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Abstract: This paper intends to investigate the causal relationship between 

macroeconomic variables and stock market index in Bangladesh considering 

monthly data from January 1, 2013 to December 31, 2017. The paper takes 

quantitative methodological framework along with such econometric technique 

as Augmented Dickey- Fuller (ADF), Johansen and Juselius cointegration test, 

and Granger Causality test to figure out the causal relationship between 

macroeconomic variables and stock market index. The paper shows that in 

normality test, only two variables are found as highly skewed and rest of the 

variables are moderately skewed and all variables’ kurtosis type is Platykurtic. 

Unit root test has been performed where all variables except repo interest rate 

and inflation are stationary at level. However, the paper applying Granger 

Causality finds neither unidirectional nor bidirectional short run causal 

relationship between macroeconomic variables and stock market index.  
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1. Introduction  

Impact of macroeconomic variable on the stock market index is very crucial. 

Policymakers and investors mostly rely on the trend and fluctuations of the 

macroeconomic variables to make their decisions. Several studies have been conducted to 

figure out the relationship between macroeconomic variables and stock market. It is 

found that changes in the macroeconomic environment affect the price of share. Being 

concerned with the connection between macroeconomic variables and stock market, 

investors might estimate how stock market would behave if such macroeconomic 

indicators as exchange rate, industrial productions, interest rate, consumer price index 

and money supply fluctuate (Hussainey and Ngoc, 2009). The evidence by Moore and 

Cullity (1988) and Siegel (1991) not only has indicated a strong relationship between 

stock prices index and the economy but also has shown that stock prices consistently turn 

before the economy does. According to Naik and Phadi (2012), the market index not only 

gives the historical stock market performance and the standard for evaluating the 

performance of individual portfolios it also provides the investors with future trend of 
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market, giving investors a boost to make rational and efficient investment decision. 

According to Ross (1976) the linkage between macroeconomic variable and stock market 

can better be explained by Arbitrage Pricing Theory (APT) in which multiple factors 

including Marco variables determine the stock market return. Multiple studies have been 

conducted in developed country’s context (Fama, 1981; Lee, 1982; Kaneko and Lee, 

1995; Mukherjee and Naka, 1995; Booth and Booth, 1997; Mavrides, 2000; Maysami 

and Koh, 2000; Sadorsky, 2003; Chen, 2003; Homma, Tsutui and Benzion, 2005; 

Ratanapakorn and Sharma, 2007; Humpe and Macmillan, 2009). However the causality 

and sign of the relationship does not hold true in all of the studies. Furthermore, in case 

of developing countries, the findings of the studies are yet to find any harmony. This 

paper intends to test whether economic factors can explicate the behavior of the 

Bangladeshi stock market Index. The study uses monthly data from January 1, 2013 to 

December 31, 2017 to explore the influence of nine macroeconomics variables, such as; 

money supply, import, export, remittance, foreign exchange reserve, production growth 

rate, gold price, inflation, repo interest rate on stock market Index. A number of studies 

have been carried out to figure out any causality between macroeconomic fundamentals 

and stock market indices. However most of the studies focused only on industrialized 

economies leaving a research gap in the context of developing countries’ like ours. How 

do these less-industrialized markets react to changes in its fundamental macroeconomic 

variables such as; money supply, import, export, remittance, foreign exchange reserve, 

production growth rate, gold price, inflation, repo interest rate, is still a less explored area 

(Hosseini, 2011). By taking those research gaps into consideration this paper is supposed 

to enrich the existing literature by throwing some eloquent insights to the policymakers 

and the practitioners as far as the developing country like Bangladesh is concerned. 

2. Literature Review  

In an integrated world, like ours in modern time, there are various ways in which 

financial market especially the stock market and the macro economy have been related in 

the literature. In recent past, venerable academic studies evidence that macroeconomic 

indicator affects stock prices and capital market as a whole. Plenty of research on how the 

macroeconomic indicators affect the stock market index has been conducted. By applying 

vector auto-regressions (VAR) model Asai & Shiba (1995) in their time- series study to 

determine the existence of a relationship between the stock market and macro-economic 

variables in Japan. The result of the study indicates that there is a relationship between 

the stock market and the macro-economic variables. It, however, shows that the direction 

of the causal relationship is from the macro-economic variables to the stock market, 

indicating that it is economic growth which drives the stock market for Japan. A. 

Beltratti, et al., (2002) investigated the relationship between the stock market volatility 

and such macroeconomic variables as money supply, interest rate, inflation and industrial 

production using S&P500 data for the period from 1970 to 2001. They employed 
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GARCH and structural breaks and found a weak evidence of long memory in volatility 

once structural change is accounted for and a dual relationship between stock market and 

macroeconomic instability: macroeconomic volatility explains the persistent dynamics in 

stock market volatility, while stock market volatility has significant but short lived effects 

on output and inflation volatility. Bahmani-Oskooee and Sohrabian (1992) combinedly 

studied on a topic named “Impact of Macroeconomic Variables on Stock Market” using 

macroeconomic variables S&P 500 index and US dollar exchange rate and this research 

found that bidirectional causality exists between the variables used but there was no long 

run relationship. According to Mukherjee and Naka (1995) there was a closely 

cointegration relation between macro variables such as Exchange Rate, inflation, money 

supply, industrial production, government bond rate and call money rate and Japanese 

stock market. Bhunia (2012) argued that although there are theoretical and empirical 

studies that investigated the direction of causality between macroeconomic variables and 

stock market, the direction of the causality is not known yet in empirics as well as in 

theory. As some studies show empirical evidence proofing causality, other studies show 

no causal relationship. In addition, the direction of the causality changes from one 

economy to another. Fama (1981) and Chen et al., (1986) tested the long term 

relationships between the changes in stock prices and macroeconomic variables in the 

United States. They argued that there is a long term relationship between macroeconomic 

variables and stock market. Fama (1981) stated that there is a strong positive correlation 

between common stock returns and real economic variables such as capital expenditures, 

industrial production, real GNP, money supply, lagged inflation and interest rates. Chen 

et al., (1986) argued that the relevant economic variables that affect stock market are 

aggregate production, inflation, short-term interest rates, the maturity risk premium and 

default risk premium. All these research studied on the relationship between 

macroeconomic variables and the stock market in different countries. And therefore 

different researchers found out different results on different countries’ context. There are 

many researches which have been conducted on this topic. And these researches included 

many macro variables and tried to see their impact or any relationship with the stock 

market in the country. Many researches used   different methodology while conducting 

the research and reached their conclusion.  

Afzal & Hossain (2012), in their study, used Exchange Rate per US Dollar, Money 

supply (M1 & M2) and Inflation (CPI Index). First findings is that there was 

cointegration which existed between those variables used and stock market, meaning  

there was long term relation between them. Moreover, granger causality tests in their 

research implied informational inefficiency in DSE.  In his study, by applying Co-

integration tests and Variance Decomposition Test (VDC), Masuduzzaman (2013) found 

that there was long run relationship between CPI, exchange rate, broad money supply, 

industrial production and interest rate and stock market. 
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3. Objectives of the study 

The major objective of this study is to add value of the existing research regarding the 

causal relationship between key macroeconomic variables and stock market index in 

Bangladesh. Furthermore, other objectives that worked as motivating factors behind 

preparing the paper are 

I. To evaluate whether inflation, repo interest rate and money supply cause stock 

market index 

II. To analyze whether import and export affect stock market index in Bangladesh 

III. To evaluate whether foreign exchange reserve and remittance influence stock 

market index 

IV. To analyze whether stock market index is affected by gold price fluctuation and 

manufacturing growth rate  

4. Methodology 

This study uses secondary data from different sources including Bangladesh Bank, Dhaka 

Stock Exchange (DSE), and Bangladesh Bureau of Statistics for different macroeconomic 

variables for a period of 5 years. To pinpoint the impact (if any) of the different 

macroeconomic variables on stock market index, ending observations of each month have 

been taken covering the study period. Table1 shows the definition and explanation of the 

variables of interest. To confirm the reliability of the data being collected reliability test 

has been conducted which confirms to which a test produces similar results on repeated 

trials using same data set. In this regard the appropriateness of the variables used in this 

paper has been assessed whether the variables meet the objectives of the paper. 

4.1 Rationales of variables selection 

The study has taken several macroeconomic variables which are expected to have either 

direct or indirect relationship with stock market index. Following discussion depicts the 

justifications of selecting the variables that have been used to conduct the study along 

with the variables’ expected association with the stock market index.  

Repo interest rate 

Repo rate is the rate at which scheduled banks borrow from the central bank particularly 

in the event when commercial banks face shortfall of funds. When the repo rate goes up 

then it becomes hard for the firms to pay the increased financial expenses, a phenomena 

that causes negative effect on the firm’s earning ability and in turn on the stock price. 

Therefore, this makes investors less interested to invest in stocks. Hence, there exists a 

negative relationship between repo rate and stock market index.  
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Broad Money Supply (M2) 

Money supply in the economy is monitored by Bangladesh Bank through its monetary 

policy. Central bank either takes expansionary monetary or contractionary monetary 

policy depending on the circumstances. Money supply has a relationship with interest 

rate, which is considered one of the most important factors in financial market. When 

money supply increases with response to increased money demand, it leads to increase in 

economic activity in the country resulting in higher cash flows and therefore higher stock 

price and vice versa. Consequently there is a positive relation between broad money 

supply and stock prices. 

Inflation  

Inflation plays a vital role to determine the cost of borrowing of the investors. 

Theoretically when inflation goes up that increases the borrowing cost of investors and 

makes it less attractive for the investors to invest in capital market. As a result there 

exists an inverse relationship between inflation and stock market index.  

Industrial Production  

The role of industrial production, as a variable in the determination of stock market prices 

remains an open question, since the results of a number of empirical studies do not  

definitively  determine  a significant  and  reliable  statistical relationship between them 

(Gultekin, 1983; Fama, 1981; Homa and Jaffee, 1971). However, Chen et al. (1986) 

identify industrial production as a vital risk factor for the determination of stock returns, 

while Cutler et al. (1989) find that stock returns correlate significantly and positively  

with  industrial  production  growth  over  the period 1926–1986. Therefore there is a 

mixed opinion about the relationship between industrial production and stock market 

index.  

Gold Price 

Gold is a precious metal in the world and its value does not decline and that is why it is 

used to hedge against inflation. People also feel safe to invest in gold because of having 

increasing or constant in price tendency of the component. There is a negative 

relationship between gold price and sock market. When the stock market falls which 

means when the return from stock market declines, gold price rises as more people will 

then try to buy gold for getting more value than investing in stock market. 

Remittance 

A country receiving more remittance has much stronger economic position. In remittance 

dependent countries, remittances promote stock market development. Moreover, stock 

market development promotes remittance inflows in remittance dependent countries, 
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while obstructing it in low remittance recipient countries. Therefore the relationship 

between stock market index and remittance is direct.  

Foreign Exchange Reserve  

Foreign exchange reserve plays a key role in the stock market development. The extent of 

reserve gives the investors an indication of the financial wellbeing of the country’s 

overall economic activity. When foreign exchange reserve of a country increases, it gives 

a positive indication to the investors as the country is exporting more to the rest of the 

world. So the earning capacity of the exporting companies increases, so the stock market 

performs well. As a result there is a direct relationship between foreign exchange reserve 

and stock market index.   

Table 1: Variables definition and explanation 

Variables Used Symbol Units Explanation 

Broad Index Return DSEX 

 

Percent (%) This broad index represents 97% of total 

market cap and return will be calculated from 

index value.  

Repo Interest rate IR Percent (%) Monthly (ending) repo interest rates will be 

used. 

Inflation  I Percent (%) CPI index (base year 2005-06) will be used 

to calculate point to point inflation. 

Money Supply (M2)  M2 Percent (%) M2 includes M1 and savings & time 

deposits.(Growth will be calculated) 

Production Growth 

rate 

MP Percent (%) Monthly end data will be used. (Growth will 

be calculated) 

Import IM Percent (%) Monthly end data will be used. (Growth will 

be calculated) 

Export EX Percent (%) Monthly end data will be used. (Growth will 

be calculated) 

Gold Price GP Percent (%) Monthly end data will be used. (Growth will 

be calculated) 

Remittance RM Percent (%) Monthly end data will be used. (Growth will 

be calculated) 

Foreign Exchange 

Reserve 

FER Percent (%) Monthly end data will be used. (Growth will 

be calculated) 
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4.2 Research Design 

Because of the quantitative nature of the data such quantitative approaches as descriptive 

statistics have been used as this approach provides a clear pattern and distributive nature 

of the data being collected. Furthermore, the stationary test will be performed for unit 

root along with the Granger Causality test to figure out causal relationship among the 

variables of interest.  To perform the study, it is necessary to specify the model through 

which relationship among the variables of interest can be traced. So as to deal with time 

series data, it is necessary first to see whether the data set is normal, as no model would 

give accurate result because most of the statistical models assume linear relationship. 

Therefore, normality test will be performed on the basis of Skewness and Kurtosis using 

log transformed data.  

Table 2: Criteria for Skewness and kurtosis of data set 

Test Range of Values Type of Shape 

 

Skewness 

Less than –1 or greater than +1 Highly skewed 

Between –1 & +1 Moderately Skewed 

Between +0.5 & +1 Approximately Skewed 

 

Kurtosis 

Greater than 3 Leptokurtic 

Equal to 3 Mesokratic 

Less than 3 Platykurtic 

4.3 Augmented Dickey Fuller (ADF) unit root test  

It has the following three models (described in equation form) which will be tested for 

each variable and each model will give same result which means either accept null 

hypothesis or not. 

 [Model-01: Intercept Only]                            (1) 

 [Model-02: Intercept & Trend Only]   (2) 

 [Model-03: No Intercept & Trend]                          (3) 

Here, each of the three model will give same result which means they either will say 

reject the null hypothesis (Variable has unit root) or not. If data are not stationary which 

means they have unit root, then first differencing to be performed and again test for 

stationary based on this first differencing. Even if data are not stationary, it is to perform 

second differencing to make data stationary (Mehrara, 2006). It is necessary to put lag 

value in such a way so that it will make those non-stationary data into stationary data. 
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4.4 Cointegration Test 

The econometric framework used for analysis in this study is the Johansen (1998) and 

Johansen and Juselius (1990) maximum likelihood cointegration technique, which tests 

both the existence and the number of cointegrating vectors. If there exists a stationary 

linear combination of nonstationary random variables, the variables combined are said to 

be cointegrated.  

 

Where Variables of interest  

are 3×3 matrices of parameters, μ is a vector of constant and  is normally and 

independently distributed error term. To determine the number of cointegrating vectors, 

Johansen developed two likelihood ratio tests: trace test and maximum 

eigenvalue test ( ). If there is any divergence of results between these two tests, it is 

advisable to rely on the evidence based on the ( ) test because it is more reliable in 

small samples. 

4.5 Causality Test  

To examine the causal relationship between macroeconomic variables and stock market 

in Bangladesh vector error correction model has been used to figure out long run or short 

run causality. The apposite design of the model depends on the status of the unit roots of 

the variables of interest and on the existence of co-integration between the variables. 

Theoretically, if the current or lagged terms of a variable, for example determine 

another variable, for example , then there exists a causal link between and  in 

which  is Granger-caused by . Thus, the model is specified as  

 

 

The following hypotheses are justified using the above two models to evaluate the causal 

relationship between the variables: 

If , then  does not granger cause  

If , then  does not granger cause  
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5. Results and discussion  

In this section of the paper descriptive statistics of the dataset has been portrayed to show 

and to summarize the information with the help of carious statistical techniques. As the 

study deals with a total of ten variables (including dependent variable-DSEX) summary 

statistics has been split into two separate tables.  Table 3 shows the summary Data Set-1 

collected for the time period January 2013 to January 2018. Though a total of 61 

observations have been summarized of each variable, later only 60 observations will be 

used as these are taken as growth rate. 

Table 3: Summary of Data Set-1 

Particulars DSEX Inflation Repo Rate Production 

growth 

Gold 

Price 

Mean 4,763.77 0.08 0.07 0.11 0.10 

Standard Error 86.55 0.00 0.00 0.01 0.001 

Median 4,585.03 0.06 0.07 0.12 0.10 

Mode  0.12 0.07 0.03  

Standard Deviation 670.44 0.03 0.00 0.06 0.01 

Sample Variance 4.49  10
5
 0.00 0.00 0.00 0.00 

Kurtosis (0.04) 0.84 (1.92) 0.69 1.14 

Skewness 0.66 1.46 (0.38) 0.29 0.63 

Range 2,867.96 0.11 0.00 0.32 0.04 

Minimum 3,438.90 0.05 0.07 (0.01) 0.08 

Maximum 6,306.86 0.16 0.07 0.31 0.12 

Sum 2.85  10
5
 4.58 4.28 6.94 6.06 

Count 61 61 61 61 61 

Note: Numbers have been converted to scientific notation. 

                                                                                       Source: Author’s estimation 
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Table 4: Summary of Data Set-2 (Amounts are in million BDT) 

   Source: Author’s estimation 

Variables DSEX is expressed in points, Inflation, Repo Interest Rate and Growth Rate of 

Manufacturing Production are expressed in percentage form. Table 4 shows the summary 

statistics of Data Set 2, which includes variables such as export, import, money supply 

(M2), remittance and foreign exchange reserve. Table 4 shows the descriptive analysis of 

macroeconomic variables along with the summary of variables related to stock market. 

According to Table 3 mean value of the dependent variable (DSEX) is 4763.77 a value 

which approaches to the maximum index value observed during the study period. This 

context indicates a positively skewed distribution of stock index value.  

5.1 Stationary Test (Unit Root Test) 

Before applying any econometric model in this analysis, what first needed is to test 

whether the time series data under this study are stationary or not. It means whether the 

mean and variance of given variable are time dependent or not (Eberly College, 2009). 

Table 5 shows the results of Augmented Dickey Fuller Test. If data are found to be time 

dependent indicating that they are not stationary, so then they have to be differenced at 

different levels until they became stationary (Barakat and Elgazzar, 2016). With a view to 

Particulars Export Import M2 Remittance Forex 

Mean 2.14  10
5
 2.72  10

5
 8.04  10

6
 93,541.04 1.96  10

6
 

Std. Error 4,293.74 5,098.54 1.89  10
5
 1,386.58 67,988.27 

Median 2.14  10
5
 2.68  10

5
 8.04  10

6
 93,975.29 1.98  10

6
 

St. Deviation 33,535.58 39,820.94 1,482,672 10,829.52 5.31  10
5
 

Variance 1.12  10
9
 1.58  10

9
 2.19  10

12
 1.17  10

8
 2.81  10

11
 

Kurtosis -0.164 0.284 (1.19) (0.31) (1.27) 

Skewness 0.345 0.501 0.13 (0.0015) (0.12) 

Range 1.44  10
5
 1.85  10

5
  5.05  10

6
 46,622.16 1.71  10

6
 

Minimum 1.51  10
5
 1.92  10

5
 5.62  10

6
 69,179.74 1.03  10

6
 

Maximum 2.96  10
5
 3.76  10

5
 1.06  10

7
  1.15  10

5
 2.74  10

6
 

Sum 1.31  10
7
 1.66  10

7
 4.9  10

8
 5.7  10

6
 1.19  10

8
 

Count 61 61 61 61 61 

Note: Numbers have been converted to scientific notation. 
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maintaining the stationarity assumption the dataset has been first differenced so that the 

findings do not leas to spurious results. The followings are the two hypotheses have been 

used in this ADF test: 

H0: There is unit root in the variable or variable is not stationary. 

H1: There is no unit root in the variable or variable is stationary. 

Table 5: Results of Augmented Dickey Fuller Test 

 

 

Variables 

Only Intercept Both Intercept & Trend Comment 

Level First Diff. Level First Diff.  

Test 

Statistics 

(Z Test) 

P-

Value 

Test 

Statistics 

(Z Test) 

P-

Value 

Test 

Statistics 

(Z Test) 

P-

Value 

Test 

Statistics 

(Z Test) 

P- 

Value 

Order of 

Integration 

logDSEX 7.606 2.923 - - 7.544 4.130 - - I (0) 

logI 1.288 2.923 6.688 2.923 1.216 3.491 3.780 3.495    I(1) 

logIR 0.826 2.923 7.681 2.923 2.096 3.491 7.625 3.491 I(1) 

logMP 9.381 2.923 - - 10.014 3.491 - - I (0) 

logGP 7.784 2.923 - - 8.107 3.491 - - I (0) 

logEX 13.276 2.923 - - 13.183 3.491 - - I (0) 

logIM 14.490 2.923 - - 14.359 3.491 - - I (0) 

logM2 9.963 2.923 - - 10.027 3.491 - - I (0) 

logRM 14.761 2.923 - - 14.683 3.491 - - I (0) 

logFER 18.429 2.923 - - 24.055 3.491 - - I (0) 

All the above P-values are stated in terms of 5% critical value. 

According to the results of Table 5 it is observed that all the variables- logDSEX, logMP, 

logGP, logEX, logIM, logM2, logRM and logFER, except logI and logIR are stationary 

at level I (0) whereas other two variables- are stationary after doing first differences I (1) 

of their respective values. So, for variables except logI and logIR, null hypothesis can be 

rejected at the level but for other variables null hypothesis has been rejected after doing 

first difference. Furthermore, the above table contains only two models of unit root test 

(only intercept and both intercept & trend) and it is noted that all three models give same 

results which either data are stationary at level or after first differencing. Therefore, the 

variables in the model specifications are stationary, a phenomenon which brings to go 

further to test for co-integration.  
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5.2 Autocorrelation Test of Data Set  

Autocorrelation (serial correlation) indicates the relationship between the variables under 

consideration with itself over multiple time periods. Now, the existence of 

autocorrelation will be tested after the ADF text based on two different models such as 

Breusch–Godfrey Test and Durbin’s Alternative Test. These two tests are basically 

performed for time series data only. And the decision criteria for test are that if the P-

value is less than 5% significance level, there is autocorrelation or serial correlation 

exists. On the other hand, if the P-value is greater than 5% significance level, there is no 

autocorrelation or serial correlation. Before going to test, at first hypothesis is to be 

formed: 

H0: There is no Autocorrelation or Serial Correlation. 

H1: There is Autocorrelation or Serial Correlation. 

Table 6: Results of Autocorrelation Test 

No Test’s Name P-Value Level of Sig. Comment 

1 Breusch –Godfrey Test 0.6966 5% Do not reject H0 

2 Durbin’s Alternative Test  0.6666 5% Do not reject H0 

According to Table 6 both the tests show P-value is less than 5% significance level, 

indicating no serial correlation problem. Hence, the following models can be applied 

without worrying about whether the derived outcome from each model statistically 

significant or not. 

5.3 Lag Selection for VAR Test 

Before using the VAR model and Granger Causality test, optimal number of lag is to be 

chosen. The more number of lag are used, the less the value of P which indicates the 

increasing probability of rejecting null hypothesis (Haque, 2016). As the criteria for 

choosing lag have been described in the data methodology, the following table shows the 

summary of the lag selection procedure: 

Table 7: Lag Selection Output 

No of lag LR FPE ATC HQIC SBIC 

0  1.3e-29 -40.9588 -40.8294 -40.6211 

1 136.19 2.3e-29 -40.4625 -39.1678 -37.0854 

2 163.45 2.9e-29 -40.4904 -38.0305 -34.0739 

3 187.38 4.1e-29 -40.9414 -37.3534 -31.5226 

4 187.38 4.5e-29 . -38.1509 -30.4459 

5 . -1.3e-74* . . . 

6 . . -606.756 -600.023 -589.195 

7 -185.12 . -603.196 -596.463 -585.635 

8 285.91* . -608.694* -601.961*  -591.133* 
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From the Table 7, it is observed that among the five criteria for choosing lag, four (LR, 

ATC, HQIC & SBIC) criteria indicate the optimal number of lag should be “8” indicated 

by the star (*) symbol in the cells. Though FPE criteria suggests the optimal criteria to be 

5, majority of the criteria suggest that optimal lag should be chosen “8”.  The result 

represents that DSEX is co-integrated with corresponding macroeconomic variables, 

implying long run equilibrium relationship between the stock market index and the nine 

macroeconomic variables in Bangladesh during the periods of study. 

5.4 Development of Vector Auto Regression Model (VAR) 

Before doing Granger Causality Test, VAR model is to be performed and from such 

model, Granger Causality test has to be developed. So, to run VAR (Statistics to 

Multivariate Time Series to Vector Auto Regression), at first all dependent variables are 

put in the model and then the optimal number of lag-“5” has been used. In the second 

model of VAR, small sample size and Report Small Sample & F Statistics are ticked as 

the size of the sample in this analysis is small and see whether lag of one variable can 

cause the lag of another variable (Hossain, 2012). 

5.5 Granger Causality Test 

As VAR model has been developed, now Granger Causality test could be performed to 

see whether there is any causal relationship between stock market in Bangladesh and the 

macroeconomic variables.  The pre-assumption of causality test are data used in the test 

must be stationary and residuals of each of the variable under consideration must be 

uncorrelated (Masuduzzaman 2013). The following table shows whether macroeconomic 

development in the country (represented by macro variables chosen) encourage the stock 

market performance in the country (Hossain, 2012). But before that, a general null 

hypothesis and alternative hypothesis has been formed below: 

H0: Lagged (5lags) logX does not cause lagged (5lags) logY 

H1: Lagged (5lags) logX causes lagged (5lags) logY 

Here, all macro variables are to be compared with stock market index through the above 

stated null and alternative hypothesis (Singh, 2010) 
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Table 8: Results of Granger Causality Test 

Null Hypothesis F-

Statistic 

Prob. Comment 

Lagged (5) I_DF does not cause Lagged (5) logDSEX .94685 0.5360 Do not reject H0 

Lagged (5) logDSEX does not cause Lagged (5) I_DF 1.8875 0.2790 Do not reject H0 

Lagged (5) IR_DF does not cause Lagged (5) logDSEX .6006 0.7076 Do not reject H0 

Lagged (5) logDSEX does not cause Lagged (5) IR_DF 1.4835 0.3619 Do not reject H0 

Lagged (5) logMP does not cause Lagged (5) logDSEX .65748 0.6758 Do not reject H0 

Lagged (5) logDSEX does not cause Lagged (5) logMP 1.4965 0.3587 Do not reject H0 

Lagged (5) logGP does not cause Lagged (5) logDSEX .47916 0.7798 Do not reject H0 

Lagged (5) logDSEX does not cause Lagged (5) logGP 1.6183 0.3307 Do not reject H0 

Lagged (5) logEX does not cause Lagged (5) logDSEX 1.1504 0.4588 Do not reject H0 

Lagged (5) logDSEX does not cause Lagged (5) logEX 4.1715 0.0956 Do not reject H0 

Lagged (5) logIM does not cause Lagged (5) logDSEX .93337 0.5417 Do not reject H0 

Lagged (5) logDSEX does not cause Lagged (5) logIM 2.4765 0.2002 Do not reject H0 

Lagged (5) logM2 does not cause Lagged (5) logDSEX 1.0774 0.4847 Do not reject H0 

Lagged (5) logDSEX does not cause Lagged (5) logM2 .47407 0.7830 Do not reject H0 

Lagged (5) logRM does not cause Lagged (5) logDSEX .01623 0.9998 Do not reject H0 

Lagged (5) logDSEX does not cause Lagged (5) logRM 3.0829 0.1490 Do not reject H0 

Lagged (5) logFER does not cause Lagged (5) logDSEX .78001 0.6120 Do not reject H0 

Lagged (5) logDSEX does not cause Lagged (5) logFER 1.2078 0.4398 Do not reject H0 

The above “Pairwise Granger Causality” table contains only null hypothesis from 

different angle which are developed to test whether the nine macro variables cause the 

stock market in the country. The probability of each of the case is greater than the alpha 

(5%) which indicates that null hypothesis can’t be rejected. And for this, it can be said 

that there is no causal relationship between stock market performance and the selected 

nine macro variables. As either the outcome of DSEX is not caused by the influence of 

macro variables or macro-variables are not caused by DSEX, this is therefore, confusing 

to conclude that  the stock market index in the country acts as leading indicator or not 

(Barakat and Elgazzar, 2016). 
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6. Conclusion 

The empirical studies that have been taken into consideration for the completion of the 

study show mixed results and conclusion. In one hand some studies show a very strong 

causality between stock market index and macroeconomic variables, on the hand other 

studies show the causality in a less obvious way. Difference in findings in different 

studies arises from differences in methodology, variables used and the period of study. 

Disparity in opinion also exists in study area that affects the pattern and behavior of 

macroeconomic variables. Nonetheless, most studies confirm evidence to support the 

notion that there is a causal relationship between stock market index and macroeconomic 

variables from both short-term and long-term perspectives. Similar to that of Bahmani-

Oskooee and Sohrabian (1992), which includes S&P 500 index, this study tries to find the 

causal relationship between macroeconomic variables and stock market index in 

Bangladesh by applying such econometric tools as cointegration technique and Granger 

causality test. The study has used many macro variables e.g. DSEX index, money supply, 

import, export, gold price, repo interest rate, inflation, remittance and foreign exchange. 

Breusch-Godfrey Test and Durbin’s alternative Test indicate that there is serial 

correlation/autocorrelation in the given data set. As per the cointegration test there exists 

long run relationship between stock market index and macroeconomic variables as the 

variables are integrated and this findings are concurred with those of Fama (1981) and 

Chen et al.,(1986). In the study, according to Granger Causality Test no causal linkage 

has been found in case of inflation, repo rate, and money supply. Furthermore, no such 

causal relationship has also been found in case of import-export, foreign exchange, 

remittance, and gold price fluctuations. Therefore, it is difficult to say whether stock 

market acts as a leading or lagging indicator in the country. However, further research 

can be done by increasing the sample size or by adding other dimensions that might have 

policy implications. The study shows that all of the variables but import and interest rate 

are stationary at levels. One of the vital functions of stock market is just not only to 

generate capital but also to channel the funds to productive and development activities. 

This study diverts most of the previous studies’ focus from industrialized economies to 

context of developing countries’ like ours and figures out the reactions of less-

industrialized markets to changes in its fundamental macroeconomic variables (Hosseini, 

2011).  This paper contributes to the existing literature by taking those research gaps into 

consideration and by throwing some expressive insights to the policymakers. For an 

emerging market like that of Bangladesh proper institutional arrangement must be taken 

assuming market has played its role accordingly.  
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