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ABSTRACT

We apply the time-varying transition probability Markov-switching model of
Filardo (1994) to study the nonlinear dynamics between stock return and trading
volume in Taiwan Stock Exchange and OTC market. We find that in a single
market trading volume has significant power in predicting future stock returns while
the opposite is not true. When investigating the cross-market nonlinear dynamics,
we discover that trading volume in Taiwan Stock Exchange can be used as a
predictor in forecasting future OTC stock returns whereas the reverse relationship

originating in the OTC market is much weaker.
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