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Conditional correlation analysis in the US financial markets - a standard study using
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Abstract:

This study aimed to examine the constant and dynamic conditional correlation between the Dow Jones and
Standard and Poor’s 500 indices during the period from 1975 to 2022 with a weekly frequency, using the CCC-
GARCH and DCC-GARCH models, and the results of the study confirmed that the return in capital markets
is characterized by clustered volatility, which indicates that large changes in prices are followed by large
changes and small changes are followed by small changes without the ability to know the direction of these
changes, and also the study found a strong dynamic conditional correlation in the same direction between the
two indices, indicating a large contagion between them, which does not allow financial dealers to diversify
risks between them.
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Normality test for Dow Jones Standard & Poor's 500
Observations 2503 2503

Mean 0.0015654 0.0015853
Std.Devn 0.022934 0.022783
Skewness -0.80935 -0.73793

Excess Kurtosis 7.5097 6.2600

Minimum -0.2 -0.2

Maximum 0.12 0.11

Runs test 1.99361 [0.0461]* 2.86767 [0.0041]**
GPH d=0.0094 [0.6179] d= 0.0199 [0.2950]
Jarque—Bera :Normality test | 6154.9 [0.0000]** 4314.2 [0.0000]**
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R_Dow Jones R_Standard & Poor's 500
Without Without
Trend+ Trend+
Constant (Trend+ Constant (Trend+
Constant Constant

Constant) Constant)
t-ADF | -29.310 ** | -29.314** | -29.043** | -29.167** | -29.168** -28.889**
cVv -3.41127 -2.86229 -1.94093 -3.41127 -2.86229 -1.94093
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(LM TEST) zihe¥ Cieliaa jlial zil :(03) Jgaad

LM TEST
R_Dow Jones R_Standard & Poor's 500
F Prob F Prob
ARCH 1-35 test 80.916 [0.0000]** 79. 845 [0.0000]**
ARCH 1-10 test 41.621 [0.0000]** 44. 827 [0.0000]**
ARCH 1-15 test 28.285 [0.0000]** 30. 785 [0.0000]**
ARCH 1-20 test 21. 249 | [0.0000]** 23. 156 [0.0000]**
ARCH 1-25 test 17. 325 | [0.0000]** 19. 175 [0.0000]**
ARCH 1-30 test 14. 459 | [0.0000]** 16. 101 [0.0000]* *
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GARCH (1 ,1) gisai ja&i2.2.4
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GARCH (1, 1) zagai i geitis 1(04) Jsaad

R_Dow Jones R_Standard & Poor's 500
Coefficient | prob Coefficient | prob
Cst(M) 0.002305 | 0.0000 Cst(M) 0.002298 | 0.0000
Cst(V) x 10*4 | 0.418938 | 0.0015 Cst(V) x 10%4 | 0.301637 | 0.0006
ARCH(Alphal) | 0.177427 | 0.0000 ARCH(Alphal) | 0.186222 | 0.0000
GARCH(Betal) | 0.747192 | 0.0000 GARCH(Betal) | 0.762944 | 0.0000
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: Al
GARCH (1, 1) z3seil alaall 4l yaind ld) zilis :(05) Jgand)
Lolad) ksl {ilaay) Ldlaay) Leaal
Wald Test (o; + B, = 1) F=25.17784 0.0000
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