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Empirical Relationship between Macroeconomic Volatility and Stock Returns

Liu Jinquan, Sui Jianli, Yan Chao

(Jilin University Quantitative Research Center of Economics, Jilin, 130012 )

Abstract: Based on the key macroeconomic indicators like exchange rates, interest rates, industrial production
and money supply of China, and using a multivariate vector autoregressive (VAR) model, this paper investigates
whether the response of stock returns to macroeconomic indicators is significantly. The study finds that response
of stock returns to industrial production and money supply is significantly, but the response of stock returns to
exchange rates and interest rates is weak. Furthermore, the results of impulse response functions and variance
decomposition show that the time of response of stock returns to macroeconomic indicators is generally over one
year.

Key words: Macroeconomic volatility; Stock returns; Vector autoregressive model
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