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Abstract

To start a research on the application of dialect in movies and their formation causes and social functions, we must place
the questions into specific social and cultural background and examine the relations between dialect, mainstream
language and the cultural views of audiences. This paper attempts to take Chinese movies as a starting point to discuss
heterogeneity issues in filmic culture by tracing back the history of dialect development and its contemporary cultural
conditions. Such thought roots in two aspects. One is “verfremdungs effect of cultural heterogeneity” of dialects and the
second is “the multiple natures of cultural heterogeneity”.
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1. The cultural connotation under dialect context

“Dialectal movie” is a concept formed due to the monopole position of mandarin in China. Hence, it is a relative
concept rather than a type of movies. What is more, in history, the concept of dialect is also relative. For example,
compared to Zhongyuan culture in core areas (Jianghuai area and Yellow river area) at that time, Lyric Song of Yuan
Dynasty, a typical literature pattern of Yuan Dynasty, could be counted as a dialect song. It is not until the time Ming
Cheng Zu moved the capital to Beijing, the position of northern dialect was constantly consolidated and became the
communication model that has political core influence. From then on, the commonly used pronunciation habits, through
the cultural patterns that are suitable for the artistic tastes of common people, such as Ming and Qing novels, dramas
and songs, folk melodies and arts, and Pingshu (a monologue discussing historical events), gradually evolved to be the
mandarin in modern literature. Therefore, as a commonly used pronunciation standard, mandarin originally developed
from northern dialect. Seeing from the modern cultural equilibrium and diversity, when one commonly used language
develops, in cultural art, towards one “pole” or “end” to certain extent, the other end of the cultural scale will certainly
react. In postmodernist literature, such reaction shows itself in a deep mode of interlaced two poles; while in the
globalization of culture (that is certain type of postmodernist culture), it shows itself as an extensive, diversified, easy
and exoteric literature deconstruction tendency (Note 1). If so, in developing countries where tradition and modern
phenomenon co-exist and which are deeply influenced by cultural colonialism (Note 2) and globalization, it is no
wonder that dialect, as an important element that has rich sound images, becomes a focus in topics of the diversity of
Chinese movies.

The fuse for the upsurge of dialectal movies is Crazy Stone directed by Ning Hao in 2006. This movie arouses the
interests of various comment fields due to its explosive box office, many of whom pay special attention to the
application of dialect in this movie. After the success of this movie, a lot of ideas with dialects as the main selling points
were put forward for domestic movies. Even, some articles took other characteristic Chinese dialect movies as examples
to emphasize the ticket rallying point of dialect, based on which this paper transfers the discussion of dialect in movies
to the vision of cultural comment and tries to combine the diversified application of dialect in movies with the
contemporary cultural development mode to make a basic analysis.

Now that we see “dialect” as a relative concept, to discuss dialect in movie culture, we must first explore the
relationship between dialect and main stream speech model. As a matter of fact, in contemporary movie art, the
relationship between mandarin and dialect is not two confronting poles that are tit for tat and are not of
crossing-complementary relationship where one grows and the other eliminates, either. Their co-existence is determined
by the demands of movies and hearings on the differences of the two. The demands come from two aspects. One is that
movie makers choose the description language differences to express images and the other is audiences’ preference on
their hearing experience related to “the heterogeneity of languages”. However, generally speaking, the images of movie
makers and the preference of audiences will ultimately (necessarily) become consistent with each other. Otherwise,
misunderstanding will be generated. The consistency of the images and preference should also focus on the analysis on
“heterogeneity”. The heterogeneity by languages has long been applied in performance art. In the late Qian Long period
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of Qing Dynasty, Hui Ban drama entered the capital city, which brought the flourishing of Beijing Opera. At the
beginning of Min Guo, Beijing Opera had become a common entertaining art in northern China and gradually extended
to southern cities, such as Shanghai and Guangzhou. At present, the “Hui Aria”, originated from Anqing, Anhui
province, still exerts significant influence on Beijing Opera aria, which could be considered as a typical example to
show the long-living-and-flourishing of dialect in performance art. Although Beijing opera originated from Hui aria,
why, after hundreds of years of evolution, could this dialect aria be retained by a strange melody and be promoted? A
major reason for it is that the heterogeneity of dialect brings audience with “verfremdungs effect lure in hearing
feelings”. The majority melodies of Beijing opera are about the ancient historical stories with Zhongyuan culture as the
background. For the Man people levels of Qing dynasty, these stories are foreign culture. Then, when accepting foreign
stories, these audiences at the earlier stage needed a different aria from northern dialect to meet their demands on the
imagination of foreign culture, which is also the first level effect of verfremdungs effect lure. At the late stage of Qing
dynasty, the Man and Han culture were gradually combined. The offspring of Beijing opera were influenced by capital
city culture and the status of Hui aria was challenged. However, because the audience groups gradually become
common, Hui aria, as a stage art language higher than common people’s life, continued to be favoured and loved by
audiences, which is the second level of verfremdungs effect. After Min Guo period, when the influence of Beijing opera
extended to the entire nation and when Beijing opera was introduced to foreign countries as the quintessence of China,
the aria of Beijing opera was regarded as a pure and mature stage art tradition and was retained. On one hand, it catered
for common people’s entertainment and on the other hand, as the “heterogeneity object” of 4™ May New Culture, the
tradition of Beijing opera was also for people to criticize and to recall, which is the third level of verfremdungs concept.
It is not hard to see that to do research on the application of dialect in performance and film arts, we must place the
specific problems into material social and cultural background and analyze the Game relationship among dialect,
mainstream discourse, and the cultural tastes of audiences.

Just as stated before, in modern Chinese society where tradition, modernity and region nature and globalization coexist,
the culture game of dialect seems to be extremely complicated (Wang, 2001). At the present stage, it will not conform
with the contemporary social and cultural requirements if we put all “dialect movies” into one category and to see it as a
whole (Byron, Allen Harold and Linn, Michael D., 1986). Therefore, I have to divide the discussion on the
“heterogeneity” of dialect into two parts: one is, based on the transfer from tradition to modernity, the “verfremdungs
effect of heterogeneity” formed by the deeply interlacing between dialect and commonly used language and the other is,
based on the exceeding development of certain modernity under the influence of globalization process and cultural
colonialism, the “the multiple natures of heterogeneity” formed by bricolage and putting-together among dialects.

2. The verfremdungs effect of heterogeneity

“Verfremdungs sense”, among the language qualities caused by dialect, is conducive to audiences to form in their minds
the special imagination images on heterogeneity life (Dai, 2007). Compared with real life experience, the interest of
audiences usually tends to focus on the imagination images of heterogeneity. For example, when we watching foreign
movies, we prefer to listen to the original dialogues and read the captions and then gradually discard the demand on
dubs, which indicates that the imagination images caused by the heterogeneity are more attractive to us. There are many
kinds of imagination images, such as the aforementioned “Hui Aria”, which offers people with difference heterogeneity
imagination images at different historic periods (such as the imagination images on foreign lands, the imagination
images on stages which are beyond life, and the imagination images on the criticism of traditional culture or on memory
type); For another example, in movies on significant historic subjects produced after the reform and opening up (such as
Da Jue Zhan and Kai Guo Da Dian), the political characters (Mao Zedong, Zhou Enlai, and Jiang Jieshi) spoke their
dialects, which offers audiences with true historic imagination images; through the dialect of Fenyang, Shanxi province,
the movies directed by Jia Zhangke at his earlier period (such as Xiao Wu and Ren Xiao Yao, and etc) offers typical
regional cultural imagination images. However, no matter how complicated it is, in post traditional or modern literature,
its “heterogeneity” mod could hardly deviate from a kind of deep verfremdungs effect, which is the pursuit for deep
realistic imagination. It has to be made clear that the concepts of “heterogeneity”, “Verfremdungs” and “imagination
images” do not conflict with the modernism thought advocated by realistic films. The modernism in movies must keep
itself from the actual life at a distance or separation level so that the “beauty” and “meaning” could be generated.
Therefore, for modern reality, the only way to maintain the depth of reality is to construct and keep a deep difference
and verfremdungs (Wang, 2001). For example, at the beginning of the movie Mobile Phone (Shou Ji), the protagonist,
Yan Shouyi in his early young, was presented as nostalgia on the screen. The deepest impression on it should be the
asking sound in Henan dialect, “Niu Sanjin, Niu Sanjin, your wife is Lv Guihua. Lv Guihua let me ask you whether you
will get back home recently.” The application of dialect deepens the reality recognition degree of audiences on old
imagination images, which also provides a comparison and reference imago for the description on the superiority and
convenience of modern information spreading in movies (Lu, 2007). Therefore, although this period has passed by,
because of verfremdungs sense brought by the sound element (the dialect from the loudspeaker), it is very realistic.
There are other similar examples. In Peacock, the Henan Anyang dialect is used throughout the film, and in Mei Shi Tou
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Zhe Le, Tianjin dialect is used. In modernism frame, the application of dialect in movie products always following the
principle of “being close to realistic imagination images” and constantly meet the demands of audiences on modern
aesthetics, “from but beyond life”.

3. The multiple natures of heterogeneity

However, beyond modern reality, the disequilibrium of the development of Chinese contemporary culture forces us to
consider the exceeding elements of cultures that are connected with international level and are influenced by
globalization (Chen, 2004), which is also another element of dialect in contemporary movie culture comparison, “the
multiple natures of heterogeneity”. Although we are reluctant to admit that Chinese culture shows certain post modern
features, we, incorporated into global culture system, could not deny the possibility to make use of this global culture
theory to explain contemporary Chinese culture. Because post modernism does not belong to the types of culture, but is
the comprehensive representation of global culture interaction. In areas where culture awareness develops ahead of time,
people could not just follow strictly modernism economy basis and could not ignore the western “post theory” that
comes like storms. On the contrary, the awareness of the consumption, aesthetics and life of post modernism has already
penetrated into the life of the public in China through modern economy and media means. The concept of “the multiple
nature of heterogeneity” originates from the pilot of post modernism thought, Foucault (Foucault, Michel,1969).
Foucault pointed out that items do not have nature or their natures are formed by its accumulation of the heterogeneity
with items. From Foucault’s words, we could deduce the following features of post modern culture; firstly, in post
modern literature, people tend to discard the deep thinking pattern based on two dimensional opposition and choose to
the anti-deep, shallow and complanation of idea awareness (Black, 2002); secondly, because of the losing of trust on
nature, the direction of literature is not that important and could not be found anywhere. Therefore, the “polarity” of
“duality” does not exist anymore and is replaced by the filling, mixing and patching up of multi-culture (Dennison,
Stephanie and Son, Hwee Lim, 2006); thirdly, in post industrial society, as the main body of society, human beings are
dissimilated and the freedom of spirit fade out in the free bodies (Kieslowski, 1999) and gradually becomes of the
“machines” of consumption.

Therefore, when we choose a post-modernism view point and put the sound imago “dialect” under contemporary trend,
the meanings represented by the heterogeneity of dialects is not just the “Verfremdungs effect” of modernism, which is
shown in the “disappearance of nature”. Just as we described, in post modern cultural awareness, the deep nature
thoughts disappear. The dialect that originally exists in realistic context and represents realistic Verfremdungs sense
(realistic effect) suddenly loses its aim and direction nature (in movie works, dialect loses its dependent body, then lose
its objective positions, and the necessity of existence disappears); what has gained is the interest on its appearance.
Therefore, dialect re-starts its road and as an independent object, it replaces the inherent nature (or we could directly say,
it replaces the essence of nature) and appears in modern Chinese movies. In post modern movie culture, one example
that could be used to compare with the main body of “dialect movies” is Visual spectacles produced by Hollywood. We
call the movies produced by the western producers with large investment and large design the “big films”. The reason is
not that the stories of those movies are better than domestic movies and it also does not mean that the art appreciation
value or tastes are higher than the movies produced in China. The real reason is that those “big movies” has huge
investment in scenes and visual special effect. These effects are more attractive than common movies. However, the
auxiliary visual feature that originally is used to describe the main body of the movies becomes the pronoun of this type
of movies, which indicates the spirit personality of post modernism, that is to give prominence to visual idea, to neglect
the inherent nature of narration depth, to put the attached as the main and to extract full weight from a small part. To put
it in other words, in post-modern culture, what attracts audiences in a film is no longer (or not only) the stories, deep
images and the impressive ending. As the movie art idea, “visual spectacle” also shoulders the task of main body to
attract and impress audiences. Similarly, dialect could also become the main body mark for movies and become a main
element to attract Chinese audiences to go to the cinema and consume. When we watch Hollywood grand movies, we
neglect the rallying point of stories, plot, stars, and suspense because it brings audiences with visual feelings. We like
dialect movies because it brings audiences with language and hearing enjoy to audiences. The hot discussion on dialect
movies is also generated under the guide of this kind of thought. Its strategy lies in that the nature of movies is shown
through the heterogeneity of dialect. Of course, the superficiality of the idea of post modern culture does not mean it
completely discards the problems and depth. In the following part, we will also mention the sense of responsibility and
worrying mode of dialect in post modern culture.

After the discussion on relationship between heterogeneity and nature, let us discuss “multiple” nature or the pluralism.
For dialects and movies, multi-nature has two concepts. For one aspect, it refers to the representation of nature by the
“multi-pattern and patching up” of heterogeneity; for another aspect, it advocates a type of “multi-view point” to treat
culture nature. For the first aspect, multi-pattern and patching up is the mark for post modern literature. In recent years,
we could see that more and more movies of dialects, such as Gui Zi Lai Le, Not One less, Xun Qiang, Beautiful Big Feet,
Mei Ren Cao, and Huan Die. However, compared to Crazy Stone, the biggest difference lies in that the former are
regional movies with only single dialect and the latter is the region edge movie with diversified dialect patching up.
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“Regional” does not mean that it has limitation and just means that the space of the stories and the application effect of
dialects suit each other; “Regional edge” (Marginalization) concept actually comes from the “geological political
aesthetics” by F. Jameson. It mainly discusses the communication, context and conflicts beyond geographical concepts
and different regional culture. Therefore, regional edge movie tend to the mixture of certain spaces and regions and
provides the chance of creation for the application of dialect. Although Crazy Stone, the main scene place is Chongqing,
we found that the application of dialect in the movie is not only the Chuanyu dialect. We could hear the dialects of
Baoding, Qingdao, Jinan and Tianjin, even Cantonese. No doubt, the diversified dialect patching up and the regional
feature shown by multi elements do not fit each other. However, due to the existence of multiple nature, the space
imagination of audiences exceed the geography limit is extended unlimitedly and finally, the accumulation and mixture
of dialect result in that the relevant multiple element space conflicts and shocks in the minds of audiences. In addition,
the patching up of dialects obliterates the rationality of the fitness itself and regional concept, which is also the exiling
nature of contemporary culture and the representation that floats on idea. Even, we could call this phenomenon
“regional edge dialect aesthetics”. If we consider at a wider range, the application of languages in Journey to the West
could also be compared. In this move, although there is not much application of dialects, it uses English, Japanese and
many unrelated words, which reflects the thinking of Hong Kong movies on globalization and cultural colonialism. In
the dialect movies of China whether the accumulation of many dialects indicates that the entire Chinese culture tends to
have certain trend or the expediting crossing and combination among Chinese regional culture? For another aspect, the
languages in Journey to the West not only reflect the distrust of post modern literature on the logic of languages and
their rationality degree. At the same time, it shows that in post industrial society, human beings, originally as the main
body of languages, experience heterogeneity crisis, which is that human beings gradually lose their spiritual main body
position in post modern society. In this society full of imagination and desire, human beings unconsciously change from
the main body of consumption to the consumption machine. Therefore, from spirit to behaviour, all of the human beings
could be incorporated into the unconscious “consumption” actions. So do languages. If we explain “Wu li tou” as our
consumption on languages, then whether the dialect mixture that “has lost the rationality fitness of regional feature”
could be considered as a feast of dialect for audiences to consume? Similar large-scaled consumption on dialects is
frequently seen in movies, such as The Stories of Cooking Team (Chui Shi Ban De Gu Shi) and My Own Swordsmen
(Wu Lin Wai Zhuan). Of Course, to use consumption mode to explain the irrationality expression of language in texts is
just a wide method for culture criticizing. For particular problems, we need to make specific analysis. For example, in
Ni Qiu Ye Shi Yu, the mixture of dialects also appears. However the mixture of dialects in this movie has reasons. It
mainly represents the life of labour workers from other areas working in Beijing. Therefore, we could not think that this
movie represents the post modern culture miss position and mixture between dialects and regions just because the
character performed by Ni Ping speaks Jiaodong dialects and the story occurs in Beijing. As a matter of fact, most of the
application of dialects in movies still remains at the realistic level of modern literature (Lin, 2005).

Let us turn back and see the other aspect of “multiple nature”. We will treat the culture character of dialect phenomenon
from multiple view points. As a matter, it is not a cultural strategy but it advocates a kind of multi-elements and open
culture criticism. For example, in contemporary movie art dialect game, there exists cultural theory of “difference” and
“sameness”. For one aspect, according to the multi-element post modern literature thought, we could explain the
existence of dialect in certain movies as follows. It is the explanation on the recognition of audiences on language
because the heterogeneity of dialect does place the challenge against the single polarity of languages. Hence, it is
regarded as the cultural representation of searching for heterogeneity; for another aspect, if we could uncover the idea of
“the diversified nature of languages” and careful probe into the connotation of context, we could surprisingly find out
that all of use are sharing the same meaning. Audiences of different regions might have similar cultural tastes, attitude,
and concept. The difference of culture is just nominal, and dialect is just a camouflage. It may raise a question for us. Is
the hot trend of dialects in movies the last memory on heterogeneity left by multi-culture? Whether it is true that what
the multi-culture value ideas depend on in dialect movies is not the rich and diversified literature connotation but
reflects the culture and identifies recognition of Chinese audiences which is tending to be the same? Seeing from a
macro-perspective, the contemporary movie hot rend also reflects the self anxiety of post modernism and is the anxiety
on globalization culture colonialism and sameness. Therefore, it could be concluded that although they are all the movie
culture criticism on dialects and they all apply multi-element culture view point, the conclusions are opposite, which is
also where the “multiple nature” of dialect in culture field lies in. Actually, the key difference of the opposite theory lies
in that: one part thinks that dialect is helpful for the movie art develops towards multi-culture direction and is pursuing
difference; However, the other party thinks that under the disguise of multi-culture, dialect pursues the even nature of
language meanings and puts the application of languages under single polar awareness mode with multi-element shape
but with no true common flourishing. Although it is the best reflection of sameness trend of culture, it is not good for
stopping the nibbling of globalization culture colonialism tend on Chinese region culture diversities. Facing with this
dilemma, objectively, we think that dialect is experiencing an independent game in movie culture; subjectively, we wish
it develops towards “discarding sameness and pursuing peace. The opposite word of sameness is peace rather than
difference. For globalization and national culture, the win-win ending is not sameness but is peace, that is having

62



Asian Social Science November, 2008

difference in sameness and pursuing peace in difference and being win-win. The game of dialect in contemporary
culture is also the same reason.

Note: This paper is translated by Lixue.
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Notes

Note 1. Deconstruction tendency refers to the afore mentioned the evolution from modern literature to post modern
culture, which is the turning from the clear and two element deep and complicated structure system to the two polar
melting, multi-element combination and deep complanation deconstruction strategy.

Note 2. Tao Dongfeng sees cultural colonialism the same as post colonialism. Please refer to Post Colonialism, Post
Colonialism Theory and Post Colonial Nature, and Culture Research, 2003-4.
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Abstract

“Sunny finance” is an inevitable requirement of public finance. Its essence is lawful financing, scientific financing, and
democratic financing. China has already gained lots of valuable experiences in the construction of “sunny finance”.
However, it deserves deepening researches on how to construct the frame of “sunny finance” and make it be systematic
and institutional. In this paper, the author discusses this issue.
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1. Necessity of the construction of “sunny finance”

The essence of “sunny finance” is lawful financing, scientific financing, and democratic financing. It needs perfect legal
system, scientific management, and democratic supervision. In the theoretical aspect, “sunny finance” is a precondition
for actualizing the public finance, carrying out the scientific development view, and constructing the harmonious society.
In the technical aspect, “sunny finance” can help to make finance performance evaluation.

1.1 “Sunny finance” is a precondition for actualizing the public finance

Public finance is the financial operation mode under the market economy condition. In order to satisfy social public
needs and supply public goods and services, the financial revenue collected by political power will be used to pay for
government’s public activities. Public finance aims at guaranteeing the normal operation of state apparatuses, insure the
safety of the state, maintaining social orders, and actualizing the coordinative development of society and economy. In
other words, the primary function of public finance is to satisfy social public needs, legal regulation, and macro control.
To make up the market malfunction by supplying public goods and services embodies the value of public finance. These
public goods and services are non-profitable and not supplied by market. All individuals can benefit from public goods
and services equally, namely “equalization of public services”. The public benefits embodied by public goods and
services are based on the common benefits of individual ones, being supervised by electorates. Here “sunny finance”
becomes a must. Therefore, “sunny finance” is a precondition for actualizing public finance.

1.2 “Sunny finance” is a precondition for carrying out the scientific development view

Scientific development view is a human-oriented, comprehensive, coordinative, and sustainable development view. To
be human-oriented is the core and essence of scientific development view. “To be human-oriented is to give absolute
priority to people’s benefits in all works, meeting people’s diversified needs continuously, and driving people’s all-
round development.” Without public and transparent finance, the public has no chance to know government’s financial
allocation activities and can not advance suggestions, advices, and supervisions. To be human-oriented becomes an
empty word. Therefore, “sunny finance” is a precondition for carrying out scientific development view.

1.3 “Sunny finance” is a precondition for constructing the harmonious society

The essential connotation of harmonious society is civilization, fairness, justness, common prosperity, share, stability,
orders, and solidarity. The core is social fairness and justness. Harmonious benefits are the most primary issue of
harmonious society, which are firstly embodied in benefits balance. “Sunny finance” is to promulgate the allocation
process of government’s public resources. The public’s participation and supervision can reduce “black box operation”.
Meanwhile, it is a benefit balancing process among different social classes, groups, and departments, as well as a
process of harmonizing benefits. Therefore, “sunny finance” is a precondition for constructing the harmonious society.

1.4 “Sunny finance” is a precondition for evaluating financial performance

Recently, many countries began to reform public services based on market standards and make performance evaluation
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on government finance, what must depend on the scientific classification of government expenses and transparent
expenses, namely “sunny finance”. China’s budget income and expenditure in 2007 is arranged by new subjects, taking
government’s expenses as the core and making classification, including class, amount, and item, which serves as the
base for evaluating the government efficiency.

2. Principles, key, and breakthrough of constructing “sunny finance” frame
2.1 Principles of constructing “sunny finance” frame
(1) Law

The precondition for constructing “sunny finance” is to build “sunny government”. Finance is merely one of department
of government’s all departments. The publicity of government finance must be legal. It includes two aspects: firstly,
“sunny finance” does not mean to make government’s all resource allocation activities open to the public. Contents
concerning state safety and national defense are not allowed to be promulgated. In fact, many countries constitute the
law of keeping secret that regulates the contents allowed to be open to the public. China is not an exception. As we
promulgate government’s financial expenditure, we must obey the rules of law. Secondly, there are still no unified legal
regulations for s norms, orders, principles, contents, and procedures in actualizing “sunny finance” in China.
Concerning how to construct “sunny finance”, local governments have different understandings considering their
different development levels. Some local governments make lots of exploration. Take Liaoning province for example.
In recent years, Liaoning provincial government promulgates many regulations on management, concerning scientific
and democratic decision, budgeting, centralized state treasury receipt and payment, government procurement, non-
taxation income management, and government debt management. In Liaoning at the provincial level, except
directly-controlled departments, transportation, education, prison and re-education systems, all departments in
budgeting actualize centralized state treasury receipt and payment. Fourteen cities also actualize centralized state
treasury receipt and payment. Seventeen counties are in the process of turning centralized accounting into centralized
state treasury receipt and payment. Liaoning government actualizes the separation of government procurement’s
management departments and centralized procurement departments, empowering them with different functions. In July,
2007, the provincial procurement center founded the “Liaoning Government Procurement Association” and set up an
expert base for government procurement evaluation. The central government should summarize the practices of “sunny
finance” in different regions, absorb foreign advanced experiences in this field, and constitute “directive outline
suggestions for actualizing ‘sunny finance’ in China” as soon as possible according to China’s real conditions, making
up principles for norms, orders, procedures, and contents in actualizing “sunny finance” in China, driving the progress
of “sunny finance” by law.

(2) Efficiency

“Sunny finance” must emphasize efficiency, namely the input-output ratio. In the input aspect, we should notice three
problems: firstly, “sunny finance” is costly in many fields. It needs to collect, process, and promulgate amounts of data.
Secondly, the publicity of information has to depend on relevant platform, which needs more inputs. Thirdly, the
allocation process of government resources is usually based on specialized knowledge and techniques that are hard to
understand by common people. Therefore, it may cause a “zero profit” issue. In the output aspect, the initial effect of
“sunny finance” may be visible: saving how much money. However, more effects are invisible. “Sunny finance” reflects
the idea of democratic financing, legal financing, and scientific financing. It can improve people’s trust in government,
what is necessary to construct the harmonious society.

2.2 Key and breakthrough of constructing “sunny finance” frame
(1) The key is to promulgate the standards of government budgeting

Government allocates social resources chiefly by state budgeting. China’s budgeting is in such a condition that “both
laymen and makers do not understand or know it clearly”. As the National People’s Congress is examining the budget,
they usually can not grasp the budgeting standards exactly due to the principles of “keeping secret” and “returning back
after examination”. If not promulgate budgeting standards, the budgeting result is hard to be judged. Therefore, the key
of constructing “sunny finance” frame at present is to promulgate the budgeting standards.

(2) The breakthrough is to apply “sunny finance” to “people’s livelihood finance” firstly

Since 1949, China has reformed its finance system many times. Generally speaking, the reform before 2000 chiefly
focuses on the income system, including tax federalism, income tax sharing, and rural taxation. The reform after 2000
mainly concerns the expenditure aspect, including departmental budget, centralized state treasury receipt and payment,
government procurement, income and expense. In China the finance system should follow this order in development:
“construction finance” ------ “public finance” ------ “people’s livelihood finance”. In 2007 China increases its expenses
in social security, employment, education, medical treatment and many other fields concerning people’s livelihood
greatly, exceeding the growth rate of GDP during the same period. What the public cares about mostly is people’s
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livelihood. Therefore, the breakthrough of “sunny finance” should be people’s livelihood finance naturally. People’s
extensive participation completely embodies the advantages of socialism.

3. Thoughts of constructing “sunny finance” frame
3.1 Enhance the fiscal transparency

According to the Manual on Fiscal Transparency (Kopits & Craig, 1998) issued by the International Monetary Fund
(IMF), fiscal transparency is to make information concerning government structure and functions, trends of fiscal
policies, accounts of public departments, and fiscal prediction open to the public to a great degree. The information
should be reliable, detailed, timely, understandable, and comparable. Electorates and financial market can exactly
evaluate the condition of government finance and the real cost and income of government activities according to the
information. The Manual explains the meanings of fiscal transparency in detail from three aspects: institutional
transparency, accounting transparency, and indexes and prediction transparency. D. D. Lassen (2003) thinks that the
transparent budgeting procedure has four characteristics: firstly, fewer budgeting files can release more information,
which make it easy for the public obtaining and supervising the information; secondly, experiences prove that in the
convincing and reliable connections, the possibility of being the key and independent proof can improve its
transparency; thirdly, in the budget words are exact and classification is scientific, clear, and definite; fourthly, reduce
blind items in budget and stop government’s random interference.

In June, 1999, the “audit report for the implementation of central budget and other financial income and expenses in
1998” issued by the National Audit Office is regarded as the a start that arouses the fiscal transparency issue in China.
This report factually releases the severe problems in the implementation of central government budget, such as the
serious economic losses caused by false decisions and ineffective management in key national investment projects, wide
and severe appropriation of social security capitals, special funds, and materials and funds for disaster relief. For
another instance, some enterprises, especially non-banking finance institutions conceal incomes, escape from legal taxes,
keep double accounts, found small private coffers, and devour and waste corporate assets as will. Problems are still very
serious (Guangshun Li, 2007).

China’ fiscal transparency is low. In 2001, Price Waterhouse Coopers finishes a report for “opacity index”. It
investigates 35 countries and regions, grade and rank them according to the opacity indexes in five aspects: corruption,
law, financial policy, accounting principle, and government regulation. The score of China’s opacity index is 87, higher
than that of Singapore (29) and America (36), whose ranks the lowest class. China is listed as a country with lowest
transparency.

In western countries, people generally think that human being is selfish in nature. They must be restrained by something,
such as religious belief and institutional constraint (transparency constraint). For a long time, Chinese emphasizes on
human being’s subjective initiative too much, what leads to such a result that rule of man surpasses rule of law. Under
the market economic condition, China should use institutions to restrict government behaviors. A must for actualizing
“sunny finance” is to enhance fiscal transparency.

3.2 Set up the information network platform for “sunny finance”

First of all, promulgate the budgeting information and construct “sunny finance” by “monetary and financial project”,
making government financing be scientific, standard, and transparent. We can learn experiences from OECD
(Organization of Economic Cooperation and Development) countries, reporting before the budget (three months), yearly,
in the middle of the year, in the end of the year, and for the long run. Then, release important information timely, such
as GDP growth rate, employment rate, inflation rate, changes and adjustments of budget, government liabilities,
financial and non-financial assets, and possible liabilities.

3.3 Perfect the “four in one” fiscal supervision system

The “four in one” fiscal supervision system includes: National People’s Congress (NPC) supervision, financial
department supervision, external audit supervision, and social supervision. Firstly, enhance the supervision of NPC’s
special budget censorship. The budget censorship includes people from fiscal departments (non-temporary), specialized
experts and scholars, and NPC’s internal trained persons. Especially, specialized experts are necessary in the budget
censorship, who can improve the power of NPC supervision. Secondly, enhance the independent supervision of audit
institutions. Absorb audit departments into NPC field and perfect the audit mechanism of NPC to fiscal budgeting
conditions. Thirdly, enhance the supervision of social medium agencies. Employ accounting firms to audit the fiscal
capitals. Fourthly, enhance social public supervision. “Sunny finance” needs the extensive participation of the public
because: corruption = monopoly + black box operation — participation of the public. Whether the public participates is
an important sign for whether the finance is sunny or not.

3.4 Probe into the reform of budget accounting regulations based on the income and expenses classification reform

China’s present budget accounting regulations were issued in 1997 and put into practice in 1998. The regulations are
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based on cash basis. However, the cash basis can not reflect the government liabilities that happen currently but still not
in cash, what leads to the distortion of government liability information. Meanwhile, the cash basis can cause the
distortion of account statements information because the cash basis regards the time of receiving cashes or paying
cashes as the accounting document. It is easy to cause the mismatch of rights and duties and lead false government
decision. Therefore, for some assets and debts businesses, we can adopt the accrual basis. For the budget paying
business, we can still focus on the cash basis. By this way, we can solve the mismatch of duties and effects and avoid
the abnormal phenomenon that the former borrows money for projects and the later pays for the debts.

3.5 Explore the payment form of “sunny finance”

We can enlarge the pilot range of official card payment. Official card is a kind of credit card used by workers in budget
departments, chiefly for daily official payments and financial reimbursing operations. As a modern tool for payment and
settlement, official card is convenient and has high transparency. However, official card can not draw cashes directly. It
is only used for daily official payments and financial reimbursing operations. Using official card can effectively help to
stop corruptions in official consumption. It has positive effects on improving the transparency of fiscal expenditure.
Official card is an effective carrier for extending “sunny finance”.
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Abstract

The earnings-price ratio (E/P ratio) of the NSE Nifty index and the spreads between the E/P ratio and interest rates are
widely used by market practitioners to forecast the stock market outlook. The present paper employs several statistical
and econometric tools (viz., correlation analysis, regression analysis, Granger’s causality test and measures of
out-of-sample forecast performance) for rigorously assessing the usefulness of spread in explaining stock market return
in India. The database includes the weekly and monthly closing values of NSE Nifty index over the period January 5,
1997 to December 31, 2007 (11 years). The two measures of interest rate considered are Bank rate and call money rate.
Empirical results reveal that spread seems to have reasonably strong causal influence on return and the causal model
helps achieving forecasts slightly better than the random walk model.

Keywords: Stock market, Granger’s Causality, E/P ratio, NSE Nifty, Cross-correlation, Regression, Efficient Market
Hypothesis, Random Walk

1. Introduction

Trading in stock market indices has gained popularity in major financial markets around the world. Accurate predictions
of stock market indexes are important for many reasons. Chief among these are the need for the investors to hedge
against potential market risks, and opportunities for speculators and arbitrageurs to make profit by trading in stock
index. Clearly, being able to accurately forecast the stock market index has profound implications and significance for
both researchers and practitioners. There exist vast literatures which concentrate on the predictability of stock market
return. In almost all cases, the performance metrics and the acceptability of the proposed models are measured by the
deviations of forecast value from the actual values. Different dealers, investors, and other market players adopt different
trading strategies, so the forecasting models which rank first in terms minimization of forecast error may not be suitable
to meet the expectation of the dealers or investors. It is because the trading driven by a particular forecasting model with
a minimal forecast error may not be profitable as trading guided by an accurate prediction of the direction of movement
of stock index. Therefore it is very important to forecast the direction of movement of stock index for developing
effective market trading strategies.

There exists vast research articles which predict the stock market as well pricing of stock index financial instruments
but most of the proposed models focus on the accurate forecasting of the levels (i.e. value) of the underlying stock index.
There is a lack of studies examining the predictability of the direction/sign of stock index movement. Given the notion
that a prediction with little forecast error does not necessarily translate into capital gain, an attempt is made to assess the
usefulness of spread between E/P ratio and interest rate in the context of Indian stock market. For this the has taken a
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case of S&P CNX NIFTY Market Index of the National Stock Exchange, one of the fastest growing financial
exchanges in developing Asian countries.

Empirical evidence for the developed economies suggests that the information on the spread between E/P ratio at the
stock market and a measure of interest rate is sometimes useful in predicting stock market movements. In case of
emerging markets like India, the issue has, however, not received adequate attention. The earnings-price ratio (E/P ratio)
of an individual stock is widely used by market practitioners to forecast the movement of the stock. Similarly, the E/P
ratio of a stock market index is used to forecast the overall stock market outlook. The spreads between the E/P ratio and
interest rates are other indicators used to monitor the stock market. These spreads are used for “market timing” such that,
based on the signals generated from the spreads, a decision is made to invest in the stock market index or in bonds. The
reason behind such use is that theoretically the E/P ratio and long-term interest rates should have an equilibrium
relationship, as investors will arbitrage between stocks and bonds. Whenever there is a deviation from the equilibrium,
stock prices will move the E/P ratio and long-term interest rates to the direction of the equilibrium. It is also noted that
some central banks’ financial stability reports include measures of whether stock markets are overvalued by looking at
E/P ratios. This paper studies their usefulness as indicators of future Indian stock market conditions.

For analyzing the relationship between spread and return, a number of analytical tools, viz., correlation analysis,
regression analysis, Granger’s causality test and measures of out-of-sample forecast performance have been employed.
The paper is organized into six sections. In Section 2, a brief review of literature is presented. The basic premises of
considering the spread as containing advance information about stock market movement are also discussed therein. The
methodology and analytical tools used in the study are presented in Section 3. Section 4 deals with describing the basic
database and the derivation of measures for return and spread series in the study. In Section 5, empirical results on the
relationship between spread and return are presented and interpreted. Finally, Section 6 summarizes the main findings
with concluding observations.

2. A Brief Review of Literature

The issue of whether the spread between Earning/Price (E/P) ratio (also known as earnings yield) and interest rate
contains useful information about the movement of stock market is a matter of empirical investigation in recent years
(Rolph and Shen, 1999). There exists considerable evidence showing that stock returns are to some extent predictable.
Most of the research is conducted using data from well established stock markets such as the US, Western Europe, and
Japan. It is, thus, of interest to study the extent of stock market predictability using data from less well established stock
markets such as that of India. Along with different indicators, market practitioners often use different measures of
spread to analyze and predict market movements. A number of business publications in developed countries also give
importance to spread in their discussions of overall market conditions and outlooks. Though a number of research
papers attempted to explain/predict future stock return by considering some of the regressors among E/P ratio, yields,
interest rate, earnings per share, etc., (Cutler et al, 1991; Lander et al, 1997; Mohanty, 1997; Pesaran and Timmermann,
1995; Qi, 1999; Qi and Maddala, 1999; Samanta and Rajpathak, 2001; Shiller and Campbell, 1993), the literature on
direct evaluation of the usefulness of spread between E/P ratio and interest rate as an indicator for overall market
outlook is at a nascent state.

An intuitive explanation on why spread may contain information about future stock market return is discussed by Rolph
and Shen (1999). The information content follows from the notion that relative to the interest rate (say, it) there is an
equilibrium level of spread. Under the assumption that expected future growth rate of P/E ratio is positively related to
the current spread [(E/P), — i, a higher spread leads to higher expected growth for the P/E ratio, which in turn gives
higher expected market return. In other words, when the spread is higher than its equilibrium level, the P/E ratio is more
likely to grow faster, thus reducing the E/P ratio and spread towards its equilibrium levels and vice-versa. Basu (1977)
examined the performance of various portfolios on the basis of their P/E ratios for 1957-71 and found that return on
company stocks with low P/E ratios was significantly higher that the return on companies with relatively high P/E ratios
(Keith, 1998, Page 209). Pesaran and Timmermann (1995) also used both E/P ratio and interest rates along with several
other influential variables for explaining stock market movements. Lander et al (1997) also documented strong evidence
that both earnings yield and interest rates matter for short-run stock market performance. They used linear combination
of E/P ratio and bond yields to predict returns on S & P 500 index in a regression framework.

Fuller et al. (1993) study the usefulness of E/P ratios of individual stocks in forecasting their returns. They find that
stocks with high E/P ratios generate above-normal returns and those with low E/P ratios generate below-normal returns
over the eighteen year period from the fourth quarter of 1973 to the third quarter of 1991, based on the US stock market
data. Campbell and Shiller (1998) investigate the relationship between the E/P ratio of the S&P 500 index and the
general stock market outlook, and find that the E/P ratio at the beginning of a 10-year period is positively correlated
with the return of the S&P 500 index over that 10-year period using data from 1872 to 1997. Lander et al. (1997) find
that a market-timing trading strategy based on a simple error-correction model using the expected E/P ratio of the
S&P500 index and long-term interest rates yields a higher average return with smaller volatility than that generated by
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simply buying and holding the S&P 500 index. Rolph and Shen (1999) find that the historical extreme values of the
spreads between the E/P ratio of the CRSP index in the US and the long-term and short-term interest rates contain
information on the direction of the stock market. A trading rule based on the 10th percentile of the historical values of
the spreads produces a higher average return (not statistically significant) and a lower variance (statistically significant)
than that produced by simply buying and holding the stock market index.

In another study, Qi (1999) outlined a recursive modeling procedure to examine the predictability of S & P 500 index
returns using linear regression (LR) framework and neural network (NN), a nonlinear framework. The explanatory
variables considered by him are dividend yield, E/P ratio, 1-month Treasury Bills rate, 12-month Treasury bond rate,
inflation rate, growth rate in industrial output and money growth. He found that the NN model outperforms
LR-framework in terms of both within-sample fit as well as out-of-sample forecast accuracy. In the Indian context,
Mohanty (1997) examined the relationship of P/E ratio and earnings per share (EPS) with stock price. Using annual data
he concluded that one could make excess return by forecasting the directions of movement of EPS based on publicly
available information. Use of spread variable in explaining Indian stock market return is available in Samanta and
Rajpathak (2001). Though, they have not investigated detail relationship between spread and return, they constructed a
composite indicator by combining partial information contents of spread in addition to E/P ratio, yields and a few other
economic and financial variables, for forecasting/tracking future stock market returns.

3. Methodologies and Analytical Tools

For assessing the information content of spread about future stock market return, following analytical tools and
methodologies are employed in the present study.

Correlation/Cross-Correlation Analysis: A preliminary assessment of the strength in relationship between return and
past values of ‘spread’ may be assessed through appropriate correlation analysis. For this purpose, one can calculate
cross-correlation coefficients between spread and returns for different orders/lags (i.e. correlation coefficient between
spread and future return) and can test for their statistical significance. The cross- correlation of order k between spread
and return (denoted by pk ) is simply the correlation coefficient between SPt-k and Rt, k being any integer. If pk ’s for
some positive k, are significantly different from zero, one may expect that past values of spread would have some
impact on present/future return.

Regression Analysis: The explanatory power of ‘spread’ in capturing the movement of stock price return could also be
assessed in a regression framework. For this purpose, return series could be regressed on past information on ‘spread’
variable. Following Rolph and Shen (1999), the form of the regression equation may be kept simple as below.

p
Rt=060+ Z(X,J SPt_j+et .............. (1)
=1
where p is a suitably chosen positive integer; R; and SP, are as defined above, e, j=0,1,2, .... ,p are unknown parameters

and e, is the usual disturbance term. Some of the widely used statistics, like R? (i.e. adjusted-R, ), Durbin-Watson (D-W)
statistics and Ljung-Box Q-Statistics (denoted by Q-Statistics) will be used for assessing the strength of the relationship
presented in equation (1).

Granger’s Causality Test: For a formal assessment of the influence/usefulness of ‘spread’, Granger’s causality test may
be performed using an extended regression equation.

P q
Rt =0+ z QG SP t + Z bk Rt-k F€ i, (2)
=1 k=1

As in case of equation (1), relationship presented in equation (2) may also be assessed in terms of R> D-W statistics and
Q-Statistics. In addition, if all p; ’s in equation (2) are statistically zero, the null hypothesis of no causality from spread
to return is accepted. Usual F-statistics may be used for performing the causality test.

Assessing Forecast Performance: The regression diagnostics discussed above pertain to the within-sample
characteristics of the data. The usefulness of ‘spread’” may also be assessed in terms of improvement in degree of
accuracy in out-of-sample forecast of return by using spread. Therefore, it would be interesting to exploit the
relationship between ‘spread’ and stock market return for forecasting return out-of-sample.

For this purpose, through recursive/rolling regression, forecasting exercise will be repeated several times and based on
the forecast accuracy (or error in out-of-sample forecasts) in every repetition, an overall measure of forecast accuracy,
say the widely used Mean Error (ME), Mean Absolute Error (MAE) and Root-Mean-Square-Error (RMSE), will be
derived for different competing forecasting models, viz., (i) random walk (RW) model; (ii) regression model as in
equation (1); (iii) and causal model as in equation (2). Here RW model is considered as a benchmark model to represent
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the behaviour of the stock market/prices under the weak-form of efficient market hypothesis (EMH). If the magnitude
of forecast errors in cases of (ii) and (iii) are lower than that of case (i), one can conclude that spread helps in improving
accuracy of out-of-sample forecast of stock price return.

4. Database and Research Design

In the present study, both weekly and monthly data are used. The basic variable covered in weekly database pertain to
weekly average stock price index, E/P ratio of the index portfolio and a representative interest rate from the week ended
January 5, 1997 to the week ended December 31, 2007 (eleven years). The monthly database also covers these basic
variables for the months from January 1996 to December 2002. The data on return and spread are derived from these
basic variables.

As regards stock price index, it is preferable to choose a market representative index. In India, a number of stock price
indices are available. Notable among them are BSE 30 share price index (Sensitive Index or Sensex), Economic Times
30 Index, Financial Express 30 Index, S&P CNX NIFTY Market Index, BSE national index consisting of 100 shares
(BSE-100), Economic Times 100, Financial Express 100, BSE- 200, Business Line 250, CRISIL 500 index and several
other regional exchange indexes. In an interesting study, Balasubramanian and Narasimhan (1999) made an attempt to
assess to what extent various indices reflect the market performance.  Accordingly, they analysed in detail, various
aspects of BSE Sensex, BSE-100 and BSE-200. Their empirical results suggest that there is no significant difference
between these three indices.

In this study, closing value of S&P CNX NIFTY Market Index (hereafter referred to as NSE Nifty) is considered for
calculating stock market return. The data on E/P ratio pertain to NSE Nifty index portfolio. The National Stock
Exchange (NSE) in India provides a fully automated screen based trading system for futures and spot market
transactions, on a nationwide basis and an online monitoring and surveillance mechanism. It supports an order driven
market which provides complete transparency of trading operations and operates on strict price-time priority. NSE Nifty
is a well diversified 50 stock index accounting for 24 sectors of the economy. It is used for a variety of purposes such as
benchmarking fund portfolios, index based derivatives and index funds. NSE Nifty is owned and managed by India
Index Services and Products Ltd. (IISL), which is a joint venture between NSE and CRISIL. IISL is India's first
specialised company focussed upon the index as a core product. IISL have a consulting and licensing agreement with
Standard & Poor's (S&P), who are world leaders in index services. The base period selected for NSE Nifty index is the
closing price on November 3, 1995. NSE Nifty index stocks represent about 59.49% of the total market capitalization as
on May31st, 2007.

The selection of an appropriate interest rate plays a vital role; so far as the usefulness of the spread is concerned in this
paper, we have used short-term rates for deriving spread. In the Indian context, possible proxies for short-term interest
rate would be ‘call money rate’, ‘yields on certain Treasury Bills’, ‘Deposit Rate’, ‘Bank Rate’, etc. Among these, two
rates, viz., the Bank Rate and the call money rate are generally used (Roy et al, 2000). The present study also has used
the call money rate and the Bank Rate as indicators of short-term interest rate. In this study, one-period stock market
return (i.e. return is weekly for weekly data, monthly for monthly data, and so on) at time point t, say R, , is simply
defined as R, = log(P,) — log(P ); where P, is a stock price index.

In Indian context, many studies (Madhusoodanan, 1998; Mohanty and Kamaiah, 2000; Samanta and Rajpathak, 2001)
have used equation (3) for compilation of return series. In case of equation (3), K-period return is simply the addition of

k consecutive one- period returns. Moreover, log-transformation also may reduce a bit of volatility/heteroscadasticity
and/or may help to get normal distribution.

The information on ‘spread’ variable is derived by subtracting interest rate from E/P ratio associated with BSE-100
stock price index. Depending upon the proxy of interest rate, following two measures of spread are used in this study;

SP_B,=Eb,P,—BR,.................... @)
SP_C,=Eb,P,—Call,................... (5)

Where SP_B; and SP_C, are measures of spread at time t; Eb,P, , BR, and Call; are E/P ratio, bank rate and call money
rate respectively at time point t.

5. Empirical Results

To start with, in Table 1, we present the estimated py for k=1,2, ...., 20 (5 months) using weekly data. From Table 1, it
appears that the magnitude of correlation coefficient between SP_By and R; (i.e., py) is low for k=1 to 6. The maximum
correlation coefficient (in magnitude) is observed for k=16 followed by k=10, 9 and 3. In case of SP_C, , estimated py
is low for all k = 1 to 13 and the highest is evidenced for k = 19, followed by k=17, 18 and 20. Estimates of py ’s,
k=1,2, ....,14, using monthly data (Table 2) show that the relationship between SP_B, and R; is reasonably strong for k
above 4, particularly for k = 5, 9, 12 and 14. In case of SP_C,y , however, corresponding relationship is likely to be
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important only for lags k= 6, 9 and 14. It is interesting to note that the results based on monthly data are more or less
consistent with the same based on weekly data, i.c., as k increases, the cross correlation (sy) also tends to increase.

Thus from correlation analysis, it is seen that the relationship between past values of spread and present value of stock
market return is possibly strong only in longer lag, say for about 2-months or above (i.e. corresponding to 9 to 14 weeks
or more). For exploring the strength in relationship between return and spread, a number of simple regression and
causal-regression models are estimated and the empirical findings are interpreted. In this context, it may be noted that
for estimating different regression equations (simple or causal models), lag selection is an important task.

For this purpose, we first fix an upper limit/ceiling to the maximum lag and select only the important lags within the
chosen limit. In all subsequent regression/causal models, upper ceiling for maximum lag was fixed at 20-weeks for
weekly data and 14 for monthly data.

5.1 Regression Analysis

Initially return series was regressed on constant and own past values. Relevant empirical results (presented in Table 3)
show that the underlying relationship in case of weekly data is similar (in terms of R, D-W statistics and cl statistics)
with that for monthly data, though in former case R” is relatively low. In both cases, D-W statistics is very close to 2
(being 1.95 or more) and the Q-statistics is also insignificant at 5 % level of significance (as corresponding p-value is
much more than 0.05), indicating absence of any significant autocorrelation of the residual series.

Now, we proceed to check the robustness of the results obtained from correlation analysis. For this purpose, R; series is
regressed on constant and past values of spread. Different fitted equations and associated estimates of R*, D-W statistics
and Q-statistics for weekly data are given in Table 4. Similar results for monthly data are presented in Table 5. In case
of weekly data, as can be seen from Table 4, SP_B; has relatively stronger relationship with future return than that
associated with SP_C,. Empirical results indicate higher R? and better D-W statistics when R, is regressed on constant
and past values of SP_B; instead of regressing R, on constant and past values of SP_C,. The Q-statistics in later case is
also worse than that in former case. As a matter of fact, Q-statistics in case of SP_C; is statistically significant at 5 %
level of significance (as corresponding p-value does not exceed 0.05), indicating presence of residual autocorrelation. In
case of monthly data, the empirical results (Table 5) are almost same qualitatively as that of weekly data, though R? ,
D-W statistics and Q-statistics are better for monthly data. Interestingly, Q-statistics in case of SP_C; for monthly data
turns out to be statistically insignificant.

5.2 Results on Causality Tests

For exploring the possibility of causal influence of spread on return, we fitted a causal model like equation (2), where
lag values of both dependent variable (i.e. R;) and independent variable (i.e. SP_B; or SP_C;) are used as regressors.
Different causal models are estimated by employing ‘general-to-specific-type’ strategy again. The estimated equations
for weekly data and corresponding empirical results on causality tests are given in Table 6 and Table 7 respectively.
Similar results for monthly data are presented in Table 8 and Table 9. It may be seen from Table 6 that the causal
models for weekly data are generally better than the regression equations using only past values of return (as given in
Table 3) or only past values of spread (given in Table 4) in terms of R 2 , D-W statistics and Q-statistics.

Empirical results on causality tests using weekly data reveal that the widely used F-statistics (Table 7) is significant at 5
per cent level (as corresponding p-values are lower that 0.05) for both SP_B; and SP_C, , indicating that weekly
information on both SP_B; and SP_C,; has causal influence on weekly return. For monthly data also, causal models are
better (Table 8) than simple regression models (presented in Table 3 and Table 5). The causality tests also detected
causal influence of spread on return (see Table 9), though the influence in case of SP_C t is likely to be mild (as the
corresponding F-statistics is insignificant at 5 % level, but significant at 6 % level).

5.3 Empirical Assessment of Forecast Performance

For assessing the forecast performance, out-of-sample forecasts of return series were generated for (i) last 20
observations in case of weekly data and (ii) last 14 observations for monthly data through rolling regression technique
as discussed below. For weekly data, initially each regression/causal model (Table 4 and Table 6) was re-estimated
using first 282 observations and out-of-sample forecast was generated for the return series at time point 283. Thereafter,
the coefficients of the underlying models were re-estimated using first 283 observations and out- of-sample forecast was
generated for time point 284. This way the forecasting exercise was repeated 20 times, each repetition generating a
one-week ahead forecast of return series. Now comparing the forecasts of return with actual, three measure of forecast
error, namely ‘Mean Error (ME)’, ‘Mean Absolute Error (MAE)’ and ‘Root-Mean-Square Error (RMSE)’ were
calculated. Similar error measures were also derived for the random walk model. The relevant results are reported in
Table 10. In case of monthly data, one-month ahead forecasts of return were generated for last 14 observations (i.e.
from 59-th to 72-nd observations) similarly. Then, like in case of weekly data, different measures of forecast accuracy,
viz., ME, MAE and RMSE, associated with different models (i.e. random walk and regression/causal models) were
estimated and presented in Table 11.

72



Asian Social Science November, 2008

From Table 10 and Table 11, it is seen that generally causal models (using spread) outperform both random walk model
and regression models (using only past values of spread as regressors as given in equation 1), in generating out-of-
sample forecast of stock market return.

6. Conclusion Remarks

This paper studies the usefulness of the E/P ratio as an indicator of future stock market conditions. The present study
employed various statistical and econometric tools for rigorously assessing the usefulness of spread in explaining stock
market return. The studies finds that spread seems to have reasonably strong causal influence on return and the causal
model helps achieving forecasts better than the random walk model. On theoretical plane, whether the spread between
E/P ratio and interest rate is helpful for predicting future return/movement of stock price index is a debatable issue.
However, in practice, spread is frequently used by market practitioners. So far empirical evidence for the developed
economies suggests that the information on spread could be useful. In case of emerging markets including India, the
issue has not received adequate attention.

The empirical results presented here are tentative and further research is needed to address the issue. Particularly, there
is a need to put concerted efforts to construct alternative measures of ‘spread’ based on different interest rates and
compare their usefulness empirically in explaining and predicting future movement of stock market return in India.
Some central banks’ financial stability reports include measures of whether stock markets are overvalued by looking at
E/P ratios. However, the results in this paper show that the ratios are not useful in assessing the extent to which there is
an overvaluation in the Indian stock market in the short run. There is also scope to assess the direction of stock market
index, taking into account the set of potential macroeconomic input variables such as interest rates, consumer price
index, industrial production etc.
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Table 1. Estimated Cross Correlation (px) Using Weekly Data
(Time Period: Week Ending 5™ Jan. 1997 to 31 Dec. 2007)

K Estimated p x Associated with * K Estimated py Associated with *
(in weeks) SP B SP C (in weeks) SP B SP C
1. 0.0172 0.0.127 11. 0.1121 0.0417
2. 0.0412 0.0210 12. 0.1259 0.0111
3. 0.0112 0.0161 13. 0.1322 0.0271
4. 0.0310 -0.0211 14. 0.1147 0.0312
S. 0.0512 -0.0172 15. 0.1227 0.0411
6. 0.0671 -0.0141 16. 0.1521 0.816
7. 0.1214 -0.0217 17. 0.1127 0.1072
8. 0.1011 -0.0307 18. 0.1090 0.0911
9. 0.1351 0.0211 19. 0.1071 0.1217
10. 0.1421 0.0341 20. 0.1122 0.0907

Note : * p Indicates correlation coefficient between SP; and R; where SP, = SP_B,or SP_C,

Table 2. Estimated Cross Correlation (py) Using Monthly Data
(Data Period: 5th Jan. 1997 to 31st Dec. 2007)

K Estimated py Associated with * K Estimated p,  Associated with*
(in months) SP B SP C (in months) SP B SP C
1. 0.0922 0.0317 8. 0.1327 0.1698
2. 0.0377 -0.0219 9. 0.2143 0.2513
3. 0.0691 -0.0524 10. 0.1127 0.1784
4. 0.1517 -0.0632 11. 0.1281 0.1217
S. 0.1789 -0.1129 12. 0.2291 0.1634
6. 0.1192 0.2427 13. 0.1389 0.1729
7. 0.1244 0.1572 14. 0.1472 0.2432

Note : * py Indicates correlation coefficient between SP; and R, where SP, = SP_B,or SP_C,
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Table 3. Regression of R; on Own Past Values

Dependent Explanatory  Lags Coefficients t-ratio D-W Q-Statistics
Variable Variable -, Statistics
R
Using Weekly Data
R, Constant 0 -0.0001 0.09 .082 1.96 27.42
R 1 0.1476 2.170
5 0.1654 2.72
9 -0.1651 2.21 p-value
12 0.1469 -1.99 =0.9571
17 0.1387 2.49
20 0.1479 5.58
Using Monthly Data
R; Constant 0 0.0107 0.71 0.105 1.99 14.22
R, 1 0.2917 1.72
4 0.2712 2.43 p-value
9 -0.3192 -1.97 =0.9213

Table 4. Regression of R; on Spread — Using Weekly Data

Dependent Explanatory  Lags Coefficients t-ratio D-W Q-Statistics
Variable Variable -, Statistics

Using SP_B as Proxy for Spread

R; Constant 0 0.0049 1.39 0.05 1.82 49.2
SP B, 1 -0.0031 -1.07
6 -0.0143 -1.42
10 0.0130 1.43 p-value
14 0.0123 2.18 =0.1241
17 -0.0086 2.25
20 0.0026 1.32

Using SP_C as Proxy for Spread

R, Constant 0 0.0041 0.90 0.03 1.71 55.7
SP_C, 11 0.0009 1.94 p-value
20 0.0005 1.00 =0.0297
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Table 5. Regression of R, on Spread — Using Monthly Data

Dependent Explanatory ~ Lags Coefficients t-ratio D-W Q-Statistics
Variable Variable Statistics
R
Using SP_B as Proxy for Spread
R, Constant 0 0.01792 1.10 0.14 1.87 15.79
SP B, 1 -0.0253 -2.44
4 0.0532 2.59 p-value
7 -0.0345 -1.51 =(0.8512
Using SP_C as Proxy for Spread
R, Constant 0 0.0217 1.06 0.09 1.69 18.27
SP_C, 6 0.0019 2.07 p-value
=0.5317
Table 6. Estimated Causal Models — Using Weekly Data
Dependent Explanatory ~ Lags Coefficients t-ratio D-W Q-Statistics
Variable Variable -, Statistics
R
Using SP_B as Proxy for Spread
R, Constant 0 0.0061 1.52 0.13 2.03 34.92
R, 1 0.1328 2.03
2 0.1376 2.06
5 -0.1076 -1.59 p-value
8 -0.1928 2.92 0.8972
15 0.1741 2.42
20 0.1366 2.11
3 -0.0068 2.47
10 0.0071 2.98
Using SP_C as Proxy for Spread
R, Constant 0 0.0019 0.73 0.13 1.98 27.86
R, 1 0.1278 2.00
2 0.1620 2.50
7 -0.1490 -2.32
13 0.1294 2.17 p-value
16 0.1789 2.58 0.9817
20 0.1488 2.41
13 0.0010 2.07
20 0.5003 1.19
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Table 7. Results on Causality Tests — Using Weekly Data

Dependent Explanatory

Testing Hypothesis: Coefficients of SP B/SP _C

Care Collectively Zero

Variable Variable Lags * F-Statistics P-Value
R, Constant 6.1927 0.0058
R; 1,2,5,12,17,20
SP B, 3,10
Using SP_C as proxy for spread
R, Constant 0 5.2978
R¢ 1,2,5,12,17,20 0.0417
SP_C; 11,20

Note: * Estimated Coefficient and Corresponding t-ratios for different lags are given in Table 6.

Table 8. Estimated Causal Models — Using Monthly Data

Dependent Explanatory ~ Lags Coefficients t-ratio D-w Q-Statistics
Variable Variable _ Statistics
R
Using SP_B as Proxy for Spread
R, Constant 0 00.392 1.41 0.23 1.96 11.52
R, 3 -0.3818 -2.59
9 -0.3154 -1.60
SP_ B, 1 -0.0245 -2.38 p-value
4 0.0187 1.72 =0.9247
10 0.0092 1.25
Using SP_C as Proxy for Spread
R, Constant 0 0.0247 1.42 0.15 1.98 13.79
R, 1 0.1730 1.31
4 -.4271 -2.34 p-value
SP_C, 8 0.0057 1.97 =0.8763
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Table 9. Results on Causality Tests — Using Monthly Data

Dependent Variable Explanatory Lags # Testing Hypothesis: Coefficients of
Variable SP B/SP_C are Collectively Zero
F-Statistics P-Value
Using SP_B as proxy for spread
R, Constant 0 49721 0.0312
R, 4,8
SP_B, 1,4,9
Using SP-C as Proxy for Spread
R, Constant 0 3.9243 0.0579
R, 2,5
SP_C, 8

Note: “#’ Estimated Coefficients and corresponding t-ratio for different lags are given in Table 8.

Table 10. Out-of-Sample Forecast Errors - Using Weekly Data

Model Measure of Forecast Error
ME MAE RMSE
Random Walk -0.0089 0.0419 0.0472
Regression Model (As in Equation 1)
Using SP_B as Proxy for Spread -0.0079 0.0472 0.0449
Using SP_C as Proxy for Spread -0.0031 0.0491 0.0417
Casual Model (As in Equation 2)
Using SP_B as Proxy for Spread -0.0047 0.0321 0.0279
Using SP_C as Proxy for Spread 0.0021 0.0312 0.0307
Table 11.0ut-of-Sample Forecast Errors - Using Monthly Data
Model Measure of Forecast Error
ME MAE RMSE
Random Walk -0.0212 0.1121 0.1391
Regression Model (As in Equation 1)
Using SP_B as Proxy for Spread -0.0150 0.1017 0.1267
Using SP_C as Proxy for Spread -0.0009 0.1082 0.1357
Casual Model (As in Equation 2)
Using SP_B as Proxy for Spread -0.0112 0.0815 0.0965
Using SP_C as Proxy for Spread -0.0027 0.0917 0.0889
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Abstract

The entrance of digital technique into design field brings about tremendous changes, which are mainly shown in the
view style of the mixture of objects and viewers. From this perspective, the formation of virtual images depends on
computer calculation without any technique difficulties. The support of digital techniques pushes the development of
online design mutual actions where culture holds its ground. Designers should shoulder their social responsibilities for
loss of home land language design languages and its design context. We need to face all of the problems in the
development process of digital artistic design need and to reflect on ourselves.

Keywords: Digital image technique, Design, Vision

Digital technique and digital image technique have been widely applied in the entire design field. Computers are
replacing traditional pens and paper. The convenience of digital technique and the newness of digital image technique
make every designer feel excited. However, the perplexity faced by digital artistic design also worries designers.
Starting from this consideration, this paper makes deep analysis on the current status and problems in digital artistic
design from the four aspects and tries to develop full discussion.

1. Virtual idol

Digital image technique could endless overthrow daily visual experience because digital graphics are not to materialize
objects as we commonly mean. The formation of images depends on the permutation and combination in digital
arithmetic and the desired images are shown instantly on the screen when you operate a keyboard and mouse. Digital
technique could make images in two dimension plan generate multi-dimensional and constantly changing novel visual
images and could also break down three dimension shapes into two dimension plane. Also, there are a lot of other
similar surprising graphics view, which could not be realized with traditional painting experience. Such technique also
provides forceful technique support for us to deviate from daily visual experience.

In the one hundred years history of modernism painting, although there have been various schools, all visual judgment
of each art talent depends on overthrowing daily visual experience. Artistic images are no longer the imitation and under
of normal world but are to part from the world and make the world strange. Daily reality and artistic representation are
no longer of mirror-and-image relationship as of classic art. In these artistic works, we could not see real life and could
only feel the joys and sorrows of life in the works full of imagination. Therefore, modernism paintings focus on the
difference between real normality and artistic shapes so as to keep the distance of view and at the same time to inspire
the visual intellect and imagination of viewing and the viewed.

The reason why digital image technique could deviate from daily visual experience is the great differences in view
styles. In the virtual space where human beings and computers mutual act, the quality sense, quantity sense, light, and
shadows of the imitation images created by computers are quite the same as reality. Therefore, the psychological driving
at scene when the mutual actions take place gives people illusion of sense organs. The border between virtual scene and
real scene disappear in the process of mutual action so that people could not keep the distance of view. Bernheim
expounds the interposition of digital technique from the perspective of aesthetics and the view styles change
accordingly. “The deep artistic meaning of computers lies in that it forces us to doubt the artistic view and reality view
of classic a