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Abstract 

Making use of a newly constructed data set of good and bad news, we investigate a set of 
behavioral and efficient market hypotheses about the responses of the Korean stock market with 
regard to good and bad news during the global financial crisis. Even though the Korean market 
over this period passes a number of the standard efficient market tests, we found several 
interesting behavioral aspects of market behavior. The market typically responded substantially 
more strongly to bad than to good news and this held in both rising and falling markets. We also 
found results that are consistent with optimism and confirmation biases with the market that 
appear to pay less attention to bad news during rising periods. The effects of good news were 
stronger in down rather than in up markets. While inconsistent with confirmation bias, this is 
consistent with the view that down markets act as a wake up call that stimulates the market to 
pay more attention to news in general. We found mixed support for the rational expectations 
hypothesis that only unanticipated news should affect the market. We developed proxies for 
anticipated and unanticipated news and found that while anticipated news often had significant 
effects, unanticipated news had much larger effects. We also found that all of the large market 
moves occurred on days of important news, which is consistent with the efficient markets views. 
Thus, we conclude that both efficient market and behavioral finance hypotheses can be useful in 
explaining market behavior. 
 

I. Introduction 

The recent rash of asset market bubbles and bursts has generated increased interest in the 

debate over the efficiency of stock market behavior. Recently, beliefs in the efficient market 

hypothesis (EMH) have been challenged by the global financial crisis and the growing literature 

on behavioral finance. Debates on this topic, however, often fail to take sufficiently into account 

that there are at least two versions of the EMH.  

One is that it is impossible (or at least extremely difficult) for investors to systematically 

beat the market. A second and much stronger version is that markets are not subject to serious 

biases. While it has often been assumed that the first version implied the second, this is not 

necessarily the case. Even if the first version holds that markets may be subject to some of the 

types of biases pointed out in the literature on behavioral finance, as long as they do not occur in 

such a mechanically consistent way that they offer systematically exploitable profit opportunities. 
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While early studies of the Korean stock market found signs of inefficiencies1, it seems 

reasonable that the efficiency of the market would increase over time as the market becomes 

more fully developed. Despite the stresses generated by the global financial crisis, in recent 

research Kim (2013) found that the Korean stock market passes a number of standard tests for 

market efficiency.2 Furthermore, Narayan and Smyth (2004) tested the efficient market 

hypothesis using monthly South Korean stock price data for the period 1981-2003. KOSPI was 

consistent with the efficient market hypothesis.3 

In this paper, we investigate whether despite behaving in a manner consistent with weak 

form efficiency, the Korean stock market displays other interesting behavioral characteristics. 

Drawing on the rapidly expanding literature on behavioral and neuro finance, we investigate 

several aspects of the Korean stock market's reaction to news during the global financial crisis. 

For this purpose we constructed a new data set on foreign and domestic financial and economic 

news for this time period and test several hypotheses about the reactions of financial markets to 

both good and bad news. We found support for the hypothesis that the market responds more 

strongly to bad than to good news during a crisis period but that this relationship doesn't hold 

consistently across periods of market upswings and downswings during the crisis period. 

We also test for the standard efficient market, the rational expectations assumption that the 

market reacts only to unanticipated and not anticipated news. We find some support for a weak 

form of this hypothesis where the market reacts to our measures both of expected as well as 

unexpected news, but the response to unexpected bad news is much larger than for expected 

                                                
1 See, for example, Pyun and Kim (1991); Ayadi and Pyun (1994); Huang (1995); and Hasanov (2009). 
2 Kim (2013) applied the Augmented Dickey-Fuller (ADF) test, Autocorrelation Function (ACF) test, Runs test, and 

Variance Ratio Test to the behavior of the KOSPI in recent years only, in particular, from August 1, 2007 through 
March 31, 2010. 

3 Narayan and Smyth (2004) applied Augmented Dickey-Fuller (ADF) test. They concluded that stock prices for 
South Korea had a unit root during the research term. 
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news. For good news, the differences were much smaller. We also test the hypothesis from 

complexity economics and behavioral finance that contrary to the rational expectations 

hypothesis, there may be large market moves even in the absence of major news. We do not find 

support for this view over the time period investigated. 

In the following section, we explain the behavioral hypotheses that we test. Section 3 

discusses our development of the data set for news. Section 4 tests the hypotheses, and Section 5 

offers some concluding remarks. 

 

II. The Behavioral Hypotheses 

Behavioral and neuro finance focuses on cognitive limitations of the human brain that can 

lead individuals to make decisions that conflict with rational choice.4 The result is a number of 

hypotheses about biases in financial market behavior. Some of the most commonly found biases 

from research in cognitive psychology and neuroscience are tendencies toward hubris, i.e. over 

optimism about our abilities, propensities to avoid the recognition of uncertainty by putting 

excessive faith in strong views of the world, and confirmation biases that lead to putting 

excessive weight on observations that confirm our prior views and discounting those that 

conflict. These all seem to be quite human tendencies albeit ones that conflict with our 

assumptions about pure economic man.  

Confirmation bias may apply not only to our weighing of evidence about the correctness of 

the specific mental models that are used to interpret and predict market behavior, but also can 

interact with respect to general moods of optimism and pessimism. Thus, we may largely ignore 

                                                
4 See, for example, Akerlof, G. A. and R. J. Shiller (2009); Burnham, T. (2005); Cohan, W. D. (2009); Fox, J. 

(2009); Montier, J. (2002); Peterson, R. L. (2007); Shefrin, H. (2000); Shleifer, A. (2001); and Zweig, J (2007). 
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specific pieces of bad news in good times while placing great weight on them in bad times and 

vice versa. 

Considerable research in cognitive psychology has documented that on average people are 

strongly biased toward over optimism, even though some are excessively pessimistic.5 The 

biased behaviors of particular groups of individuals do not necessarily show up in market prices. 

Advocates of the efficient market view have always recognized that not all market participants 

will behave rationally, but assume that rational speculators will arbitrage the effects of their 

actions out. Where there are “limits to arbitrage,” however, such biases may not always be 

cancelled out.  

Of course, thinking that a hypothesis seems plausible does not assure that it is important in 

practice. We view the behavioral finance approach that offers us a rich set of hypotheses to test. 

We would expect to find that some of these hypotheses are empirically important while others 

are not and as with the efficient market hypotheses, their relevance may vary in different 

situations. Here we test several hypotheses. 

The first is that in periods of crisis bad news would have stronger effects on the market 

than good news. This has been previously tested for the Asian crisis with somewhat conflicting 

findings. Kaminsky and Schmaker (1999) found a sizably stronger reaction to bad news during 

the Asian crisis for the days of greatest changes in dollar value in the set of nine Asian stock 

markets. However, Jo and Willett (2000) found little support for the hypothesis that the Asian 

currency crisis was dominated by panic in the markets such that investors and speculators 

reacting much more strongly to bad rather than good news. Thus, we view this possible bias as 

an open question.  

                                                
5 See Sharot (2011) 
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We further test whether in rising markets if market optimism and confirmation bias leads 

the market to pay more attention to good news than to bad, while in declining markets, the 

climate of pessimism leads markets to pay more attention to bad news than to good news. We 

also construct proxies for anticipated and unanticipated news to test the rational expectations 

hypothesis, that only unanticipated news moves the market. 

   

III. The Data Set of News6 

Data were collected from August 1, 2007 through March 31, 2010. The first date was 

chosen based on the election of a new and somewhat controversial Korean government. While 

evidence of the subprime mortgage crisis in the United States had begun to become public by 

then, the magnitude of the problem was not appreciated and it was not until after the failure of 

Lehman Brothers that expectations emerged that the crisis would spread to the emerging market 

countries. There is no generally agreed date for the ending of the crisis and this almost certainly 

varied from country to country. On March 20, 2010, the Korean government officially declared 

that the economic crisis was over, so we used March 31, 2010 as the end date for our sample. 

The data set on news is presented in the appendix. It was collected from three major 

Korean business newspapers on a daily basis: Maeil Business Newspaper, Seoul Business 

Newspaper, and Hankook Business Newspaper. The front and second page of the newspapers 

were checked and the one most important news item was chosen day by day. In order to be sure 

to focus only on important news, the daily news item that was chosen must have been located on 

the front or second page (top 20 economy and business news on the day) of all three newspapers. 

If there were multiple news items that satisfied our standard of substantial news, the news from 

                                                
6 This data set was constructed by Yoonmin Kim as a part of his dissertation research under the direction of 

Professor Willett.  



 

 6 

the crisis timeline of events and policy actions from the Federal Reserve Bank of Saint Louis was 

chosen.  

Our classification of good and bad news follows Baig and Goldfajn (1999) and Jo and 

Willett (2000). Examples of good news are credible economic reforms, upgraded credit ratings, 

the removal of capital controls, good economic indicators (such as lower inflation rate, trade 

surplus, and so on), financial aid agreements, news forecasts of a better economic outlook, and 

political stability.  

Bad News includes financial troubles or bankruptcies of firms, non-credible economic 

reforms, downgrades in credit ratings, reports that indicated conflicts with international 

organizations, the imposition of capital controls, and worse than expected economic indicators 

(such as a higher inflation rate, and so on). News items that could not be defined clearly were 

excluded. The financial information came from S&P, Google Finance, KOSIS (Korean Statistical 

Information System), KOSCOM (Korea Securities Computing Corporation), and the Korean 

Stock Exchange Database.  

Of course the news that we have coded may not have been the only factor influencing 

stock price movements that day. To control for regional or global developments that might 

influence the KOSPI, we also calculate returns adjusted for returns of the S&P Global 1200 

index and MSCI_EM index.7 It does not seem clear whether the adjusted or unadjusted returns 

                                                
7 S&P Global 1200 Index, which is a free-float, weighted stock market index of global equities from Standard & 

Poor’s. The index covers 31 countries and approximately 70% of global stock market capitalization. The S&P 
Global 1200 is comprised of seven regional indices: the S&P 500; S&P/TSX 60 (Canada); the S&P Latin America 
40 (Mexico, Brazil, Argentina, Chile); the S&P/TOPIX 150 (Japan); the S&P Asia 50 (Hong Kong, Korea, 
Singapore, Taiwan); the S&P/ASX 50 (Australia) and the S&P Europe 350. The European index is divided into 
three sub indices: the S&P Euro, covering the Euro zone markets; the S&P Euro Plus, adding Denmark, Norway, 
Sweden, and Switzerland; and the S&P United Kingdom. For the emerging markets control Google Finance was 
used to obtain the MSCI_EM. MSCI_EM that is designed to measure the equity market performance of 21 
emerging markets. The MSCI_EM consists of the following 21 emerging market country indices: Brazil, Chile, 
China, Colombia, Czech Republic, Egypt, Hungary, India, Indonesia, Korea, Malaysia, Mexico, Morocco, Peru, 
Philippines, Poland, Russia, South Africa, Taiwan, Thailand, and Turkey. 
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are most relevant and for the adjustments, whether the global or EM index is most appropriate. 

Likely, this will vary from one type of news to another. Thus, we report all three estimates. 

Fortunately, there turns out to be little difference in the stories they tell.  

Of course, in efficient markets, rational expectations models news is "news" only if it is 

unanticipated. We thus developed a coding that distinguished between anticipated and 

unanticipated news. In order to determine which news is expected or unexpected, soft news items 

such as rumors and discussions of possible future policy actions were excluded and only hard 

news such as policy actions and data releases were checked. We read all of the hard news articles. 

If there was related soft news a few days before the hard news, the hard news was considered 

“expected news.” If there was no soft news related to the hard news or the soft news was totally 

opposite from later hard news, the hard news was considered “unexpected news.” Since each 

central bank in each country announces interest rate adjustments on a specific day, most of the 

news related to interest rate adjustments are considered “expected news.”8 However, we read all 

of the news articles one by one and if there was any nuance that the interest rate adjustment was 

a surprise, we categorized the news as “unexpected news.” Fortunately, there was no ambiguous 

news to try to figure out after applying these methods. 

 

IV. Results on News and the Behavioral Hypotheses  

� Hypothesis 1: Investors in KOSPI react more strongly to bad news than good news 

during a crisis period. 

For the first tests, we examined the impact effects of all forms of good and bad news on 

the KOSPI. OLS regression methodology was employed for KOSPI’s own return on news. Each 

                                                
8 For example, the Bank of Korea determines the central interest rate on the second Thursday of each month. In the 

case of FRB, FOMC determines the federal interest rate every six weeks on Tuesdays (8 times a year). 
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piece of news is considered an event and abnormal return patterns are checked after the news 

events.  
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As shown in Table 1, for own returns a substantially larger effect of bad than good news, 

was found, 1.83 versus 1.46 percent. As expected, looking at the changes in the KOSPI relative 

to other market indices yielded smaller coefficients, implying that the Korean and foreign stock 

markets typically moved in the same directions, but the differences between good and bad news 

remained statistically significant. 

 

� Hypothesis 2: Investors in KOSPI react more strongly to bad news in negative 

momentum and to good news in positive momentum. 

Next, since the period covered displayed both an up and down swing we were able to test 

the hypotheses concerning differential reactions to good and bad news during rising versus 

falling markets as a type of test of confirmation bias. This hypothesis suggests that markets 

would pay more attention to the news that fits with their prior expectations so that bad news 

would have less impact than good news during an upswing while it would have less effect during 

a down turn.  

In order to find positive and negative momentum, we checked the difference between 

KOSPI 200 index and KOSPI 200 Future index (KOSPI Future one-month) to decide the daily 

momentum. Also, we divided the market into periods (one week and one month) of general rise 

and general fall. 

Among the three measures, one month trends were employed to delineate rising and falling 

markets because one month trends show the result of this research most clearly. 
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(Figure 1 about here) 

 

As we see in Table 2, the results for the KOSPI’s own effects and those adjusted for the 

other indices are qualitatively similar. Bad news continues to have stronger effects than good 

news under both rising and falling markets, but the difference is less in rising than falling 

markets, 16 versus 36 basis points for the own returns. This offers some support for the existence 

of confirmation bias. The effects of bad news are substantially greater in downward than upward 

moving markets, 1.99 versus 1.46%, which is also consistent with the hypothesis. However, the 

effects of good news in rising markets is smaller than the effects of good news in falling markets, 

1.63 versus 1.30 percent, a difference of 33 basis points which is inconsistent with the 

confirmation bias hypothesis. 

 This finding is consistent, however, with another behavioral hypothesis -- that in boom 

markets investors get lazy and pay less attention to news, while down markets act as a wake up 

call and investors pay more attention to both good and bad news. With optimistic views deflated, 

views may be held less strongly, leading to a reduction in confirmation bias and hence more 

attention to both good and bad news9. This is overlaid with the hypothesized tendency for market 

participants to react more strongly to bad news in bad times that is consistent with a general 

switch in the market from optimism to pessimism.  

                                                
9 Such behavior is consistent with the hypothesis developed by Willett et al. (forthcoming) that financial 

markets tend to pay too little attention to developing problems during good times and behave more 
closely to rational expectations during crises.  
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The statistical significance of the coefficient difference was also checked in this study. As 

seen in Table 2, in the case of good news, the differential between good momentum and bad 

momentum was significant only in the returns adjusted with S&P Global 1200. In the case of bad 

news, the differential was significant in all the cases. However, the significances in KOSPI's own 

return and returns adjusted with MSCI_EM were higher than the returns adjusted with S&P 

Global 1200. This shows that emerging markets reacted with more insensitivity to momentum in 

the case of good news and more sensitively to momentum in the case of bad news rather than in 

other countries.  

 

� Hypothesis 3: Investors in KOSPI react more strongly to unexpected news than expected 

news. 
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As shown in Table 3, in all of the categories of news, the impact of unexpected news was 

much stronger than expected news except in the case of bad-hard-policy news. This latter result 

is likely because the sample size was too small to offer reliable results. There were 13 pieces of 

news in the unexpected bad-hard-policy news, but only 5 pieces of news in the expected bad-

hard-policy news. The statistical significance of the coefficient difference was also checked in 

this study. The good-policy news with an expected-unexpected differential was significant at the 

5 percent level while bad-policy news with an expected-unexpected differential was not 

significant. 

Next, we considered the effects of momentum. Since two parameters (positive momentum 

and negative momentum) are added, there are four cases. As shown in Table 4, if the policy 
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announcement news is in a different direction from the momentum, such as good news with 

negative momentum or bad news with positive momentum, the impact of unexpected news was 

stronger than expected news. However, if the policy announcement news is the in same direction 

as the momentum, such as good news with positive momentum or bad news with negative 

momentum, the impact of expected news was stronger than unexpected news except in the case 

of the KOSPI’s own return test (good news with positive momentum). 

As shown in Table 3, in the case of good news, the statistical significance of the 

coefficient difference was very significant in KOSPI's own return. Since a lot of news is from 

good policy announcements from Korean domestic news, and the Korean stock market is highly 

market efficient, the response between expected news and unexpected news should be 

significantly different. In the case of bad news, the differential was not significant in any of the 

cases because of the small sample size.  

 

� Hypothesis 4: Contrary to efficient market theory, there can be large market moves in 

the absence of news. 

Several studies have found that for the U.S. stock market, many of the largest price 

movements occurred when there was no major news, suggesting that important internal 

dynamics were at work.10 This conclusion did not hold up for the Korean stock market over the 

period we investigated. There was substantial news on 367 news days among 667 business days 

during the research period. There were 188 days with good news (51.2 percent) and 179 days 

with bad news (48.8 percent). We took the largest 25 movements in each direction.11  

 

                                                
10 See Cutler, Poterba, and Summers (1991) and Fair (2002). 
11 The smallest of the each movements turned out to be +3.3 percent and -3.3 percent respectively.  
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V. Concluding Comments 

Making use of a newly constructed data set of good and bad news, we have investigated a 

set of behavioral and efficient market hypotheses about the responses of the Korean stock market 

to good and bad news during the global financial crisis. We found strong evidence for our 

conjecture that even in markets that pass efficient market tests, which the Korean market did 

over this period, there can be interesting behavioral aspects of market behavior to explore. Our 

findings support our belief that both the efficient market hypothesis and behavioral approaches 

should be part of any financial researcher’s tool kit. There should not be a strong division 

between the use of one approach or the other. 

One of our most interesting findings is that over the period studied, the Korean Stock 

market responded considerably more strongly to bad than good news and that this held in rising 

as well as falling markets. Of course, it is possible that over this period the bad news tended to be 

more important than the good news. Generally, accepted metrics have not yet been developed to 

distinguish the relative importance of different types of news although undoubtedly there are 

often important differences. Attempting to adjust for such differences must await further 

research. Still, we find this result interesting, as we have no prior reason for believing that the 

bad news over the period was systematically more important than the good news.  

Another interesting finding is that declining markets responded more strongly to both good 

and bad news than did rising markets. This is consistent with the hypothesis put forward in 

behavioral and neuro finance literature that in rising markets investors are often heavily 

influenced by over optimism and hubris and that they understand what is going on to a much 

higher degree than is warranted and as a result, they pay little attention to both good and bad 

news. On the other hand, in slumping markets many investors may be less certain in their views 
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about how well they understand what is going on in the market and hence pay more attention to 

both good and bad news expectations more when assessing news. 

We have investigated here only a few of the behavioral hypotheses that are being 

developed in the research on behavioral and neuro finance. Thus, a great deal of further work can 

be done to test other hypotheses as well as considering different time periods, countries, and 

types of markets. 



 

 14 

References 
 
Akerlof, G. A., & Shiller, R. J. (2009). Animal spirits: How human psychology drives the 

economy, and why it matters for global capitalism. Princeton, NJ: Princeton University 
Press.  

 
Armitage, S. (1995). Event study methods and evidence on their performance. Journal of 

Economic Surveys, 9(1), 25-54. Available: 
http://onlinelibrary.wiley.com/journal/10.1111/%28ISSN%291467-6419 

 
Ayadi, O. F., & Pyun, C. S. (1994). An application of variance ratio test to the Korean securities 

market. Journal of Banking and Finance, 18(4), 643-658. doi:10.1016/0378-
4266(94)00012-3 

    
Bergsten, C. F. (2008, June 30). Trade has saved America from recession. Op-ed, Financial 

Times. Persistent link: http://www.iie.com/publications/opeds/oped.cfm?ResearchID=969 
  
Burnham, T. (2005). Mean markets and lizard brains: How to profit from the new science of 

irrationality. Hoboken, NJ: John Wiley and Sons, Inc. Publishing. 
 
Chan, W. S. (2003). Stock price reaction to news and no-news: Drift and reversal after headlines. 

Journal of Financial Economics, 70(2), 223-260. 
doi:http://dx.doi.org.ccl.idm.oclc.org/10.1016 

 
Coates, J. (2012). The hour between dog and wolf: Risk taking, gut feelings and the biology of 

boom and bust. New York, NY: The Penguin Press. 
 
Cohan, W. D. (2009). House of cards: A tale of hubris and wretched excess on Wall Street. New 

York, NY: Doubleday Press. 
 
Cutler, D. M., Poterba, J. M., & Summers, L. H. (1991). “Speculative dynamics.” The Review of 

Economic Studies 58(3), 529-546. 
 
Cutler, D. M., Poterba, J. M., & Summers, L. H. (1989). “What moves stock prices?” NBER 

Working Papers 2538, National Bureau of Economic Research, Inc. 
 
De Bondt, W. (2002). Bubble psychology. In W. C. Hunter, G. G. Kaufman, & M. Pomerleano 

(Eds.), Asset price bubbles: Implications for monetary, regulatory, and international 
policies, (pp. 205-216). Cambridge, MA: MIT Press. 

 
Fair, R. C. (2002). “Events that shook the market.” Journal of Business, 75, 713-732. 
 
Fama, E. F., & French, K. R. (1992). The cross-section of expected stock returns. Journal of 

Finance, 47(2), 427-465. doi:10.1111/j.1540-6261.1992.tb04398.x. Persistent link: 
http://onlinelibrary.wiley.com/doi/10.1111/jofi.1992.47.issue-2/issuetoc    

 



 

 15 

 
Fama, E. F. (1970). Efficient capital markets: A review of theory and empirical work. Journal of 

Finance, 25(2), 383-417. doi:10.1111/j.1540-6261.1970.tb00518.x. Persistent link: 
http://onlinelibrary.wiley.com/doi/10.1111/jofi.1970.25.issue-2/issuetoc 

 
Fama, E. F. (1991). Efficient capital markets: II. Journal of Finance, 46(5), 1575-1617. 

doi:10.1111/j.1540-6261.1991.tb04636.x. Persistent link: 
http://onlinelibrary.wiley.com/doi/10.1111/jofi.1991.46.issue-5/issuetoc 

 
Fox, J. (2009). The myth of the rational market: A history of risk reward, and delusion on Wall 

Street (1st ed). New York, NY: Harper Business. 
 
Hasanov, M. (2009). Is South Korea’s stock market efficient? Evidence from a nonlinear unit 

root test. Applied Economics Letters, 16(2), 163-167. doi:10.1080/13504850601018270 
 
Huang, B. N. (1995). Do Asian stock markets follow random walks? Evidence from the variance 

ratio test. Applied Financial Economics, 5(4), 251-256. doi:10.1080/758536875 
 
Jo, G. J., & Willett, T. D. (2000). Currency market reactions to good and bad news during the 

Asian crisis. Seoul Journal of Economics, 13(4), 407-419. Availability: 
http://www.sje.ac.kr 

 
Kaminsky, G. L., & Schmukler, S. L. (1999). What triggers market jitters?: A chronicle of the 

Asian crisis. Journal of International Money and Finance, 18(4), 537-560. Availability: 
http://www.elsevier.com/wps/find/journaldescription.cws_home/30443/description#descr
iption 

 
Kim, Y. (2013). Behavior of the Korean stock market during the global financial crisis (Doctoral 

dissertation, Claremont Graduate University). ProQuest, UMI Dissertations Publishing, 
2013. 

 
Liang, P., Willett, T. D., & Zhang, N. (2010). The slow spread of the global crisis. Journal of 

International Commerce, Economics And Policy, 1(1), 33-58 
 
Lo, A., W., & MacKinlay, C. A. (2001). Introduction. A non-random walk down Wall St. In A. W. 

Lo, A. MacKinlay (Eds.), A non-random walk down Wall Street (pp. 3-11). Princeton, NJ: 
Princeton Paperbacks. 

 
MacKinlay, A. C. (1997, March). Event studies in economics and finance. Journal of Economic 

Literature, 35(1), 13-39. Availability: 
http://www.aeaweb.org.ccl.idm.oclc.org/jel/index.php 

 
Mankiel, B. G. (2003). The efficient market hypothesis and its critics. Journal of Economic 

Perspectives, 17(1), 59-82. 
doi:http://dx.doi.org.ccl.idm.oclc.org/10.1257/089533003321164958 

 



 

 16 

Montier, J. (2002). Behavioural Finance (1st ed). Hoboken, NJ: John Wiley Publishing, 
 
Narayan, P. K., & Smyth, R. (2004). "Is South Korea's stock market efficient?" Applied 

economics letters, 11(11), 707-710. 
 
Nocera, J. (2009, June 5). Poking holes in a theory on markets. New York Times, p. 1. Retrieved 8 

June 2009. 
http://www.nytimes.com/2009/06/06/business/06nocera.html?scp=1&sq=efficient%20ma
rket&st=cse. 

 
Peterson, R. L. (2007). Inside the investor’s brain: The power of mind over money. Hoboken, 

NJ: John Wiley and Sons, Inc. 
 
Pyun, C. S., & Kim, Y. G. (1991). Korean stock price on weak form market efficiency tests. 

Working Paper, Fogelman College of Business and Economics, Memphis State 
University. 

 
Sharot, T. (2011). The optimism bias: A tour of the irrationally positive brain. New  

York, NY: Vintage Books.  
 
Shefrin, H. (2000). Beyond greed and fear: Understanding behavioral finance and the 

psychology of investing. Boston, MA: Harvard Business School Press. 
 
Shleifer, A. (2000). Inefficient markets: An introduction to behavioral finance. Oxford and New 

York, NY: Oxford University Press. 
 
Willett, T. D., Liang, P., & Zhang, N. (2011). Global contagion and the decoupling debate. 

Frontiers of Economics and Globalization, 9, 215-234. 
 
Willett, T. D., Liang, P., & Zhang, N. (2011). Global contagion and the decoupling debate. In Y. 

Cheung, V. Kakkar, & G. Ma (Eds.), The Evolving Role of Asia in Global Finance (pp. 
215-234). Frontiers of Economics and Globalization, vol. 9. Bingley, U.K.: Emerald. 

 
Willett, T.D, E. Chiu, and S. Walter (forthcoming), “Fixed Exchange Rates and Financial 

Markets as Sources of Macroeconomic Disciplines” in Thomas Oatley Ed. Handbo
ok of International Monetary Relations. Edward Elgar. 

 
Zweig, J. (2007). Your money and your brain: How the new science of neuroeconomics can help 

make you rich. New York, NY: Simon and Schuster.  
  



 

 17 

Figure 1. Weekly and Monthly Trend of KOSPI 
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Table 1. The Impact Effects of Good and Bad News on the KOSPI  

 
*** statistical significance at 99%, ** 95%, and *90%, respectively 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Event 
KOSPI’s  

Own Return  
(1) 

Returns adjusted 
with Global Index  

(S&P G1200)  
(2) 

Returns adjusted 
with  

Global Index 
(MSCI_EM) (3) 

Number of 
Observations 

Good News 
1.46% 

(13.13)
***

 
1.22% 1.23% 188 

Bad News 
- 1.83% 

(-16.11)
***

 
- 1.55% - 1.56% 179 

the significance 
tests for the 
differences 
between the 
coefficients 

***  

(100%) 

*** 

(100%) 

*** 

(100%) 
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Table 2. The Impact Effects of News with Momentum on the KOSPI 

 
*** statistical significance at 99%, ** 95%, and *90%, respectively 
 

Event 
KOSPI’s  

Own Return  
(1) 

Returns adjusted 
with Global Index  

(S&P G1200)  
(2) 

Returns adjusted 
with  

Global Index 
(MSCI_EM) (3) 

Number of 
Observations 

Good News with  
Positive Momentum 

1.30% 
(8.38)

***
 

1.04% 1.08% 98 

Good News with  
Negative Momentum 

1.63% 
(10.18)

***
 

1.42% 1.39% 90 

the significance tests 
for the differences 

between the 
coefficients 

Not Significant 

(82.72%) 

* 

(90.61%) 

Not Significant 

(83.97%) 
 

Bad News with  
Positive Momentum 

- 1.46% 
(-7.08)

***
 

- 1.22% - 1.20% 54 

Bad News with  
Negative Momentum 

- 1.99% 
(-14.68)

***
 

- 1.70% - 1.72% 125 

the significance tests 
for the differences 

between the 
coefficients 

** 

(95.3%) 

* 

(93.75%) 

** 

(96.16%) 
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Table 3. The Impact Effects of Expected and Unexpected Policy Announcement News on the KOSPI 

 
*** statistical significance at 99%, ** 95%, and *90%, respectively 

Event 
KOSPI’s  

Own Return  
(1) 

Returns adjusted 
with Global Index  

(S&P G1200)  
(2) 

Returns adjusted 
with  

Global Index 
(MSCI_EM) (3) 

Number of 
Observations 

Policy News 
(Good) 

Expected 

1.26% 
(3.54)

***
 

1.19% 1.17% 22 

Policy News 
(Good) 

Unexpected 

2.33% 
(8.15)

***
 

1.90% 1.90% 34 

the significance 
tests for the 
differences 
between the 
coefficients 

** 

(98.04%) 

Not Significant 

(88.99%) 

* 

(90.68%) 
 

Policy News 
(Bad) 

Expected 

- 0.66% 
(-0.89) - 0.92% - 0.97% 5 

Policy News 
(Bad) 

Unexpected 

- 0.84% 
(-1.83)

*
 

- 0.73% - 0.81% 13 

the significance 
tests for the 
differences 
between the 
coefficients 

Not Significant 

(16.36%) 

Not Significant 

(17.1%) 

Not Significant 

(14.44%) 
 



 

 21 

Table 4. The Impact Effects of Expected and Unexpected Policy Announcement News with Momentum 
on the KOSPI 

 
*** statistical significance at 99%, ** 95%, and *90%, respectively

Event Expected or 
Unexpected 

KOSPI’s  
Own Return  

(1) 

Returns adjusted 
with Global 

Index  
(S&P G1200)  

(2) 

Returns adjusted 
with  

Global Index 
(MSCI_EM) (3) 

Number of  
Observations 

Good News 
* 

Positive 
Momentum 

Expected 
1.66% 
(2.63)

**
 

1.45% 1.42% 12 

Unexpected 1.87% 
(1.12) 1.21% 1.22% 10 

Good News 
* Negative 
Momentum 

Expected 
0.78% 

(2.71)
***

 
0.89% 0.87% 10 

Unexpected 
2.51% 

(5.64)
***

 
2.19% 2.19% 24 
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Appendix: KOSPI’s Significant News 
 

 

Date CODE CAR t-value Signi 
ficance NEWS 

08/01/07 NSB 
NFB -0.0392 -3.1408 *** Subprime woes 

08/10/07 NHDB 
NFB -0.0335 -3.4450 *** The fallout from the U.S. subprime mortgage crisis Friday is spreading 

worldwide 

08/16/07 NSB 
NFB -0.0634 -5.4515 *** 

Recent global financial turmoil triggered by mass U.S. subprime loan 
defaults drove global investors to seek safer assets such as U.S. treasury 
bonds 

08/17/07 NHDB 
NFB -0.0216 -2.7097 *** Fitch Ratings downgrades Countrywide Financial Corporation to BBB+ 

08/20/07 NHPG 
NFG 0.0506 4.2517 *** The U.S. Central Bank will cut its federal fund rates as early as September 

(The Fed’s move shows an active commitment to stabilizing markets) 

09/19/07 NHPG 
NFG 0.0266 2.6256 *** The U.S. Federal Reserve cut its benchmark interest rate by a half point to 

4.75% 

10/22/07 NHDB 
NFB -0.0276 -2.7794 *** Skyrocketing oil prices 

11/12/07 NSB 
NFB -0.0284 -2.7212 *** Negative expectation of the global economy 

11/21/07 NSB 
NFB -0.0391 -2.6822 *** Subprime woes 

11/26/07 NHDG 
NFG 0.0413 3.4539 *** Thanksgiving rally (Black Friday) 

01/22/08 NSB 
NFB -0.0328 -3.6544 *** Subprime woes 

01/28/08 NHDB 
NFB -0.0377 -3.057 *** 

SG Bank announced that one futures trader at the bank had fraudulently 
lost the bank €4.9 billion (the equivalent of $7.2 billion U.S.) the largest 
such loss in history 

02/11/08 NHDB 
NFB -0.0207 -2.8204 *** U.S. economic index went down 

02/14/08 NHDG 
NFG 0.0379 2.9349 *** Japanese economic growth is much higher than expected 

09/01/08 NSB 
NDB -0.0392 -3.2189 *** September crisis woes 

09/08/08 NHPG 
NFG 0.0552 3.6630 *** U.S. Bailout Plan 

09/16/08 NHDB 
NFB -0.0667 -4.6184 *** Lehman Brothers Holdings Incorporated files for Chapter 11 bankruptcy 

protection 

09/19/08 NHPG 
NFG 0.0389 3.4016 *** The U.S. rescue plan for the stock market 

10/06/08 NSB 
NFB -0.0296 -3.5750 *** Korean institutions’ pessimistic expectation of U.S. economy 

10/08/08 NHDB 
NDB -0.0460 -4.6956 *** North Korean missile threat 
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Date CODE CAR t-value Signi 
ficance NEWS 

10/10/08 NHDB 
NDB -0.0233 -3.5052 *** Sudden depreciation of the Won 

10/14/08 NHPG 
NDG 0.0248 4.7682 *** The U.S., Japan, and Europe promised dollar liquidity 

10/16/08 NSB 
NFB -0.0668 -7.3933 *** U.S. economy woes (deadly cross) 

10/22/08 NSB 
NFB -0.0428 -4.1520 *** Global economy woes 

10/23/08 NHDB 
NFB -0.0516 -5.9927 *** Global economic crisis 

10/30/08 NHPG 
NDG 0.1070 8.9998 *** BOK signed a $30 billion currency swap deal with the Federal Reserve 

11/06/08 NHDB 
NFB -0.0648 -5.9832 *** U.S. economic index went down 

11/13/08 NSB 
NFB -0.0163 -2.7534 *** Global crisis woes 

11/18/08 NHDB 
NDB -0.0313 -3.2147 *** IMF suggests loan to Korea 

11/20/08 NSB 
NFB -0.0485 -5.4064 *** Global crisis woes 

12/02/08 NHDB 
NFB -0.0076 -3.0089 *** Report from the National Bureau of Economic Research stated that the 

U.S. has been in a recession since December 2007 

12/08/08 NHPG 
NFG 0.0723 5.5395 *** U.S. stimulus plan 

12/12/08 NHPG 
NDG -0.0419 -3.4764 *** BOK signed a $30 billion currency swap deal with both Japan and China  

12/15/08 NHPG 
NFG 0.0533 3.4913 *** Big 3 bailout 

01/15/09 NSB 
NFB -0.0489 -4.8519 *** Global economy woes 

01/28/09 NHDG 
NDG 0.0597 4.2965 *** The news that the German-based memory chipmaker Qimonda filed for 

insolvency Wednesday boosted the Seoul financial market 

02/17/09 NSB 
NFB -0.0390 -3.2699 *** Global concern over East Europe default woes 

02/20/09 NSB 
NFB -0.0364 -2.9530 *** Global crisis woes 

03/02/09 NHPG 
NFG -0.0352 -3.3813 *** The U.S. government’s assistance to American International Group (AIG) 

03/30/09 NSB 
NFB -0.0250 -2.7039 *** GM woes 

Date CODE CAR t-value Signi 
ficance NEWS 

10/10/08 NHDB 
NDB -0.0233 -3.5052 *** Sudden depreciation of the Won 

10/14/08 NHPG 
NDG 0.0248 4.7682 *** The U.S., Japan, and Europe promised dollar liquidity 

10/16/08 NSB 
NFB -0.0668 -7.3933 *** U.S. economy woes (deadly cross) 

10/22/08 NSB 
NFB -0.0428 -4.1520 *** Global economy woes 

10/23/08 NHDB 
NFB -0.0516 -5.9927 *** Global economic crisis 

10/30/08 NHPG 
NDG 0.1070 8.9998 *** BOK signed a $30 billion currency swap deal with the Federal Reserve 

11/06/08 NHDB 
NFB -0.0648 -5.9832 *** U.S. economic index went down 

11/13/08 NSB 
NFB -0.0163 -2.7534 *** Global crisis woes 

11/18/08 NHDB 
NDB -0.0313 -3.2147 *** IMF suggests loan to Korea 

11/20/08 NSB 
NFB -0.0485 -5.4064 *** Global crisis woes 

12/02/08 NHDB 
NFB -0.0076 -3.0089 *** Report from the National Bureau of Economic Research stated that the 

U.S. has been in a recession since December 2007 

12/08/08 NHPG 
NFG 0.0723 5.5395 *** U.S. stimulus plan 

12/12/08 NHPG 
NDG -0.0419 -3.4764 *** BOK signed a $30 billion currency swap deal with both Japan and China  

12/15/08 NHPG 
NFG 0.0533 3.4913 *** Big 3 bailout 

01/15/09 NSB 
NFB -0.0489 -4.8519 *** Global economy woes 

01/28/09 NHDG 
NDG 0.0597 4.2965 *** The news that the German-based memory chipmaker Qimonda filed for 

insolvency Wednesday boosted the Seoul financial market 

02/17/09 NSB 
NFB -0.0390 -3.2699 *** Global concern over East Europe default woes 

02/20/09 NSB 
NFB -0.0364 -2.9530 *** Global crisis woes 

03/02/09 NHPG 
NFG -0.0352 -3.3813 *** The U.S. government’s assistance to American International Group (AIG) 

03/30/09 NSB 
NFB -0.0250 -2.7039 *** GM woes 
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*** means statistically significant at 99% respectively.  

Date CODE CAR t-value Signi 
ficance NEWS 

04/02/09 NSG 
NFG 0.0286 2.6415 *** Global financial crisis could be over earlier than expected 

04/09/09 NSG 
NDG 0.0414 3.1286 *** Good expectations for the Korean economy 

07/13/09 NSB 
NFB -0.0326 -2.8506 *** U.S. economy woes 

11/27/09 NHDB 
NFB -0.0410 -3.7718 *** Dubai default threat rattles world stocks 

02/05/10 NSB 
NFB -0.0198 -2.6152 *** P.I.G.S. could default due to very high national debt 


