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Abstract: The key purpose of this study is to investigate the impact of selected 

company-specific and macroeconomic variables on the stock returns of the 

banking industry of Bangladesh. Among the firm’s specific factors, the effect of 

bank’s size on the stock returns is also a concern of the study. We consider both 

size of the total assets and the market capitalization as a proxy for bank’s size. 

Macroeconomic variables include money supply, exchange rate, inflation, 

interest rate and industrial production. Using the panel and pooled cross-

sectional data analysis, this study has found that all macroeconomic variables 

have a significant impact on stock returns. Among the macroeconomic 

variables, inflation and interest rate have a comparatively higher negative 

impact on stock return. On the other hand, bank’s total asset or market 

capitalization has no significant impact on the stock return. However, medium 

size bank’s stock return is higher than small and large banks. 
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1. Introduction 

In an economy, stock market plays a vital role in mobilizing the capital from one to 

another. With the growth of industries, economic growth can be obtained. In that way, 

economic performance is linked to the performance of the stock market. The countries 

which have integrated financial market with the positive economic conditions have 

attained tremendous economic development.  

As an emerging economy, Bangladesh has achieved quite rapid economic growth in 

recent years. GDP growth rate of the country is higher than 6% for last few years, 

indicating a stable growth of the country (Tradingeconomics.com, 2018). But different 

macroeconomic indicators are exhibiting an increasing trend over the years. Interest rate 

of the country is increasing, inflation is also mounting and the exchange rate of the 

country is deteriorating (Hasan, 2016). Foreign reserve of the country is increasing over 

the years due to increased exports. These indicators can show a significant upcoming 
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change in the economy. Different economic indicators provide signal before the change 

of the economy
1
. Even some indicators provide signal after the change takes place. On 

the basis of such indicators, companies expect economic change which can favor or 

create problems for them. The study of such economic indicators is necessary for 

companies including banks to change their policies for the constant performance. How 

changes in economic indicators make different industries to respond become an important 

empirical question. This study attempts to discover the relationship among the chosen 

macroeconomic variables with the stock returns of banking industry of Bangladesh.  

Objectives of this study is twofold. First of all, identification of how the stock return of 

the banking industry of Bangladesh is affected by the selected macroeconomic variables 

by using monthly economic data from 2012 to 2016.Secondly, to investigate whether 

stock return varies with respect to the asset size or market capitalization of banks. 

There are several studies investigating the impact of macroeconomic variables on stock 

prices and stock returns. One of the oldest studies has been done by Gjerde and Saettem 

(1999) studied the impact on Norway. Moreover, Ahmed and Osman (2007), Ali (2011) 

and Masuduzzaman (2012) have studied in the context of Bangladesh to see the impact. 

But such changes were different from economy to economy. Even industry to industry 

the impact was quite different. The banking industry has comparatively higher change 

than textile and leasing industries. As a result, identifying the impact of the selected 

variables on a selected industry can provide a deeper understanding regarding the change 

of stock return with economic condition. On the other hand, size of organizations based 

on different factors might have an impact on the stock return as well. Performance of 

organizations is affected by the sizes of them (Niresh and Velnampy, 2014). But the size 

effect of assets on the stock return is still not properly addressed.  

Economic conditions are different from country to country. Macroeconomic factors do 

not affect in the same way in every economy. Moreover, a country’s both internal and 

external conditions are responsible for the sensitivity of the stock return. In Bangladesh, 

the stock return of DSE has not been affected in the long run at all, according to the study 

by Ahmed and Osman (2007). As one of the fundamental macroeconomic variable, the 

study included money supply in the context of Bangladesh. But no significant 

relationship has been found in the study regarding money supply. Hassan and Nasir 

(2008) have used ARDL
2
 approach in their study including money supply. They have 

found that a significant relationship exists between stock return and money supply. On 

the other hand, a positive relation exists between money supply and banking index in 

Pakistan (Saeed and Akhter, 2012). With the data of Stockholm stock index, Talla (2013) 

                                                           
1Money supply, interest rate spread, stock prices help to predict upcoming change in economy 
2Autoregressive distributed lag approach is used where dependent variable is a function of its own past 

lagged values and current and past values of other explanatory variables 
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has found a positive but insignificant relation between money supply and stock return. As 

a result, money supply is considered to have a positive relationship with the stock return. 

But the significance of the relation is different from economy to economy. 

Changing exchange rate is an indicator of economic change. Studies (Hassan and Nasir, 

2008; Pal and Mittal, 2011; Talla, 2013) have shown that there exists a significant 

relationship between stock return and exchange rate. Zaheer, Rehman, Aslam and Safwan 

(2010) and Saeed and Akhter (2012) have found that exchange rate affects banking 

industry comparatively higher than others. A negative relationship exists between the 

stock return and exchange rate (Talla, 2013). Masuduzzaman (2012) have studied the 

context of Bangladesh whereas Gabriel (2010) have incorporated several countries; Italy, 

Sweden, Spain, USA, UK, Canada, and Germany. But they haven’t found any significant 

relation between the stock return and exchange rate.  

On the other hand, inflation can affect the stock returns significantly (Hassan and Nasir, 

2008; Ali, 2011; Pal and Mittal, 2011; Saeed and Akhter, 2012; Talla, 2013). Ali (2011) 

has studied in the context of Bangladesh where inflation affects the stock returns 

negatively. Moreover, Talla (2013) have found the same significant and negative relation 

between stock return and inflation whereas he studied in the context of Stockholm Stock 

Index (OMXS30). Barakat, Elgazzar, and Hanafy (2016) used Augmented Dicky-Fuller 

test, Johansen test, Granger causality and Vector Autoregressive in the context of Tunisia 

and Egypt. And they have found that inflation does affect stock return, even in emerging 

economies significantly. 

Along with the inflation, interest rate also has a significant impact on stock return 

(Hassan and Nasir, 2008; Gabriel, 2010; Pal and Mittal, 2011; Saeed and Akhter, 2012; 

Barakat, Elgazzar and Hanafy, 2016). Ahmed and Osman (2007) expected that interest 

rate might have a significant relation with the stock return. But Masuduzzaman (2012), 

using the interest rate, have not found any impact in the long run. In Indian Stock 

Exchange, the interest rate has a direct impact in the long run (Pal and Mittal, 2011). But 

the direction of such impact depends on the economic condition of the country. 

Moreover, interest rate affects stock return negatively (Gabriel, 2010; Saeed and Akhter, 

2012; Talla, 2013). Focusing on leasing industry of 6 developed countries, banking index 

of Pakistan and the Stockholm Stock Index consecutively, they have found that negative 

relation. Still, leasing industry is not significantly affected by interest rate whereas 

banking industry is affected directly by any change in interest rate.   

Industrial production, as one of the macroeconomic indicators, have a comparatively 

insignificant impact on stock return (Hassan and Nasir, 2008; Saeed and Akhter, 2012). A 

positive relationship can be found when a whole economy is considered like; Bangladesh 

(Ali, 2011). But a specific industry can show a negative impact on stock return (Saeed 

and Akhter, 2012).  Even company-specific factors like; total asset, total sales and others 
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in a specific industry can have a great impact on performance (Niresh and Velnampy, 

2014).   

Investigation of that relation can bring a deeper insight of the industry performance in the 

stock market. A deeper understanding regarding the impact of specific macroeconomic 

and company-specific factors can help policymakers to issue supportive policies for the 

stock market. Investors can decide for their investment decisions based on these relations 

which can help them to perform better in the stock market. With both economic and 

company-specific factors, banks can identify the strongest predictor and can amend their 

policies according to such. In this paper, to investigate the true relation of specific 

variables, fixed effect and random effect methods have been used. Moreover, which 

model is more applicable for the data is being determined with the Hausman test. We 

have found only few studies particularly addressing the relationship in the banking 

industry and with fixed and random effect method. Therefore, focusing on the specific 

industry can bring more research interests along with an initial idea regarding the impact 

of macroeconomic variables.  

The study is organized as follows: Data and methodology unfold the key data, variables 

and their descriptions along with facts regarding money supply, exchange rate, inflation, 

interest rate, industrial production. The used models have been discussed in this section. 

In Descriptive Statistics, facts and changes regarding the independent variables have been 

discussed with a descriptive modeling. Empirical Findings has used the models 

determined for the panel and have articulated a discussion regarding the interpretation of 

the impacts. Summary and Conclusion has summarized the key findings and draws some 

conclusions. 

2. Data and Methodology 

In Bangladesh, the banking industry has been one of the most active industries in the 

stock market. With the changing demand and supply in the market, stock prices are 

determined. Stock returns of the banks are not due to their internal factors only. Changes 

in economic factors always affect the financial market of a country. According to 

Masuduzzaman (2012), economic factors affect the stock returns of a country in the long 

run in the prospect of Bangladesh. Dividends declared and recorded from time to time 

also affect the returns as they are to be adjusted with the price of the stocks. Apart from 

these, different microeconomic factors like; money supply, inflation, interest rate and 

others might affect the returns of the companies. With this study, such effects have been 

discussed. 

2.1 Variables 

To see the effect of different macroeconomic variables in Bangladesh and some 

microeconomic factors on the stock returns of the banking sector of the country, 
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exchange rate with dollars, broad money supply (M2), interest rate, inflation rate and 

industrial production have been chosen in the study. On the other hand, to see whether 

banks’ own factors affect the stock returns of them or not, size of assets and size of 

market capitalization have been chosen. In here, data from January 2012 to December 

2016 has been used for 28 banks listed with DSE. Monthly frequency has been chosen to 

maximize the number of observations in each bank listed and to make a robust estimation 

of the used models. Information for whole 60 months of Industrial production index has 

been collected from Bangladesh Bureau of Statistics, inflation, interest rate, money 

supply (M2), exchange rate from Bangladesh Bank, size of market capitalization, price 

and dividend of companies from Dhaka Stock Exchange (DSE) and size of assets from 

annual reports of the banks. All the variables, except inflation and interest rate here, are 

expressed in natural logarithm form. In this study, the stock return has been used as 

dependent variable whereas money supply, exchange rate, inflation, interest rate, 

industrial production, size of assets and size of market capitalization are independent 

variables. 

Dependent Variable: Stock Return 

The stock return of the banking sector of Bangladesh has been considered as the 

dependent variable here. The stock return has been determined using the prices of the 28 

banks listed in DSE. The formula used, Rit= ln (Pt/ Pt-1). Here, Rit: return of stock for the 

time period t, Pt: closing prices of the stock adjusted for dividends for the time period t, 

and Pt-1: closing prices of the stock for the time period t-1. As in Bangladesh, stock prices 

are not adjusted for the dividends, both cash and stock dividend have been adjusted with 

the stock prices of the banks. Cash dividend has been added to the closing price of the 

stocks at time t and the stock dividend has been adjusted with the stock to get the 

adjusted price of the stocks at time t. In here, the lognormal has been used for stock 

returns to get a stationary return for each month for all 28 listed banks.  

Independent Variables 

In this study, broad money supply (M2) has been used as the proxy of the money supply. 

M2 is the broader money supply in the economy, including M1 (cash and checking 

deposits) and near-money like; savings and time deposits, overnight repurchase 

agreements and personal balances in money market accounts. Many studies (Saeed and 

Akhter, 2012; Barakat, Elgazzar, Hanafy, 2016) have concluded that with an increase in 

money supply in the market in the short run, investment in stock market became higher. 

As a result, stock returns increased a lot. But in the long run, such increased money 

supply increased inflation unexpectedly, leading to lower stock return. Henceforth, 

money supply also can affect stock returns differently. In this study, the relationship will 

be considered as positive for the banking industry of Bangladesh. 
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Figure 1: Money supply in Bangladesh for 2012-2016 (monthly) 

 

Note: This figure illustrates that broad money supply from the year 2012 to 2016 on monthly basis. Money 
supply has increased continuously from 2012 to 2016. In December 2012, money supply was BDT. 565,906 
crore, whereas on December 2016 it was BDT.954,054 crore. Source: Author’s calculation of money supply 
data from 2012-2016. 

In this study, as the proxy for the exchange rate, BDT against 1 unit of US$ has been 

used. With an increase in exchange rate, people will expect increasing inflation. With 

such increase, the currency of the domestic country will be weaker and importing 

companies will suffer from higher costs. As a result, they will experience lower earnings 

and low share prices. But the exporters will benefit from the currency depreciation. They 

can export at a higher rate and can earn better than the importers. In that way, their 

contribution will be positive in the stock market. Henceforth, exchange rate depreciation 

can affect the economy in both ways along with the stock market. So, here the 

relationship will be considered as negative like the assumptions of Doong et al., (2005). 

Figure 2: Exchange rate of Bangladesh for 2012-2016 (monthly) 

 
Note: This figure illustrates exchange rate of BDT per USD from the year 2012 to 2016 on monthly basis. 
The exchange rate in Bangladesh has a decreasing trend over the years indicating a strong currency of the 
country. In October 2016, the exchange rate was weak with BDT. 78.40 per USD compared to BDT. 77.82 in 
October 2015. Still, the change in the exchange rate of Bangladesh is quite minimal from 2013.Source: 
Author’s calculation from exchange rate data of Bangladesh Bank 2012-2016. 
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Inflation generally has a positive relationship with the stock returns of a country if it is 

expected. According to Saeed and Akhter (2012) with an expected inflation, as demand 

exceeds supply, stimulating supply is needed. In such price increase, organizations earn 

more as expected and they pay more dividends. Henceforth, the returns of companies 

increase. But unexpected inflation can change the situation into something different. 

When unexpectedly price increases, cost of living become higher. This leads to lower 

investment with higher consumption. Moreover, with higher inflation, interest rate 

becomes higher. This reduces the present value of stock prices leading to lower return. 

According to different studies done on return and inflation, the relationship can be 

deemed as negative in the country. Point-to-point inflation has been used as the proxy 

variable for inflation. 

Figure 3: Inflation in Bangladesh for 2012-2016(monthly) 

 

Note: This figure is illustrating the point to point inflation rate of Bangladesh on monthly basis from 2012 to 

2016. In 2012, the inflation rate was quite unstable throughout the year. Inflation rate became stable from the 

mid of 2013 with a decreasing trend. The inflation rate was 6.62% in January 2013 whereas it was 6.07% in 

January 2016. Source: Author’s calculation from inflation data of Bangladesh Bank 2012-2016. 

As the proxy for interest rate, monthly average deposit rate has been for consecutive 60 

months of 2012 to 2016. According to Talla (2013), with an increasing interest rate of a 

country, the opportunity cost of holding money will increase. This will cause the 

substitution of stocks for interest-bearing securities and will reduce the stock price. 

Considering from the bank’s point of view, when deposit rate increases, people put their 

money into banks rather than in the stock market or other investments causing the market 

price to fall. Ultimately, with deposit rate as interest rate, stock returns of banks might 

have a negative relationship.  
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Figure 4: Deposit rate of Bangladesh from 2012 to 2016 (monthly) 

 
Note: In this figure, monthly weighted average deposit rate of Bangladesh from 2012 to 2016 has been 
illustrated. The monthly interest rate had experienced a shortfall over the time period. In 2013, the interest 
rate was at the highest with 8.68% in February 2013. On the other hand, in September 2016, the interest rate 
was the lowest with only 5.39%. Source: Author’s calculation of interest rate data from 2012-2016. 

As an economic indicator, industrial production indicates the real output for all utilities. 

In Bangladesh, industrial production index is used to measure the economic growth in the 

real sector. Compared to a specific base year, the condition of production in the industrial 

sector in a specific time period is measured with it. As banks have a plenty of investment 

opportunities, such production index can affect the returns of it. In this study, a positive 

relation is expected with a supported study on DSE. As the proxy of industrial production 

index, manufacturing index has been considered. 

Figure 5: Industrial production index of Bangladesh from 2012-2016 (monthly) 

 
Note: This figure illustrates the industrial production index of Bangladesh from 2012 to 2016 on monthly 
basis. Over the time period, industrial production index has experienced a slightly increasing trend due to 
increasing production level in the economy. In October 2012, industrial production was 189.42 whereas it 
increased to 267.35 in October 2016.Source: Author’s calculation from BBS data on industrial production 
index, 2012-2016. 
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Size effects 

Bangladesh, banking sector involves different size banks. Small size organizations have 

higher transaction costs compared to larger organizations. According to Banz (1981), 

there exists a negative relationship between the size of assets and average returns of 

stocks after controlling the risks. With the evidence from Basu (1977), stocks with higher 

earning to price ratio have higher risk-adjusted stock returns. That indicates a relationship 

between stock returns and sizes of organizations. In this study, to categorize banks into 

different sizes, the total asset has been used. 3 small size banks with less than BDT. 10 

billion, 18 medium-size banks with more than 10 billion or less than 300 billion and 7 

banks with more than 300 billion of total assets have been identified. The relationship is 

considered as negative as smaller firms have higher transaction cost with better return 

according to studies.  

To determine the impact of microeconomic factors on the firms, size of market 

capitalization also has been used. Market capitalization can be obtained from a number of 

shares outstanding and the market price of shares in that time period. In here, the stock 

price of banks at the end of 2016 has been used to find the market capitalization. 

According to many empirical studies (Ali, 2011; Tahir et al, 2013, Niresh and Velnampy, 

2014), market capitalization has a positive relationship with stock returns which is also 

expected in the study. 6 banks with less than BDT. 10 billion are small size, 15 banks 

with more than 10 billion or less than 20 billion are medium and 7 banks with more than 

20 billion are large according to the market capitalization size. 

2.2 Models and Methods of the Study 

The ordinary least squares method is used as the regression model to find the best fit 

data from the dataset (Torres and Reyna, 2007). With this method, the sum of squares and 

the errors of the results are minimized. For such, the pooled crossed-sectional method has 

been used as aneconometric model to find the relationship among the selected 

macroeconomic variables and microeconomic factors with stock returns of the banking 

industry of Bangladesh. In this study, 4 regressions have been run to find the effect of 

selected variables on the stock returns of the banking industry of Bangladesh. 

Regression equation used in the study is as follows: 

Rit=ß0+ ß1* mst+ ß2* exratet+ß3* inft+ ß4* intratet+ ß5* ipt + Ԑit 

Where, Rit is the log return of bank i at time t (month), mst is the lognormal value of 

money supply, exratet is lognormal value of exchange rate, and ipt is the lognormal value 

of the industrial production. inft and intratet  are considered for inflation and interest rate 

respectively. The coefficients (ß1, ß2 ,….., ß5) are estimating the impact of selected 

independent variables on stock returns of Bangladesh. ß0 here is the constant value of the 

regression equation with an error Ԑit in the equation. 
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To adjust the errors in the ordinary linear regression model, robustness check has been 

used. Under the pooled cross-sectional method, if assumptions are not true, the method 

can provide faulty or misleading answers. To reduce that in the result, robustness check 

has been used. This is used to provide a reflecting result even under the violation of 

assumptions. With this robust regression, all the variables used to provide necessary 

result even with their differences. 

The Hausman Test (also called the Hausman specification test) detects endogenous 

regressors (predictor variables) in a regression model (Torres and Reyna, 2007). It can 

detect the fitness by analyzing the panel and provides a conclusion regarding fixed and 

random effect model. Under this model, null hypothesis dictates that RE model is 

preferred as it has higher efficiency. On the other hand, alternative hypothesis indicates 

that FE model is consistent and more preferred. The hypothesis can be; HO = Random 

Effects Model and H1 = Fixed Effects Model 

If the calculated chi-square is less than 0.05, an alternative hypothesis is not rejected. 

That means fixed effects model is applicable to the panel. But, if chi-square is higher than 

0.05, we cannot reject the null hypothesis. In that case, we have to use random effect 

model. 

When variables and their impacts vary over time, analyzing through fixed effect 

regression model is useful (Torres and Reyna, 2007). Under this model, it is assumed that 

individual specific effects are correlated with the independent variable. Moreover, this 

method removes the effects of time-invariant characteristics to assess the effect of 

independent variables on stock return. With fixed effect model, the dataset becomes 

applicable only for the sample.  

The rationale behind the use of random effect regression model is that, within the dataset, 

the variation across entities is assumed to be random and uncorrelated with the used 

independent variables (Torres and Reyna, 2007). Under the random effect, entity’s 

specific characteristics and error terms are not correlated with independent variables. For 

such, time-invariant variables work as explanatory variables. With this, those individual-

specific characteristics are identified. However, with random effects model, a panel can 

generalize different inferences beyond the specific sample. As a result, the output 

becomes applicable not only for the sample but also for the population as well. 

Considering all data as one specific dataset, pooled ordinary least square regression helps 

to find the specific effect of the data on the dependent variable. Panel data is not 

segregated when pooling the dataset. Apart from the effect of macroeconomic variables, 

the effect of company sizes based on market capitalization and the total asset can change 

the stock prices as well as stock return. Studies (Tahir et al, 2013; Niresh and Velnampy, 

2014) have found that company sizes can determine the risk tolerance level of them. 
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However, dividend announcement and stock prices can react with the market depending 

on the size of capitalization. As a result, this study has included size effects to see the 

impact on the stock return of banks. The regression is as follows: 

Rit=ß0+ ß1* mst+ ß2* exratet+ß3* inft+ ß4* intratet+ ß5* ipt +sizeit+ Ԑit 

Where, sizeit indicates the effect of size category of banks on the stock returns. The 

coefficients (ß1,ß2,…….,ß5) indicate the sensitivity of the respective independent 

variables named money supply (ms), exchange rate (exrate), inflation (inf), interest rate 

(intrate), industrial production (ip).  

3. Descriptive Statistics 

Each and every variable under the study have some temporal statistical results including; 

mean, standard deviation and others. These outputs have been analyzed and are described 

as follows: 

Table 1: Summary statistics 

Variables Mean Median Standard Deviation 

Money Supply 13.442 13.469 0.200 

Exchange Rate 4.366 4.356 0.0201 

Inflation 6.458 6.245 0.925 

Interest Rate 7.422 7.750 1.1002 

Industrial Production 5.420 5.413 0.161 

Number of observations 1680 

Note: This table depicts the summary of mean, median and standard deviation of each independent 
variable. With 1680 observations, the money supply has the highest mean of 13.442 and a median 
of 13.469. Money supply deviates from its central value by 20% only. On the other hand, 
exchange rate deviates only by 2% from its mean value. With a standard deviation of 1.10, interest 
rate deviates a lot from its mean value of 7.422. Source: Author’s calculation from the used 
independent variables, 2012-2016. 

On an average, the value of money supply is 13.442 in the series and the median value 

over 60 months is 13.469. The volatility during the period is 20% indicating a higher 

dispersion from the mean value. On the other hand, with an average value of exchange 

rate is 4.366 with a volatility of only 2.01% within the time period. From the descriptive 

analysis of inflation, it can be seen that values are deviating from the mean value of 

6.458% at 92.53%. Like other variables, interest rate also changed through the time 

period. Using 1680 observations in the study, industrial production is deviating only 

16.12% from its mean value of 5.420. In a summary, the interest rate has the highest 

deviation whereas exchange rate possesses the lowest of all. 
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4 Empirical Findings 

There have been studies to analyse the impact of macroeconomic variables on the stock 

returns of countries. Studies have found both positive and negative relationship between 

dependent and independent variables. Even the impact of macroeconomic variables has 

been different based on a country’s scenario.  

Table 2: Findings of other Studies: Impact of macroeconomic variables 

on stock return 

Macroeconomic 
Variables 

Studies Significance of the variables on 
Stock Return 

Money Supply Ahmed and Osman (2007) 

Hassan and Nasir (2008) 

Saeed and Akhter (2012) 

Talla (2013) 

 

 

Significant 

Exchange Rate Hassan and Nasir (2008) 

Pal and Mittal (2011) 

Gabriel (2010) 

Talla (2013) 

Zaheer, Rahman, Aslam and Safwan 
(2010) 

Saeed and Akhter (2012) 

Masuduzzaman (2012) 

Significant 

Significant 

 

Significant and negative 
relationship 

Significant 

 

Significant 

Inflation Hassan and Nasir (2008) 

Ali (2011) 

Talla (2013) 

Barakat, Elgazzar and Hanafy 
(2016) 

Significant 

Significant and negative relation 

Significant and negative relation 

Significant 

Interest Rate Ahmed and Osman (2007) 

Masuduzzaman (2012) 

Pal and Mittal (2011) 

Saeed and Akhter (2012) 

Gabriel (2010) 

 

 

Significant 

Significant and negative relation 

Significant and negative relation 

Industrial 
Production 

Hassan and Nasir (2008) 

Saeed and Akhter 2012) 

 

 

In our study, the panel data using 28 companies in the banking sector has been used to 

determine the impact of selected macroeconomic variables on the stock returns. 

Moreover, using the market capitalization and assets of companies, companies are being 

assigned to 3 categories.  
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Table 3: Regression output: Impact of macroeconomic variables on stock return 

Variables Pooled Fixed Random 

Money Supply -.16034**    

(.10223) 

-.16034** 

(.06567) 

-.16034** 

(.06567) 

Exchange Rate -2.19783***    

(.34365) 

-2.19783*** 

(.34365) 

-2.19783*** 

(.34365) 

Inflation -.02929***   

(.00339) 

-.02929*** 

(.00339) 

-.02929*** 

(.00339) 

Interest Rate -.02754***   

(.00913) 

-.02754*** 

(.00913) 

-.02754*** 

(.00914) 

Industrial Production -.05923**    

(.02850) 

-.05923** 

(.02850) 

-.05923** 

(.02850) 

Note: This table illustrates the relationship between dependent and independent variables of the study. 
Independent variables money supply, exchange rate and industrial production have been used in natural log 
form. On the other hand, inflation and interest rate have not been changed. Standard errors are in parenthesis. 
* Significant at 10%, ** significant at 5% and *** significant at 1%. 

From regression output in table 3, with a low value for standard error, macroeconomic 

variables don’t deviate much from their mean values. Under pooled regression, the 

money supply has a standard error of .102237 which means that the values of it deviate 

from their mean value by 10.22%. All the macroeconomic variables have a negative 

relation with the stock return of the banking sector of Bangladesh. Exchange rate, 

inflation, the interest rate has a significant impact on stock return at 1% significance 

level. On the other hand, money supply and industrial production have a less significant 

impact on stock returns compared to other variables. Inflation has the highest impact on 

stock returns among the variables. When inflation increases by 1%, stock returns 

decrease by 2.92%. Even if no variables under the study affect stock return, it moves up 

by other variables in the economy significantly. 

With the applied Hausman test in the study, random effect is the applicable regression 

model for the dataset with a chi
2
 =1.000. The random effect model shows a negative 

relationship between all the macroeconomic variables with stock returns for the banking 

sector in Bangladesh. Random effects model applied in the study helps to generalize the 

inferences regarding the output beyond the sample. Inflation, interest rate, and exchange 

rate affect the returns negatively as well as significantly. Like inflation, with an increase 

in interest rate by 1%, stock returns change negatively by 2.75%.  Moreover, exchange 

rate affects stock returns significantly by changing that 2.19 % opposite to its own 

change. Money supply and industrial production also affect the returns significantly but 

at 5% level. Therefore, with the changes in the macroeconomic variables, in Bangladesh, 

returns of banking industry become affected a bit.  



120 Journal of Business Studies, Vol. XL, No. 1, April 2019 

Money supply and industrial production are showing different relation inverse of 

expectation. One reason behind the opposite output of money supply can be an increase 

in money supply leads the prices to rise. With inflation, investment becomes reduced 

compared to consumption which can reduce the earnings of banks. As a result, the stock 

return can decrease. Moreover, with “open market purchase”
3
 policy money supply can 

increase in the economy, affecting the interest rate. With an increasing money supply, 

investors have enough money in hand to invest. In that case, the higher interest rate is 

possible as the price of money supply to attract investors. In such case, banks’ earnings 

can be affected negatively.  

In respect to the exchange rate, the outcome is as expected. Trade deficit indicates that in 

Bangladesh, many companies import products heavily from outside countries. With 

depreciated BDT compared to US dollar, they experience lower earnings bearing high 

costs. As the trades are conducted through banks, their earnings become lower, leading to 

a lower return in the sector.   

On the other hand, inflation can affect stock returns negatively when takes place 

unexpectedly. With such inflation, prices of materials can increase and shift resources 

towards consumption rather than investment. Another reason can be the lower intrinsic 

value of banks. Higher inflation means higher nominal interest rate. And, such higher rate 

can reduce the present value of companies, leaving lower stock prices for a time. 

Henceforth, stock returns can decline with higher inflation.  

The interest rate depends on the demand and supply of funds in the economy. With an 

increasing deposit rate in banks, the opportunity cost of holding money will increase. If 

the investment is not as much as expected, banks can sit with such huge liquid amount. 

As a result, banks’ earnings become affected and stock prices decline. In recent years, 

with a lot of non-performing loans and excess liquid amounts in hand, banks are 

experiencing the negative effect on their earnings. Such additional incidents can make the 

situation worse. Therefore, the negative impact of interest rate on the stock return is 

evident. 

In case of banks in Bangladesh, the negative relationship of industrial production with 

stock return can come with people’s financial behavior. One reason can be with 

increasing production in the manufacturing sector, people will invest more on those. As a 

result, they will borrow from banks and will invest in real sectors rather than banks. This 

can affect the earnings of banks for the shortage of deposit and can reduce the stock 

returns apparently. 

                                                           
3Open market purchase, a monetary policy by Bangladesh Bank to control the money supply in the economy 

with expansionary or contraction policy. 
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Table 3: Effect of macroeconomic variables and size on stock returns 

Variables Coefficient 

Asset size
4 

medium 

 

large 

.004 

(.0102) 

-.009 

(.011) 

Market capitalization
 

medium 

 

large 

.011 

(.008) 

.009 

(.009) 

Note: This table states the impact of asset size and market capitalization on the stock return (dependent 
variable). With a higher p-value, both asset size and market capitalization have no significant impact on stock 
return. Medium size banks have a positiverelationship with the stock returns. On the other hand, large size 
banks earn lower than small banks. Comparatively, medium size banks have a higher return than others. 
Standard errors are in parenthesis. * Significant at 10%, ** significant at 5% and *** significant at 1%. 

In this study on the banking sector of Bangladesh, based on total assets and market 

capitalization for 2016, sizes of banks have been determined. Expectedly, asset size has 

negative and market capitalization have a positive impact on stock returns. According to 

the study, medium size banks experience a positive return on their stocks. On the other 

hand, the return of large-size banks is not similar. Larger banks mostly experience their 

stock returns changing negatively compared to small banks. But the size of banks based 

on total assets is not significant in Bangladesh as there are many other criteria affecting 

the stock returns. 

Based on market capitalization as well, the banks have been allotted into 3 sizes. 

According to Tahir et al., (2013), a positive effect takes place on stock returns when their 

capitalization size increases. In this study, such expectation has been noticed as well. 

Market capitalization has no significant impact on stock returns of banks. Compared to 

small size banks, both medium and large size banks experience a higher and positive 

return. But medium-sized banks earn higher than both small and large size banks.  

5. Summary and Conclusion 

Analysis of the stock return and its determinants and predictors has become an obligatory 

study for countries (Masuduzzaman, 2012). As a result, many studies have been 

conducted to find a specific relation with different predictors. Macroeconomic variables 

have been affecting organizations and their decisions in different ways. In that way, they 

can affect the stock returns of companies. Studies have shown significant impact in 

different emerging countries on the stock returns of the market. But few studies are found 

                                                           
4Based on the total asset of companies at 2016 to categorize 
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focusing on specific industries. There is also very little evidence of how size effects can 

have an impact on stock returns.  

On the basis of the conducted studies in different countries, money supply has 

comparatively less significance on the change in stock returns. On the other hand, 

exchange rate of a country has quite higher and significant impact on the stock returns. 

Inflation have a negative relationship with stock returns but have a significant impact, 

different studies said. Along with the inflation of a country, interest rate changes in the 

same way. Therefore, interest rate also has a significant negative relationship with stock 

returns. Unlike others, industrial production has insignificant impact on stock returns. As 

the studies were conducted based on the different economies of different countries, their 

impacts have been different from country to country. 

The study has found selected macroeconomic variables affecting stock returns all 

negatively. Money supply, exchange rate, inflation, interest rate and industrial production 

are negatively related to the stock returns of the banking sector. Moreover, some of them 

are significantly affecting the stock returns. Money supply can affect the interest rate or 

inflation which affects stock returns adversely. On the other hand, inflation and interest 

rate affect stock returns negatively by increasing consumption and borrowing from banks. 

Even though studies have supported industrial production affecting positively, this study 

has found opposite relationship. Exchange rate, affecting trades of importers posting a 

negative relation with stock returns. Comparatively, medium size banks show greater 

change in stock price than small and larger ones. Generally, medium banks take more 

risks regarding loans and other activities. As a result, they can earn higher stock returns 

compared to others. 

Overall, this study has provided a thorough journey towards the stock return and its 

predictors in the banking industry of Bangladesh. The random effect has concluded that 

this study is applicable to the population as well. This study can be extended further by 

incorporating many other macroeconomic variables like; oil price, remittance, foreign 

reserve and so on to see the impact. Moreover, many microeconomic variables can be 

included in the study to see the company-specific factors and their impacts. This study 

has included the scenario of the banking industry of Bangladesh which is comparatively a 

stable industry of the country. But other industries like; RMG, Pharmaceuticals and more 

have different scenario. As some of the industries are operating mainly through export 

and import, they will experience higher significance with inflation, interest rate, industrial 

production and other macroeconomic variables. This study has included company-

specific factors as well which can be extended to some more internal variables. This 

study has initiated the process to focus on the different external and internal variables in 

case of stock returns. In that way, prudent decision making will be possible from 

investors perspective while investing in the stock market. Extended similar studies on 
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other industries can be more helpful to analyse market condition of the country and can 

help to predict the market condition in future. These can be helpful to predict the returns 

and investors can take decisions regarding investment cautiously. 
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Appendix 

List of banks 

1. AB Bank Limited 

2. Al-Arafah Islami Bank Limited 

3. Bank Asia Limited 

4. BRAC Bank Limited 

5. The City Bank Limited 

6. Dhaka Bank Limited 

7. Dutch-Bangla Bank Limited 

8. Eastern Bank Limited 

9. EXIM Bank Limited 

10. First Security Islami Bank Limited 

11. ICB Islamic Bank Limited 

12. Islami Bank Bangladesh Limited 

13. Jamuna Bank Limited 

14. Mercantile Bank Limited 

15. Mutual Trust Bank Limited 

16. National Bank Limited 

17. NCC Bank Limited 

18. One Bank Limited 

19. Prime Bank Limited 

20. Pubali Bank Limited 

21. Rupali Bank Limited 

22. Shahjalal Islami Bank Limited 

23. Social Islami Bank Limited 

24. Southeast Bank Limited 

25. Standard Bank Limited 

26. Trust Bank Limited 

27. United Commercial Bank Limited 

28. Uttara Bank Limited 



126 Journal of Business Studies, Vol. XL, No. 1, April 2019 

 


