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Summary: This study uses the powerful nonparametric cointegration test to
examine whether nonlinear cointegration exists between prices of used houses
and corresponding stock markets in China and the four Asian Tigers. Then, it
uses the smooth transition vector error-correction model (STVECM) to explore
the adjustment efficiencies of the short-run house and corresponding stock-
return dynamics when there is disequilibrium between house and stock prices.
The empirical results indicate that there is a nonlinear cointegration between
the house prices and corresponding stock prices in China, South Korea, Sin-
gapore, and Taiwan, and that the speed of price adjustment to equilibrium is
always greater for houses than stocks when there are large positive and nega-
tive deviations. Moreover, the short-run speed of adjustment of the large nega-
tive and positive deviations is equal in China, South Korea, and Taiwan, but
unequal in Singapore. With the exception of South Korea, the results of the
Granger causality test indicate that stock prices clearly lead used house prices,
which means a wealth effect exists in most Asian countries. Our study confirms
that the STVECM can be used to analyze the short-run adjustment efficiency of
house and stock return dynamics in China, South Korea, Singapore, and Tai-
wan; thus, supporting models of interaction between noise and arbitrage trad-
ers.

Key words: China, Four Asian Tigers, Smooth transition vector error-
correction model, Nonparametric cointegration, Price discovery.
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Abundant government control exists in the form of price and trading limits and insti-
tutional investors tend to dominate prices in the stock and housing markets of Asian
regions. Hence, the price adjustments can be nonlinear and asymmetric as reverting
to equilibrium between both markets in these countries. Furthermore, because of the
behavior patterns of different investors, the price adjustment speeds dynamically re-
verting to equilibrium in both markets can either be delayed or accelerated to result
in variations in return dynamics governing the small and large deviations. Mean-
while, the trading of the used housing market in Asia is more active than that of the
real estate investment trusts (REITs). Thus, institutional investors in Asian countries
are more likely to simultaneously invest in the used housing and stock markets to
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perform the arbitrage trading or diversify investing risk. In terms of the four Asian
Tigers (i.e., Taiwan, Hong Kong, South Korea, and Singapore) and China with the
greatest potential for economic development in Asia, institutional investors who con-
currently invest in both housing and stock markets are eager to know the lead-lag
relation and short-run adjusting patterns between both markets. Therefore, this study
focuses on analyzing the respective price transmissions with diverse dynamic adjust-
ing speeds as reverting to equilibrium between the stock and housing markets in the-
se countries, which can follow gradual and smooth translating patterns. Tables and
estimation procedures are presented in the Appendix.

1. Literature Review

Although some scholars believe that there is no direct relationship between the stock
market and the real estate market (David Geltner 1990; Mike Miles, Rebel Cole, and
David Guilkey 1990; Arvind Pai and Geltner 2007), most scholars argue that a clear
relationship exists between the two markets (Crocker H. Liu et al. 1990; Brent W.
Ambrose, Esther Ancel, and Mark D. Griffiths 1992; Joseph Gyourko and Donald B.
Keim 1992; Sorin A. Tuluca, F. C. Neil Myer, and James R. Webb 2000; Kim Hiang
Liow and Haishan Yang 2005; Eddie Chi Man Hui and Shen Yue 2006). Different
scholars have varying perspectives on whether an interactive relationship exists be-
tween the stock market and the market prices of real estate. If a direct relationship
between stock and real estate prices is observed, then these prices will influence each
other, leading to price fluctuations in both markets. Pursuant to the so-called wealth
effect, investor wealth will increase when the stock price rises; perhaps, this response
is meant to further diversify risk. In this situation, funds will be transferred from the
stock market to real estate, which has the potential to appreciate, and as a result, the
price of real estate will rise. Many previous studies confirm the existence of a
cointegration relationship between the real estate and stock markets (Tuluca, Myer,
and Webb 2000; Liow and Yang 2005; Hui and Yue 2006).

Meanwhile, recent studies suggest that the relationship between the two mar-
kets can be better identified by using a nonlinear model (John Okunev and Patrick J.
Wilson 1997; John L. Glascock, Chiuling Lu, and Raymond W. So 2000; Tuluca,
Myer, and Webb 2000; Liow and Yang 2005; Yu-Shao Liu and Chi-Wei Su 2010; Su
2011; Su, Hsu Ling Chang, and Meng Nan Zhu 2011; Benjamas Jirasakuldech and
Riza Emekter 2012). Nikolaos Giannellis, Angelos Kanas, and Athanasios P. Papa-
dopoulos (2010) demonstrate the strong interdependence and asymmetric behavior
between stock market and real activity in the UK. Using a nonlinear method to test
the degree of integration, Okunev and Wilson (1997) find that real estate markets
have a nonlinear relation to stock markets. However, the timing of mean reversion
between the two markets is quite slow, and deviations between the two markets may
be prolonged. Using fractional cointegration, Wilson and Okunev (1999) do not find
comemories between the stock and real estate markets in the US and the UK. How-
ever, they find evidence of long comemory in Australia and in relation to either side
of the 1987 market correction. The nonlinear mean reversion between every real es-
tate market and its stock market counterpart does not necessarily follow the result of
long memory, but this phenomenon can exhibit both slow and fast price adjustments
until the gradual smooth transition to the equilibrium.

PANOECONOMICUS, 2018, Vol. 65, Issue 1, pp. 37-63



Nonlinear Short-Run Adjustments between House and Stock Prices in Emerging Asian Regions

According to theoretical models of the interaction between noise and arbitrage
traders, noise traders tend to overreact to returns after the arrival of news (Harrison
Hong and Jeremy C. Stein 1999; David G. McMillan 2004). When small deviations
occur between house and stock prices, such noise traders tend to drive returns further
away from equilibrium before a correction is made. At the moment, arbitrageurs are
reluctant to immediately trade in price persistent when deviations occur from the
equilibrium over a short time horizon based on the risk of “misprice deepening”
(Andrei Shleifer 2000; McMillan 2004). However, when the large deviations from
equilibrium occur in the two markets, arbitrageurs or hedgers are more likely to drive
housing and stock prices to quickly revert to equilibrium, because their risk exposure
to adverse price movements tends to be lower. More specifically, the theoretical
model suggests that the trading behaviors of investors governing small return devia-
tions from the fundamental equilibrium differ from those governing large return de-
viations. This phenomenon results in the notion that the relationship of the price
movements to each market is represented by a nonlinear model. The smooth transi-
tion vector error-correction model (STVECM) should be able to capture the real es-
tate and stock market dynamics with both large and small returns and to allow gradu-
al movement between regimes.

Considering these findings, the current study analyzes whether a nonlinear
cointegration relationship exists between house prices and the corresponding stock
prices in specific areas. Furthermore, this study explores whether the STVECM can
be used to describe the process, whereby house and stock prices dynamically adjust
and return to equilibrium. In addition, past empirical findings on the leading and
lagged relationships between stock and real estate prices have not yielded a con-
sistent conclusion. Rather, past studies primarily tested the correlation between stock
prices and real estate prices using the Granger causality test. Kwong Wing Chau,
Vincent S. M. Ma, and Daniel C. W. Ho (2001) note that a rise in the S&P 500 stock
price index can lead to a decline in the real estate price index developed by Jones
Lang Wooten (JLW) in the next session. However, Hui and Yue (2006) find that the
prices of used houses in Beijing and Shanghai influence the stock price index in
Shanghai, but the stock price index does not influence the corresponding house pric-
es. The results of Okunev, Wilson, and Ralf Zurbruegg (2000) show that an unstable
nonlinear relationship and a two-way Granger causality exist between the prices of
real estate and stocks. Using the Granger causality test, the results of Liu and Su
(2010) indicate the existence of a long-run nonlinear relationship and asymmetric
adjustment between the Shenzhen Composite Index and the Real Estate Price Index
in China. Meanwhile, Cristiana Tudor (2011) proposes that the Granger causality test
can examine the causal relationships among some financial markets. Therefore, in
our study of the causal relationship between the real estate index and the stock index,
we use the extensively applicable and detailed causality test proposed by Clive W. J.
Granger (1969), which analyzes whether stock prices lead house prices, thus produc-
ing a wealth effect in these areas.

Because the economic growth of developed markets in Europe and the US has
slowed down and certain European countries have experienced a credit crisis, global
funds have continued to flow into emerging markets in recent years. In particular,
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these markets in Asian emerging markets have a large population; low average age,
salaries, and wages; and plentiful natural resources. As funds will continue to be in-
jected into the four Asian Tigers and China, the profits of investors in the housing
and stock markets of such areas cannot be ignored. In fact, in its Global Property
Guide, Forbes indicates that international funds will soon enter Asia on a large scale.
Take Taiwan as an example. The funds injected into the housing market amount to at
least $US 16.9 billion. This means that for each $US 3 billion increase in foreign
reserves, nearly $US 1 billion in hot money is injected into the housing market. Net
purchases of Taiwanese stocks funded by foreign investment reached $US 15.62 bil-
lion in the same year, driving stock prices up by 78% in compliance with the trend.
Take Singapore as another example. The influx of funds drove house prices up by
38.1% in 2009 and, concurrently, drove stock prices up by 10.38%. During the early
part of 2010, hot money continued to flow into Asia. According to statistical data
provided by the various securities exchanges, net purchases of stocks in Asia, which
are funded by foreign investments, amounted to $US 5.32 billion through January 20,
2010, surpassing the monthly level of net sales of $US 4.8 billion in 2009.

Given that most institutional investors in these Asian countries either make the
arbitrage trading or diversify investing risk in the stock and housing markets, their
interactions with individual investors (i.e., most noise traders) determine price trans-
missions in both markets accompanied by the small and large return dynamics devi-
ating from equilibrium. The small return dynamics can be slow, whereas the large
return dynamics can be fast until these price transmissions gradually and smoothly
translate to the equilibrium.

2. Data and Analysis of Descriptive Statistics
2.1 Scope of the Data

The data used in this study are for the used housing and stock markets in the four
Asian Tigers and China. The market prices of used houses are based on seasonal or
monthly data from the housing price index of Sinyi Real Estate Development Corp.
in Taiwan, the price index for private property in Hong Kong, the sales price index
for dwellings in South Korea, the residential price index in Singapore, and the price
index for Shanghai secondhand housing in China. The price indices of used houses of
the former three regions are representative of the various market prices and are ap-
proved by international academic journals (Hyun Bang Shin 2009; Pei-Fen Chen,
Mei-Se Chien, and Chien-Chiang Lee 2011; Hui and Ka Hung Yu 2012). Among
them, Sinyi’s house price index in Taiwan has been adopted by Chen, Chien, and Lee
(2011), the private property price index in Hong Kong has been adopted by Hui and
Yu (2012), and the sales price index for dwellings in Korea has been used by Shin
(2009). Thus, the price indices of used houses in these three regions have interna-
tional authority. The residential price index in Singapore and the private property
price index in Hong Kong are separately compiled by official institutions, which are
authorized by their respective governments. In addition, the price index for Shanghai
secondhand housing in China, mostly represented by the prices of used houses in
China, is compiled by the office of the index for Shanghai secondhand housing,
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which are formed by the academic associations and private institutions of house
properties. Hence, the housing index in China has research authority. Moreover, the
corresponding stock market prices are based on seasonal or monthly data from the
representative and internationally recognized the Capitalization Weighted Stock In-
dex of Taiwan, the Hang Seng Index of Hong Kong, the Composite Stock Price In-
dex of South Korea, the Straits Times Index of Singapore, and the Shanghai Compo-
site Stock Index of China.

Given that the representative used house price data sets for the four Asian Ti-
gers and China cover different periods, the current study considers the beginning and
end dates of the used house price index for both the house price and stock price indi-
ces that represent each area. Therefore, the data from the house price index and the
stock price index in Taiwan extend from the first quarter of 1998 to the second quar-
ter of 2010, whereas the Hong Kong data extend from January 1993 to February
2010, the Singapore data extend from the first quarter of 1995 to the first quarter of
2010, and the China data extend from November 2001 to March 2010. According to
the arguments of Craig S. Hakkio and Mark Rush (1991), 18 years of observations
should be enough to determine whether two time-series variables are cointegrated
and the ability of detecting cointegration depends more on the total sample length
relative to the long-run length than on the mere number of observations. The sample
periods in the current study cover 1993/1995/1998 to 2010 with quarterly or monthly
data (i.e., between 12 and 17 years), which very approaches 18 years. Thus, our re-
sults should be supposed to be the long-run period of the economic model. For this
reason, we examine the long-run relationship between the used house price index and
stock price index in each region in our sample. The data source for the used house
price index is the Informational Center for Real Estate within the Ministry of the In-
terior in Taiwan, whereas that for the stock price index is the Taiwan Economic
Journal Data Bank (2014)".

2.2 A Descriptive Statistical Analysis of House and Stock Prices

Overall, the trends in used house prices and the corresponding stock prices in the
above locations, with the exception of Hong Kong, exhibit a positive relationship
(Taiwan 0.48, Hong Kong -0.12, South Korea 0.82, Singapore 0.54 and China 0.60).
The descriptive statistics for the used house index returns in China and the four Asian
Tigers, as presented in Table 1a, indicate that the average real estate index return for
used houses in China is significantly higher than that for the other four countries,
which indicates that the return on the used house price index in China is higher on
average than that in the four Asian Tigers. This result is partially due to the fact that
economic growth in China during the last 10 years has resulted in an increase in local
house prices. Regarding the standard deviations in Table 1a, we should note that the
fluctuations in the real estate index return for used house prices in Singapore are sig-
nificantly higher than those in the other countries, which indicates that the house
price index return from investing in the used housing market in Singapore during the

' Taiwan Economic Journal. 2014 hitp://www.finasia.biz/ensite/Database/tabid/92/language/en-US/
Default.aspx (accessed January 01, 2014).
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last 10 years has been accompanied by large fluctuations in prices. In addition, the
performance of the real estate index return in Taiwan cannot be overlooked. In recent
years, investors in China have flocked to Taiwan and inflows of hot money have
surged, thereby causing house prices to increase rapidly and resulting in a continuous
increase in house prices in Taiwan. Regarding the skewness coefficient, we note that
the house price index returns for used houses in Korea, Hong Kong, and Singapore
are left-skewed, whereas the returns for used houses in the other two countries are
right-skewed. The house price index returns for used houses in these countries all
exhibit leptokurtic behavior, which shows that the probability of extreme used house
prices in these countries is high. Moreover, the same table indicates that the Jarque-
Bera test results for the used house index returns for all countries, except Singapore,
are significantly different from zero, which shows that the used house index returns
in countries other than Singapore do not conform to the normal distribution. Accord-
ing to the Ljung-Box Q test, the used house price index returns in all countries con-
sidered, with the exception of Taiwan, exhibit time series autocorrelation.

The descriptive statistics for the stock index returns in China and the four
Asian Tigers in Table 1b show that the average stock price index return in South Ko-
rea is significantly higher than that of the other four locations, which shows that the
South Korean stock market has performed excellently in recent years. The standard
deviations presented in the same table indicate that the fluctuations in the stock price
index returns in Hong Kong and Taiwan are higher than those in the other three
countries. In particular, the stock price index returns for Hong Kong have significant-
ly greater fluctuations because stock prices have fallen sharply since Hong Kong’s
return to China and investor confidence has recovered gradually. Taiwan has signifi-
cantly greater fluctuations in both its used house index returns and stock price index
returns, which shows that house price fluctuations and stock price fluctuations in
Taiwan should exhibit a close relationship. Regarding the skewness coefficient, we
note that China, Singapore, and Hong Kong are left-skewed, whereas the other coun-
tries are right-skewed. Regarding the kurtosis coefficient, we note that the stock price
index returns in these countries all exhibit leptokurtic behavior, which shows the
high probability of extreme values for the stock prices in all countries considered.
Moreover, the results in the same table indicate that the Jarque-Bera test results for
the stock price index returns in China and the four Asian Tigers are significantly dif-
ferent from zero, which shows that these stock price index returns do not conform to
the normal distribution. Based on the Ljung-Box Q test results, we can confirm that
the stock price index returns in all countries considered, other than Korea and Hong
Kong, exhibit time series autocorrelation.

Combining the results in Tables la and 1b, we find that the standard devia-
tions of the used house index returns are larger than those of the stock index returns
in China, South Korea, Singapore, Taiwan, and Hong Kong, respectively. The find-
ing supports the notion that the speed of adjustment when house prices revert to equi-
librium is greater than that for stock prices, perhaps because the volatility of changes
in house prices is lower than the volatility of changes in stock prices. We also find
that the average house index return is significantly higher than the average stock in-
dex return in China and Taiwan. This finding suggests that the habits of investors
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simultaneously investing in used houses and stocks in these two countries are very
rigid.

3. Methodology

3.1 Unit Root Test

This study uses the KSS nonlinear stationarity test developed by George Kapetanios,
Yongcheol Shin, and Andy Snell (2003), in addition to the traditional unit root tests.
This is done so as to reinforce the power of the unit root test for nonlinear dynamic
adjustments of the house and stock indices in China and the four Asian Tigers.
Meanwhile, the goal of the KSS test is to detect the presence of nonstationarity
against a nonlinear but stationary exponential smooth transition autoregressive
(ESTAR) process. The procedure and illustration of ESTAR model is shown in the
Appendix.

3.2 Nonparametric Cointegration Test

The nonparametric cointegration test developed by Herman J. Bierens (1997) and
Johansen’s LR approach (Seren Johansen 1988; Johansen and Katarina Juselius
1990) have similar properties. These properties are derived from the solutions to the
test statistics for a generalized eigenvalue problem. However, the main difference is
that in Bierens’ nonparametric cointegration approach, the generalized eigenvalues
are formulated based on two random matrices, which are constructed independently
of the data generation process. In Johansen’s approach, the system variables in levels
and the first differences are constructed in the fixed-weight matrices.

Bierens’ nonparametric cointegration test considers the following framework:

7myand 7z; are the optimal mean and trend terms, respectively, and y, is a zero-mean

unobservable process such that Ay, is stationary:

Z, =7y +mt+y,. (1)

Bierens’ method does not require the specification of a data generation process
for Z,, and this method is based on the generalized eigenvalues of the matrices 4,

and (B, +cT*4;"). The illustrations about the elements and procedure of Bierens’s

nonparametric cointegration method are shown in the Appendix. As noted by Bierens
(1997), one of the major advantages of this nonparametric cointegration test is its
superior ability to detect cointegration, especially when the error-correction mecha-
nism is nonlinear.

3.3 Estimations of the VECM or VAR

With the continued increase of the number of informed traders who have simultane-
ously invested in the stock and used house markets, price changes in such markets in
the four Asian Tigers and China may occur simultaneously. With the aim of clarify-
ing whether informed traders substantially participate in a single market or both mar-
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kets, this part of the study individually examines each of the four Asian Tigers and
China, to determine which market has more information implications in the process
of price discovery. Working from the assumption that a long-term equilibrium exists
between stock prices and house prices in these regions, as verified by David C. Ling
and Andy Naranjo (1999) and by Tuluca, Myer, and Webb (2000), we use the
VECM to determine the short-term adjustment speeds for stock and house prices that
are reverting toward equilibrium when such prices deviate from the long-term equi-
librium, and to examine which prices revert more efficiently. However, if a
cointegration relationship does not exist between the stock price and the house price
in these locations, we use a VAR model to explore the degree of dependence be-
tween prices. In what follows, this study considers a single location as a preliminary

example that allows us to construct the VECM, as in Equation (2), where ABh and

AP’ represent the house price returns and the stock price returns, respectively,
Z, = (P, —cy—c,P") represents the error-correction term for the house price P

and the stock price P°. af(a;) shows the speed of adjustment in the reversion to
equilibrium after the house price (stock price) deviates from equilibrium.

q q
h_ b, h h Aps h B, k.
AR  =ay+ayZ, + Zai+1APt—i +Zai+1+qAPt—i +é&
i=1 i=1
2
q q A
s _ S S N S N N
AR =ay+a;Z, +zai+1APt—i +Zai+1+qAPt—l T& -
i=1 i=1
If a cointegration relationship exists between the current house price and stock

price, a/'and a; should have the “opposite” signals. If |a;| is less than ‘alh‘ (s=h),

the stock price will revert to equilibrium more rapidly than the house price, which
means that the stock price will have a greater influence on price discovery than the
house price (referring to Qian Sun, Wilson H. S. Tong, and Yuxing Yan 2009). Then,
we use one of the countries as a preliminary example to construct the VAR model, as
in Equation (3):

i

q q
h_ h h A DS h h h.
AP! =aj+Y al AR+ al\ AP +¢];
i=1 i=1
. . ®3)
s _ s s K s h s
AP’ =aj+) alAP’;+> a} AP +& .
i=1 i=1

3.4 Nonlinearity Test and Estimations of the STVECM or STVAR

To further capture the different return dynamics of both the small and large devia-
tions from the comovement between stock and house prices, this study uses the
STVECM to allow for a smooth transition between different types of return behavior
in different regimes. Thus, Equation (1) can be rewritten as follows:
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h _ s
AF; ao +a1 l+zaz+lAPt i +Zaz+l+q

q q
h, ph h Aps h h h
(ﬁo +PiZ, +Zﬂi+lAPt—i +Zﬂi+l+qAPt—i]xF(Zt—d D)+ E

i=1 i=1

_ K h
AP’ =a} +aZ,_ 1+Zal+1AP, ,+Za,+1+qAP
i=1 i=1

q q
¢ ¢ ¢ ¢ ¢ h ¢
(ﬂé +BZ + ZﬁiilAPtb—i + ZﬂiinAPt—z} XF(Z_q:7,7)+ &

i=1 i=1

However, if a cointegration relationship does not exist between stock and
house prices in any given location, we use the STVAR to smoothly transform the
return dynamics under different regimes and to capture the different dynamics of the
stock price returns and the house price returns under the lower and higher return re-
gimes by location. Thus, Equation (3) can be rewritten as follows:

b= af +ZahAP‘ +Zal+q {,b’o +Zﬂ AR, +Zﬂl+q J

i=1

F(Ar,_y:y,0)+é&];

q
—a0+2a AP;Z+Za,+q (ﬂo +Zﬂ1 +ZﬂiS+qAPtlii]x
i=1

i=1

®)

F(Ar_g:7,70)+¢/.

The STVECM or STVAR is theoretically superior to the threshold model,
which directly imposes an abrupt change in parameter values.F(Z,_,:7,7)
(F(r,_y :7,7)) in Equation (4) (Equation (5)) is the smooth transition function. As

numerous traders in the stock and house markets act simultaneously and heterogene-
ously due to differing market expectations, the STVECM or STVAR is more appro-
priate to describe investment behavior associated with gradual changes according to
different market compositions. This will only be a threshold transition model if all
participants act simultaneously in the housing and stock markets. The STVECM
(STVAR) is governed by the continuous transition function F(Z,_,:y,7)

(F(Ar,_g:y,7)). Z,_,1s the transition variable, d is the optimal lag length of the tran-
sition variable Z,_, and Ar,_, represents the fluctuation in the monthly deposit inter-
est rate before period d. y is the smoothness parameter that measures the speed of

transition from the regime with small deviations to the regime with large deviations
and 7 is the threshold parameter that determines where the transition occurs. As in
Timo Terésvirta (1994), two alternative specifications of the transition function in
Equation (4) (Equation (5)) are considered:
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F(Z,_;:y7,7)= {l + exp[— v(Z,_g - T)/O-Zr—d ]}'1,7 > 0. (6)
-1

F(Ar_;:y,7)= {1 + exp[— 7(Ar_g—1) Oy, ]} ,y>0. (7)

F(Z,_;:y,7)=1+ expl— v(Z,_4— 7)? log,, J,;/ >0. (8)

F(Ar_;:y,7)=1+ expl— y(Ar_y — r)2 /O, J,}/ >0. 9)

Equation (4) (Equation (5)) with transition function (6) (Equation (7)) is called
the logistic STVECM or LSTVECM (logistic STVAR or LSTVAR). The
LSTVECM (LSTVAR) implies different dynamics for the two return regimes with a
smooth transition function F(Z,_, : y,7)= 0~ 1 as Z,_;=-~+wo . A logistic transi-
tion function allows the parameters of the STVECM (STVAR) to change monoton-
ically with Z,_, (Ar,_;). The illustrations about the characteristic and translating pro-

cess of LSTVECM (LSTVAR) and ESTVECM (ESTVAR) are shown in the Appen-
dix.

Equation (4) (Equation (5)) with transition function represented by Equation
(8) (Equation (9)) is called the exponential STVECM or ESTVECM (exponential
STVAR or ESTVAR). This equation implies that there are different dynamics in the
transition period but similar dynamics under the extreme regimes, for F(Z,_; : y,7)

(F(A&r,_g:7,7)) = 1 as|Z,_4| > +oo(|Ar,_y| - +0). The ESTVECM (ESTVAR) may

be viewed as a generalization of the TVECM (TVAR) with two thresholds used to
distinguish among three regimes, where one is within the equilibrium and two are
outside the equilibrium. The ESTVECM (ESTVAR) allows the parameters to change
symmetrically around r with Z,_; (Ar,_,).

4. Empirical Results
4.1 Results of the Unit Root Tests

The results of the KSS nonlinear stationarity test in Table 2 indicate that the used
house price and corresponding stock price series in China and the four Asian Tigers
all have linear unit roots with stationary first-order differences, confirming that the
used house prices and stock prices are I(1) sequences in these Asian countries. Given
the presence of nonlinearity, this study uses the powerful nonparametric
cointegration tests proposed by Bierens (1997) to separately examine the
cointegration relationship between the used house prices and stock prices in China
and the four Asian Tigers.

4.2 Results of the Nonparametric Cointegration Test
Table 3 presents the results for both the 4,
the four Asian Tigers. The A

min

and g, (r,) test statistics for China and
test results for China, South Korea, Singapore, and
Taiwan refute the hypothesis of » = 0 and support that of » = 1, and the minimum
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value of the g, (#,) statistic appears in the cointegration rank of » = 1. These results
consistently imply that there is comovement between house and stock prices in these
Asian countries. Therefore, we use the comovement relationship in each region to
establish the models for the short-run dynamics of house and stock prices. The A,

test results for Hong Kong support the hypothesis of 7 = 0 and the minimum value of
the g, (7)) statistic appears in the cointegration rank of » = 0, implying that there is
no comovement trend. Thus, we consider a non-comovement relationship (excluding
the error-correction term) to establish a model for the short-run dynamics of house
and stock prices in Hong Kong.

4.3 Nonlinear Test Results and Estimation Results for the VECM (or VAR) and
STVECM (or STVAR)

The results of the Wald test of linearity against the nonlinear STVECM or STVAR in
Table 4 provide significant evidence of nonlinearity in the relationship between
house and stock prices in China and the four Asian Tigers. To specify d, we estimate
a range of values for d, (1<d <6), in which the F-statistics with the minimum p-

value or the maximum F-statistics determine the optimal value of d. The results pre-
sented in Table 5 show that H j; is rejected for d =5 (d = 2) and d = 3 in China (South

Korea, Taiwan) and Hong Kong, indicating that the ESTVECM and ESTVAR are
more appropriate models, while H,, is rejected for d = 2 in Singapore, indicating that
the LSTVECM is a more appropriate model. The Z,_; coefficients of house and stock
prices in China, Korea, Singapore and Taiwan, as shown in Tables 6, 7, 8, and 9, all
exhibit mean reversion toward equilibrium. In addition, the absolute values of the
house price coefficients of the VECM in China, Korea, Singapore, and Taiwan are all
smaller than those of the stock price coefficients. Thus, we can conclude that the
mean reversion speed of house prices is greater than that of stock prices. This finding
implies that the used house market drives the comovement equilibrium of house and
stock prices.

To explore the predictive power of used house and stock prices in these Asian
countries, this study uses the widely accepted and detailed Granger (1969) causality
test to separately analyze the lead/lag relationship between house and stock prices.
Results of the Granger causality test show that stock prices drive house prices in all
regions, except in South Korea where the opposite result is observed. This result may
be attributed to some investors opting to rebalance their portfolios by selling stocks
and purchasing other assets, such as houses, to diversify their risks after their wealth
increases resulting from the rise in stock prices in China, Singapore, Taiwan, and
Hong Kong. Hence, this can lead to a natural surge in the respective housing markets
of these regions (Panayotis Kapopoulos and Fotios Siokis 2005; Liu and Su 2010). In
addition, the individual house and stock returns under LSTVECM (or STVAR) in
China and the four Asian Tigers will have relatively lower residual variance than
those under VECM (or VAR) without any evidence of the ARCH effects or error
autocorrelation. The combined house and stock returns under STVECM (or STVAR)
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have lower AIC and SBIC values than those under VECM (or VAR), and their like-
lihood values are larger than those under VECM (or VAR).

The results for the house and stock returns under the STVECM (or STVAR) in
Tables 6, 7, 8, 9, and 10 consistently show positive 7 estimates and most of them are
large, indicating that there is a rapid transition from one regime to another. Although
the partial values of y are not significantly different from zero, Lucio Sarno (2000)
argues that the statistical significance of » is not in question because the null hy-
pothesis of linearity in the housing and stock markets has already been rejected by
earlier tests. This finding confirms that the error-correction process for house and
stock prices is a smooth transition. Terdsvirta (1994) claimed that the statistical in-
significance of yshould not be interpreted as evidence of weak nonlinearity. Nicholas
Sarantis (1999) further highlighted the difficulty of estimating . The estimated re-
sults for the smooth transition functions in the housing and stock price dynamics in
China and the four Asian Tigers are listed in Equations (6), (7), (8), (9) and (10).
These results further confirm that the smooth transition functions for house and cor-
responding stock returns in China, South Korea, Taiwan, and Hong Kong follow the
exponential transition type, whereas those in Singapore followthe logistic transition
type.

China: F(Z, s | 7,7) = {| - exp[-92.219(Z, s +0.081)"]}

(10)
F(Z,_s | 7,7) = | —expl-151.166(Z,_; +0.064)1};

South Korea: F(Z,_, |y,7)= {1 —exp[—18.588(Z,_, - 0.017)2]} )
F(Zy | 7,7) = {l - exp[-84.060(Z,_, -0.072)"1;
Singapore: F(Z,_, | y,7) = {1 +exp[-0.05(Z,_, - 0.24)/0.1 15]}'1

(12)
F(Z, 5 |7.7) = {1+exd-3.06Z, , -0.22)/0.1 5]
Taiwan: F(Z,_, |7,7) = | - exp[-453.810(Z,_, -0.162) 1} )
F(Zy | 7,7) = |- exp[-34.060(Z, , - 0.143)1};
Hong Kong: F(Ar,_, | 7,7) = fl - exp[—158.849(Ar;_ -0.131)2]} ”
F(Ar,_y | 7,7) = {| —exp[—604.860(Ar,_; -0.007)1}.

Regarding the house and stock returns in China, we should note that the transi-
tion from the lower, smaller deviation to the symmetric upper, larger deviation is
nearly instantaneous around the threshold values of Z,_s = -0.58, -0.08 to 0.50, and
-0.50, 0.06 to 0.62. For the house and stock returns in South Korea, the transition
from the lower, smaller deviation to the symmetric upper, larger deviation is nearly
instantaneous around the threshold values of Z,_, = -0.43, 0.02 to 0.46, and -0.31,
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0.07 to 0.44. For the house and stock returns in Singapore, the transition from the
lower regime to the higher regime is at the threshold values of Z,_, = 0 to 0.24 and 0
to 0.22. For the house and stock returns in Taiwan, the transition from the lower,
smaller deviation to the symmetric upper, larger deviation is nearly instantaneous
around the threshold values of Z,_, = -0.20, 0.16 to 0.52, and -0.26, 0.14 to 0.54. For
the house and stock returns in Hong Kong, the transition from the lower, smaller re-
turn regime to the symmetric upper, larger return regime is nearly instantaneous
around the threshold values of Ar,_y=-0.28, 0.13 to 0.41, and -0.46, 0.01 to 0.48. In
China, South Korea, Taiwan, and Hong Kong, the short-run return dynamics of the
house and stock prices reach the lower regime as
Z, =72, 7,2, 5 —7,Z, ,—7,Ar,_3—7—>0and F(Z,_s|y,7), F(Z,_,17,7),
F(Z 5| y.0), F(Zs| 7,0, F(Zi o | 7,0, F(Z, 5 | 7,7), F(Z,5 | 7,0), F(Ar 5 [7,7) >0
whereas they reach the upper regime asZ,_s-7,Z7Z,_,-7,2Z,_,-7,7Z,_,—1,
Ar_s—t—>-0 and+oo andF(Z,_5|7,7),F(Z, 5 |7.7), F(Z, 5 |7,7), F(Z, 5 17,7),
F(Ar_5|y,7)—>1.

In Singapore, the short-run return dynamics of the house and stock prices
reach the lower regime as Z, s-7,Z,,-7,Z, ,—-7,Z,_,—7,Ar,_y—7—>—0 and
F(Z,s1y.0), F(Ziy17:0) F(Z57.0), F(Ziy|y,7), F(Ar_31y,7) >0, whereas
they reach the higher regime asZ, s -7,Z, , -7,Z, ,—7,Z, 5 —7,Ar,_y—7 - —oand
F(Z, 5| 7:0), FZyy |10 F(Zy | 1,0, F(Z, | 10, F (A | 7,7) > 1. Thus,  the
short-run adjustment dynamics for the negative and positive upper regimes are sym-
metric around 7 in China, South Korea, Taiwan, and Hong Kong, whereas those for
the large positive and negative deviations are asymmetric around 7 in Singapore.

The Z,_, coefficients of the used house (composite stock) returns in China

with large negative and positive deviations are both -0.648 (2.164), and the Z,_; coef-

ficients of the housing price (composite stock) returns in South Korea with large
negative and positive deviations are both -3.322 (46.059). The Z,_, coefficients of the

Sinyi house price (weighted stock) returns in Taiwan with large negative and positive
deviations are both 4.239 (49.805), whereas the Z,_, coefficients of the house price

(stock price) returns in Singapore with large negative and positive deviations are
2.510 (-31.354) and 1.314 (-34.445), respectively. These results reveal that rapid
mean reversions to the equilibrium of stock prices and housing prices with large neg-
ative and positive deviations consistently occur in China, South Korea, Singapore,
and Taiwan. Regardless of the existence of large positive deviations (i.e., when stock
prices are significantly higher than house prices) or large negative deviations (i.e.,
when stock prices are significantly lower than house prices), the speed of adjustment
with which house prices revert to equilibrium is greater than that for stock prices

based on [of + A [(af |or|al + B D<lai + A () or|ai + 4 ])  for
ESTVECM (LSTVECM). This may be because the returns are higher and the fre-

quency of price changes is lower for investments in used houses relative to stocks.
Thus, the speed of adjustment with which used house prices revert to equilibrium is

PANOECONOMICUS, 2018, Vol. 65, Issue 1, pp. 37-63

49



50

Hao Fang, Yen-Hsien Lee and William S. Chang

all greater than that for stock prices in the four countries. Specifically, when stock
prices are significantly higher than house prices (i.e., when large positive deviations
exist), informed traders will tend to purchase relatively cheaper houses and the incen-
tive to buy houses will increase. Thus, the speed of adjustment with which house
prices revert to equilibrium will be greater than the speed of adjustment for stock
prices. Nevertheless, when stock prices are significantly lower than house prices (i.e.,
when large negative deviations exist), the speed of adjustment of house prices when
prices revert to equilibrium will still be higher than the speed of adjustment for stock
prices, perhaps due to the high profitability of used houses.

Moreover, the adjustment speeds with which the house and stock prices revert
to equilibrium for large positive and negative deviations are all equal in China, South
Korea, and Taiwan based on ESTVECM, whereas they are unequal in Singapore
based on LSTVECM. This finding may be due to the fact that the habits of investors
simultaneously investing in used houses and stocks are very rigid in China, South
Korea, and Taiwan because these regions are deeply affected by the Chinese cultural
notion that land equals wealth and moderation. Consequently, more government lim-
its of trading prices and volumes are imposed in both the used house and stock mar-
kets. Regardless of whether large positive deviations (when stock prices are signifi-
cantly higher than house prices) or large negative deviations (when stock prices are
significantly lower than house prices) occur, the incentives to invest in used houses
and stocks remain nearly unchanged. Therefore, the adjustment speeds with which
house and stock prices revert to equilibrium under the two regimes tend to be equal.
However, the investing habits in Singapore, where it is more international than the
other four countries and where there are less government limitations for foreign in-
vestors buying the used houses, are somewhat different with regard both house and
stock prices.

In summary, the empirical results indicate that, when large deviations occur
between house and stock prices in China, South Korea, Singapore, and Taiwan, the
house and stock prices will revert to equilibrium, and the adjusting patterns of short-
run return dynamics in both markets become quite evident. However, small and large
deviations between housing and stock prices may exhibit different return dynamics
based on the heterogeneous behaviors of different investors. Thus, the short-run price
adjustments of reverting to equilibrium between both markets can follow the gradual
and smooth translating process. More specifically, when large deviations from equi-
librium between the prices of houses and stocks in these Asian regions exist, arbitra-
geurs or hedgers become more confident in driving the prices of the two markets in
the appropriate direction based on lower risk exposure. Thus, house and stock prices
in these areas will quickly revert to equilibrium, and the adjusting speed of used
house prices reverting to equilibrium is all greater than that of stock prices. Con-
versely, when small deviations from equilibrium occur between the prices of houses
and stocks, the arbitrageurs tend to be exposed to greater price risk and potentially
adverse market movements if they pursue a price correction; thus, arbitrageurs exhib-
it price persistence in the house and stock markets. Our analysis demonstrates that
the STVECM is appropriate for modeling the short-run return dynamics of the devia-
tions from the comovement equilibrium between house and stock prices in China,
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South Korea, Singapore, and Taiwan. Furthermore, the ESTVECM is appropriate for
modeling the short-run return dynamics of the deviations from the comovement equi-
librium between house and stock prices in China, South Korea, and Taiwan, whereas
the LSTVECM is appropriate for modeling the same relationship in Singapore. In
addition, although no cointegration between house and stock prices exist in Hong
Kong, the ESTVAR is appropriate for modeling the small and large return dynamics
between the housing and stock markets.

5. Conclusion

The study has several main contributions to the literature. First, we use the more
powerful nonparametric cointegration test to confirm the existence of a nonlinear
cointegration relationship between house and stock prices in China, Korea, Singa-
pore, and Taiwan. Second, we demonstrate the appropriate application of STVECM
on analyzing the adjustment efficiency of short-run house and corresponding stock
return dynamics in these Asian regions. Our findings also support the theory con-
cerning the interaction between arbitrageurs and noise traders as well as the argument
about the gradual and smooth translating process of short-run return adjustments in
the used house and stock markets. We demonstrate that the price transmissions of
used houses in reversing the equilibrium are faster than those of stocks. In addition,
except for South Korea, a wealth effect caused by a price discovery function from the
stock market exists in all regions. The adjusting speeds of return dynamics are equal
in the region affected by Chinese culture, but those are unequal in the region affected
by international characteristic. The results of our analysis on the relationships of
long-run equilibrium, short-run adjustment, and causation between the housing and
stock markets in China and the four Asian Tigers are a useful guide, especially for
the related institutional investors, who often participate in arbitrage trading, dynamic
hedging strategies, and asset allocationin both markets of these Asian regions.
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Appendix
1. List of Tables

Table 1a Descriptive Statistics of Used House Index Returns in China and the Four Asian Tigers

Items China Korea Singapore Taiwan Hong Kong

Mean 0.009 0.009 0.002 0.009 0.002
Median 0.008 0.006 0.003 0.006 0.003
Maximum 0.059 0.080 0.146 0.146 0.093
Minimum -0.013 -0.080 -0.152 -0.103 -0.126
Std. dev. 0.012 0.026 0.054 0.040 0.030
Skewness 1.289 -0.481 -0.318 0.599 -0.334
Kurtosis 5.271 6.328 4.071 5.283 4.774
Jarque-Bera 49.160 28.497 3.879. 13.569 30.686
[0.000] [0.000] [0.144] [0.001] [0.000]

Ljung-Box Q(4) 171.640% 9.946* 33.033** 0.599 92.449*+

Ljung-Box Q(8) 176.690*** 13.381* 43.550*** 4.886 114.060***

Notes: Numbers in [ ] indicate the p-values of the Jarque-Bera statistics. ***, **, and * denote significance at the 1%, 5%
and 10% levels, respectively.
Source: Authors’ calculations.

Table 1b Descriptive Statistics of Stock Index Returns in China and the Four Asian Tigers

Items China Korea Singapore Taiwan Hong Kong
Mean 0.006 0.012 0.005 -0.004 0.006
Median 0.019 0.017 0.015 0.008 0.010
Maximum 0.243 0.638 0.394 0.732 0.265
Minimum -0.283 -0.518 -0.424 0472 -0.348
Std. dev. 0.092 0.181 0.143 0.195 0.330
Skewness -0.635 0.039 -0.064 0.823 -0.281
Kurtosis 4.053 5.024 4430 6.072 5.058
11.331 9.739 5.156 24.795 38.878
Jarque-Bera [0.003] 10.008] [0.076] 10.000] 10.000]
Ljung-Box Q) 17.285" 3.731 4.296" 9.348" 3414
Ljung-Box Q(8) 21,685 8.558 7,684 18.048" 9.257

Notes: Numbers in [ ] indicate the p-values of the Jarque-Bera statistics. ***, **, and * denote significance at the 1%, 5%
and 10% levels, respectively.

Source: Authors’ calculations.

Table 2 Nonlinear KSS Unit Root Test Results for House and Stock Prices

Region Statistics Level pouse e 15U diff, Level Sk pree TS,
China Fstatistos of § 1.491(1) 12,7231 -1.482(1) 19.377(1)*
Korea t-statistics of 5 -1.247(1) -13.532(1)** -1.129(1) -19.831(1)**
Singapore tstatistios of § 0.891(1) 2.540(1) A.657(1) 1.984(1)*
Taiwan Fstatistics of 1.524(2) 81352 1.376(3) 92483
Hong Kong tstatistos of § 1.604(2) 1,257 -1.580(1) A2.345(1)*

Notes: Numbers in ( ) indicate the lag lengths (k) from Equation (2). Critical values for the t-statistics of 5 are tabulated in

Kapetanios, Shin, and Snell (2003), and the values at the 10%, 5% and 1% levels of significance are -1.92, -2.22 and -2.82,
respectively.

Source: Authors’ calculations.
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Table 3 Bierens’ Nonparametric Cointegration Tests for House and Stock Prices

5% critical  10% critical

2 min Statistics China Korea Singapore Taiwan Hong Kong value value
Ho:r=0
Ho:r=0 0.001* 0.010* 0.005** 0.008* 0.001* (0,0.017) (0, 0.050)
Ho:rz1.
Ho:rs1 0.347 0.215 0.402 0.452 0.347 (0, 0.054) (0,0.111)
Hoir=2
g, (1) statistics China Korea Singapore Taiwan Hong Kong
n=0 35.631 37.243 38.885 34.872 25.310
rn=1 21.016 26.383 27.628 23.943 29.686
n=2 38.537 39.886 40.550 36.375 39.798

Notes: ***, **, and * denote significance at the 1%, 5% and 10% levels, respectively.
Source: Authors’ calculations.

Table 4 Wald Test of Linearity against Nonlinear STVECM or STVAR in China and the Four Asian

Tigers
Region d 1 2 3 4 5 6
China Ho F-stat 23.370 21.960 25.047 31.671 42.780 29.182
p-value 0.325 0.402 0.245 0.063* 0.003*** 0.110
Korea Ho F-stat 16.423 29.221 23.194 12.210 11.558 10.903
p-value 0.424 0.023* 0.109 0.729 0.773 0.815
Singapore Ho F-stat 9.509 62.154 59.518 64.340 55.038 41.549
p-value 0.947 0.000** 0.000** 0.000** 0.000*** 0.001**
Taiwan Ho F-stat 27.116 43.936 22.618 8.964 17.193 11.384
p-value 0.028** 0.000*** 0.093* 0.879 0.307 0.725
Hong Kong Ho F-stat 16.682 23.139 29.553 6.126 13.480 23.036
p-value 0.338 0.081* 0.014** 0.978 0.565 0.083*

Notes: The specification and null hypothesis of the nonlinear STVECM (or STVAR) are given in Equations (14) (or (15)) and
(16), respectively. d is the optimal lag length of the transition variable Zis. The test statistics are adopted in the Wald test,
and the specification of the test statistic is listed in Equation (18).

Source: Authors’ calculations.

Table 5 Model Specifications for the LSTVECM versus ESTVECM in China and the Four Asian

Tigers
Region d Hos p-value Hos p-value Hoz p-value
1 10.870 0.144 9.201 0.239 3.140 0.872
2 6.145 0.522 12.591 0.083* 3.184 0.868
China 3 13.514 0.061* 7.307 0.398 3.778 0.805
4 7.780 0.352 20.717 0.004*** 2.526 0.925
5 10.151 0.180 27.830 0.000*** 3.458 0.840
6 7.286 0.400 18.653 0.009*** 2.867 0.897
1 3.272 0.658 6.784 0.237 6.758 0.239
2 8.740 0.120 14.765 0.011* 3.901 0.564
Korea 3 9.654 0.086* 9.696 0.084* 3.019 0.697
4 1.217 0.943 5.934 0.313 5.526 0.355
5 4.408 0.492 2473 0.781 4.635 0.462
6 1.516 0.911 1.563 0.906 8.729 0.120
1 1.339 0.969 2.207 0.900 6.835 0.336
2 20.387 0.002*** 11.884 0.065* 18.473 0.005***
Singapore 3 2777 0.836 9.083 0.169 45.898 0.000***
4 6.483 0.371 6.209 0.400 49.093 0.000***
5 24132 0.000*** 5.404 0.493 15.651 0.016**
6 8.828 0.184 11.756 0.068* 17.724 0.007***
1 10.097 0.073* 5.623 0.345 10.418 0.064*
2 13.061 0.023* 17.232 0.004*** 9.287 0.098*
Taiwan 3 12.131 0.033** 4.247 0.514 4.964 0.420
4 1.850 0.870 3.750 0.586 3.971 0.554
5 3.595 0.609 6.574 0.254 7.084 0.215
6 0.458 0.994 2.975 0.704 8.771 0.119
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1 4.898 0.429 3.809 0.577 7.943 0.159
2 12.238 0.032* 3.649 0.601 6.863 0.231
Hong Kong 3 5.845 0.322 15.233 0.009™* 7.980 0.157
4 2.835 0.725 1.858 0.868 1.480 0.915
5 1.873 0.866 2.634 0.756 9.176 0.102
6 3.314 0.652 9.873 0.079* 9.783 0.082

Notes: The null hypothesis of the nonlinear model specification for the LSTVECM versus the ESTVECM is given in Equa-
tion (19). d is the optimal lag length of the transition variable Z.4. The test statistics are adopted in the Wald test, and the
specification of the test statistic is given in Equation (18).

Source: Authors’ calculations.

Table 6 Estimated STVECM and VECM Results for House and Stock Returns in China

Variables Coefficients VECM-estimate ESTVECM-estimate
Apt Apj Apt Apj
Constant ao 0.156(1.967*) 1.408(1.273) -0.330(-0.833) -23.358(-20.523***)
Zt1 ar -0.554(-1.961%) 1.071(0.276) -1.686(-1.979*%) 0.376(0.093)
Apl, az 0.832(16.484**) 2.437(1.756%) 1.536(5.206™**) -9.082(-6.471**)
AA?,[I’ a3 0.018(2.660**) -3.243(-2.383) 0.049(2.125) -42.288(-30.815**)
t-2
Api_, as 0.218(2.227*) -24.291(-24.668"*)
Constant Bo 0.491(1.194) 24.526(12.215"**)
Ze-1 Br 1.038(0.586) 1.788(1.992*)
Apl B2 -0.925(-3.342***) 11.577(2.230)
S

Apfh‘ b Bs -0.036(-1.399) 39.091(4.125*)

Ap;_,

Ap;_, B4 24.526(3.814**)
Transition speed y 92.219(2.175*) 151.166(9.827**)
Threshold value T -0.081(-7.467*) 0.064(5.012**%)

Granger causality test <5.854***> <0.070>

ARCH-LM (1) 0.901[0.342] 0.384[0.536] 1.666[0.197] 0.405[0.524]
ARCH-LM (4) 11.023[0.026] 5.731[0.220] 7.890[0.096] 5.727[0.220]
L-B Q(6) 3.077[0.545] 8.155[0.086] 1.434[0.838] 10.070[0.189]
L-B Q(12) 14.122[0.293] 15.058[0.238] 11.902[0.454] 14.783[0.254]
SSR 37.822 8043.580 27.944 7145.295
Likelihood value -5042.549 -2180.461
AIC 1424.165 888.624
SBIC 1480.581 911.889

Notes: The specifications of the STVECM and VECM are given in Equations (11) and (12), respectively. The numbers in ()
are the t-statistics, those in <> are the F-statistics and those in [ ] are the p-values. ***, ** and * denote significance at the
1%, 5% and 10% levels, respectively.

Source: Authors’ calculations.

Table 7 Estimated Results of STVECM and VECM for House and Stock Returns in Korea

Variables Coefficients VECM-estimate ESTVECM-estimate
Apt Ap} Ap} Api
Constant ao 0.637(1.848") 2.865(1.143) 1.253(3.637***) -36.226(-14.454**)
Ze1 ar -3.322(-1.146) 46.059(2.122") -4.980(-1.717%) 21.533(0.992)
A;t v a 0.292(2.406™) -2.112(-2.326") -0.353(-2.912") -41.204(-45.362"")
t-2
Ap;i_, as 0.194(1.530) -24.333(-192.522***)
Constant Bo -0.616(-1.823%) 39.091(42.058**)
Ze1 B 1.658(0.920) 24.526(0.236)
A;t v B2 0.644(1.928%) 39.091(29.843*)
t-2
Api_, Bs 24.526(16.730"*)
Transition speed y 18.588(0.945) 84.060(93.147**)
Threshold value T 0.017(0.337) 0.072(4.346*)
Granger causality test (1.005) (2.764*)
ARCH-LM (1) 0.004{0.949] 0.003[0.959] 0.003[0.954] 0.003[0.959]
ARCH-LM (4) 1.345[0.854] 12.427[0.014] 1.358[0.851] 12.427[0.140]
L-B Q(6) 3.238[0.519] 4.072[0.396] 3.179[0.528] 4.072[0.396]
LB Q(12) 12.257[0.425] 12.475[0.408] 12.002[0.446] 12.475[0.408]
SSR 352.576 18904.257 320.475 17089.962
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Likelihood value -4226.640 -2203.554
AlC 564.068 550.016
SBIC 977.929 941.797

Notes: The specifications for the STVECM and VECM are given in Equations (11) and (12), respectively. The numbers in ()
are the t-statistics, those in <> are the F-statistics and those in [ ] are the p-values. ***, ** and * denote significance at the
1%, 5% and 10% levels, respectively.

Source: Authors’ calculations.

Table 8 Estimated STVECM and VECM Results for House and Stock Returns in Singapore

Variables Coefiicients VECM-estimate LSTVECM-estimate
Apt Ap§ Apf Ap§
Constant o 0.032(0.064) 0.432(0.242) 89.650(0.007) 0.431(0.242)
Ze-1 ar -6.648(-1.047) -31.350(-2.175™) 2.51(0.281) -31.352(-2.175*)
Ap; az 0.226(5.606"*) -0.049(-0.340) -1.670(-0.062) -0.056(-0.341)
Constant Bo -163.782(-0.045) 1.583(0.982)
Ze-1 B1 -1.196(-0.693) -3.093(0.098)
Ap;, B2 35.790(0.045) 2.531(1.283)
Transition speed y 0.085(0.004) 3.065(1.673%)
Threshold value T 0.240(0.009) 0.221(2.733"**)
Granger causality test (23.087***) (1.850)
ARCH-LM (1) 0.274[0.600] 0.120[0.729] 1.241[0.265] 0.119[0.730]
ARCH-LM (4) 7.448[0.114] 21.229[0.000] 6.059[0.195] 2.123[0.285]
L-B Q(6) 14.433[0.006] 3.636[0.458] 8.040[0.090] 3.639[0.457]
L-B Q(12) 18.533[0.100] 9.046[0.699] 12.165[0.433] 9.053[0.698]
SSR 866.436 11050.066 462.188 11040.067
Likelihood value -2034.582
AIC 561.301
SBIC 573.767

Notes: The specifications for the STVECM and VECM are given in Equations (11) and (12), respectively. The numbers in ()
are the t-statistics, those in <> are the F-statistics and those in [ ] are the p-values. ***, ** and * denote significance at the
1%, 5% and 10% levels, respectively.

Source: Authors’ calculations.

Table 9 Estimated STVECM and VECM Results for House and Stock Returns in Taiwan

Variables Coefficients VECM-estimate ESTVECM-estimate
Apt Ap? Apt Ap?
Constant a0 0.984(1.806") 0.001(0.005) 12.513(5.208™) 11.529(4.161)
Zt-1 ar 5.381(1.646%) 27.970(1.656%) -80.778(-4.635"*) 10.714(0.636)
Ap; ’Ap,’ll az 0.058(2.120**) 0.067(0.096) -1.615(-3.891**) -24.514(-36.157**)
Constant Bo -11.165(4.507*) 11.577(5.380"%)
Ze1 B 85.017(4.798™) 39.091(1.918)
Apf,] ‘Ap,h,, B2 1.745(4.232*) 24.526(2.987**)
Transition speed v 453.810(4.595") 34.060(3.152*)
Threshold value T 0.162(10.606**) 0.143(2.445")
Granger causality test (3.728") (1.921)
ARCH-LM (1) 0.743[0.389] 2.393[0.122] 0.001[0.999] 2.399[0.121]
ARCH-LM (4) 1.326[0.857] 3.050[0.550] 1.890[0.756] 3.078[0.545]
L-B Q(6) 4.251[0.373] 7.301[0.121] 4.970[0.290] 7.258[0.123]
L-B Q(12) 22.083[0.037] 33.705[0.001] 12.182[0.431] 13.601[0.358]
SSR 683.619 16903.072 308.006 16891.370
Likelihood value -2578.412
AIC 479.229
SBIC 860.617

Notes: The specifications for the STVECM and VECM are given in Equations (11) and (12), respectively. The numbers in ()
are the t-statistics, those in <> are the F-statistics and those in [ ] are the p-values. ***, ** and * denote significance at the

1%, 5% and 10% levels, respectively.
Source: Authors’ calculations.
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Table 10 Estimated STVAR and VAR Results for House and Stock Returns in Hong Kong

59

VAR-estimate ESTVAR-estimate

Variables Coefficients

Apt Ap; Apt Ap;

Constant ao 0.009(0.061) 0.578(1.002) 184.942(121.212**) 192.390(332.261**)
Ap th 0 ar 0.454(6.499"**) 0.017(0.243) -185.255(-265.677***) -115.072(-163.729***)
Ap, o 0.075(1.211) 20.909(335.534)

Ap:, as 0.161(8.767) -55.375(-300.317*%)
Ap, as 0.020(0.908) -51.404(-237 546*%)

Constant Bo -184.939(-98.145**) -191.842(-130.665"*)
Ap", B 185.711(146.215")  115.073(103.461)
Ap!, B2 -20.836(-84.713"™)

Ap!, Bs 55.537(79.936")
Ap:, B 51.422(63.882*)
Transition speed y 158.849(112.408**) 604.860(203.841%**)
Threshold value r 130.696(95.561*%) 6.779(1.254)
Granger causality test (1.191) (3.959***)
ARCH-LM (1) 0.134[0.715] 19.241[0.000] 0.126[0.723]
ARCH-LM (4) 7.823[0.098] 22.663[0.000] 7.733[0.102]
L-B Q(6) 3.267(0.514] 3.113[0.539] 3.345[0.502]
L-B Q(12) 19.230[0.083] 20.923[0.052] 20.380[0.060]
SSR 982.045 13652.468 935.166 13614.960
Likelihood value -4428.938 -3014.510
AlC 1946.913
SBIC 1970.105

Notes: The specifications for the STVAR and VAR are given in Equations (11) and (12), respectively. The numbers in ()
are the t-statistics, those in <> are the F-statistics and those in [ ] are the p-values. ***, ** and * denote significance at the
1%, 5% and 10% levels, respectively.

Source: Authors’ calculations.
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2. The Procedure and Illustration of ESTAR Model

g, is the random residual ~iid (0,6%) and @3>0 is the adjustment speed of the expo-
nential smooth transition. Under the null hypothesis H,:6 =0, Y, is a linear unit
root process, while under the alternative hypothesis H, : @ >0, Y, is a nonlinear con-
stant ESTAR process. Because y cannot be identified under the null hypothesis,

Ritva Luukkonen, Pentti Saikkonen, and Terdsvirta (1988) and Kapetanios, Shin, and
Snell (2003) used the first-order Taylor series to approximately estimate

{1 - exp(—HY,%l)}.
AY, = 1Y - exp(-0Y )|+ &, . (15)

With respect to the null hypothesis =0, Equation (15) can be rewritten as
follows:

k
AY, =L +6Y° +) pAY,  +,t=12,...T. (16)
i=l1

If the estimate does not refute the hypothesis H, : 8 = 0after it is examined,
the sequence is a unit root; otherwise, the sequence is a nonlinear constant ESTAR.

3. The lllustrations about the Elements and Procedure of Bierens’s
Nonparametric Cointegration Method

and B,, are computed as the sums of the outer-products of the weighted means

m

of Z,and AZ,, where T is the sample size.

2 m
Zkz[ Zcos(?.kﬁ(t -0.5)/T)Z, J(lcos(?.kﬁ(t -0.5)/T)Z, j 17)

t=l1

t=l1

Tz ( ZCOS(2k7r(t 0.5)/T)AZ, J(%cos@k;z(t—O.S)/T)AZ,). (18)

Like the properties of Johansen’s likelihood ratio test, the ordered generalized
eigenvalues used in this nonparametric method are the solutions to det[ 2, — 10;1=0

At this time, the pair of random matrices P, and Q, are defined as P, = 4,, and
Or=(8, +cT‘2A,;l). Thus, this method can be used to test the hypothesis of co-
integration of rank r. Bierens (1997) proposed two statistics, A,,,and g, (7)), as a
means to estimate 7. As in Johansen’s maximum likelihood procedure, the A, statis-
tic tests the hypothesis of H,(r) against H,(r +1). The g, (1) test statistic is com-
puted from Bierens’s generalized eigenvalues as follows:
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-1
(Hika Jf .1y =0;
k=1
n—r _1 n _l
gm(ro):Hthm] {T” Hz,@mJ Jf ety =Lon—1; (19)
k=1

k=n—-r+1

n
2n ) .
T I |/1k’m,=zf...r0=n.

k=1

This statistic employs the tabulated optimal values in Bierens (1997) for m
when n >r,, whereas m = n when n=r,. n is the number of system variables. This
value approaches infinite probability if r# 7, and verifiesg, (r)=0,()if r=r,.
Therefore, when y =argmin0<r < 1{§m (r)} is used, the estimator 7 is consistent; that
is, lim,_,, Pr(y,, =7)=1. This statistic can be used to reconfirm the determination of
rank .

4. The lllustrations about the Characteristic and Translating Process of LSTVECM
(LSTVAR) and ESTVECM (ESTVAR)

Ify >+, then F(Z,_, : y,7) (F(Ar,_y : y,7) )_’1 in a regime with large positive de-
viations when the Stock prices are significantly higher than house prices (with large
positive returns when the changes in the deposit interest rate are significantly high)
forZ,_; >>v(Ar 4 >>71), and F(Z,_,; :y,7) (F(Ar,_,:y,7))—0 in a regime with large
negative deviations when stock prices are significantly lower than house prices (with
large negative returns when the changes in the deposit interest rate are significantly
low) forZ, , << z(Ar_4 << 7). If y =0, the model is reduced to a linear VECM
(VAR). Because F(Z,_,:7,7) (F(Ar,_,:y,7) is not symmetric around 7> the
LSTVECM (LSTVAR) is capable of generating asymmetric short-run dynamics. The
LSTVECM (LSTVAR) can be regarded as a two-regime threshold model. When
y =0, ESTVECM (ESTVAR) model is also reduced to a linear VECM (VAR). Be-

cause the nonlinear STVECM (STVAR) can only be identified under the alternative
hypothesis of nonlinearity H, : > 0 (the null hypothesis of linearity is H,:y=0), it
is inappropriate to apply the conventional Lagrange multiplier (LM) test of linearity.
Luukkonen, Saikkonen, and Terésvirta (1988) proposed that it is feasible to replace
F(Z,_;:7,7) (F(Ar,_,:y,7)=0) with its third-order Taylor series approximation
around y =0. This study uses the Wald test to directly examine whether the parame-

ters of the third-order Taylor series expansion in Equations (20) and (21) are 0; that
is:

., , , , ,
AP = 1o+ my Wy + k) W(Z,_g) + kWi (Z,_g ) + kW (Z,_g) + 1, (20)
AP[S

' ' ' 2, 3
=10 + T W, + Ky Wi(Z,_ ) + koW (Z,_g)” + koW (Z,_y)” + 11y
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A , . , ,
AP = 1o + my W, + iy W, (A1) + koW (A1 ) + KW, (Ar_y ) + 1y, 21)
AP’ = g + 70 Wy + Ky W (A1, g ) + kg W (AT, g ) + KW, (A )’ + 173,

where W, =(Z,_;,AP .., AP AP\ ,AP! ) (W, =(APL,..,AR ,AP",..,AP" ).

After the delay parameter d with the smallest p-value is determined, the linear-
ity test is equivalent to the test of the hypothesis: It is necessary to test for linearity
with F(Z,_; :y,7)=0( F(Ar,_, : y,7) = 0) for various values of d before estimating the
nonlinear STVECM (STVAR).

Hy k) =k =kj3 =Ky =Ky =kp3=0. (22)

Auxiliary regression Equation (23) (Equation (24)) can be used to complete
the test in Equation (17). That is:

&' =mo+m W+ K W(Z )+ KW (Z, ) + KW (Z,) + i, )
&' =1ty + MW, + Ky W (Zo_ ) + kW (Z,_g)* + KW (Z,_g)’ + V2

h , , : 5 ;
& =mo+ W, + & Wi (Ar_g) + &, W (A1 )" + iqsW (Ar_g )" + vy, 24)
_ , , , 5 ;

& =yg+ Wy + 1y W (A1) + KW (AT, _g )™ + ks (Ar_y ) + vy,

where &/ (Ef) is the residual under the null hypothesis of linearity in Equation (2)

(Equation (3)). To examine the linear versus nonlinear STVECM or STVAR using
the Wald test, we use the following statistic:

glx )(ag ) by ai“”] (5 s (25)

K1'1 KVZI
where x=|x;, Ky | isa vector in the parameter estimations. All restrictions on
K3 Koz,
the parameters under the residual &/ (éf) can be expressed as H;,: g(x)=0. This is
equivalent to Equation (17). Here, g is a smooth function derived from the residual
V, in Equation (23) (Equation (24)) with g restrictions on , and the defined and cor-
responding areas of g are g : R — R®. In Equation (19), b is an estimator in the non-

restrictive parameter vector and Vv is the covariance estimation with b items. Vv is
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df (k) of (x)
oK oK

al variance in the non-restrictive situation, expressed as s> = (uu) (T — K), where u

-1
defined as v(b) = sz( j .y, and s%is a general estimator of the residu-

is a non-restrictive residual vector and 7 is the number of observations. Under a line-
ar null hypothesis, such a statistic is an asymmetric F distribution with degrees of
freedom ¢ and where T-k. Furthermore, a good way to examine whether the
LSTVECM (LSTVAR) or ESTVECM (ESTVAR) is more suitable is to implement a
sequence of tests, as in Equation (26). We consider the following sequence of the
null hypothesis in order to identify the type of transition:

Hoy 1’43 = ’f‘23 =0
Ho3:’f1'2 :szz :O|Ki3:K£3 =0; (26)
Hy, :Kil :’fvzl :0|K1|2 :Kéz :’flls :Kés =0.

We select the LSTVECM (LSTVAR) if Hy, is rejected. Under the alternative,

we adopt the ESTVECM (ESTVAR) if Hy; is also rejected. Accepting both Hy, and
Hys but rejecting Hy, means selecting the LSTVECM (LSTVAR).

PANOECONOMICUS, 2018, Vol. 65, Issue 1, pp. 37-63

63



THIS PAGE INTENTIONALLY LEFT BLANK




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


