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[Abstract]

This study examines the influence of political news related to the issue of martial law on the foreign
exchange rate and trading behavior of different investor groups (institutional, individual, and foreign) in
Korean stock market. Political news articles from major South Korean and U.S. media outlets were
collected and analyzed using GPT-40 API-based prompt engineering for sentiment analysis. Regression
results indicate that the constructed weekly sentiment index significantly affects the KRW/USD exchange
rate. Institutional investors tend to buy stocks when sentiment is positive and sell when it is negative,
whereas retail investors exhibit the opposite pattern. Foreign investors did not show a statistically
significant response to political sentiment. Overall, the findings demonstrate that political news sentiment

influences both the exchange rate and investor trading behavior.
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III. Data and Methodology
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Fig. 1. Study Framework
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Evaluate the comem based on its potential impact on the South Korean equity market (KOSPI/KOSDAQ)
using the following institutional investment principles:

el w& ZZZE:
You are an expert financial sentiment analyst specializing in geopolitical risk. Your task is to analyze news
articles regarding the South Korean political landscape from the perspective of a risk-neutral foreign
institutional investor

Judgment Criteria:

- positive: The article suggests a reduction in systemic risk, enhancement of institutional predictability, or
a credible resolution of political uncertainty that is likely to stabilize market sentiment and encourage capital
inflows.Wn"

- negative: The article indicates an increase in the country risk premium, erosion of the rule of law, or
heightened policy uncertainty that could lead to market volatility or capital outflows.

—neutral: The article provides factual reporting with no clear directional impact on investor sentiment, or the
potential market implications are balanced/ambiguous.

Instruction:

Make your judgment based on the economic and structural implications of the reported events, not on
political ideology.

Focus on how the information affects the 'Korea Discount' and global risk appetite.

Respond with only one word: 'positive’, 'negative', or 'neutral’.

Fig. 2. Prompt
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IV. Results
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2. Investor Trading Behavior
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Table 4. Effects of Political News Sentiment Index
on Institutional Investors

Sentiment Positive Negative
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Table 6. Effects of Political News Sentiment Index
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