Local Macroeconomic Risk Factors for Canada

(January 1985 To December 2004)

Industry Constant UIP-C UI-C DEI-C UTS (-l)-C UFX-C UOG-C CWMKT-C N R2.adj DW r 2m k t
Banks 0.0015

(1.2890)
-0.5469

(-1.0118)
0.14851
(1.6409)

01420
(0.0912)

-2.9233
(-0.8296)

-0.0409
(-0.1936)

0.0068
(0.2348)

0.8260
(13.7049)***

213 0.5038 1.9369 .5042

Chemicals -0.0009
(-0.6039)

0.2319
(0.3116)

-0.5753
(-0.4616)

-0.2564
(-0.1196)

0.5391
(0.1111)

0.1739
(0.5981)

-0.0344
(-0.8703)

0.7362
(8.7713)***

213 0.2718 1.8241 .2852

Insurance -0.0002
(-0.1567)

1.0042
(-1.2015)

-0.1796
(-0.1283)

-0.5805
(-0.2411)

-0.5357
(-0.0983)

0.4715
(1.4437)

-0.1243 
(- 2.7976)***

0.8325
(8.9339)***

213 0.2961 1.9201 .2601

Telecomm
unications

-0.0007
(-0.7267)

-0.2324
(-0.4645)

-0.3290
(-0.3927)

-1.5983
(-1.1087)

-6.2910
(-1.9285)**

0.3597
(1.8395)*

-0.0077
(-0.2894)

0.8991
(16.1131)***

213 0.5678 2.805 .5238

Utility -0.0004
(-0.4247)

-0.3085
(-0.5805)

-0.6194
(-0.6960)

0.4869
(0.3180)

-0.7371
(-0.2127)

-0.1206
(-0.5808)

0.0087
(1.8621)*

0.6099
(10.2929)***

213 0.3667 1.9842 .3825

Note: independent variables are unexpected industrial production (UIP-C), unexpected inflation rate (UI-C), changes in expected inflation (DEI-C), unexpected term structure (UTS (-1)- 
C), unexpected foreign exchange rate (UFX-C), unexpected oil prices changes (UOG-C), and capitalization - weighted stock market index represented by SE-300 index (CWMKT-C). T- 
values (in parenthesis). N  is the number o f  observations for each local industry. DW is Durbin-Watson statistic. *, **, *** Denote significance at the 10%, 5%, 1% level respectively. R2 
is the coefficient o f  determination adjusted for degrees o f  freedom.
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Table 4.4
Industrial Stock Returns Reactions in Canada to Global Market Risk

(January 1985 To December 2004)

Industry Constant WMKT N R2. adj DW
Banks -0.0027

(-2.0248)**
0.2757

(9.0058)*** 228 0.2608 1.8533

Chemicals -0.0036.
(-0.2276)**

0.2317
(6.3047)*** 228 0.1458 1.9299

Insurance -0.0034
(-1.8942)**

0.29908
(7.1064) 228 0.1790 1.4914

Telecommuni
cations

-0.0044
(-3.3229)***

0.2974
(10.0729)*** 228 0.3067 2.0937

Utility -0.0037
(-3.0947)***

0.2226
(8.3080)***

228 0.2305 1.4883

Note: Independent variable is the world market index (WMKT) provided by Global Financial Data (GFD), 
N is the number o f  observations for each Local industry in Canada. R2 is the coefficient o f  determination 
adjusted for degrees o f  freedom. DW is the Durbin Watson Statistic. , **, *** Denote significance at the 
10%, 5%, and 1% level respectively.
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Table 4.5
Summary Statistics for Germany CW Market Index and Macroeconomic Risk Factors

(January 1985 to December 2004)

UIP-G UI-G DEI-G UTS (-1))-G UFX-G UOG-G CWMKT-G
Mean -0.000297 5.71E-06 -1.85E-07 -3.27E-06 8.93E-05 0.000136 -0.002856

Median 0.000186 -9.30E-05 8.28E-05 0.000000 -0.000172 0.000655 -0.000187
Maximum 0.040047 0.004779 0.002946 0.000508 0.044617 0.209331 0.073870
Minimum -0.042421 -0.006986 -0.002526 -0.001083 -0.035313 -0.143719 -0.120542
Std. Dev. 0.009320 0.001264 0.000922 0.000196 0.013037 0.043168 0.027285
Skewness 0.019806 0.216527 0.005717 -0.783532 0.216607 -0.021917 -0.908526
Kurtosis 6.041093 8.278050 3.572397 7.056052 3.456990 5.582723 5.678101

Jarque-Bera 86.33161 261.7566 3.059181 176.4677 3.700797 62.27555 97.75642
Probability 0.000000 0.000000 0.216624 0.000000 0.157175 0.000000 0.000000

ADF Test at
the level I (0) -15.366*** -14.079*** -6.322*** -1.989 -13.123*** -14.486*** -14.269***
ADF Test at 

the 1st
difference 1(1) -10.379*** -10.546*** -8.026*** -14.494*** -10.710*** -9.824*** -11.787***

Observations 224 224 224 224 224 224 224
Note: The ADF Test is Augmented Dickey- Fuller Unit Root Test. The ADF test is a test o f stationary. The critical values for ADF test are
-2.5677, -2.8632, and -3.4359 for significant levels o f 10%, 5%, and 1% respectively. *, **, *** Denote significance at 10%, 5%, and 1% level,
Respectively.
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Table 4.6
Correlation Matrix for Germany CW Market Tndex and Macroeconomic Risk Factors

(January 1985 to December 2004)

UIP-G UI-G DEI-G UTS (-l)-G UFX-G UOG-G CWMKT-G
UIP-G 1
UI-G -0.0209 1
DEI-G -0.0307 -0.0469 1
UTS-G -0.1058 -0.0019 0.0068 1
UFX-G -0.0065 0.0276 0.1046 0.0304 1
UOG-G 0.0685 0.0771 0.0715 0.0790 -0.0281 1
CWMKT-G 0.0424 0.0065 -0.0234 -0.0734 0.2392 -0.1562 1

Note: local macroeconomic risk factors for Germany are unexpected industrial production (UIP-G), unexpected Inflation (UI-G), 
Changes in expected inflation (DEI-G), the first difference o f  unexpected term structure (UTS (-l)-G ), Unexpected Foreign exchange 
(UFX-G), unexpected oil prices changes (UOG-G), and capitalization-weighted Germany CD AX return Index (CWMKT-G).



Reproduced 
with 

perm
ission 

of the 
copyright owner. 

Further reproduction 
prohibited 

without perm
ission.

74

Table 4.7
Industrial Stock Returns Reactions to Local Macroeconomic Risk Factors for Germany

(January 1985 To December 2004)

Industry Constant UIP-G UI-G DEI-G UTS (-l)-G UFX-G UOG-G CWMKT-G N R2. adj DW R2
MKT

Banks 0.0006
(0.6133)

-0.0329
(-0.2791)

-0.4658
(-0.5386)

1.0528
(0.8826)

-12.3785
(-2.2102)**

-0.2359
(-2.7260)***

0.0297
(1.1523)

1.0263
(24.6066)***

224 0.7398 2.0514 .7217

Chemicals 0.0016
(1.5376)

-0.0309
(-0.2681)

-1.2380
(-1.4643)

0.7359
(0.6309)

2.3795
(0.4345)

0.0243
(0.2878)

-0.0325
(-1.2920)

0.8474
(20.7809)***

224 0.6830 2.0088 .6713

Insurance 0.0002
(0.1658)

0.2631
(1.5474)

-2.8993
(-2.3245)**

0.3064
(0.1781)

-2.5148
(-0.3113)

-0.2458
(-1.9686)**

-0.0003
(-0.0096)

1.2642
(21.0136)***

224 0.6789 2.2430 .6766

Telecomm
unications

-0.0021
(-0.8140)

0.0805
(0.2913)

1.6588
(0.8172)

-0.1298
(-0.0425)

10.6607
(0.7547)

-0.1543
(-0.7361)

-0.0749
(-1.2506)

0.8793
(8.3940)***

203 0.2660 2.0518 .2757

Utility 0.0014
(1.3336)

-0.0201
(-0.1717)

-0.0761
(-0.0885)

0.2461
(0.2075)

-8.9707
(-1.6106)

-0.0799
(-0.9287)

-0.0017
(-0.0684)

0.5350
(12.8982)***

224 0.4411 1.8989 .4461

Note: independent variables are unexpected industrial production (UIP-G), unexpected inflation rate (UI-G), changes in expected inflation (DEI-G), unexpected term structure (UTS 
(-l)-G ), unexpected foreign exchange rate (UFX-G), unexpected oil prices changes (UOG-G), and capitalization - weighted stock market index represented by Toronto SE-300 index 
(CWMKT-G). T- Values (in parenthesis). N  is the number o f  observations for each local industry. DW  is Durbin-Watson statistic. *, **, *** Denote significance at the 10%, 5%, 1% 
level respectively. R2 is the coefficient o f  determination adjusted for degrees o f  freedom.



75

Table 4.8
Industrial Stock Returns Reactions in Germany to Global Market Risk

(January 1985 To December 2004)

Industry Constant WMKT N R2. adj DW
Banks -0.0031

(-1.7792)*
0.3865

(9.6403)*** 239 0.2786 2.0852

Chemicals -0.0020
(-1.3343)

0.3264
(9.4100)*** 239 0.2689 2.1194

Insurance -0.0044
(-1.5354)

0.3451
(5.0462)*** 239 0.1080 2.0021

Telecommuni
cations

-0.0044
(-3.3229)

0.2974
(10.0729)*** 203 0.3067 2.0937

Utility -0.0047
(-2.2757)**

0.3959
(8.4997)***

239 0.2303 1.9145

Note: Independent variable is the world market index (WMKT) provided by Global Financial Data (GFD), 
N is the number o f  observations for each Local industry in Germany. R2 is the coefficient o f  determination 
adjusted for degrees o f  freedom. DW  is the Durbin Watson Statistic. *, **, *** Denote significance at the 
10%, 5%, and 1% level respectively.
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Table 4.9
Summary Statistics for Japan CW Market Tndex and Macroeconomic Factors

(January 1985 to December 2004)

Statistics UIP-J UI-J DEI-J UTS (-l)-J UFX-J UOG-J CWMKT-J
Mean -3.18E-05 -2.10E-07 -3.13E-06 6.26E-06 0.000234 0.000136 -0.002024
Median -0.000378 -2.70E-05 7.84E-05 -5.62E-06 0.000377 0.000655 -0.001705
Maximum 0.062196 0.006816 0.003110 0.001115 0.038839 0.209331 0.065707
Minimum -0.051077 -0.002948 -0.003765 -0.000969 -0.069907 -0.143719 -0.106069
Std. Dev. 0.011432 0.001199 0.001572 0.000260 0.014505 0.043168 0.025443
Skewness 0.229798 0.975386 -0.307200 0.172218 -0.579027 -0.021917 -0.308764
Kurtosis 7.630693 7.353264 2.182665 6.530006 5.141372 5.582723 3.963548

Jarque-Bera 202.1091 212.3933 9.758230 117.4094 55.31458 62.27555 12.22450
Probability 0.000000 0.000000 0.007604 0.000000 0.000000 0.000000 0.002216

ADF Test at
the Level I (0) -13.613***

***
-14.977 -8.585*** -2.454

***
-15.007 -14.486*** -14.414***

ADF Test at
the 1st
difference 1(1) -16.234*** -9.669*** -10.505*** -19.035***

***
-11.757 -9.824*** -13.629***

Observations 224 224 224 224 224 224 224
Note: The ADF Test is Augmented Dickey- Fuller Unit Root Test. The ADF test is a test o f stationary. The critical values for ADF test are
-2.5677, -2.8632, and -3.4359 for significant levels o f  10%, 5%, and 1% respectively. *, **, *** Denote significance at 10%, 5%, and 1% level,
Respectively
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Table 4.10
Correlation Matrix for Japan CW Market Index and Macroeconomic Factors

(January 1985 to December 2004)

UIP-J UI-J DEI-J UTS (-l)-J UFX-J UOG-J CWMKT-J
UIP-J

UI-J 
DEI-J 
UTS (-l)-J 
UFX-J

1
-0.0003
-0.0266
-0.0368
-0.0523

1
-0.0159
-0.1369
-0.0958

1
-0.1115
-0.0350

1
0.0414 1

UOG-J 0.1084 -0.0481 0.1653 -0.0658 -0.1144 1
CWMKT-J 0.0019 -0.0706 0.0219 0.0518 -0.0734 0.0088 1

Note: local macroeconomic risk factors for Japan are unexpected industrial production (UIP-J), unexpected Inflation (UI-J), 
Changes in expected inflation (DEI-J), the first difference o f  unexpected term structure (UTS (-l)-J), Unexpected Foreign 
Exchange (UFX-J), unexpected oil prices changes (UOG-J), and capitalization-weighted Japan TOPIX return Index 
(CWMKT-J).
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Table 4.11
Industrial Stock Returns Reactions to Local Macroeconomic Risk Factors for Japan

(January 1985 To December 2004)

Industry Constant UIP-J UI-J DEI-J UTS (-l)-J UFX-J UOG-J CWMKT-J N R". adj DW R2
MKT

Banks -0.0006
(-0.4453)

-0.0587
(-0.4317)

1.7736
(1.3521)

-0.3090
(-0.3083)

-9.2965
(-1.5376)

-0.2308
(-2.1347)**

0.0363
(0.9892)

1.0968
(17.9604)” *

224 0.0.5977 2.1039 .5911

Chemicals 0.0001
(0.2046)

0.0921
(1.0828)

-1.1432
(-1.3941)

1.8106
(2.8903)***

9.9309
(2.6275)***

0.0795
(1.1768)

-0.0422
(-1.8358)*

0.9447
(24.7467)***

224 0.7434 2.0471 .7186

Insurance 0.0007
(0.5358)

-0.2791
(-2.2635)**

-0.8442
(-0.71.3)

0.1208
(0.1331)

-13.6707
(-2.4954)***

-0.2961
(-3.0232)***

-0.0397
(-1.1918)

0.9492
(17.1531)***

224 0.5870 1.8802 .5573

Telecomm
unications

-0.0011
(-0.5957)

0.0134
(0.0819)

0.6537
(0.4140)

-0.8653
(-0.7173)

13.5079
(1.8558)*

-0.0856
(-0.6578)

0.0931
(2.1026)**

1.1396
(15.5005)’**

224 0.5276 2.0689 .5054

Utility -0.0005
(-0.3376)

-0.0980
(-0.7242)

-2.6185
(-2.0076)**

-0.3963
(-0.3977)

-21.5669
(-3.5875)***

-0.3479
(-3.2362)***

-0.0568
(-1.5533)

0.6009
(9.8968)***

224 0.0.3542 1.8869 .2866

Note: independent variables are unexpected industrial production (UIP-J), unexpected inflation rate (UI-J, changes in expected inflation (DEI-J), unexpected term structure (UTS (-1)- 
J) unexpected foreign exchange rate (UFX-J), unexpected oil prices changes (UOG-J), and capitalization - weighted stock market index represented by Japan TOPIX index 
(CWMKT-J). T- Values (in parenthesis). N  is the number o f  observations for each local industry. DW is Durbin-Watson statistic. *, **, *** Denote significance at the 10%, 5%, 1% 
level respectively. R2 is the coefficient o f  determination adjusted for degrees o f  freedom.
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Table 4.12
Industrial Stock Returns Reactions in Japan to Global Market Risk

(January 1985 To December 2004)

Industry Constant WMKT N R2. adj DW
Banks -0.0047

(-2.2757)**
0.3958

(8.4997) 239 0.2303 1.9145

Chemicals -0.0030.
(-2.0080)**

0.3474
(10.0845)*** 239 0.2973 2.1253

Insurance -0.0028
(-1.5617)

0.4114
(9.8459)*** 239 0.2873 1.8800

Telecommuni
cations

-0.0053
(-2.3626)**

0.4337
(8.4816)*** 239 0.2296 1.9509

Utility -0.0021
(-1.1462)

0.2360, _ _ _ _ *** 
(5.6327)

239 0.1143 2.0762

Note: Independent variable is the world market index (WMKT) provided by Global Financial Data (GFD), 
N is the number o f  observations for each Local industry in Japan. R2 is the coefficient o f  determination 
adjusted for degrees o f  freedom. DW is the Durbin Watson Statistic. *, **, *** Denote significance at the 
10%, 5%, and 1% level respectively.
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Table 4.13
Summary Statistics for UK CW Market Tndex and Macroeconomic Factors 

(January 1985 to December 2004)

Statistics UIP-UK UI-UK DEI-UK UTS (-l)-UK UFX-UK UOG-UK
CWMKT-

UK
Mean -6.51E-05 -7.94E-07 -1.14E-05 3.35E-06 -0.000173 0.000136 -0.004080
Median 0.000775 3.85E-05 -0.000409 3.46E-06 -0.000413 0.000655 -0.001414
Maximum 0.034079 0.005153 0.006770 0.001196 0.031530 0.209331 0.046144
Minimum -0.030008 -0.003539 -0.006733 -0.001679 -0.050852 -0.143719 -0.141750
Std. Dev. 0.010654 0.001113 0.002190 0.000335 0.011767 0.043168 0.021208
Skewness -0.091032 0.281901 0.121857 -0.275089 -0.511773 -0.021917 -1.524664
Kurtosis 3.299223 5.035886 3.286474 6.820032 4.855415 5.582723 10.10392

Jarque-Bera 1.145032 41.65190 1.320328 139.0232 41.90864 62.27555 557.7983
Probability 0.564104 0.000000 0.516767 0.000000 0.000000 0.000000 0.000000

ADF Test at
the Level I (0) -14.395

**#
-14.367 -3.920 -1.794

***
13.939

***
-14.486 -14.498

ADF Test at 
the 1st
difference 1(1)

***
13.975 -12.314*** -13.571

***
-15.213

***
-10.166 9.824 12.059

Observations 224 224 224 224 224 224 224
Note: The ADF Test is Augmented Dickey- Fuller Unit Root Test. The ADF test is a test of stationary. The critical values for ADF test are

-2.5677, -2.8632, and -3.4359 for significant levels o f 10%, 5%, and 1% respectively. *, **, *** Denote significance at 10%, 5%, and 1%
level, respectively.
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Table 4.14
Correlation Matrix for UK CW Market Index and Macroeconomic Factors 

(January 1985 to December 2004)

UIP-UK UI-UK DEI-UK UTS (-1)-UK UFX-UK UOG-UK CWMKT-UK
UIP-UK 1
UI-UK 0.0364 1
DEI-UK 0.1564 -0.0775 1
UTS (-1)-UK 0.0787 -0.1888 0.1465 1
UFX-UK 0.0254 0.1175 0.0091 -0.1046 1
UOG-UK 0.1457 0.0621 0.0687 0.0514 0.0191 1
CWMKT-UK -0.0514 -0.0312 -0.0081 -0.0179 -0.1916 -0.0994 1

Note: local macroeconomic risk factors for UK  are unexpected industrial production (UIP- uk), unexpected Inflation (UI- uk), 
Changes in expected inflation (DEI- uk), the first difference o f  unexpected term structure (UTS (-l)-uk), Unexpected Foreign 
Exchange (UFX- uk), unexpected oil prices changes (UOG- uk), and capitalization-weighted UK FTA all shares return Index 
(CWMKT-UK).
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Table 4.15
Industrial Stock Returns Reactions to Local Macroeconomic Risk Factors for UK

(January 1985 To December 2004)

Industry Constant UIP-UK UI-UK DEI-UK UTS (-1)- 
UK

UFX-UK UOG-UK CWMKT-
UK

N R2. adj DW r 2m k t

Banks 0.0025
(2.3966)**

0.0852
(0.8383)

-1.6830
(-1.7242)*

-0.1365
(-0.2762)

1.6429
(0.5025)

-0.0497
(-0.5375)

-00247
(-0.9937)

1.1922
(23.36)*"

224 0.7231 1.8859 .7103

Chemicals -0.0009
(-0.7605)

-01374
(-1.1790)

0.9298
(0.8306)

-0.6708
(-1.1834)

-0.1625
(-0.0433)

-0.0335
(-0.3167)

0.0333
(1.1655)

1.0423
(17.8098)***

224 0.5975 1.9541 .5888

Insurance -0.0021
(-1.3798)

-0.1571
(-1.0735)

1.1806
(0.8398)

0.5047
(0.7090)

-1.7037
(-0.3618)

-0.0714
(-0.5363)

-0.0140
(-0.3914)

1.2333
(16.7804)***

224 0.5716 1.8136 .5632

Telecomm
unications

-0.0001
(-0.0698)

0.1412
(0.9500)

1.0131
(0.7095)

0.4720
(0.6528)

0.8044
(0.1682)

0.1870
(1.3832)

-0.0730
(-2.0027)**

1.0124
(13.5623)***

224 0.4594 1.8591 .4566

Utility -0.0007
(-0.6670)

-0.0099
(-0.0962)

-0.1622
(-0.1632)

0.1764
(0.3506)

-9.0903
(-2.7317)***

0.0325
(0.3461)

0.0307
(1.2108)

0.6818
(13.1278)***

224 0.4462 2.1542 .4414

Note: independent variables are unexpected industrial production (UEP-UK), unexpected inflation rate (UI-UK), changes in expected inflation (DEI-UK), unexpected term structure (UTS 
(-l)-U K ), unexpected foreign exchange rate (UFX-UK), unexpected oil prices changes (UOG-UK, and capitalization - weighted stock market index represented by UK FTA index 
(CWMKT-UK). T- Values (in parenthesis). N  is the number o f  observations for each local industry. DW  is Durbin-Watson statistic. *, **, *** Denote significance at the 10%, 5%, 1% 
level respectively. R2 is the coefficient o f determination adjusted for degrees o f  freedom.
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Table 4.16
Industrial Stock Returns Reactions in UK to Global Market Risk

(January 1985 To December 2004)

Industry Constant WMKT N R*. adj DW
Banks -0.0041

(-2.6826)
0.4043

(11.4812)*** 239 0.3546 2.0123

Chemicals -0.0070.
(-4.5970)***

0.3474
(10.0099)*** 239 0.2941 2.0876

Insurance -0.0087
(-4.7363)***

0.4264
(10.2071)*** 239 0.3024 1.9006

Telecommuni
cations

-0.0063
(-3.7940)

0.3954
(10.5414)*** 239 0.3163 2.0079

Utility -0.0044
(-3.4373)

0.2175
(7.6184)***

227 0.2015 2.1220

Note: Independent variable is the world market index (WMKT) provided by Global Financial Data (GFD), 
N is the number o f  observations for each Local industry in UK. R2 is the coefficient o f  determination 
adjusted for degrees o f  freedom. DW is the Durbin Watson Statistic. , , Denote significance at the 
10%, 5%, and 1% level respectively.
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Table 4.17
Summary Statistics for USA CW Market Index and Macroeconomic Factors

(January 1985 to December 2004)

Statistics UIP-USA UI-USA DEI-USA
UTS (-1)- 

USA UFX-USA UOG-USA
CWMKT-

USA
Mean 3.02E-05 2.10E-05 9.74E-06 2.75E-06 0.000184 0.000136 -0.000672
Median 0.000203 -2.13E-05 -1.13E-05 -2.50E-05 -0.000576 0.000655 0.001826
Maximum 0.007379 0.003255 0.001689 0.000783 0.037743 0.209331 0.049090
Minimum -0.006238 -0.002171 -0.002922 -0.000592 -0.024628 -0.143719 -0.110980
Std. Dev. 0.002022 0.000837 0.000768 0.000251 0.010654 0.043168 0.019839
Skewness 0.083244 0.227828 -0.228379 0.406355 0.262282 -0.021917 -1.152455
Kurtosis 3.573555 3.601783 3.216184 3.222420 3.597715 5.582723 7.117797

Jarque-Bera 3.329048 5.317813 2.383396 6.626364 5.902686 62.27555 207.8427
Probability 0.189281 0.070025 0.303705 0.036400 0.052269 0.000000 0.000000

ADF Test at
the Level I (0) -15.194*** -15.058***

***
-12.212 -2.256

***
-12.916

***
-14.486

***
-15.323

ADF Test at
the 1st
difference 1(1)

***
-11.494 -11.898 -10.812 -13.918*** -11.023*** -9.824*** -11714***

Observations 224 224 224 224 224 224 224
Note: The ADF Test is Augmented Dickey- Fuller Unit Root Test. The ADF test is a test o f stationary. The critical values for ADF test are

-2.5677, -2.8632, and -3.4359 for significant levels o f 10%, 5%, and 1% respectively. *, **, *** Denote significance at 10%, 5%, and 1%
level, respectively
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Table 4.18
Correlation Matrix for USA CW Market Index and Macroeconomic Factors

(January 1985 to December 2004)

UIP-USA UI-USA DEI-USA
UTS (-1)- 

USA UFX-USA UOG-USA
CWMKT-

USA
UIP-USA

1
0.0158
-0.0139
0.1225
0.0313
0.0220
-0.1847

UI-USA
DEI-USA
UTS (-l)-USA
UFX-USA
UOG-USA
CWMKT-USA

1
-0.0160
0.0383
-0.0008
-0.0044
-0.1520

1
-0.0226
0.0839
0.0232
0.0230

1
0.0663
-0.0052
-0.1456

1
-0.0584
0.1078

1
-0.0835 1

Note: local macroeconomic risk factors for U SA  are unexpected industrial production (UIP- USA), unexpected Inflation (UI- 
USA), Changes in expected inflation (DEI- USA ), the first difference o f  unexpected term structure (UTS (-l)-U SA ), 
Unexpected Foreign Exchange (UFX- USA), unexpected oil prices changes (UOG- USA), and capitalization-weighted 
S&P500 return Index.
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Table 4.19
Industrial Stock Returns Reactions to Local Macroeconomic Risk Factors for USA

(January 1985 To December 2004)

Industry Constant UIP-
USA

UI-USA DEI-
USA

UTS (-1)- 
USA

UFX-USA UOG-USA CWMKT-
USA

N R2. adj DW R2
MKT

Banks -0.0001
(-0.0743)

-0.6178
(-0.9007)

-2.7200
(-1.6597)*

1.8876
(1.0648)

-8.9090
(-1.6186)

0.2177
(1.6861)*

-0.0334
(-1.0611)

0.9668
(13.5024)***

224 0.5111 2.2818 .5046

Chemicals -0.0001
(-0.1222)

0.5025
(0.7982)

2.1838
(1.4517)

-0.3507
(-0.2155)

5.3364
(1.0562)

-0.1443
(-1.2177)

-0.0072
(-0.2511)

1.0092
(5.3538)***

224 0.5153 2.3570 .5192

Insurance 0.0003
(0.2255)

-0.1747
(-0.2588)

0.3597
(0.2246)

-0.1296
(-0.0749)

-10.1239
(-1.8016)*

0.2240
(1.6638)*

-0.0452
(-1.5105)

0.9405
(12.2499)***

182 0.4815 2.3802 .4762

Telecomm
unications

-0.0018
(-1.3881)

-0.2846
(-0.4200)

-1.6747
(-1.0342)

-0.1188
(-0.0678)

6.0207
(1.1071)

-0.0113
(-0.0887)

-0.0124
(-0.4008)

0.7975
(11.2719)***

224 0.3814 1.9972 .3982

Utility -0.0021
(-1.8645)*

0.1886
(0.3230)

0.8194
(0.5872)

0.1539
(0.1020)

-20.0915
(-4.2872)***

-0.0554
(-0.5046)

-0.0103
(-0.3842)

0.4352
(7.1383)***

224 0.2533 1.9793 .2213

Note: independent variables are unexpected industrial production (UIP-USA), unexpected inflation rate (UI-USA), changes in expected inflation (DEI-USA), unexpected term structure 
(UTS (-l)-U SA ), unexpected foreign exchange rate (UFX-USA), unexpected oil prices changes (UOG-USA), and capitalization - weighted stock market index represented by S&P500 
index (CWMKT-USA). T- Values (in parenthesis). N  is the number o f  observations for each local industry. DW is Durbin-Watson statistic. *, **, *** Denote significance at the 10%, 
5%, 1% level respectively. R2 is the coefficient o f  determination adjusted for degrees o f  freedom.
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Table 4.20
Industrial Stock Returns Reactions in USA to Global Market Risk

(January 1985 To December 2004)

Industry Constant WMKT N R*. adj DW
Banks -0.0026

(-1.6607)*
0.3389

(9.4562)*** 239 0.2708 2.1242

Chemicals -0.0020.
(-1.5111)

0.3606
(11.6478) 239 0.3613 2.4694

Insurance -0.0011
(-0.7064)

0.3337
(8.9217)*** 182 0.3027 2.3471

Telecommuni
cations

-0.0035
(-2.5760)**

0.2949
(9.4384) 239 0.2701 2.0866

Utility -0.0032
X- A  M S *  .  — X ***(-2.7342)

0.1883
(7.1403)***

239 0.1735 1.9867

Note: Independent variable is the world market index (WMKT) provided by Global Financial Data (GFD), 
N is the number o f  observations for each Local industry in USA. R2 is the coefficient o f  determination 
adjusted for degrees o f  freedom. DW is the Durbin Watson Statistic. *, **, *** Denote significance at the 
10%, 5%, and 1% level respectively.
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Figure 4.1
Movement of the monthly Returns of the Toronto SE-300 Industries Indices

(January 1985 to December 2004)
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Figure 4.2
Movement of the Canada Monthly Microeconomic Risk Factors Indices 

(January 1985 to December 2004)
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Figure 4.3
Movement of the Monthly Returns of the Germany CDAX Industries Indices

(January 1985 to December 2004)
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Figure 4.4
Movement o f the Germany Monthly Macroeconomic Risk Factors indices

(January 1985 to December 2004)
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Figure 4.5
Movement of the Monthly Returns of the Japan TOPIX Industries Indices

(January 1985 to December 2004)
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Figure 4.6
Movement of the Japan Monthly Macroeconomic Risk Factors Indices

(January 1985 to December 2004)
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Figure 4.6 (Continued)
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Figure 4.7
Movement of the Monthly Returns of the UK FTA all shares Industries Indices

(January 1985 to December 2004)
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Figure 4.8
Movement of the UK Monthly Macroeconomic Risk Factors Indices

(January 1985 to December 2004)
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Figure 4.8 (Continued)
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Figure 4.9
Movement of the Monthly Returns of the S&P 500 Industries Indices

(January 1985 to December 2004)
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Figure 4.10
Movement of the USA Monthly Macroeconomic Risk Factors Indices

(January 1985 to December 2004)
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4.11
Movement of the Monthly Returns of the World Market Index 

(January 1985 to December 2004)
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Chapter 5 

Discussions and Conclusions

This dissertation studies the local and global sources o f risk and industries stock 

returns across national equity markets. We examine several local and global economic risk 

factors and ask whether and to what extent these risk factors can explain the variation in 

the industries’ stock returns of five countries, namely Canada, Germany, Japan, the U.K., 

and the U.S. Specifically, the main objective of this dissertation is to find answers for 

three main questions: First, whether and to what extent do returns on local industries 

respond to changes in local macroeconomic risk factors? Second, whether and to what 

extent do returns on local industries respond to changes in global risk factors? Third, is the 

effect on industry stock returns similar across countries? For this purpose, several local 

macroeconomic risk factors are constructed in each market. The local macroeconomic 

factors used are initially guided by the basic economic theory of asset pricing that would 

be appropriate regardless of the location o f the market as possible explanatory factors of 

local industry stock returns. These macroeconomic risk factors are: industrial production, 

inflation, changes of expected inflation, term structure, foreign exchange rate, oil prices, in 

addition to the returns on national equity market portfolio. We also use the capitalization- 

weighted world market index provided by The Global Financial Data (GFD) as proxy for 

the global risk factors. We examine returns of five different industries common to each 

country for which data is available. The industry indices chosen in the study came from 

the same source, The Global Financial Data that utilizes the same procedure to allocate 

firms into industry groups in each country, which helps us to match industries across
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countries. The industries chosen are banking, chemicals, insurance, telecommunication, 

and utilities.

In the spirit o f Chen, Roll, and Ross (1986), Hammao (1988), and Poon and Taylor 

(1991), we employ a multifactor pricing model to investigate the effects of the local 

macroeconomic risk factors on industries stock returns in Canada, Germany, Japan, the 

U.K., and the U.S. We also employ a single factor model to test the effect of global risk 

factors represented by the world market index on industries stock returns across the 

previous national markets. The single factor model is a global version o f the Capital Asset 

Pricing Model (CAPM) of Sharp (1964) and Lintner (1965).

The results based on the multifactor model show that local risk factors have a 

strong explanatory power in accounting for the variations of the monthly industries excess 

return in the five countries. Specifically, they explain between 27% and 56% of the return 

in Canada, between 26% and 73% in Germany, between 35% and 74% in Japan, between 

44% and 72% in the U.K., and between 25% and 51% in the U.S. over the period of 

January 1985 to December 2004. The least explanatory power of the multifactor pricing 

models are found in the U.S., the reason for that might be because the U.S. industries 

stock markets are more globally oriented.

Comparing R2 in tables 4.3,4.7, 4.11, 4.15, and 4.19 where the local market excess 

return is the only explanatory factor with R2 of the multifactor model, we conclude that 

the local market excess return is the most important explanatory factor among local risk 

factors. Any variations in the market excess return will directly affect industries’ stock 

return in the same direction. Adding the macroeconomic factors increases the explanatory 

power of the estimated models. However, the riskiest industry, varies across countries
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with respect to the market. For example, the most sensitive industries to the local market 

are banking, insurance, and telecommunications in Canada; banking and insurance in 

Germany; banking and telecommunications in Japan; banking, chemicals, insurance, and 

telecommunications in the U.K; and chemicals in the U.S.

With respect to the local macroeconomic risk factors, significant relationships have 

been found regarding the relationship between macroeconomic risk factors and industry 

stock returns in the five national markets, some factors have a uniform effect across 

industries, while others do not. More precisely, in Canada and Japan, some economic 

factors have a significant an varied effect across industries, supporting the idea that 

coefficients can differ according to the industry. Looking at the coefficients in more detail, 

both intuitive and surprising results emerge. For example, in Canada, the unexpected 

changes in oil prices (UOG-C) has a significant positive effect on utility industry, implying 

that any change in oil prices will significantly affect stock prices o f the utility companies in 

the same direction. This result is consistent with financial intuition. On the other hand, the 

same factor has a significant negative effect on the insurance industry. In Japan, the 

unexpected changes in oil prices, UOG-C, has a significant positive effect on 

telecommunications, while having a significant negative effect on chemicals industry. The 

negative effect is intuitive, while the positive effect is not. Moreover, the first difference 

term structure in Japan (UTS (-l)-J) is found to have varying effect across industries. 

Specifically, the UTS (-l)-J has a negative significant effect on the insurance and utility 

industries, while it has a positive effect on chemicals and telecommunications industries.

A uniform effect on industries stock returns has been found regarding 

macroeconomic risk factors in Germany and the U.S. In Germany, for example, the
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unexpected foreign exchange (UFX-G) has a significant negative effect on both banking 

and insurance industries, which imply that U.S. dollar appreciation, will cause the banking 

and insurance industries stock price to decrease in Germany. The same can be said 

regarding the U.S; the unexpected foreign exchange has a significant positive effect on 

banking and insurance industries, which imply that U.S dollar appreciation, will benefit the 

U.S banking and insurance industries. The results also show that the first difference 

unexpected term structure in the U.S. (UTS (-l)-US), has a significant negative effect on 

both the insurance and utility industries.

The results based on the single factor model show that global risk factors as 

represented by the world market portfolio poorly explain the variations of the monthly 

excess returns across industries in Canada, Germany, Japan, the U.K., and the U.S.

Tables 4.4, 4.8, 4.12, 4.16, and 4.20 report results of industrial stock returns reactions to 

global market index for the period o f January 1985 to December 2004 in Canada, 

Germany, Japan, the U.K., and the U.S Respectively. The results show significant positive 

beta coefficients associated with the world equity index regarding every industry across all 

countries. All beta coefficients are significant at the 1% level o f significance. The results 

also show that the betas’ magnitudes are different across industries, which implies that the 

world market has different levels of effects on different industries according to industries’ 

exposures to global markets. However, we find the power of the world market index to 

explain the variations of industries excess returns across national equity markets is low. 

More specifically, the world market index can explain between 14% and 30% of the 

variation of the monthly excess returns in Canada over the period January 1985 to 

December 2004, between 10% and 30% in Germany, between 11% and 29%  in Japan,
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between 20% and 35% in the U.K., and between 17% and 36% in the U.S. Our results are 

consistent with Ferson and Harvey (1994), who find that the world market betas provide a 

poor explanation of the average returns across countries.

Regarding similarity, Poon and Taylor (1991) use a similar set of economic factors 

to those of Chen, Roll, and Ross (1986) (CRR) to investigate the relationship between 

macroeconomic factors and stock returns in the U.K. However,They come up with 

different results to those of CRR. In our study, while using similar risk factors in Canada, 

Germany, Japan, the U.K., and the U.S., we find that some macroeconomic risk factors 

have similar effect on the monthly industries stock return in those five countries, but not 

others. Specifically, the unexpected foreign exchange (UFX) has a significant negative 

effect on the banking industry in Germany, Japan, and the U.K. Moreover, that factor also 

has a significant negative effect on insurance industry in Germany and Japan. On the other 

hand, the first difference term structure, UTS (-1), has a significant negative effect on the 

telecommunication industry in Canada, while it has a significant positive effect on the same 

industry in Japan. Furthermore, the unexpected oil price changes (UOG) have a significant 

negative effect on telecommunication industry in the U.K., while it has a significant 

positive effect on the same industry in Japan.

From the efficiency prospective, the highest explanatory power in the estimated 

models are found in Japan’ stock market, which implies that the variability of the 

industries’ stock return in Japan reflects the changes of the local macroeconomic news in 

addition to the local market portfolio more than the other stock market examined in our 

study. We conclude that Japanese stock market is the most efficient stock market 

examined.
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Finally, and from the practical perspective, the significant relationships found in 

this dissertation between risk factors and industries’ stock returns can be beneficial to the 

cross- country investors and practitioners in having better understanding of how and to 

what extent risk factors (local and global) affect investment returns of different industries 

across countries. Such understanding should enable investors and practitioners to be more 

informed with respect to allocating, timing, and diversifying their international investment 

portfolios.
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