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Abstract

This article focuses on the investment strategy of foreign investors in five different economic industries. Employing a three factors model, we advance an analysis of investment behavior. Relationships among investment behavior,  values, company size, and book-to-market ratio are calculated, to determine whether there exists a relationship of long term equilibrium among these values and investment strategy. Moreover, an error correction model is employed to examine whether the model has corrective power when short term investment behavior deviates from long term equilibrium. We also test for the existence of causal relationships among the variables explored in this article. Finally, we investigate whether bringing investment strategy under consideration has an influence on investment behavior.
Summary of findings

1. Overall, foreign investors in all five economic sectors adopted momentum strategies in their investment behavior and considered home bias in their decisions.

2. In each economic sector, home bias had a relationship of long-term equilibrium with values, company size, and book-market ratio and with investment strategy.

3. In the electronic, financial, and steel sectors, foreign investors’ home bias had corrective power in the short term.

4. The results of causal tests in each sector reveal that in the financial and textile sectors, home bias has a one way leading relationship with  values; while in the steel sector, home bias and  values have a relationship of two-way causal feedback. Sectors where company size leads home bias include electronics, finance, and steel. Book-market ratio leads home bias in only the textile sector.  
5. In each sector, company size is among the predominant factors that foreign investors take into account when making decisions. The influence of  values and investment strategy on home bias does not appear significant. Moreover, the influence of book-market ratio is not consistent across each sector. Research outcomes show that bringing investment strategy under consideration does not make a difference for home bias.
Keyword: Foreign Investment, Home Bias, Investment Strategy
I. Introduction and Literature Review

In 1983, in order to promote internationalization and liberalization of the Taiwanese stock market, the government of the Republic of Taiwan permitted Taiwanese investment firms to seek foreign capital. Following this policy decision, foreign investment organizations were actively brought into the Taiwanese stock market, particularly after 1990s, with the hopes that they would improve the structure of the Taiwanese market, increase operating efficiency, and link Taiwan with global capital flows. At the same time, the government opened the market to both Overseas Chinese and foreign investors. To create better market conditions and to strengthen the international competitiveness of Taiwanese financial markets, the ROC proceeded gradually to complete an overall three stage policy of market liberalization. With the implementation of these policies, Taiwanese markets amassed  net value of as much as 95 billion eight hundred million U.S. dollars by May 2005. The percentage of foreign capital in the total value of trading in Taiwanese stock markets has also increased, from 1.3 percent in 1996 to 16.4 percent in May 2005. Given the value and scope of foreign capital in the Taiwanese stock market, one can say that its influence increases daily. Moreover, the investment targets of foreign investors are more lively (Liu Yi-ju 2004). Thus the movement of foreign capital often serves the function of an indicator of short term trends on the Taiwanese market, having the effect of facilitating movement.
In 1995, individual investors comprised 91.9 percent of all foreign investment on the Taiwanese market. By 2005, individual investment still accounted for 68.1 percent of all foreign investment. Although showing a gradual reduction, individual investors still prevail in the structure of the Taiwanese stock market. Nonetheless, according to common wisdom, foreign investors have a more professional knowledge cadre, whose ability to gather and analyze relevant data far exceeds that of most domestic investors (Kim and Singal 1994). Thus, foreign investors have a considerable function as models and exert a leading effect on the Taiwanese stock market. Much research has shown that foreign investors occupy leadership positions in the market (You Chih-hsien and Lai Yu-chih 1999). 

As for the investment behavior of foreign investors, when foreign investors enter the Taiwanese stock market, they do not generally take the approach of investing across several industries to reduce risk; rather, their investment behavior exhibits investment behavior. In an analysis of the bias of foreign investors toward different industries, Liu Yi-ju (2004) discovered great variations across different industries. Taking the period of 2001 – 2003 as an example, Liu showed that when foreign investors operated on the Taiwanese stock market, their investment behavior varied according to the specific industry. In electronics, investment behavior was as high as 23.96 percent, while in textiles came to 11.9 percent, and in the financial industry only 8.77 percent. Foreign investors have a marked bias for certain stocks only in specific industries. In keeping with this research, in this article we have taken different industries as an important focus of our observation.
The behavior of foreign investors on the Taiwanese market exhibits investment behavior; yet stock market returns rates heavily influence investment behavior (Haugen and Baker 1996). Most previous research has followed Sharpe (1964), Lintner (1965), and Black (1972) and employed a capital asset pricing model (CAPM) to explain stock profit rates. More recent empirical studies (Basu 1977, Banz 1981, Reinganum 1981, DeBandt and Thaler 1985) have provided counterexamples to the CAPM, however, leading Fama and French (1992) to propose a “three factors  model.” Basing this model on their research on the U.S. stock market, Fama and French suggested that three factors influence stock profit rates: market risk ( value), company size, and book-to-market ratio (ME). They also proved that apart from market risk ( value), size and ME had explanatory power over stock profits as high as 83 percent and 97 percent, respectively.
While Fama and French’s model supplemented the shortcomings in CAPM theory and had explanatory power for predicted stock profits, their model did not include investment strategies. On this topic, research has produced contradictory results. Most previous research discovered that Taiwanese investment behavior was susceptible to the influence of variations in investment strategy, to the extent that foreign investors’ strategies on the Taiwanese market remain a major market concern. Choe, Kho, and Stulz (1999) demonstrated that foreign investors on the Korean stock market clearly followed momentum strategies. Karolyi’s research on the Japanese market (2002) also found that foreign investors adopted momentum strategies. However, most previous research suggest contrarian strategies. Meanwhile, Lee, Lin, and Liu (1999) found that foreign investors show a clear preference for neither contrarian nor momentum strategies. Most previous research has focused on the market in general, leading to inconsistent results. In this article, we intend to work with an assumption that each industry will vary, the better to determine whether investment strategy influences investment behavior on a industry to industry basis. This is first goal of this article.
The second goal of this article is explore whether investment behavior is in a long term equilibrium with investment strategy and the three factors isolated by Fama and French’s model. Again, empirical research on the relationship between these factors and investment behavior has arrived at conclusions that are not unanimous. As for market risk (), Badrinath, Kale, and Noe (1995) discovered that foreign investors prefer stocks of high  values; Lin and Shiu (2003) found that while foreign investors preferred stocks of small enterprises and high  values, stocks of large industries did not display a similar phenomenon. Most previous research has also demonstrated that for financial and traditional enterprises, foreign investors’ bias tended toward stocks with high  values. On the other hand, the result of studies by Kang and Stulz (1997) suggest that foreign investors prefer low  value stocks, while Shen Yu-chan could find no clear influence of  values on investors’ preferences in the electronic industry and the market generally. Lin and Shiu (2003) also showed that for large enterprises, no clear preference for  values could be discovered. Together, the above research shows that at present the influence of  value has not been empirically verified.
Nor has company size. In empirical studies Badrinath, Kale, and Noe (1995), Kang and Stulz (1997), and Dahlquist and Robertson (2001) have demonstrated a bias of foreign investors for large enterprises. Lin and Shiu (2003) arrived at similar results in their studies of the Taiwanese stock market. Most previous research also found that the larger the company, the greater the investment behavior of foreign investors. On the other hand, few of  research who took the textiles and electronics industries as the focus of research, found a negative correlation between foreign investors’ preferences and company size. As in the case of  values, the causal relationship of scale to investment behavior has not been confirmed in empirical research.
The conclusions of research on the influence of ME on investment behavior in the Taiwanese and other stock markets have also proven inconsistent. Most previous research studies of financial and traditional enterprises suggest a bias toward high ME stocks, as does work by previous research. Most previous research indicated, however, that foreign investors preferred low ME. Research discovered a bias toward low ME stocks for the market as a whole. Previous research found no significant relationship between ME and investment behavior. As in the case of the other two factors in Fama and French’s model, the influence of ME has yet to be confirmed.
Neither the relationship between investment behavior and investment strategy nor that between investment behavior and the three factors in Fama and French’s model has been proven definitively. In this article, we attempt to explore these relationships, investigating whether investment behavior is in a relationship of long term equilibrium with any or all of these factors. We will also explore whether this relationship varies according to industry. Recognizing that cointegration model tests can elicit long term dynamic relationships among variables but do not consider short term dynamics, we employ an error correction model in our analysis to explore short term dynamic adjustments among variables, thus avoiding loss of much important data. In keeping with this observation of the possible shortcomings of the model, our third goal is to determine whether our research model has corrective power when short term investment behavior deviates from long term equilibrium. Our fourth goal concerns causal relationships. We seek to determine causal relationships among investment behavior, investment strategy, and the three factors: which of these variables lead, and which lag?
Regression analysis is most commonly employed to understand the factors that influence investment behavior and investment strategy. However, regression analysis has no means to deal with the problem of high correlation of residuals. Thus in this research we have adopted a time series auto-regressive model for our analysis. This model is a dynamic statistical model which can account for the influence of the lag interval of independent variables on dependent variables, and supplements the shortcomings of regression analysis. In this article we will analyze daily foreign investment transaction records from the Taiwanese stock market to test for the influence of the three factors in Fama and French’s model on investment behavior for each of five economic industries. We will also investigate whether consideration of investment strategies influences investment behavior. These findings will provide clearer guidance for investors to follow in short term investments, the fifth goal of this article.
Although individual investors predominate in the Taiwanese stock market, individual domestic investors often rely upon foreign investment behavior as a guide in their investment decisions. This factor, coupled with the ever increasing influence of foreign investment in the Taiwanese stock market, exemplifies the impact of foreign investment on Taiwanese investors, as well as the unique role of foreign investors’ choices as part of overall investment strategy on the Taiwanese market. Moreover, given the excellent performance of foreign investment, it is beneficial to explore and test whether their investment behavior and investment strategies may be exploited as a reference material for domestic investors. This article will subject the relationship between the three factors and investment behavior to empirical testing and rigorous analysis. Focusing on five different industries, the article will explore:
1. foreign investment strategy for each industry over the research period;

2. the possibility of relationships of long term equilibrium among investment behavior and , size, and ME;

3. the corrective power of the research model when short term investment behavior deviates from long term equilibrium;

4. possible causal relations among investment behavior, the three factors, and investment strategy;

5. whether consideration of investment strategy has an influence on investment behavior.

II. Method
 2.1 Research Period, Objects, and Data Sources

Establishing the research period and objects required consideration of ongoing market liberalization, among other factors. The Taiwan Stock Exchange was not open to foreign investors for daily transactions until 7 August 2000; moreover, between 2001 and 2002, many banks rushed to reorganize themselves as financial holding companies, causing a break in samples for stocks in the financial industry. In order to produce a complete sample, the research period for this article must begin with the period following establishment of financial holding companies. Hence, the research period was set from 1 October 2002 to 28 April 2006. Following Liu Yi-ju’s research (2004), the five industries with greatest incidence of investment behavior have been chosen as objects of research, as shown in Table 1. The number of stocks with investment behavior were calculated over the research period for each economic industry; then, from among these the five stocks from each industry with greatest incidence of investment behavior were selected. As shown in Table 2, for the 888 daily transaction records, each stock included in the sample must have been on the market for the entire duration of the research period. If the company first came onto the market or left the market during the sample period, it was excluded from the research and its stock’s incidence of investment behavior was counted as zero. After employing this filter to develop the sample, 25 stocks were chosen from the parent population and subjected to research.
Data for our research was taken from the “Taiwan New Economic Journal Database,” including daily records of investment behavior, , size, ME and investment strategy for each industry. Eviews version 4.1 software was employed in data analysis. As for treatment of research variables, this article determines whether each variable is stationary and tests both the relationships and direction of influence among variables. Thus, when performing unit root and regression tests, the primitive variable condition is chosen for analysis, yielding a total of 17 variables for each industry. When taking cointegration  tests, running error correction modeling, and performing causal tests, however, the average values for each industry (for example the average value of  for the economic industry replaces individual values for Taiwan Semiconductor Manufacturing, Hon Hai Precision Industry, Advanced Semiconductor Engineering, United Microelectronics, and Compal Electronics) have been taken and further subjected to testing.
2.2 Research Methods

Research for this article was conducted in two steps. First, we employed time series tests to determine whether the data was stable. To check data stability, a unit root test was run on the data sequences. Then a cointegration  model was used to discover the cointegration  relationship among variables and to observe long term equilibrium among variables as evident in the model. After confirming that there exists a long term equilibrium among variables, an error correction model was employed to investigate conditions of short term dynamic adjustments and long term equilibrium among variables. Then, using the Granger causality test, we judged short term lead lag relationships among pairs of sequences. In the second part of our research, we intend to analyze time sequence data with a multi variance regression model. To determine for each industry whether consideration of investment strategy has an influence on investment behavior.

2.3 Experimental Model

We have employed the method of regression analysis. Using data from foreign investment in five economic industries, we have analyzed the relationship between investment behavior and daily  value, size, and ME for each company in the sample and between investment behavior and foreign investment strategy, seeking to understand whether investment behavior is influenced by these other variables. 

The regression model used in this research appears below:
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	1.dependent variable: foreign investors’investment behavior
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	2.independent variables
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S

： represents company size (unit: 100 billion NT)

company size = daily individual stock closing price multiplied by daily volume of traded shares

c. 
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N

： represents market price – equity ratio

ME = (daily individual stock closing price multiplied by daily volume of traded shares) / stock holders’ equity minus specialties stock capita

d. 
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F

： represents the operative strategy of foreign investors during the research period
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F

： represents the suppositional variable of foreign investors’ strategy during the research period. The constant (1) expresses that foreign investment took a momentum strategy during the research period, while the constant (0) expresses that foreign investors adopted a contrarian strategy during the research period.


	


III. Analysis of Experimental Results
Having employed the above tests, we will now in this section determine the correlation among foreign investors’investment behavior and  value, company size, ME, and investment strategy for each of the five industries. First we offer a descriptive analysis of investment strategies in each industry. Then single root tests are taken for each variable and a cointegration  test is used to find whether there exist long term relationships among variables. Having determined that there exist long term equilibrium among variables, we use an error correction model to examine short term adjustment. Then the Granger test is employed to determine causal relationships among variables. Finally, we run regression analyses, organize experimental results, and attempt to provide explanations for them.

3.1 Descriptive Analysis of Investment Strategies in each Industry

Table 3 gives investment strategies taken by foreign investors for each industry during the research period. From these results it is evident that foreign investment strategy had a characteristic operating mode. In the electronics industry, foreign investors tended to take momentum strategies (63.7387%), demonstrating that foreign investors generally bought stocks with established good performance while selling stocks that had performed poorly in the past. Foreign investors also tended to take momentum strategies in the financial industry (55.518%), the textile industry (52.2928%), the construction industry (56.644%), and the steel industry (57.3198S%). Thus, foreign investors generally employed momentum strategies. This finding is consistent with empirical research by Richards (2002), Karolyi (2002), Kim and Wei (2002), and Grinblatt and Keloharju (2000), who found that foreign investors generally prefer momentum strategies when investing in local markets.
3.2 Results of Unit Root Tests

When working with time series data, it is necessary first to determine whether the data series is a stationary series before proceeding with unit root tests. Otherwise, if the test outcomes exhibit instability and primitive series used in regression analyses, it may lead to the appearance of spurious regressions, resulting in the production of false inferences. In this article we use the ADF unit root test to determine whether each variable for each of the five industries comprises a stationary series. If the series is not stationary, we take steps to differentiate the data, in order to judge to which type of ranked series the series belongs. The findings of these tests appear in Table 4.
Based upon the ADF unit roots for each industry, as shown in Table 4, we can see that investment strategies in each industry, the ME of Mega Financial Holding in the financial industry, and the ME of Formosa Taffeta in the textile industry exhibit a rejection of the null hypothesis of the existence of unit roots, meaning that the primitive data demonstrates a Stationary Series I (0). All other variables, within a one percent significance level and under TERM, were non-Stationary Series.
Under conditions of no series correlation, the other series cannot significantly reject the null hypothesis, which means that the primitive sequences of variables representing the influence of foreign investment in each industry are non-stationary series. Thus to confirm that the rank mean of each integrated variable is comparable, one must subject variables to first order differentiation prior to testing.
From the statistical values of ADF tests for each variable following first order differentiation, we can observe that following first order differentiation each variable rejects the null hypothesis of the existence of unit roots within a one percent significance level. This outcome suggests that following differentiation, variables for each industry form Stationary Series, confirming that each time series has a similar integral rank I (1). According to this outcome, we will now perform follow up integration analysis tests on the data.
3.3 Cointegration Tests
According to Pantula, Graciela, and Fuller (1994), before proceeding with cointegration testing, one should first select the most fitting lag interval. In this research, we adopt the AIC rule as the basis for selection of the most fitting lag interval; outcomes of this selection appear in Table 5. Most fitting lag interval for each industry as decided through vector auto-regression model have been taken as a single interval.

Cointegration Tests is primarily to explore whether dependent and independent variables have relationships of long-term equilibrium. Outcomes of these tests, as shown in Tables 6 and 7, reveal within a 1% significance level that based upon maximum eigenvalue test, the electronics, textile, and construction industries have a first group cointegation vector. Meanwhile, the financial and steel industries have  second group cointegation vector. The results of both types of tests are consistent. This finding shows that there exists a mutual relationship of log term equilibrium among foreign investment behavior and , size, ME, and investment strategy.

3.4 Outcomes of Error Correction Model Test
Because this essay is focused on the exploration of adjustments in foreign investment behavior, only outcomes of tests for the adjustment coefficients of investment behavior have been organized in Table 8. Error correction coefficients generally reflect the condition of long term error corrections. If and when factors that influence investment behavior in a specific industry during the prior period significantly diverge from long term adjustment coefficients and are of positive value, it expresses that investment behavior will correct upwardly, with particular speed, in the following period. Conversely, when adjustment coefficients are of negative value, it means that investment behavior will downwardly correct. When correction coefficients are insignificant, it expresses that investment behavior in the given industry will not necessarily correct immediately to long term equilibrium; however, investment behavior will tend toward long term equilibrium over an extended period of time. Outcomes of the model appear in Table 8.

We can readily observe in Table 8 that error coefficients for each industry in cases where investment behavior deviates from long term equilibrium all appear as significantly negative, with the exceptions of textiles and construction, in which investment behavior correction coefficients are not significant. This shows that in electronics, finance, and steel industries, when factors that influence investment behavior in the previous period deviate from long term equilibrium, downward corrections will occur in investment behavior with particular speed.

3.5 Outcomes of the Granger Causality Test

The Granger causality test determines short term lead-lag relationships among variables. By “lead,” we mean that when a given variable rises or falls, the corresponding  variable will also rise or fall. After selecting the most fitting lag interval for each variable according to the AIC rule and setting these as a single interval in the model, we employed the Granger causality test to explore relationships among investment behavior and , size, ME and investment strategy.

3.5.1 Granger Causality Test for the Electronics Industry

As illustrated in Table 9, the outcomes of causality tests for the electronics industry show that within a 10% significance level, size has a one-way influence on investment behavior, meaning that size leads investment behavior in this industry.  values have a one-way influence over size, expressing that  leads size. Moreover,  has a one-way influence on ME and investment strategy, showing that  leads both ME and investment strategy.

3.5.2 Granger Causality Test for the Financial Industry

Outcomes of causality tests for the financial industry show that within a 10% significance level, investment behavior has a one-way influence on , showing that investment behavior leads . Size has a one-way influence investment behavior and on . ME has a one-way influence on  and on size, showing that ME leads both of these variables. Investment strategy has a one-way influence on size, showing that investment strategy leads size. Investment strategy also has a one-way influence on ME, showing that investment strategy leads ME.

3.5.3 Granger Causality Test for the Textiles Industry

As shown in Table 9, outcomes of causality tests for the textiles industry show that within a 10% significance level, investment behavior has a one-way influence on , showing that investment behavior leads . ME ratio has a one-way influence on investment behavior, showing that ME leads investment behavior. Size has a one-way influence on , showing that size leads . ME has a one-way influence on size, revealing that ME leads size.

3.5.4 Granger Causality Test for the Construction Industry

In Table 9, we can see that within a 10% level of significance, no variables have significant causal relationships over others in this industry. No lead-lag relationship exists among foreign investment behavior, , size, ME, and investment strategy.

3.5.5 Granger Causality Test for Steel Industry

Outcomes of causality tests for the steel industry demonstrate within a 10% level of significance that a relationship of mutual causal feedback exists between investment behavior and , showing that investment behavior and  have simultaneously leading relationships. Size has a one-way influence over , showing that size leads . ME has a one-way influence over , showing that ME leads . Size and ME have a relationship of mutual causal feedback, showing that ME and size lead simultaneously.

3.6 Outcomes of Multivariate Regression Test

3.61 Analysis of Situation where Influence of Investment Strategy on Holdings Bias is not under Consideration

As seen in the outcomes of regression tests shown in Table 10, the explanatory power of the model for each industry (R square) is as high as 0.982. As for  values, with a significance level of 10%,  values have a significantly negative influence on investment behavior only in the case of one company in the sample, Mega Financial Holding in the financial industry.  has a bearing not only upon the size of Mega Financial Holding’s returns but also represents a sense of security that influences investment capital. Thus from the table, one can see that when foreign investors invest in Mega Financial Holding, they prefer low . However, influence of  for other companies in the sample is by and large not significant, showing that as investors seek gains,  is not one of the primary factors that they consider. This finding is consistent with the outcomes of research by Lin and Shiu (2003).

In regard to size, in the electronics, financial, textile, and construction industries, the influence of size on foreign investment behavior is significant, except for the case of Hung Poo in the construction industry, which shows no significant influence. While for the textile industry’s Chuwa Wool Industry, size had a significantly negative influence on investment behavior, in all other cases the influence was positive. In the electronics, financial, textile, and construction industries the influence of size on investment behavior was most significant for Compal Electronics (0.825%), SinoPac Financial Holdings (0.7457%),Tong-Hwa (0.1096%), and Cathay Real Estate Development (0.0127%), respectively. This finding suggests that for large companies, there is a larger volume of market news, making information easier to acquire and transaction costs comparatively lower. In situations where transaction costs for foreign investors are higher than most domestic investors, foreign investors will prefer the stocks of large companies. This finding is consistent with the research of Dahlquist and Robersson (2001), Lin and Shiu (2003).
In the steel industry, size was not significant, with the exception of China Steel. This outcome likely results from the low growth and lack of basic industry of most stocks of traditional industries on the Taiwan stock market, which places them outside of the good graces of most investors. Thus size would not have much influence on foreign investors’investment behavior in these industries.

ME had a positive influence on holding bias in call cases except for Taiwan Semiconductor Manufacturing in the electronics industry, Fubon Financial Holdings in the finance industry, Far Eastern Textile and Chuwa Wool Industry in the textiles industry, Hung Poo in the construction industry, and the steel industry’s China Steel. A comprehensive evaluation of an enterprise, ME can be seen as an indicator of a stockholder’s ability to create wealth. High ME represents that the company’s managerial efficiency is good and suggests that the enterprise is highly evaluated. We can thus infer that foreign investment behavior will follow ME, inasmuch as foreign investors have confirmed the company’s managerial efficiency.. However, United Microelectronics and Advanced Semiconductor Engineering in the electronics industry, SinoPac Financial Holdings in the finance industry, Nien Hsing and Tong-Hwa in the textiles industry, and Hung Ching in the construction industry all show a negative influence of ME on foreign investment behavior. To explain, when the market value of these types of companies is compared with the account price, the market value is similar or lower. In other words, often when this stock price is in a low position, if the organization of the company is good, then following the response of stock prices, one can capture a decent profit. Thus foreign investors will have a relatively high amount of investment behavior for stocks of these companies.
In each industry, foreign investment behavior exhibits a high level of series autocorrelation. In other words, investment behavior in previous periods has explanatory power for investment behavior in the current period.
3.6.2 Analysis of Situation where Influence of Investment Strategies on investment behavior is under Consideration
From outcomes of regression analysis shown in Table 11, one can discover that the explanatory power of the model is as high as 0.982. Thus, the outcomes of this model are for the most part significantly similar to those of the three-way model (i.e., without taking influence of investment strategies under consideration) for each industry. Only in two cases, the size of [Hung Poo] and [Chung Chien], did consideration of investment strategies produce significant differences. In these cases, size was significant when investment strategies were not considered, but appeared not significant when investment strategies were taken under consideration in the model. In all other cases, there was no difference between the models. When the influence of investment strategy was taken into consideration in the research model, it showed a slight positive influence of investment strategy on investment behavior for the textile industry; however, this influence was very weak. For other industries, it was not significant, demonstrating that investment strategy does not influence investment behavior. This finding is consistent with previous research (Lee, Lin, and Liu 1999).
IV. Conclusion and Recommendations

This article explored foreign investment behavior in Taiwan’s stock market, focusing on the association of investment behavior and , size, and ME and investment strategy in five industries. The three-way model proposed by Fama and French was employed for exploratory analysis of these variables over the course of the research period, showing a relationship of long term equilibrium among them. Through an error correction model, we also tested whether the model had corrective power when short term investment behavior deviated from long term equilibrium. Causal relationships among variables were also tested. Finally, we explored whether taking investment strategies under consideration exerted a significant influence on investment behavior and, organizing research outcomes, proposed explanations. Below, we outline our empirical results:

1. Overall, foreign investors adopted momentum strategies in all five industries and consider investment behavior from the previous period. This finding supports previous work, which has found that foreign investors generally take momentum strategies when investing in local markets (Richards 2002, Karolyi 2002, Kim and Wei 2002, Grimblatt and Keloharju 2000). Momentum strategies were most prevalent in the electronics industry, where the percentage of investors taking a momentum strategy was 63.7387%. This finding implies that the predictive ability of foreign investors is most accurate in the electronics industry.

2. Cointegration tests showed that in the electronics, textiles, and construction industries there exists one cointegrating vector relationships in long term equilibrium among investment behavior and , size, and ME and investment strategy, while in finance and steel industries there exist two cointegrating vector relationships in long term equilibrium.

3. Error correction models show that in the electronics, financial, and steel industries, when investment behavior is taken as a causal variable, its error correction coefficient is negative. This outcome shows that for these industries investment behavior has short term corrective power. 

4. Granger causality tests for foreign investment in each industry showed that industries where foreign investment behavior leads  include the financial and textile industries, while in the steel industry there is a two-way causal feedback effect. Industries where size leads investment behavior include electronics, finance, and steel. ME leads investment behavior only in the textiles industry. 

5. Outcomes of not taking the influence of investment strategy into account during regression analysis:

a. Generally the influence of  on investment behavior was not significant, expressing that when foreign investors seek returns,  is not one of the primary factors under consideration. This finding is similar to those of Lin and Shiu (2003).

b. Size was a significant variable for electronics, finance, and textile industries. In the construction industry, size was significant for four out of five companies represented in the research sample. Although in the steel industry, size was significant in only one case, our research discovered that size was a primary factor for foreign investment behavior. A greater availability of market information on large companies lowers transaction costs for foreign investors, and thus foreign investors are biased toward stocks of large companies. This finding is consistent with research by Dahlquist and Robertsson (2001), Lin and Shiu (2003).

c. As for influence of ME ratio, ME ratio had a significant positive correlation with investment behavior for six examples—one each from the electronics, finance, construction, and steel industries and two from the textiles industry. A comprehensive appraisal of an enterprise, ME ratio is an indicator of the ability of a given enterprise to create wealth. The higher an ME ratio, the greater its operating efficiency will be. The correlation supports an inference that in the case of these companies, foreign investors’ investment behavior results from a high ME ratio, which reflects that the operating efficiency of these companies has been confirmed by foreign investors.

However, ME ratio had a significant negative correlation with investment behavior for six examples, two each in the electronics and textile industries, and one each in the financial and construction industries. In the case of these companies, market price was similar or lower than account price, but the future growth potential for their stocks was great. In other words, these stocks were often in positions of low value; however, were the company to be restructured, relatively large profits could follow the response of the stock market. For this reason, investment behavior for these stocks increases. 

6. Outcomes of taking the influence of investment strategy into account during regression analysis:

Our research discovered that results of this model were, on the whole, the same as one in which only the three factors model were under size with the exceptions of Hung Poo and Cathay Real Estate Development in the construction industry and Mega Finance Holding in the finance industry. Taking the influence of investment strategy under consideration resulted in no significant difference in the explanation of investment behavior. Consistent with outcomes of previous research (Lee, Lin, and Liu 1999), we found that foreign investors’ investment behavior did not shift in accordance with investment strategy. In other words, investment strategy is not a primary factor for foreign investment decisions.

Although investment behavior differs across industry and company, stocks with relatively investment behavior in the preceding period have a higher investment behavior in the present period. investment behavior exhibits a high level of series autocorrelation..  This correlation and the tendency of foreign investors to adopt momentum strategies, investors can watch daily reports for examples of investment behavior and, taking account of characteristic movements of specific stocks, employ foreign investors’ investment behavior as a reference point in selecting stocks, in expectation of higher returns than general market indicators.

Table 1　 the five industries with greatest incidence of investment behavior have been chosen as objects by foreign investors    

	place
	1
	2
	3
	4
	5

	industry
proportion
	electronics
22.93%
	textiles
11.19%
	finance
8.77%
	construction
7.54%
	steel
5.6%


data： Liu Yi-ju’s (2004)
Table 2　 the five stocks from each industry with greatest incidence of investment behavior were selected by foreign investors                 unit：thousand

	industry
	place
	stock code
	stock
	amount of shares held

	electronics
	1
	2330
	Taiwan Semiconductor Manufacturing
	9,446,297 

	
	2
	2317
	Hon Hai Precision Industry
	4,699,077 

	
	3
	2311
	Advanced Semiconductor Engineering
	1,598,400 

	
	4
	2303
	United Microelectronics
	1,031,269 

	
	5
	2324
	Compal Electronics
	1,006,638 

	finance
	1
	2891
	Chinatrust Financial Holding
	2,583,195 

	
	2
	2881
	Fubon Financial Holdings
	2,145,785 

	
	3
	2890
	SinoPac Financial Holdings
	1,306,307 

	
	4
	2886
	Mega Financial Holding
	971,511 

	
	5
	2882
	Cathay Financial Holding
	913,659 

	textiles
	1
	1402
	Far Eastern Textile
	614,652 

	
	2
	1434
	Formosa Taffeta
	134,166 

	
	3
	1451
	Nien Hsing
	105,837 

	
	4
	1439
	Chuwa Wool Industry
	60,898 

	
	5
	1418
	Tong-Hwa
	6,002 

	construction
	1
	2526
	Continental Engineering
	147,564 

	
	2
	2501
	Cathay Real Estate Development
	90,131 

	
	3
	2536
	Hung Poo
	44,750 

	
	4
	2506
	Pacific Construction
	42,729 

	
	5
	2527
	Hung Ching
	23,512 

	steel

	1
	2002
	China Steel
	1,254,307 

	
	2
	2029
	Sheng Yu 
	208,508 

	
	3
	2014
	Chung Hung
	52,849 

	
	4
	2023
	Yieh Phui 
	33,885 

	
	5
	2008
	Kao Hsiung Chang Iron 
	20,982 


Table 3 investment strategies taken by foreign investors for each industry
	Industry

Strategy
	electronics

	finance

	textiles
	construction
	steel


	momentum strategies
	63.7387%
	55.518%
	55.2928%
	56.6441%
	57.3198%

	Contrarian Strategies
	36.2613%
	44.482%
	44.7072%
	43.3559%
	42.6802%


Table 4  Based upon the ADF unit roots for each industry
	Electronics

industry
	ADF
	 First
 difference
	Finance

industry
	ADF
	First difference
	Textiles

industry
	ADF
	First difference
	Construction industry
	ADF
	First
 difference
	Steel 
industry
	ADF
	First 
difference

	
	Intercept without trend
	Intercept without trend
	
	Intercept without trend
	Intercept without trend
	
	Intercept without trend
	Intercept without trend
	
	Intercept without trend
	Intercept without trend
	
	有截距與

無趨勢
	有截距與

無趨勢

	
	statistical 
values
	statistical 
values
	
	statistical values
	statistical values
	
	statistical values
	statistical values
	
	statistical values
	statistical 
values
	
	statistical values
	statistical 
values

	Investment behavior
	-1.4165

(0.5753)
	-29.304***

(0.0000)
	Investment behavior
	-1.3263

(0.6190)
	-12.9646***

(0.0000)
	Investment behavior
	-2.1301

(0.2329)
	-11.1591***

(0.0000)
	Investment behavior
	-1.5457

(0.5100)
	-25.8428***

(0.0000)
	Investment behavior
	-2.0583

(0.2620)
	-27.8022***

(0.0000)

	Β

value
	United Microelectronics
	-0.3196

(0.9194)
	-7.6553***

(0.0000)
	Fubon Financial Holdings
	-1.7299

(0.4158)
	-31.8744***

(0.0000)
	Far Eastern Textile
	-1.5322

(0.5170)
	-10.5003***

(0.0000)
	Cathay Real Estate Development
	0.0216

(0.9593)
	-8.7762***

(0.0000)
	China Steel
	-1.7354

(0.4130)
	-29.8988***

(0.0000)

	
	Advanced Semiconductor Engineering
	-1.2556

(0.6518)
	-16.082***

(0.0000)
	Cathay Financial Holding
	-1.7911

(0.3851)
	-28.799***

(0.0000)
	Tong-Hwa
	-1.1166

(0.7111)
	-19.5526***

(0.0000)
	Pacific Construction
	-1.8848

(0.3396)
	-6.9078***

(0.0000)
	Kao Hsiung Chang Iron
	-2.3751

(0.1491)
	-30.1831***

(0.0000)

	
	Hon Hai Precision Industry
	0.1355

(0.9682)
	-28.5***

(0.0000)
	Mega Financial Holding
	2.5444

(1.0000)
	-30.7116***

(0.0000)
	Formosa Taffeta
	0.1788

(0.9712)
	-8.4141***

(0.0000)
	Continental Engineering
	-2.2883

(0.1760)
	-7.3487***

(0.0000)
	Chung Hung
	-3.2325**

(0.0185)
	-31.7691***

(0.0000)

	
	Compal Electronics
	-1.8700

(0.3467)
	-15.1919***

(0.0000)
	SinoPac Financial Holdings
	-1.5959

(0.4843)
	-10.2225***

(0.0000)
	Chuwa Wool Industry
	-1.4404

(0.5635)
	-13.0429***

(0.0000)
	Hung Ching
	-1.5359

(0.5150)
	-6.7412***

(0.0000)
	Yieh Phu
	-2.9649**

(0.0387)
	-32.3343***

(0.0000)

	
	Taiwan Semiconductor Manufacturing
	-1.5858

(0.4894)
	-9.1167***

(0.0000)
	Chinatrust Financial Holding
	-2.5005

(0.1157)
	-9.3029***

(0.0000)
	Nien Hsing
	0.6459

(0.9909)
	-29.2697***

(0.0000)
	Hung Poo
	-1.98

(0.2958)
	-31.9887***

(0.0000)
	Sheng Yu
	-1.6605

(0.4511)
	-28.8392***

(0.0000)

	size
	United Microelectronics
	-1.5687

(0.4982)
	-28.6918***

(0.0000)
	Fubon Financial Holdings
	-3.4221**

(0.0105)
	-20.3902***

(0.0000)
	Investment behavior
	-1.3595

(0.6032)
	-21.1983***

(0.0000)
	Cathay Real Estate Development
	-2.2947

(0.1740)
	-27.6438***

(0.0000)
	China Steel
	-0.7748

(0.8251)
	-7.6115***

(0.0000)

	
	Advanced Semiconductor Engineering
	-2.3947

(0.1435)
	-30.8998***

(0.0000)
	Cathay Financial Holding
	-2.4245

(0.1352)
	-11.9225***

(0.0000)
	Far Eastern Textile
	-0.9552

(0.7705)
	-26.5901***

(0.0000)
	Pacific Construction
	-2.2353

(0.1940)
	-8.9275***

(0.0000)
	Kao Hsiung Chang Iron
	-1.5698

(0.4976)
	-7.0043***

(0.0000)

	
	Hon Hai Precision Industry
	-0.1080

(0.9466)
	-19.7851***

(0.0000)
	Mega Financial Holding
	-3.8458

(0.0026)
	-12.8512***

(0.0000)
	Tong-Hwa
	-2.0173

(0.2795)
	-19.4155***

(0.0000)
	Continental Engineering
	-2.2267

(0.1970)
	-22.4195***

(0.0000)
	Chung Hung
	-2.0614

(0.2607)
	-11.8305***

(0.0000)

	
	Compal Electronics
	-1.6579

(0.4524)
	-9.4195***

(0.0000)
	SinoPac Financial Holdings
	-1.3307

(0.6170)
	-31.5054***

(0.0000)
	Formosa Taffeta
	-1.8069

(0.3773)
	-9.291***

(0.0000)
	Hung Ching
	-1.52212

(0.5221)
	-26.3364***

(0.0000)
	Yieh Phu
	-1.2564

(0.6514)
	-7.2184***

(0.0000)

	
	Taiwan Semiconductor Manufacturing
	-2.4356

(0.1322)
	-31.2709**

(0.0000)
	Chinatrust Financial Holding
	-2.2214

(0.1988)
	-22.284***

(0.0000)
	Chuwa Wool Industry
	-1.1156

(0.7115)
	-21.2163***

(0.0000)
	Hung Poo
	-2.0957

(0.2466)
	-14.6715***

(0.0000)
	Sheng Yu
	-0.4985

(0.8888)
	-9.8288***

(0.0000)

	ME
	United Microelectronics
	-1.6138

(0.4751)
	-9.612***

(0.0000)
	Fubon Financial Holdings
	-2.8516*

(0.0516)
	-30.6827***

(0.0000)
	Far Eastern Textile
	-2.1681

(0.2184)
	-13.3996***

(0.0000)
	Cathay Real Estate Development
	-1.7747

(0.3933)
	-27.0137***

(0.0000)
	China Steel
	-2.7206*

(0.0709)
	-30.9014***

(0.0000)

	
	Advanced Semiconductor Engineering
	-0.5211

(0.8844)
	-21.9293***

(0.0000)
	Cathay Financial Holding
	-2.9468**

(0.0406)
	-29.3101***

(0.0000)
	Tong-Hwa
	-2.1691

(0.2180)
	-27.868***

(0.0000)
	Pacific Construction
	-3.1459**

(0.0237)
	-10.8817***

(0.0000)
	Kao Hsiung Chang Iron
	-2.1422

(0.2282)
	-27.9831***

(0.0000)

	
	Hon Hai Precision Industry
	-2.0423

(0.2687)
	-11.1697***

(0.0000)
	Mega Financial Holding
	-3.5641***

(0.0067)
	-28.8356***

(0.0000)
	Formosa Taffeta
	-3.5833***

(0.0063)
	-22.312***

(0.0000)
	Continental Engineering
	-2.7128*

(0.0722)
	-27.4863***

(0.0000)
	Chung Hung
	-2.6181*

(0.0896)
	-26.1012***

(0.0000)

	
	Compal Electronics
	-1.4099

(0.5786)
	-7.9153***

(0.0000)
	SinoPac Financial Holdings
	-0.8805

(0.7945)
	-30.3523***

(0.0000)
	Chuwa Wool Industry
	-2.7593*

(0.0647)
	-8.9933***

(0.0000)
	Hung Ching
	-2.5688*

(0.0999)
	-26.4302***

(0.0000)
	Yieh Phu
	-1.7389

(0.4112)
	-7.1301***

(0.0000)

	
	Taiwan Semiconductor Manufacturing
	-2.2497

(0.1890)
	-17.059***

(0.0000)
	Chinatrust Financial Holding
	-2.4897

(0.1183)
	-29.5456***

(0.0000)
	Nien Hsing
	-0.9892

(0.7588)
	-13.3073***

(0.0000)
	Hung Poo
	-1.8202

(0.3708)
	-15.5248***

(0.0000)
	Sheng Yu
	-2.0871

(0.2501)
	-17.6181***

(0.0000)

	investment strategy
	-32.1507***

(0.0000)
	-16.9403***

(0.0000)
	investment strategy
	-23.5259***

(0.0000)
	-13.5286***

(0.0000)
	investment strategy
	-19.6582***

(0.0000)
	-12.3859***

(0.0000)
	investment strategy
	-29.7637***

(0.0000)
	-12.9314***

(0.0000)
	investment strategy
	-30.9298***

(0.0000)
	-12.5538***

(0.0000)


note: *, **, *** represent outcomes of under 10%, 5%, or 1% significance level, respectively

Table 5　 represents most fitting lag interval as selected with the AIC rule for each industry
	lag interval
	Electronics industry
	Finance industry
	Textiles industry
	Construction industry
	Steel industry

	1
	-21.5036**
	-24.4615**
	-34.6971**
	-37.4253**
	-26.8166**

	2
	-21.4568 
	-24.4090 
	-34.6384 
	-37.3713 
	-26.7465 

	3
	-21.3929 
	-24.3461 
	-34.5763 
	-37.3179 
	-26.6889 

	4
	-21.3663 
	-24.3110 
	-34.5381 
	-37.2506 
	-26.6310 

	5
	-21.3073 
	-24.2513 
	-34.4864 
	-37.2182 
	-26.5634 

	6
	-21.2589 
	-24.1956 
	-34.4409 
	-37.1436 
	-26.4977 

	7
	-21.2100 
	-24.1274 
	-34.3747 
	-37.0802 
	-26.4292 

	8
	-21.1616 
	-24.0658 
	-34.3224 
	-37.0142 
	-26.3706 

	9
	-21.1244 
	-24.0034 
	-34.2648 
	-36.9559 
	-26.3012 

	10
	-21.0794 
	-23.9374 
	-34.1923 
	-36.8961 
	-26.2428 


note: * represents most fitting lag interval as selected with the AIC rule

Table6  Cointegration Tests rule for each industry－Trace Statistic
	industry
	Eigenvalue
	Trace Statistic
	5％Critical Value
	1％Critical Value
	Number of CE’s

	Electronics industry
	0.3706 
	441.3490 
	68.52
	76.07
	None **

	Finance industry
	0.3983 
	499.7062 
	68.52
	76.07
	None **

	
	0.0255 
	49.5805 
	47.21
	54.46
	At most 1 *

	Textiles industry
	0.3117 
	360.8226 
	68.52
	76.07
	None **

	Construction industry
	0.3395 
	390.8086 
	68.52
	76.07
	None **

	Steel industry
	0.3554 
	447.5804 
	68.52
	76.07
	None **

	
	0.0385 
	58.5839 
	47.21
	54.46
	At most 1 **


note: *, ** represents outcomes within 5% or 1% significance level, respectively.

Table7  Cointegration Tests rule for each industry－Maximum Eigenvalue Statistic
	industry
	Eigenvalue
	最大特性根
檢定
	5％Critical Value
	1％Critical Value
	Number of CE’s

	Electronics industry
	0.3706 
	410.1560 
	33.46
	38.77
	None **

	Finance industry
	0.3983 
	450.1257 
	33.46
	38.77
	None **

	
	0.0255 
	37.8949 
	27.07
	32.24
	At most 1 **

	Textiles industry
	0.3117 
	330.9095 
	33.46
	38.77
	None **

	Construction industry
	0.3395 
	367.5039 
	33.46
	38.77
	None **

	Steel industry
	0.3554 
	388.9965 
	33.46
	38.77
	None **

	
	0.0385 
	34.8000 
	27.07
	32.24
	At most 1 **


note: *, ** represents outcomes within 5% or 1% significance level, respectively.

Table8 Error Correction Model Test rule for each industry
	Industry

value
	Electronics industry
	Finance industry
	Textiles industry
	Construction industry
	Steel industry

	D(investment behavior)
	-0.001250*
	-0.005032*
	-8.85E-05
	-2.16E-05
	-0.006924*


Table9 Granger Causality Test for each industry
	Null Hypothesis:
	Electronics industry
	Finance industry
	Textiles industry
	Construction industry
	Steel industry
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H

: investment strategy does not Granger Cause β 
	0.2251
	0.00326***
	0.08656*
	0.61131
	0.02769**
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H

:β does not Granger Cause investment behavior
	0.6725
	0.24157
	0.68897
	0.19911
	0.00766***
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H

:investment behavior does not Granger Cause size
	0.3111
	0.94244
	0.50761
	0.86411
	0.60031
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H

: size does not Granger Cause investment behavior
	0.0140**
	0.00153***
	0.50706
	0.9435
	2.8E-05***
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H

:investment behavior does not Granger Cause ME
	0.6411
	0.137
	0.7366
	0.75256
	0.67573
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H

: ME does not Granger Cause investment behavior
	0.8163
	0.19407
	0.04356**
	0.96026
	0.96814

	
[image: image32.wmf]0

H

: investment behavior does not Granger Cause investment strategy
	0.6013
	0.36404
	0.59159
	0.62068
	0.68027
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: investment strategy does not Granger Cause investment behavior
	0.2226
	0.33009
	0.61654
	0.37607
	0.22651
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H

:β does not Granger Cause size
	0.06931*
	0.87038
	0.44893
	0.96321
	0.7655
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: size does not Granger Cause β
	0.1321
	0.05723*
	0.00886***
	0.49005
	0.06094*
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:β does not Granger Cause ME
	0.03534**
	0.48559
	0.30457
	0.91492
	0.21843
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: ME does not Granger Cause β
	0.49944
	0.00725***
	0.34618
	0.67515
	0.02654**
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:β does not Granger Cause investment strategy
	0.0424**
	0.44333
	0.28839
	0.10873
	0.30561
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: investment strategy does not Granger Cause β
	0.8755
	0.75055
	0.14891
	0.61931
	0.96594
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: size does not Granger Cause ME
	0.5154
	0.71131
	0.43677
	0.36905
	0.04565**
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: ME does not Granger Cause size
	0.1064
	0.01803**
	0.00900***
	0.18186
	0.04477**
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: size does not Granger Cause investment strategy
	0.1532
	0.16327
	0.84458
	0.45676
	0.72693
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: investment strategy does not Granger Cause size
	0.3809
	0.09580*
	0.12355
	0.41521
	0.68021
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: ME does not Granger Cause investment strategy
	0.2198
	0.83357
	0.2713
	0.36148
	0.68352
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: investment strategy does not Granger Cause ME
	0.9646
	0.09231*
	0.55506
	0.36054
	0.57358


note: *, **, *** represent 10%, 5%, or 1% significance level, respectively.

Table10 Analysis of Situation where Influence of Investment Strategy on Holdings Bias is not under Consideration
	Electronics industry
	β value
	Size
	ME

	United Microelectronics
	0.005294
	0.651714***
	-0.012472*

	Advanced Semiconductor Engineering
	0.000575
	0.722141***
	-0.009934***

	Hon Hai Precision Industry
	0.004307
	0.577563***
	0.001327

	Compal Electronics
	-0.012659
	0.824959***
	0.001633

	Taiwan Semiconductor Manufacturing
	0.002129
	0.557262***
	0.014211***

	AR(1)
	0.993399***
	Durbin-Watson stat
	1.968698

	R-squared
	0.988469
	Adjusted R-square
	0.98827

	Finance industry
	β value
	Size
	ME

	Fubon Financial Holdings
	0.009884
	0.162911***
	0.018415***

	Cathay Financial Holding
	0.014244
	0.241436***
	-0.00287

	Mega Financial Holding
	-0.02622**
	0.204018***
	0.003899

	SinoPac Financial Holdings
	0.012355
	0.745661***
	-0.02342***

	Chinatrust Financial Holding
	0.012216
	0.215381***
	-0.00068

	AR(1)
	0.982383***
	Durbin-Watson stat
	1.988796

	R-squared
	0.981986
	Adjusted R-square
	0.981676

	Textiles industry
	β value
	Size
	ME

	Far Eastern Textile
	0.0001 
	0.0315 ***
	0.0017 ***

	Tong-Hwa
	0.0005 
	0.1096 **
	-0.0026 **

	Formosa Taffeta
	-0.0009 
	0.0316 ***
	-0.0012 

	Chuwa Wool Industry
	-0.0009 
	-0.2634 ***
	0.0029 ***

	Nien Hsing
	-0.0011 
	0.0404 ***
	-0.0008 *

	AR(1)
	0.9944***
	Durbin-Watson stat
	1.776018

	R-squared
	0.994062
	Adjusted R-square
	0.993960

	Construction industry
	β value
	Size
	ME

	Cathay Real Estate Development
	0.000178
	0.012748***
	-0.000276

	Pacific Construction
	0.000131
	0.011345***
	7.61E-05

	Continental Engineering
	-9.22E-06
	0.009177***
	0.000494

	Hung Ching
	0.000255
	0.012657***
	-0.001622***

	Hung Poo
	0.000134
	0.001966
	0.001437***

	AR(1)
	0.99582***
	Durbin-Watson stat
	1.776018

	R-squared 
	0.994062
	Adjusted R-square
	0.993960

	Steel industry
	β value
	Size
	ME

	China Steel
	-0.00071
	0.038174***
	0.005451**

	Kao Hsiung Chang Iron
	-0.00072
	0.070721
	-4.43E-05

	Chung Hung
	0.003053
	-0.03522
	0.00374

	Yieh Phu
	-0.0042
	0.094794
	-0.00315

	Sheng Yu
	0.003678
	0.048079
	-0.00079

	AR(1)
	0.993059***
	Durbin-Watson stat
	1.892467

	R-squared 
	0.991786
	Adjusted R-square
	0.991645


note: *, **, *** represent 10%, 5%, or 1% significance levels, respectively

Table 11 Analysis of Situation where Influence of Investment Strategies on investment behavior is under Consideration
	Electronics industry
	β value
	Size
	ME

	United Microelectronics
	0.0048 
	0.6517 ***
	-0.0122 *

	Advanced Semiconductor Engineering
	0.0000 
	0.7247 ***
	-0.0099 ***

	Hon Hai Precision Industry
	0.0036 
	0.5816 ***
	0.0012 

	Compal Electronics
	-0.0127 
	0.8387 ***
	0.0015 

	Taiwan Semiconductor Manufacturing
	0.0020 
	0.5592 ***
	0.0143 ***

	AR(1)
	0.9933***
	Investment Strategies
	0.0002

	R-squared
	0.988469
	Adjusted R-square
	0.98827

	DW value
	1.966477
	Schwarz criterion
	-8.898997

	Finance industry
	β value
	Size
	ME

	Fubon Financial Holdings
	0.010208
	0.161872***
	0.018415***

	Cathay Financial Holding
	0.014149
	0.241147***
	-0.00287

	Mega Financial Holding
	-0.02635
	0.20345***
	0.003921

	SinoPac Financial Holdings
	0.01249
	0.743107***
	-0.02331***

	Chinatrust Financial Holding
	0.012394
	0.216999***
	-0.00071

	AR(1)
	0.9822***
	Investment Strategies
	-4.53E-05

	R-squared
	0.981989
	Adjusted R-square
	0.981658

	DW value
	1.989137
	Schwarz criterion
	-9.034597

	Textiles industry
	β value
	Size
	ME

	Far Eastern Textile
	0.0000 
	0.0316 ***
	0.0018 ***

	Tong-Hwa
	0.0005 
	0.1056 **
	-0.0025 *

	Formosa Taffeta
	-0.0009 
	0.0319 ***
	-0.0013 

	Chuwa Wool Industry
	-0.0009 
	-0.2595 ***
	0.0028 ***

	Nien Hsing
	-0.0011 
	0.0405 ***
	-0.0008 *

	AR(1)
	0.9944***
	Investment Strategies
	0.0002***

	R-squared
	0.994069
	Adjusted R-square
	0.993960

	DW value
	1.773274
	Schwarz criterion
	-14.96298

	Construction industry
	β value
	Size
	ME

	Cathay Real Estate Development
	0.00017
	0.012781
	-0.00028

	Pacific Construction
	0.000126
	0.011408***
	7.29E-05

	Continental Engineering
	-1.58E-05
	0.009202***
	0.000498

	Hung Ching
	0.000247
	0.012838***
	-0.00166***

	Hung Poo
	0.000133
	0.001974***
	0.001443***

	AR(1)
	0.995804***
	Investment Strategies
	6.51E-06

	R-squared
	0.994069
	Adjusted R-square
	0.993960

	DW value
	1.773274
	Schwarz criterion
	-14.96298

	Steel industry
	β value
	Size
	ME

	China Steel
	-0.000699
	0.038152***
	0.005281**

	Kao Hsiung Chang Iron
	-0.000712
	0.040498
	0.000342

	Chung Hung
	0.003456
	-0.02576
	0.003465

	Yieh Phu
	-0.004426
	0.087744
	-0.002991

	Sheng Yu
	0.003821
	0.049684
	-0.000715

	AR(1)
	0.992988***
	Investment Strategies
	-0.00012

	R-squared
	0.991826
	Adjusted R-square
	0.991676

	DW value
	1.892578
	Schwarz criterion
	-10.46613


note: *, **, *** represent 10%, 5%, or 1% significance levels, respectively
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