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Abstract

Purpose - The purpose of this study is to investigate economic variables which have impact on the
prices and returns of preferred stocks and to provide investors, underwriters, and policy makers with
information regarding correlations and causal relations between them.

Design/methodology/approach - This study collected 98 monthly data from Korea Exchange and
Bank of Korea. The Granger causal relation analysis, unit-root test and the multiple regression
analysis were hired in order to analyze the data.

Findings - First, our study derives the economic variables affecting the prices and returns of
preferred stocks and their implications, while previous studies focused mainly on the differential
characteristics and related economic factors between common and preferred stocks. Empirical results
show that the significant variables influencing the prices and returns of preffered stocks are
consumer sentiment index, consumer price index, industrial production index, KOSPI volatility
index, and exchange rate between Korean won and US dollar. Second, consumer sentiment index,
consumer price index, and industrial production index have significant casual relations with the
returns of preferred stocks, providing market participants with important information regarding
investment in preferred stocks.

Research implications or Originality - This study is different from previous studies in that preferred
stocks themselves are investigated rather than the gap between common stocks and preferred stocks. In
addition, we derive the major macro variables affecting the prices and returns of preferred stocks and find
some useful causal relations between the macro variables and returns of preferred stocks. These findings
give important implications to market participants, including stock investors, underwriters, and policy
makers.
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Table 1. Comparison of Returns Between Preferred Stock Index and KOSPI Related Index

Preferred — ynsp1  KOSPIS0  KOSPI00  KOSPI200

Stock Index
1-month average returns 0.72 0.57 0.61 0.60 0.57
3-month average returns 1.80 1.36 1.53 1.52 1.43
6-month average returns 3.92 252 2.90 2.89 2.70
1-year average returns 8.22 3.81 458 459 419
3-year average returns 29.24 11.77 12.49 13.37 12.44
5-year average returns 58.27 29.25 25.95 30.03 29.24

Source: DataGuide5.0(2009.07~2020.05)(unit::%).
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Table 2. Descriptive Statistics: The rate of Change of variables

KOSPI Industrial Won-Dollar
AR volatility ~ Production CPI, Cost_,lmer CD Interest Exchange
preferred Sentiment Rate,
Stock Index Initexs Drislaxs e e Index, rate rate of e,
rate of rate of change ' rate of
Return of change change
change change change
Mean 0.0103 -0.0083 0.0022 0.0015 0.0002 -0.0057 -0.0011
Median 0.0104 -0.0188 0.0024 0.0015 0.0014 -0.0028 -0.0008
Std.Dev. 0.0453 0.1292 0.0639 0.0030 0.0273 0.0335 0.0190
Kurtosis 2.6486 3.2033 0.1586 0.7223 1.6371 1.8657 -0.4357
Skewness* -0.3829 1.0439 -0.0336 0.6660 -0.5434 -0.4523 0.2417
Minimum -0.1608 -0.3085 -0.1445 -0.0050 -0.1011 -0.1200 -0.0356
Maximum 0.1347 0.5559 0.1638 0.0118 0.0665 0.0811 0.0464

Note: : Skewness* = skewness - 3.

B& 1) BE(epokurtic) RFE Zherh Rxel 293 AEQ dfEghe Ay WEAATsE
(AVKOS), 2075 SH NG, /gelahs MBH(dEX) ol obe] g 7H oesorm
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A, Z2AHAFAGFFAE(dPREST)S  SE5HFE ARSSE 3A2N1)E B8t AA Z3A
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(Table 3)2 3| AMEEE 7 AFEe] B9 EAlGE ASAHE BT ) AEEHe =

Table 3. Unit Root Test of Variables in Regression Model

Variable ADF Statistic p-value
KOSPI Preferred Stock Index, return -4.4645 0.001 sk
KOSPI Volatility Index,

-4.7712 0.001 e
rate of change
Consumer Sentiment Index, _4.6446 0.001 %
rate of change
Industrial Production Index, -12.1380 0.0071 ***
rate of change
Consumer Price Index, -5.0951 0.001 *x*
rate of change
CD Interest Rate, -4.1553 0.001 *xx*
rate of change
Won-Dollar Exchange Rate, -4.9922 0.0071 *xx*

rate of change

Note: Significance level: “**x'= 0.01, "**'= 0.05, "*'= 0.10.



Table 4. Multi-collinearity Test of Variables

Variable VIF-coefficient
Industrial Production Index, rate of change 1.3972
Consumer Price Index, rate of change 1.3994
Consumer Sentiment Index, rate of change 1.3005
CD Interest rate, rate of change 1.0966
KOSPI Volatility Index, rate of change 1.3135
Won-Dollar Exchange Rate, rate of change 1.3579
£ Wl il 1% FEollA oS 7HAM ol olF HiFEe] @SS 7HAA -5 EoFH, wt
A v‘i—@ ol AF%Ht BE HFE AR AAIEe] FEE 2 9o olF Bal IS A=
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UFERE A iﬁ#ﬂﬂ%*ﬁlf Aol WS dvE A3E BT Qlrt, Eek, AHgro] fofn|st 3
TIAA Eir] 220 $xF A5l E (dPREST)O st W4Ee] Awee] zebde-s aeld 4= gt

o ff—éﬂ‘?ﬂ%*é%lfﬁﬁﬁg(dvms)a AAG Fofl BAg AAE A¥, 2% AFAFRS o
S ozl 19.62%% Ko F2v 5 AP EE(dVKOS)o] 2299252552 8(dPREST)-& 4435
o glof DPE ggFo] EAITS AT 5 JYSith. Z2HEAAFHEE(AVKOS)E A3t o] F thE 2
Nl W, & AAGANAFHEE(AIND), /22T H3(dEX) oM A2g Fo4d& Ho| 320]¢
*HZ]—?«’%‘?J%(dPREST)OH frojZel JEE Hole Fog Jehgrt, Zh W] Ak A A
SH&(dIND)ollA] 0,1854%k1 ko] AlFats 7H4 F29] 94525525 (dPREST) ol ko] kS 714
™, /288gHss (dEX)OIAME -0.5009%] &2 AlSghe 714 F5Hl &9 J3E nxE oz
UFERSTE,

FAUHFAAG(VKOS) 9} 282 2RI 5=(PSY) ] A%, 22t Falxbe] Aele} sm)zte]
e AZEAR BEFel $215 Alojof wd ePgA olehs BAARI AlojolA] o= dF%S A
T2 AEED APEEAEe] F4E 93 FARES BeSR: AR vldE A
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Table 5. Regression Analysis
dPREST=c + B,dIND, + By dINF, + B,d PSY, + 3,dCD, + B;d VKOS, + B,dEX, +¢,

. p-value . p-value . p-value

coeffi. (e coeffi. Tl coeffi. el
. 0.0206* 0.0592 0.0532
intercept, (v, 0.0116 (2.3560) 0.0165 (1.9110) 0.0092 (1.9590)
Industrial Production Index, 0.6098 0.0146* 0.1190
rate of change 00367 g5 018 aeg 0T (45
CPI, ) 0.1686 ) 0.8625 ) 0.7547
rate of change 2130 (y3ggyy 0001 (gq7ag O8I0 g3y3g)
Cosumer Sentiment Index, _ _ 0.0005%+* 0.0071%x
rate of change 06132 34030 092 (33820
CD interest rate, _ 0.5921 - 0.9947 _ 0.7325
rate of change 00686 g5y V098 ooy 04D (g3
KOSPI Volatility, _ 0.0007 %= _ _ . 0.0002xx
rate of change 01467 4.0720) 01328 (38660)
Won/Dollar Exchange Rate, _ 0.2142 _ 0.0381* -0.1246 0.6022
rate of change 03067 (25100 97 (q050) (-0.5230)
residual standard deviation 0.0401 (90 DF) 0.0408 (90 DF) 0.0380 (89 DF)
Multi R-square 0.2642 0.2385 0.3480
Adjusted R-square 0.2233 0.1962 0.3041
p-value 0.00003545 0.00014430 0.00000075
F-statistic 6.464 (5 and 90 DF) 5.638 (5 and 90 DF) 7.918 (6 and 89 DF)

Note: : Significance level: “**x’= 0.01, “*x’= 0.05, "*'= 0.10; DF=Degree of Freedom.

AR ddEed], E48F A9 NFAFFAE(dPREST) o &9 Al & Hof I JFFo] BEF
A TR ofgo] ofdel A APl BAHR] e £ TFedS ARG anlAEAISe] A
2T GAFA A E(APREST) ol o] FRFo] EAsh= Aakpks Holw 2u|ielrh F2 A 3

A ZRAFAFAE Q] FFo] AL Ee HolFa

2) OYX QlupetA dE

WA QIAAAE HF] YA AIAG Ase] A HAPL A Eofok s, o] & S8l @
Wafof gt} & Aol FZ29|9dFA] e dAmE AREEH] Wi, Bt A
X 7P Wgkely] flste] ARIRaE A In(F29)-F A1) (InPREST) S ARS8t

(Table 6)& A AAAA AHEE WFE] 9T AFE AT r}, £ AFellx &9l
AR ADF(Augmented Dickey-Fuller) AAS Eaf 2&atelct. H7 Alx}= SC(Schwarz Criterion) &
7IRke 2 A4S FolA B vkl o] 7 W dRts e A AGAAFIND)E ALJgh ZE WA
FollA ehefe] EAEHItt. wEbA ZF W dAbse] B ERMES AlAIdolzt B S glow Belglh A
AGE A AAIGRE vHEY] QEiA AREshs W Foll B AFtelMe ARERITE o)&stdtt. 4 W
g xR R wdaste] $Yg ADF A4S g 23 BE AREdgllx] @9l2o] 4 A et
o]l AFE gRlEtairt. wetA 2R JAFATAE Z g AR M-S L83t ASshaAt gt
(Table 7)& ARHTFE 083t FEHEHUFR] F20] SAFAG xR} 2 W 7hel AR 23t
AE 43 Zlelt), 7k MR 20Y, g, 1Y, 12709, 18714, 24E MRS Fo F57] 7]
o] AA Z29)HFAF AAG A7} ol EA BATE EARFEAE BATAL itk AANBARTE
Foll ARl RE RS 12709 ARpelN 2299 F AR iR o249 IFAAAE, LA
E7HAF AHEHTE 1Y, o0 AlRfllA 2209 FA AR AR ol 2] IABAE, FZ2u]9-4
FAFAREATE AHAETIAFARE A 18719 AlRbollA] fro]& Rl QIFABAE Zh= A o2 YEhsitt
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Table 6. Unit Root Test of Variables

il

T SHIARE7IAIFAREE oL AR AR ek 270 AlbellA fr
o= UEhsith

ADF . . ADF
Raw data statistic p-value Differential data statistic p-value
KOSPI Preferred Stock KOSPI Preferred Stock
Index 22349 04794 Index, differential ~ga605 00100
KOSPI Volatility Index 30103 01587  KOSPI Volatility Index, -49492 00100
differential
Consumer Sentiment 217570 06770 Consumgr Sent_lment -4.6381 0.0100%++
Index Index, differential
Industrial Production 61565 0.0100%x quustrla_l Production Index -11867 0.0100%
Index differential
Consumer Price Index 24311 03982  Consumer Price Index, 51349 00100
differential
Interest Rate -2.1007 0.5349 Interest Rate, differential -3.5969 0.0374*x
Won-Dollar Exchange 22815 0.4601 V\_lon—DoI_Iar Exchange Rate, 49619 0.0100%
Rate differential
Price Differential 20615 05517 Frice Differential, 43768 0.0100%xx
differential
Note: : Significance level: “**x'= 0.01, "**'= 0.05, "*'= 0.10.

Table 7. Grangers Causality Test for KOSPI Preferred Stock Index Ddifferential

Differential variable

time lag: 2-month

time lag: 4-month

time lag: 6-month

F-statistic p-value F-statistic p-value F-statistic p-value
Diff(PSY)=Diff(InPREST) 1.0756 0.3455 1.1466 0.3405 0.9876 0.4396
Diff(InPREST) = Diff(PSY) 5.0832 0.0081#x*x 1.9251 0.1139 1.6394 0.1477
Diff(CD)=Diff(InPREST) 0.1826 0.8334 0.1383 0.9676 0.6852 0.6621
Diff(INPREST) = Diff(CD) 0.9311 0.3979 0.6555 0.6247 1.0381 0.4074
Diff(INF)=Diff(InPREST) 1.5494 0.2181 2.5822 0.0430%x 2.3295 0.0404xx
Diff(INPREST) = Diff(INF) 0.3343 0.7168 0.2697 0.8967 0.2001 0.9758
Diff(IND)=Diff(InPREST) 0.095 0.9095 1.0117 0.4062 0.7598 0.6037
Diff(INPREST) = Diff(IND) 3.3257 0.0405%x* 1.3166 0.2706 1.6466 0.1458
Diff(VKOS)=Diff(InPREST) 0.3457 0.7087 0.5918 0.6695 1.0452 0.4030
Diff(InPREST)=Diff(VKOS) 0.3973 0.6733 1.0817 0.3709 0.9381 0.4729
Diff(EX)=Diff(INPREST) 0.0829 0.9205 1.1747 0.3279 1.4379 0.2111
Diff(InPREST)=Diff(EX) 1.1151 0.3324 2.3891 0.0574 1.3581 0.2423
Diff(PSY)=Diff(InPREST) 1.7349 0.0821* 0.9935 0.4856 0.7882 0.7168
Diff(InPREST) = Diff(PSY) 1.6495 0.1026 1.0281 0.4518 0.5332 0.9335
Diff(CD)=Diff(InPREST) 1.1933 0.3093 1.4760 0.1494 0.8308 0.6727
Diff(INPREST) = Diff(CD) 0.7217 0.7245 0.6602 0.8282 0.9137 0.5868
Diff(INF)=Diff(InPREST) 1.3794 0.2016 1.4335 0.1676 1.5700 0.1418
Diff(InPREST) = Diff(INF) 0.8689 0.5819 1.6924 0.0815% 1.5454 0.1503
Diff(IND)=Diff(InPREST) 1.0709 0.4005 1.3516 0.2083 1.3453 0.2400
Diff(INPREST) = Diff(IND) 1.4857 0.1555 1.4641 0.1543 15111 0.1630
Diff(VKOS)=Diff(InPREST) 1.2068 0.3002 1.0398 0.4407 0.4395 0.9746
Diff(InPREST)=Diff(VKOS) 1.3753 0.2036 1.4734 0.1504 1.2887 0.2730
Diff(EX)=Diff(INPREST) 1.2082 0.2993 0.9918 0.4873 0.4383 0.9750
Diff(InPREST)=Diff(EX) 1.6438 0.1041 1.6024 0.1052 0.8895 0.6117
Note: : Significance level: “**x’= 0.01, "**'= 0.05, "*'= 0.10.
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Ao ST SAFAS, AQPRAS, RHAEAAE, 2AEAS, B, WEARE, 53]

WEAATS 2 Wel WSS T8 R ASIieH, AT ST RS S SAUE o
T ANBARFES SHAFATEPR & TS 7RG} 2 ARG 7 Fhuse] s

Zre] WA Qb AFE olgshel LASIGEwt, HEAARYS o g3 MR, 33 WEY A5
% SHAYAAL FAAL IS 2 A2 e, ol $UT RAIE 102 498 2

Sl 719dEe) B9 avA5e) WEAelt AuAeAE & Jetete] oA siok e A
sih. 53] DFAWOM W] 4 AT SHT FAY W A e ek v
dok gk Al B dpold Seld Fad due Amdr,

teos AN JA AFW Fo AFARE e 2o,

AR, 574 Aol AT Bont, Anlabel AR sk AR A AL 5125 9
FAgA e Aol 2Hgahe] folael U4 ezl EARES BBkt ol A
AERESL AT AHEA] B §HFA5 AHEAeh Watol froldel flelo] ok Ao
2 57 Arolr] S0 Folgelel Fad S AFSE Uk, F, SAFATARAFRE 4
FA5 5olge) thgAR ek, (Table 5)olA] i vlsh o] ulAE7bAGe] Wshe SUFAGS
o83} 18749 AAtolA] 202 QlkabllE, Al AR SAFAS e g 2] ARtel
F(r)el AE B B7h ) A 18719 7, :zm 2ul Ae) 35EE A 28 F
$AFolgo] JHE)TTh STk, olefat Ak ST Ak ui) Aol Fad AAEe
AlZeka gl

B, ST PAFAS ARUSE 5 Al 20AelAF FAS, 204 A
AR AR} freldel ATlE S Selshal, oleie Atk SR i
B, 2ANAAS, AGPIATE SHole AmsEt Wl PEAAR, $AFALe) W} F
U A A kel Wa, Avelel vs), AT Wk A5 4 98
AR Fag Aot

thel, $RFeHs 5 FARplo] AnlAHEt, 2, Al Wskst of@ AYZ] ol
AseAE 35 M9 A7) Bage Helrn .

B APE Agow mavgATARY AR Fog) ofwl AABA| MeEe] R vAEx
wAsterk dlol 2 ook gk, 0TS BEFe] 543} sfolg FEHe] $UF ARG F
Ha Aoz o ?4; 2 2SSt B AEAATE B A ool @ ¢ ok

B ATe] duke $AFIAS SAFALFEE B ANDA WEEe] AET F gleS Al
9415 0] BA] e TAASL A, AT WEF WS Tekn e A9, Teln B
ol ATAE F94H FIABO o] Q= AuE BEW 5 A olh, 53] wjgel Aol ke
AP TSN 0 S 2, B A Y A TG 8 Y 2 sl
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