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Abstract

By employing Autoregressive Distributed Lag (ARDL) approach, this 
paper contributes in giving empirical evidence on the nexus between 
the macroeconomy and stock market performance. Despite being a 
familiar empirical research topic in developed stock markets, this is 
relatively new in emerging stock markets like Vietnam. Thus, the paper 
brings a deeper perspective in the causal relationship between the 
macroeconomy and the performance of emerging stock market. Like 
earlier research, stock market performance is measured by stock index 
(SI) in this paper. In addition, stock market turnover ratio (TR) is added 
to measure this performance. This is a new angle to analyze stock 
market performance as well as a novelty of this study compared with 
earlier counterparts. The findings confirm that stock market 
performance is negatively influenced by consumer price index in the 
short run and long run. Also, in the short run, economic growth (EG) 
and interest rate (IR) are correlated to how the stock market performs. 
These valuable results are essential for consideration by policy 
makers, scholars and investors, especially those in emerging markets.

Keywords: Performance, Stock market, Emerging market, ARDL, 
Vietnam.

Introduction

Stock market has always attracted investors' attention (Lin & Fuerst, 
2014). This is an appealing investment channel with relatively high 
liquidity, low trading cost and especially more explicit trading 
information compared with other channels (Lin & Lin, 2011). During 
the investment in equity market, the performance is a key factor which 
investors specially consider. The market performance is a reference to 
provide investors an overall view on stock market as well as its 
attractiveness and then have a basis to make an investment decision 
effectively. More than that, macroeconomic factors are also much 
concerned by investors because stock market is quite sensitive to 
fluctuations of the macroeconomy. Therefore, its influence on how 
equity market performs is a major topic of engagement within the 
financial economics circus (Ouma & Muriu, 2014). The statistically 
significant effects of macroeconomic fundamentals on stock market 
return have been confirmed by many empirical research (Ouma & 
Muriu, 2014). However, this nexus is mainly found in developed 
markets, not in emerging ones (Lawal et al., 2018). To fill this gap, this 
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study is conducted to analyze the link between the instance, Ndako (2010) analyzed data in South Africa from 
macroeconomy and stock market performance in Vietnam, the first quarter of 1983 to the fourth quarter of 2007. 
an emerging market. Accordingly, it is expected to give However, the findings could not indicate the statistically 
first empirical evidence on this matter in Vietnam. significant effect of economic growth on stock market 

turnover.
The remaining part of the paper is structured as follows: 
section two provides relevant literature review and Generally speaking, most of the earlier researchers agreed 
research hypothesis; section three deals with the data set that economic growth can exert positive influence on stock 
and methodology utilized; section four presents the market performance. Therefore, the following hypothesis 
findings and discussion; finally, the last section offers the is suggested:
conclusion. 

H1: Economic growth has a positive impact on stock 
Literature review and research hypothesis market performance.

Stock market is where different forms of stock are bought Consumer price index and stock market performance 
and sold (Riyazahmed & Saravanaraj, 2015). It plays a key 

Consumer price index indicates the relative change in price 
role in refinance interest raising fund (Awojobi, 2013) and 

over time. This index is regarded as a tool to measure 
distribute resources (Tease, 1993) in the economy. Further, 

inflation rate of an economy. A highly increased consumer 
stock market boosts firms perform efficiently, provides a 

price index stimulates the rise in interest rate to assure a 
fair investment environment for investors. Stock market 

positive real interest rate. A highly increased consumer 
return indicates an overall of market changes. It is thus 

price index also causes many difficulties to firms by 
usually measured by stock index (Ouma & Muriu, 2014). 

increasing input cost and indirectly influences equity 
This measure has been adopted in almost all of similar 

market. Hence, several earlier research confirmed that 
empirical research. Beside, according to Pan và Mishra 

consumer price index exerts a negative impact on stock 
(2017), stock market turnover ratio is more appropriate 

market. Specifically, Akbar et al. (2011) revealed the 
than stock index in underpinning the development as well 

negative effect of consumer price index on stock index 
as the performance of stock market. 

KSE100 in the period from 1998 to 2008. In India, Naik and 
In this section, a summary of relevant literature will be Padhi (2012) also identified the negative link between 
reviewed, mainly on selected macroeconomic dynamics consumer price index and stock index from 2004 to 2011. 
which consist of economic growth, consumer price index In their study using data in Kuwait during the period of 
and interest rate. 2001-2010, Al-Shami and Ibrahim (2013) the casual 

relationship between consumer price index and stock price 
Economic growth and stock market performance 

changes over time. In specific, consumer price index can 
Economic growth is an important indicator of the economy lead to the increase in stock price after one month and the 
(Bouchouicha & Ftiti, 2012). A healthy economy brings decrease after two months.
investors more opportunities to raise their profits and 

Nonetheless, a mild consumer price index can foster stock 
encourage them to invest more in stock market. As a result, 

market performance. Indeed, stock price is correlated to 
the performance of equity market will improve. Hence, the 

expected dividend (Gordon, 1962). Accordingly, an 
link between economic growth and stock market return has 

increased consumer price index can stimulate expectations 
well been recognized by a vast number of empirical studies. 

in the economy and then raise the price of stock. 
In fact, this topic has been much acknowledged by many 

Ratanapakorn and Sharma (2007) also asserted on the 
scholars for many decades (Marques et al., 2013). Liang 

positive link between consumer price index and US stock 
and Teng (2006) believed that economic growth has a 

market from 1975 to 1999. By their analysis in Malaysia, 
significant impact on China stock market in the 1952-2001 

Asmy et al. (2010) confirmed that consumer price index 
period. Shahbaz et al. (2008) found out the positive nexus 

positively influences stock price. In the same vein, by 
between economic growth and stock market in Pakistan 

collecting data of 13 emerging stock markets in the 1984-
from 1971 to 2006. In the same vein, Enisan and Olufisayo 

2004 period, Bai and Green (2011) also agreed on the 
(2009) also confirmed this positive relation between them 

positive nexus between consumer price index and stock 
in Nigeria in the period of 1980-2004. By their study 

market. By their findings, Ouma and Muriu (2014) found 
conducted in Portugal, Marques et al. (2013) contributed to 

that stock index is positively influenced by consumer price 
the findings on this positive association from 1993 to 2011.

index in Kenya during the period 2003-2013. In a recent 
Nevertheless, some scholars report that the performance of study, Alam (2017) also identified the positive association 
stock market is not influenced by economic growth. For between consumer price index and stock index in India 
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from 2005 to 2013. France, Germany and the U.K by Peiró (2016).

On the contrary, some scholars like Bampinas and Thus, there have been opposing views on the nexus 
Panagiotidis (2016) analysing US data announced that between interest rate and the performance of equity market 
consumer price index exerts insignificant influence on but it is mainly stated to be negative. Hence, the author 
equity market. suggests the following hypotheis:

In general, there have been a number of different views on H3: Interest rate has a negative impact on stock market 
the link between consumer price index and stock market performance.
return. In the research period, Vietnam economy was 

Data and methodology 
experiencing many predicaments (specifically the 
considerable increase in consumer price index) which Data
makes the stock industry fall. Therefore, the author 

Data are collected quarterly from the third quarter of 2004 
suggests a hypothesis as follows:

to the third quarter of 2018. The study utilizes the data in 
H2: Consumer price index has a negative impact on stock Vietnam, a country with an emerging stock market. Despite 
market performance. being launched officially in 2000, it was not until the end of 

2004 that Vietnam stock market started its operation 
Interest rate and stock market performance 

efficiently. That is why the author selects the data in this 
Interest rate is an indicator of monetary policies and period. Data on stock market performance are collected 
performed by central banks (Camilleri et al., 2019). As a from State Securities Commission of Vietnam (SSC). Data 
result, interest rate has significant influence on how equity on economic growth and consumer price index are 
market performs (Iacoviello, 2005). In fact, the causal collected from General Statistics Office of Vietnam (GSO). 
relationship between interest rate and stock market About data on interest rate, the author used those from 
performance has been analysed in many empirical research International Monetary Fund (IMF).
such as those of Fama and French (1989), King and Watson 

Methodology
(1996). 

ARDL approach developed by Pesaran et al. (2001) and 
Interest rate has a direct influence on capital use cost of a 

utilized by Shahbaz et al. (2008) is employed in this study 
firm, so it influences the current value of net cash flow (as 

to analyze the influence of the macroeconomy on stock 
expected in the future) (Chen et al. 1986). In other words, 

market performance. One of its biggest advantages is the 
high interest rate decreases the current value of a firm's net 

appropriateness for empirical research with short data 
cash flow, so there is a fall in its stock price (Sargent, 1999; 

series (Pahlavani et al., 2005) and research models with 
Lawal et al., 2018).  Thus, it can be said that interest rate is 

data series which are not stationary at the same level 
negatively associated with stock market performance. This 

(Tursoy & Faisal, 2016). These features are suitable for 
finding has also been concluded by Humpe and Macmillian 

Vietnam-specific data.
(2009), Hussain et al. (2013) and Alam (2017). 

Based on the previous findings, stock market performance 
Specifically, Ratanapakorn and Sharma (2007) reported 

(SMP) is commonly measured by stock index (SI). Further, 
that US stock index S&P500 is correlated positively to 

the performance of stock market can be measured by stock 
short-term interest rate and negatively to long-term ones. 

market turnover ratio (TR) (Pan & Mishra, 2017). 
By utilizing data of 12 African countries, Iddrisu et al. 

Accordingly, stock market turnover ratio is brought in the 
(2017) noted the positive effects of interest rate on the 

model as a measure. This is anticipated to be a novelty of 
return of stock market from 1997 to 2013. In their recent 

the research. About macroeconomic factors, most scholars 
analysis, Camilleri et al. (2019) asserted that interest rate 

report that stock market return is significantly influenced 
are positively correlated to stock index in Belgium in the 

by economic growth (EG), consumer price index (CP) and 
period from 1999 to 2017.

interest rate (IR).
In contrast, it is believed that interest rate has insignificant 

Thus, the suggested model takes the following equation:
impact on stock market in the long run. By researching the 
cases of France, Germany, the UK and Italy during the SMP = f (EG, CP, IR)
period 1990-2009, Laopodis (2011) reported that interest 
rate exert significant impact on equity market in the short 
run but insignificant influence on it in the long run. These 
findings corroborate those of the study conducted in 
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Fig. 1: The Macro Economy and Stock Market Performance 

 

Source: The research model suggested by the author 
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Table 1. Summary of variables 

Variable name Code Source How to measure 

Dependent variables 

Stock market 
performance 

Stock index SI SSC 
Logarithm of Vie tnam 
stock index: log(VN-Index) 

Stock market 
turnover ratio 

TR SSC 

Total value of shares traded 
during the period divided 
by the average market 
capitalization for the period 

Independent variables 

The 
macroeconomy 

Economic growth EG GSO 

Quarterly growth of gross 
domestic products (in 
comparison with the same 
period last year)  

Consumer price 
index 

CP GSO 

Quarterly growth of 
consumer price index (in 
comparison with the same 
period last year) 

Interest rate IR IMF 

Refinancing rate  of central 
bank in the form of reloan 
according to credit 
documentation (quarterly 
average calculated) 

Source: compiled by the author on the basis of earlier research 

Results and discussion 

Descriptive statistics  

Table 2. Descriptive statistics of all variables 

Variable  Mean Min Max 

Stock index (SI) 2.7155 2.3640 3.0390 
Stock market turnover ratio (TR) 0.2931 0.0596 1.4531 

Economic growth (EG) 0.0658 0.0314 0.0945 
Consumer price index (CP) 0.0839 0.0000 0.2790 

Interest rate (IR) 0.0784 0.0500 0.1500 
Source: Author's computation 
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Fig. 2 indicates that Vietnam stock index increased economic difficulties. It reached the bottom in the first 
significantly in the period of 2005-2007 when Vietnam quarter of 2009. This fall of Vietnam stock index lasted till 
economy developed considerably. Since 2008, stock index the period of 2011-2012. Recently, thanks to some positive 
decreased gradually due to many national and global economic recovery, it has a comeback.

It can be seen from Fig. 3 that Vietnam stock market market is small. In recent years, its size has developed 
turnover reached its peak in the period from 2004 to 2006 significantly and its turnover has become more stable.
when the size (value of market capitalization) of stock 

Stationarity test
 

Table 3. Stationarity test  

Variable
 

At Level 
 

At ?

I(0)

 
I(1)

SI

 

0.3537

 

0.0000***

TR

 

0.0472**

 

0.0000***

EG

 

0.0454**

 

0.0000***

CP

 

0.4545 0.0016***

IR

 

0.2414 0.0000***

Note: , represent significance at the 1% and 5% level, respectively
Source: Author's computation
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Table 3 reports the results of stationarity test developed by  ARDL bound testing cointegration
Dickey and Fuller (1979). It can be noted that stock market 

By employing indicator of Bayesian Information Criterion 
turnover (TR) and economic growth (EG) are stationary at 

(BIC), the lag of variables in the model is determined. 
the root time series I(0) with the 5% level of significance. 

Then, ARDL bound test suggested by Pesaran et al. (2001) 
The other variables become stationary after first difference 

is also used to test cointegration among data series.
I(1) at the significance of 1%. In other words, both of the 
research models are correlated with ARDL approach.  

Table 4. ARDL bound testing cointegration

Model 1: The impact of the macroeconomy on stock index (SI)
F1 = 4.985

10% 5% 1% p-value
I(0) I(1) I(0) I(1) I(0) I(1) I(0) I(1)

F1 2.828 3.957 3.415 4.668 4.761 6.276 0.008*** 0.036**

Model 2: The impact of the macroeconomy on stock market turnover (TR)
F2 = 7.562

10% 5% 1% p-value
I(0) I(1) I(0) I(1) I(0) I(1) I(0) I(1)

F2 2.848 3.942 3.432 4.642 4.771 6.215 0.000*** 0.003***

Note: ***, ** represent significance of the 1%, 5% level respectively.
Source: Author's computation

Table 4 reveals that the existence of a cointegration among 1%. It can be deduced that ARDL approach can be applied 
the variables in the model 1 at 5% level of significant. to analysed the two models.
Meanwhile, this cointegration in model 2 is at the level of 

Regression results

Table 5. Regression results

Variable

Model 1

(dependent variable: SI)

Model 2

(dependent variable: TR)

Coef. Prob. Coef. Prob.

Long run results

EG 5.2869 0.283 -4.1832 0.512
CP -2.4811 0.052* 1.3728 0.405
IR -1.1309 0.741 -2.1411 0.628

Short run results

?EG 0.9321 0.270 4.0672 0.014**

?CP -0.4374 0.039** 0.3066 0.432
?IR -1.1593 0.129 -0.4782 0.643
?IR(-1) 2.1231 0.002***

?IR(-2) -1.8086 0.008***

ECM(-1) -0.1763 0.003*** -0.2233 0.000***

Constant 0.4849 0.007***

Prob > F 0.000*** 0.000***

R-squared 51.83% 45.85%
Autocorrelation test 0.3202 0.4208

Heteroskedasticity test 0.1138 0.4341
Normality test 0.2400 0.7359

Ramsey reset test 0.1937 0.2367
Note: ***, **, * represent significance at the 1%, 5%, 10% level respectively.
Source: Author's computation
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Table 5 indicates that both research models has statistical autocorrelation among errors and heteroscedasticity in 
significance at the 1% level. The coefficient R-squared is both models. Concurrently, based on results of Reset test 
51.83% and 45.85%. Thus, the independent variables can from Ramsey, we can assert that important variables are not 
be used to explained for 51.83 percent of fluctuation in omitted. Furthermore, Normality test concludes that the 
stock and 45.85 percent of fluctuation in stock market model errors are normally distributed. Hence, their results 
turnover (TR). Based on results of autocorrelation and are appropriate and utilizable. 
heteroskedasticity test, it can be concluded that there is no 

Fig. 4. Stability tests (Model 1)                             Fig. 5. Stability tests (Model 2) 
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Source: Author's computation

  Results of stability test suggested by Brown et al. (1975) interest rate (IR) at the 1% significance level. In specific, 
are reported in Fig. 4 and 5. According to them, cumulative interest rate exerts a positive influence (2.1231) on stock 
sum of recursive residuals (CUSUM) and cumulative sum index at the lag of one quarter, then turns to a negative 
of squares of recursive residuals (CUSUM squared) are impact (-1.8086) at the lag of 2 quarters (Model 1). As can 
within the standard bound at the 5% level of significance. It be shown in Model 2, economic growth (EG) is positively 
can be concluded that the two models have stability. (4.0672) related to stock market turnover (TR) in the short 

run at the 5% of significance.
Table 5 also revealed the negative effect of consumer price 
index (CP) on stock index (SI) in the short run and long run. 
Additionally, in the short run, stock index is influenced by 

Discussion

Table 6. Results of testing hypotheses

No Hypothesis

Results

Model 1

(dependent 
variable: SI)

Model 2

(dependent 
variable: TR)

H1

Economic g rowth has a 
positive impact on stock 
market performance.

EG ? SMP Rejected Accepted

H2

Consumer price index has a 
negative impact on stock 
market performance.

CP ? SMP Accepted Rejected

H3

Interest rate has a negative 
impact on stock market 
performance.

IR ? SMP Accepted Rejected

Source: Author's computation
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The impact of economic growth on stock market when Vietnam economy experienced many predicaments 
performance: The finding reveals that economic growth (specifically a considerable decrease in economic growth) 
(EG) is positively (4.0672) correlated to stock market which caused the fall in stock market turnover (Fig.6). This 
turnover (TR) in the short run at the 5% significance level. finding is in line with what have been found by Shahbaz et 
It can be deduced that when the economy grows well, it can al. (2008), Enisan and Olufisayo (2009), Marques et al. 
create more opportunities for investors to increase their (2013). However, earlier scholars measured the 
income and then actively invest in stock. As a result, this performance of stock market by stock index. This study 
stimulates the increase in equity market. This was clearly greatly succeeds in providing a novel perspective on stock 
shown in the period from 2008 to the beginning of 2009 market return by analyzing stock market turnover.

The impact of consumer price index on stock market problems to business operation of firms, make stock 
performance: Stock index (SI) is negatively influenced by market less attractive to investors and consequently 
consumer price index (CP) in the long run (-2.4811) at the decrease the performance of stock market. This is 
10% level of significance and in the short run (-0.4374) at consistent with findings of Akbar  et al. (2011), Naik and 
the 5% of significance level. Therefore, it can be stated that Padhi (2012).
a highly increased consumer price index can cause 
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- The impact of interest rate on stock market fluctuates unpredictably, so the central bank developed 
performance: Interest rate (IR) has a significant impact on flexible monetary policies to suit it developments. This 
stock index (SI) in the short run at the 1% level of thus leads to continual adjustments in interest rate 
significance. Nevertheless, the influence changes over (especially during seriously difficult periods) and then 
time. This result corroborates what reported by Laopodis causes unstable short-run effects on stock market return.
(2011) và Peiró (2016). In recent years, Vietnam economy 
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