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The Effect of Crude Oil Price Shocks on the
Korean Stock Market: Granger and
Toda-Yamamoto Causality Analysis

Ha-Hyun Jo* - Jachyeok Kim**

Abstract

In this paper, we investigate the effect of crude oil price shocks

on the Korean KOSPI. We estimate the VECM and VAR(p+d

max)
using the three variables, such as crude oil price, industrial
production and KOSPI index. We further analyze Granger
Causality and Toda-Yamamoto Causality. The results of Causality
tests show that the crude oil price Granger Cause KOSPI at 5%
significance level in the short-run and at 10% significance level
in the long-run. Hence, the crude oil price strongly Granger
Cause KOSPI at 10% significance level. In Toda-Yamamoto
Causality, we obtain the same result that the crude oil price
cause KOSPI in the long-run. Additionally, we find that the

positive crude oil price shock lowers KOSPI.
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