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{Table 1> Regression result for KOSPI

variable R-squared p>1t]

CCSs 0.012 0.080

CCS 6 months ahead 0.003 0.397
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CCS 18 months ahead 0.003 0.394
CCS 24 months ahead 0.001 0.674
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{Table 2> Simple Linear Regression result

Period(i) R-squared p >t
6 0.022 0.022
12 0.018 0.039
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<Figure 1> Scatter and Linear Line on
spread and return for Period(6)
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{Figure 2> Scatter and Quartic Line on
spread and return for Period(6)
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{Table 3> Polynomial Linear Regression
result for degree 3

variable p >t
(const) 0.930
CCS 0.116
ccs? 0.024
ccs’ 0.003
Adj. R-squared : 0.092, Degree of freedom : 3

(Table 4> Polynomial Linear Regression
result for degree 4

variable p >t
(const) 0.236
CCS 0.028
ccs? 0.027
ccs’ 0.045
ccs? 0.095
Adj. R-squared : 0.099, Degree of freedom : 4
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{Table 5> Correlation coefficient with CCS by

industry

Industry Correlation
KOSPI 0.15
KOSDAQ 0.01
Value 0.15
Growth 0.12
Essential consumer goods -0.06
Automotive 0.43
IT service 0.02
Semiconductor 0.12
Bank 0.20
Pharmaceutical and Bio -0.13
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Abstract

Analysis of the relationship between interest
rate spreads and stock returns by industry

Kyuhyeong Kim* - Jinsoo Park** - Jihae Suh***

This study analyzes the effects between stock returns and interest rate spread, difference between
long-term and short-term interest rate through the polynomial linear regression analysis. The existing
research concentrated on the business forecast through the interest rate spread focusing on the US market.
The previous studies verified the interest rate spread based on the leading indicators of business forecast
by moderating the period of long-term/short-term interest rates and analyzing the degree of leading. After
the 7th reform of composite indices of business indicators in Korea of 2006, the interest rate spread was
included in the items of composing the business leading indicators, which is utilized till today.
Nevertheless, there are a few research on stock returns of each industry and interest rate spread in domestic
stock market. Therefore, this study analyzed the stock returns of each industry and interest rate spread
targeting Korean stock market. This study selected the long-term/short-term interest rates with high
causality through the regression analysis, and then understood the correlations with each leading period and
industry. To overcome the limitation of the simple linear regression analysis, polynomial linear regression
analysis is used, which raised explanatory power. As a result, the high causality was verified when using
differences between returns of corporate bond(AA-) without guarantee for three years by leading six months
and call rate returns as interest rate spread. In addition, analyzing the stock returns of each industry, the
relation between the relevant interest rate spread and returns of the automobile industry was the closest.
This study is significant in the aspect of verifying the causality of interest rate spread, business forecast,
and stock returns in Korea. Even though it could be limited to forecast the stock price by using only the
interest rate spread, it would be working as a strong factor when it is properly utilized with other various
factors.
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