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ABSTRACT

An Empirical Study on the Impact of Index Returns and

Interest Rate

Lee, Gi-Nam

Advisor : Prof. Lee, Han-Jae, Ph.D

Department of Business Administration

Graduate School of Business Administration, Chosun

University

The objective of this study explore the impacts of interest rate on the
stock index returns in the Korean stock market(KOSPI) and the KOSDAQ
market. And this paper explores the influence of interest rate on the
industrial index returns in the two markets. The statistical techniques used
the methods of Unit Root test, Granger causal relation test, simple linear
regression analysis, VAR model, impulse response function, and forecast
error variance decomposition. This paper uses daily returns of KOSPI,
KOSDAQ index, industrial indexes, and corparate bond yield rate. And this
paper uses the January 2005 to December 2010 sample period.

Major results are summarized as follows.

First, this paper finds that the index returns in the stock market and
KOSDAQ market have negative(-) relationship with interest rate.

Second, this paper finds that the industrial returns in the two markets
have negative(-) relationship with interest rate.

Third, this paper can not find the influential gaps of the interest rate



between the stock market and the KOSDAQ market, and between the
industries of stock market and the industries of KOSDAQ market. But this
paper finds the influential difference of the interest rate between the

industrial index returns within the stock market and the KOSDAQ market.
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KOSPI

Response of KOSPI to CB

Response of MKOSPI to CB

Response of CKOSPI to CB
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Period | 1 |

KOSPI

Response of KOSPI to CB [0.00103 [0.00036 |0.00037 |-0.00102|-0.00094 |0.00034
Response of MKOSPI to CB |0.00114 |0.00051 [0.00021 |-0.00106 [ -0.00099 |0.00043
Response of CKOSPI to CB [0.00066 |-0.00010]0.00083 |-0.00149|-0.00155 | 0.00025
Response of DKOSPI to CB |0.00080 [0.00015 |0.00045 |[-0.00046|-0.00087 |0.00047
Response of TKOSPI to CB |0.00091 |0.00042 [0.00107 |[-0.00072|-0.00084 [-0.00004
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KOSDAQ
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Response of TKOSPI to CB |0.00099 | -0.00035 (0.00013 |-0.00032 | -0.00078 {0.00071
Response of FKOSPI to CB [0.00155 |0.00038 |0.00096 |-0.00114|-0.00099 |0.00028
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CE10> RIIBANE M440480 2L2H 24T

KOSPI A 2 () 212 (F)
Period

CB KOSPI CB MEKOSPI CB CKOSPI
1 0.45362 99.54638 0.51750 99.48250 0.07013 99.92987
2 0.51013 99.48987 0.62042 99.37958 0.07146 99.92854
3 0.56720 99.43280 0.63843 99.36157 0.18151 99.81849
4 1.01193 98.98807 1.08098 98.91902 0.53774 99.46226
5 1.38782 98.61218 1.46373 98.53627 0.91443 99.08557
6 1.43314 98.56686 1.53157 98.46843 0.92383 99.07617
7 1.43311 98.56689 1.53176 98.46824 0.92406 99.07594
8 1.43350 98.56650 1.53283 98.46717 0.92621 99.07379
9 1.43440 98.56560 1.53416 98.46584 0.92626 99.07374
10 1.43439 98.56561 1.53418 98.46582 0.92814 99.07186
i 5 () A (F) =5 ()

Period

CB DKOSPI CB TKOSPI CB FKOSPI
1 0.20832 99.79168 0.18826 99.81174 0.25948 99.74052
2 0.21126 99.78874 0.22551 99.77449 0.30334 99.69666
3 0.27609 99.72391 0.47906 99.52094 0.43165 99.56835
4 0.34280 99.65720 0.59350 99.40651 0.90388 99.09613
5 0.58234 99.41766 0.74844 99.25156 1.18362 98.81638
6 0.65027 99.34973 0.74704 99.25296 1.19428 98.80572
7 0.65126 99.34874 0.74716 99.25284 1.19652 98.80348
8 0.65201 99.34799 0.74716 99.25284 1.19789 98.80211
9 0.65368 99.34632 0.74747 99.25253 1.19798 98.80202
10 0.65363 99.34637 0.74756 99.25244 1.19798 98.80202

Far b AAIE Y] el WRh BAEE B4 AT, Fer AEAA
o] IAAFAECBIY WEIt d= FrksAAEY AFF 9 EEKOSPD
gk Awgel AY gle Aem yetwal, = frisA G AFFdE
(KOSPD®] ®shr} i Awsial gl o= T
o] A7 E(CB)Y Mz extd Fih7t 35 frbsAAgY] AFFdE
(KOSPD)& 1.43% AWstal Qe Aoz
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th.(Percent KOSPI variance due to KOSPI)
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AFdECBY ¥M3p(exd 7 = FASAAEY] AFFdE
(KOSPD& 1.43% dw9sta = Ae=® yeyth(Percent KOSPI variance
due to CB) Whdol| &= F7tsd 8 A5 E(KOSPDY W37t =
F7teAAGY AFFAdEEKOSPDS 9857% Aysta e Aoz ey
th.(Percent KOSPI variance due to KOSPI)
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S| E(CB)Y W3t fh= ke d A g Y] A5 E(KOSPD g
Aol A9 fle Ae®m ueytal, = frlsAAEe] A E(KOSPD 9
w7l g el e Aoem yEEn &, @ Al e AL
FAECB)Y W3HAF Eih7t = frrsdaAde] AF5 e E(KOSPD
2 143% A9sta = AoZ et (Percent KOSPI variance due to
| AEEOSPD e ¥3tr} = frhed
Aol A E(KOSPDE 9857% HdHstal e Aox® vehth(Percent
KOSPI variance due to KOSPID)

g ks EAEe] FEYel dE BAkEs) B2, s AErAe]
S| E(CB)Y W3t fh= ke d A g Y] A5 E(KOSPD g
Aol A9 fle Ae®m ueytal, = frlsAAEe] A E(KOSPD 9
w7l g el e Aoem yEEn &, @ Al e AL
FAECB)Y W3HAF Eih7t = frrsdaAde] AF5 e E(KOSPD
2 143% A9sta = AoZ et (Percent KOSPI variance due to
CB) w3t f7ksda e A EEOSPDY W3l d= fr7hed
Aol A E(KOSPDE 9857% HdHstal e Aox® vehth(Percent
KOSPI variance due to KOSPID)

Far b AAIE Y] el WRh BAEE B4 AT, Fer AEAA
o BAAFAECBY Wt e fFrks A A g5 E(KOSPDel
g Aol Ao e Aem uyEytal, 3o fUbSAAIEY AFFE
(KOSPD 9] Wistzt g4 Adrgslal e slew
o] SIALAFdE(CB)Y Wi eAE} Ah7F d= frhsdr g AFFdE
(KOSPD& 1.43% 43}
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E 11D ZAHMNE N4 E9 o2 =4&1

KOSDAQ A Z(F) A-2(3)
Period
CB KOSDAQ CB. MKOSDAQ CB CKOSDAQ
1 0.33801 99.66199 0.48213 99.51787 0.02684 99.97316
2 0.36206 99.63794 0.49194 99.50806 0.15577 99.84423
3 0.37592 99.62408 0.54948 99.45052 0.19233 99.80767
4 0.69678 99.30322 0.80383 99.19617 0.33765 99.66235
5 1.14322 98.85678 1.29816 98.70184 0.63287 99.36713
6 1.20706 98.79294 1.35804 98.64196 0.72050 99.27950
7 1.20734 98.79266 1.35753 98.64247 0.72279 99.27721
8 1.20886 98.79114 1.35851 98.64149 0.72291 99.27710
9 1.21167 98.78833 1.36146 98.63854 0.72297 99.27703
10 1.21178 98.78822 1.36198 98.63802 0.72303 99.27697
5 (2) =5 (F) =5 (3)
Period
CB DKOSDAQ CB TKOSDAQ CB FKOSDAQ
1 0.02684 99.97316 0.24097 99.75903 0.51589 99.48411
2 0.15577 99.84423 0.26479 99.73521 0.54307 99.45693
3 0.19233 99.80767 0.26902 99.73098 0.73831 99.26169
4 0.33765 99.66235 0.29261 99.70739 1.01163 98.98837
5 0.63287 99.36713 0.43477 99.56523 1.21828 98.78172
6 0.72050 99.27950 0.55272 99.44728 1.23051 98.76949
7 0.72279 99.27721 0.55649 99.44351 1.23045 98.76955
8 0.72291 99.27710 0.55698 99.44302 1.23069 98.76931
9 0.72297 99.27703 0.55748 99.44252 1.23200 98.76800
10 0.72303 99.27697 0.56001 99.43999 1.23204 98.76796

A3 fAEAAGY FEdel N BAaRs BAAn, @3 Adge
B ALl B(CB)S) Makrh B §71FAA e A5 BKOSPD o
Aol A gl Aoz vehti, @5 §/45UA e 455 FKOSPD

FAECB)Y W3y 2ab7t = frlsdaAlEe] A9 E(KOSPD =

1.43% A93sta g+ F oz Yeb ol (Percent KOSPI variance due to CB)
vt o] gof FrtEdEA ] X E(KOSPDS Halr) g fr15daA A
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