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ABSTRACT 

 

The purpose of the study was to examine the effect of inflation on stock market prices in 

Ghana. The study used monthly time series data from 2006 to 2016, which was sourced from the 

World Development Indicator (WDI) and the Bank of Ghana (BOG). The data was converted to 

Quarterly data between 2006Q1 to 2016Q4. Multiple iregression ianalysis, ispecifically, iOrdinary 

iLeast iSquare (OLS) itechnique iwas iemployed i ito iestablish ithe irelationship ibetween iinflation 

iand istock imarket iprices. The istudy ifound ian iexisting ipositive irelationship ibetween iinflation 

iand istock imarket iprices iin Ghana. When iinflation irate iincreases, istock iprices ialso iincrease 

ion ithe iGhana ibourse. This imeans a ibullish imarket iis inot ialways iindicative iof ia irobust 

ieconomy. i Also, ithe iperformance iof ithe ireal isector iwas ifound ito ihave ian iinverse 

irelationship iwith ithe icapital imarket. By inference, iit imay ibe iassumed ithat iinvestors iopt ifor 

ithe icapital imarket iin itimes iwhen ibusiness iactivities iin ithe ireal isector ibecome islow iand 

iunattractive. iThe igovernment iof iGhana iand ipolicy imakers ishould ipay iattention ito iinflation 

itargeting iand ikeeping iinflation iin icheck, ias ifailure ito ido ithis, imay ilead ito ia i‘false’ 

ibullish imarket. 

 

 iKeywords:  iTreasury iBills iRate, iReal iComposite iIndex, iCapital iMarket, iBullish iMarket 

 

INTRODUCTION 

 

Inflation is defined as a consistent increase in the price levels of goods and services in a 

given economy over a specific time period. Inflation ireduces ithe ipurchasing ipower iper iunit iof 

imoney, itherefore, imoney ican ipurchase iless ithan iit ipreviously icould. Many itypes iof iinflation ihave 

ibeen ipropounded iby imany iexperts iacross ithe iworld, ibut ithe ivery icommon iones iare icreeping/mild 

iinflation, iwalking iinflation, igalloping iinflation iand ihyperinflation. Mild iinflation ioccurs iwhen iprice 

ilevels irise iup ito iat imost i3% ia iyear. iAccording ito ithe iFederal iReserve iof iAmerica, iwhen iprice ilevels 

irise iby iabout i2%, iit ihas iimmense ibenefits ito ithe ieconomic igrowth iof ithe ieconomy.This iis ibecause iit 

iinduces iconsumer ispending itoday idue ito ithe ifear iof itomorrow’s ihigher iprices. However, iin ithe icase 

iof igalloping iinflation iwhere iinflation irises ito i10% iand iabove, iholders iof imoney icannot ikeep iup iwith 

icosts iand iprices. This ibecomes ia idisincentive ito iforeign iinvestors. i 

The iGhana iStock iExchange iis ithe iprimary icapital imarket iof iGhana’s ieconomy. iIt ihad ia itotal 

iof ithirty-nine i(39) ilisted ifirms iwith ia itotal imarket icapitalization iof iGHC i54,790,800,000.00 imillion 

ias iat iJune i2016 i(Adam & Tweneboah, 2008). The iequivalent iin iAmerican idollars iis iUSD 

i13,045,428,571.42 iusing iBank iof iGhana iinterbank iexchange irate iof i4.2 iin iDecember i2016. This 

irepresents iabout i30% ipercent iof iGhana’s iGDP iof iUSD i42.69 ibillion ifor i2016 i(Barnor, 2014). iFor ia 

ideveloping icountry ito ihave ia isingle imarket iwhose ivalue iis imore ithan ia iquarter iof ithat ination’s iGDP, 

ithat imarket ican ibe ideemed ias ivery isignificant ito ithe idevelopment iof ithe ination. The iGSE iis ialso ia 

ireflection iof ithe iprivate ibusiness ienvironment iof ithe ieconomy. Ghana as a nation, iover ithe iyears, ihas 

ideemed ithe iprivate isector ito ibe ithe iengine iof igrowth iof ithe ination. The iperformance iof ithe iGSE 
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iserves ias ia ireference ipoint ifor imany iindividual iand iinstitutional iinvestors iboth ilocally iand 

iinternationally. I 

The iGSE itotal imarket icapitalization iis ia iproduct iof itotal ioutstanding ishares iand icurrent iprice. 

iPrices iare idetermined iby imarket iforces; idemand iand isupply. However, idemand iand isupply iof ia istock 

imay ibe idetermined iby ivarious ifactors. There ican ibe imicro ieconomic ifactors isuch as ithe iprofitability 

iof ia ifirm, iits iprospects iand iinvestor’s isentiments iconcerning ithe ifuture iof ithe ifirm. On ithe iother 

ihand, imacro-economic ifactors isuch ias iinflation iand ieconomic igrowth, imay ialso iaffect ithe igeneral 

idemand iand i/ ior isupply iof ia istock. 

Ghana ihas ia ipredominant iimport-based ieconomy. For ithe iperiod ibetween i2003 iand i2017, ithe 

ination ihas iaveraged iabout i$623 imillion iin itrade ideficits, ialthough iit irecorded an itrade isurplus iof i$1.4 

ibillion ifrom iJune i2016 ito iJune i2017 (DeRosa, 2021).This iexposes ithe ination’s icurrency, ithe icedi, ito 

idepreciation irisks iagainst imajor itrading icurrencies. The ilosses iin ivalue ithat iarise as ia iresult iof 

idepreciation iare ipassed ion ifrom iimporters ito iconsumers, ithereby icausing iinflation. iA ibasket iof 

igoods iis iused ito imeasure ithe iinflation irate iin ithe icountry. When ithis iis idone, iprices iof imany iother 

igoods iare iadjusted iby itheir iproducers ior isellers ito ireflect ithe iprevailing iinflation irate. However, ido 

istock iprices ialso iadjust ito iinflation? A istudy iconducted i(Fama, 1991) ireveals ithat iinflation iis 

iindicative iof ian ieconomic idownturn iand iwith ithis iin iview, iholders iof istocks ibegin ito isell-off itheir 

iholdings. iThis ileads ito ia ireduction iin iprices. On ithe iother ihand, ia ipositive irelationship ibetween 

iinflation iand istock iprices iis ialso ipossible. This iis ibecause iunexpected iinflation iraises ithe iequity 

ivalue iof ia ifirm iif ithe isaid ifirm iis ia inet idebtor (Ghana Stock Exchange, 2016; Kuwornu, 2011). Due 

ito ithe imixed iresults, ifurther iinquiry iinto ithe irelationship ibetween istock imarket iprices iand iinflation iis 

ijustified. 

A inumber iof isimilar istudies ihave ibeen iconducted iaround ithis itopic (Morrison, 2018) idid 

iresearch ion ithe ieffects iof imacroeconomic ivariables ion istock imarket ireturns iin iGhana iin i2014. iHis 

istudy ilooked iat iinterest irate, iexchange irate, iinflation irate iand imoney isupply iand itheir ieffect ion ithe 

istock imarket ireturns ion ilisted ifirms ion ithe iGhana ibourse. iThis istudy ilooked iat ithe iaggregate ieffect 

iof ia itotal iof ifour imacroeconomic ivariables ion istock iprices. iHis ifindings irevealed ithat iinflation idoes 

inot isignificantly iaffect istock ireturns iin iGhana. 

Also, ia istudy iconducted iby (Wireku, 2017) ishowed ithat iin iGhana, iexchange irate iand iinflation 

irate ihad ithe istrongest ibearing ion istock imarket iprices iin ithe ishort irun iwhile iin ithe ilong irun, iinflation 

irate iand iinterest irate ihad ithe imost isignificant ieffect ion ithe isame isubject. iThey iconcentrated ion ia 

inumber iof imacroeconomic ivariables iwith iinflation ibeing ione. iConsidering ithe iestablishment iof 

iinflation ias ia ireal ivariable iof iinterest iin imany iof ithe istudies iconducted iso ifar iand ithe ifact ithat ithe 

iGovernment iof iGhana ihas ia inumber iof imeasures ito icheck iinflation, ithis istudy iis ijustified. iThe istock 

imarket iis ian iavenue ifor ilisted ifirms ito iraise ifunds ifor iactivities isuch ias imajor iexpansion, inew 

ibusiness ilines ietc. iIt iis iimportant ifor ipolicy imakers iand ibusinesses ito iknow ithe irelationship ibetween 

iinflation iand istock imarket iprices. iGhana ibeing ian iimport idependent ieconomy, ithe ilosses iincurred ias 

ia iresult iof idepreciation iof ithe ilocal icurrency iare ipassed ion ito ithe ifinal iconsumers. iThis icontributes 

ilargely ito iinflation iin ithe icountry. iAnd iwith iinflation ireducing ithe ipurchasing ipower iof imoney, 

ipolicy imakers iand ibusinesses ineed ito iknow ithe ieffect iit iwill ihave ion ithe ination’s iprimary icapital 

imarket isince ithe iability iof ifirms ito iraise ineeded iinvestable ifunds ifor itheir iactivities ihas ia idirect ilink 

ito ieconomic igrowth. i 

Morrison (2018) ilike imany iothers ithat ihave iresearched ion ithe istock iprice-inflation inexus, 

iusing imonthly idata ifor ianalysis. iHowever, imonthly idata imay ifail ito iproperly icapture ithe irelationship 

ibetween istock iprices iand iinflation. This iis ibecause ithe iGSE ihas ibeen idescribed ias ian iinefficient 

imarket iwhere irelevant iinformation idoes inot iquickly ireflect iin itrading iand iprices iof istocks. iAs isuch, 

ithere iis ia ilag ieffect iof iinformation ion ithe istock imarket. iDue ito ithis ireason, imy istudy iwill ifocus ion 

iquarterly idata, iwhich iwill ibe ian iappropriate itime iframe ifor ithe imarket ito idigest iall irelevant imarket 

iand ieconomic iinformation. iIn ivery iefficient imarkets, irelevant iinformation ihas ian ialmost 
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iinstantaneous ieffect iand iinfluence ion ithe istock iprices. iIn imarkets isuch ias ithe iNew iYork iStock 

iExchange iand iLondon Stock iExchange ifor iinstance, iannouncement iof iintroduction iof itariffs iand 

iquotas ion icertain igoods icould ihave ian iinstant ieffect ion istock iprices iof imanufacturing ifirms. iStock 

iprices iare ihighly isensitive ito irelevant ieconomic iand ibusiness iinformation. iHowever, iin iless iefficient 

imarkets ilike iGhana’s, iit itakes ia ilonger itime ifor irelevant imarket iinformation ito itrickle idown iand 

ireflect iin iprices. iOpting ifor iquarterly idata iin ia iless iefficient imarket icould ihave ia isignificant 

iinfluence ion ithe ifindings; ihence ireason ifor ithe itype iof idata. iThe istudy ispecifically iseeks ito iascertain 

ithe ieffect iof iinflation ion istock imarket iprices iin iGhana iand ito ialso iascertain ithe ieffects iof iother 

imacroeconomic ivariables i(T-bill irate iand iReal icomposite iindex iof ieconomic iactivity) ion istock 

imarket iprice. 

 

Methods 

 

Research iDesign 

 

The istudy iis ia iquantitative istudy iset iup ito itest irelationships ibetween ivariables, ispecifically 

ithe ieffect iof iinflation ion istock imarket iprices. i iThe istudy iemploys ithe iOrdinary iLeast iSquare i(OLS) 

iestimation itechnique ito iinvestigate ithe ieffect iof iinflation ion istock imarket iprices i(using iGSE 

icomposite iindex ias ia iproxy ifor istock iprices). I 

 

Data iCollection 

 

This istudy iuses isecondary idata iof imacro-economic imeasures ifrom ithe iwebsite iof iBank iof 

iGhana. iMacroeconomic idata ifor ieconomic iand ibusiness iactivity, iT-bills irate iand iinflation iwere iall 

iobtained ifrom ithe iwebsite iof iBank iof iGhana. iData iwas iquarterly ifor ia i10-year iperiod iof i2006 ito 

i2016. iThis iyielded i40 ibank-year iobservations. I 

 

Model iSpecification 

 

The imodel iused ifor ithe iOLS iis ispecified ias ibelow. 

 

Model: i i                           
            

 

Where, it irepresents ithe iyear. iYt iis idependent ivariable irepresented iby iGSE icomposite iindex. I 

 

INFt irepresents iquarterly iinflation irate, iCIEAR irepresents ireal icomposite iindex iof ieconomic 

iactivity i(CIEARit), iand iT-bill i91 irepresents i91-day itreasury ibill irate. iThe imain iparameter iof iinterest 

iis iβ1 iwhich icaptures ithe ieffect iof iinflation ion istock iprices i(proxy- icomposite iindex). iIt iis iassumed 

ithat ithe idisturbance iterm iit iis inormally idistributed. 

 

Variable iDescription 

 

This istudy iis imade iup iof ione idependent ivariable. iThe iindependent ivariables iinclude ithree 

ivariables. iThe idetailed idescription iof ithese ivariables iis ifound iin ithe ifollowing isub-sections. I 

 

Dependent iVariables 

 

The idependent ivariable iis istock imarket iprices, irepresented iby ithe icomposite iindex. I 
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Independent iVariables 

 

Independent ivariables iinclude iinflation irate, iwhich iis ithe igeneral iincrease iin ithe iprices iof iall 

igoods iand iservices iin ithe ieconomy iwithin ithe iperiod ispecified, ireal iCIEA iwhich igives ithe irate iat 

iwhich ithe imonetary ivalue iof igoods iand iservices iin ithe ieconomy igrew iin ireal iterms i(taking iout ithe 

ieffect iof iinflation), iand i91-day igovernment itreasury ibill, iwhich irepresents ithe irate iat iwhich ithe 

igovernment iborrows ifor ithe iquarter. I 

 

Data iAnalysis 

 

Stata istatistical isoftware iwill ibe iused ifor ithe itime iseries iregression ianalysis. iAll iinferential 

istatistical ianalyses iwill ibe iperformed iat ia i95.0 ipercent iconfidence iinterval. iThus, istatistical 

isignificance iwill ibe itested iat ia ifive ipercent isignificance ilevel i(α i= i0.05). i 

Before ithe iregression ianalysis, idescriptive istatistics ilike imean, imedian, istandard ideviation, 

iand ikurtosis, iof ithe ivarious ivariables iwill ibe ipresented. iThis iwill igive ian iindication iof ithe inormality 

ior idistribution iof ithe ivariables. iIn iessence, ivariables ithat iare inot iclose ito inormal iwill ibe itransformed 

iby ivarious imeans ilike ilog. iAfter ithis, ia icorrelation imatrix iof ithe ivariables iwill ialso ibe idone iand 

ipresented. iThe ifirst istep iin ithe iregression ianalysis iis ifirst ito iestablish icorrelation ibetween 

iindependent ivariables iand idependent ivariable iand iit iis ionly ithen ithat ione icould igo ifurther ito 

iestablish ithe iexact ieffect iof ithe iindependent ivariables ion ithe idependent ivariable iin ithe iactual 

iregression ianalysis. iThe icorrelation imatrix iwill ialso ishow ihow ithe iindependent ivariables 

ithemselves, iare icorrelated iamong ithemselves. iA ihigher icorrelation icoefficient iamong iindependent 

ivariables iwill iraise ithe ipossibility iof imulti-collinearity iwhich ican ibias ithe iregression iestimates. i 

World Bank (2017) istate ithat ia iregression ianalysis ican ionly idiscover irelationships iand inot 

ithe iunderlying icausal imechanism. iYet, ia iregression iis ia igood imean iof iassistance ifor ifuture iprognosis 

iand iestimates. iThis istudy ipresents ia imodel iestimated iby imultiple iregression imodel ithat iconsiders ithe 

ieffect iof iinflation ion istock imarket iprices. i i i 

To itest ithe ihypothesis ithat ithere iis ino isignificant irelationship ibetween iinflation irate, iand 

istock imarket iprices, ia iregression ianalysis iwill ibe iperformed iat ia ifive ipercent isignificance ilevel. iIn 

ithis icase, iif ithe isignificance ivalue iof ithe itest-statistics i(p-value) iobtained iis iless ithan i0.05, ithen ithe 

inull ihypothesis iis irejected. iIn iother iwords, ithe iresearcher iwould ifail ito iaccept ithe inull ihypothesis iif 

ithe icorresponding ip-value iobtained iis iless ithan ithe itested ialpha ivalue i(0.05). i i 

In iaddition ito ithe iabove, ia ico-integration itest iwill ibe iperformed ito iascertain ithe ilong irun 

irelationship iof ithe ivariables. iIf ithe itest istatistics iis igreater ithan ithe iF icritical iit iindicates ithe iexistence 

iof ia ilong irun irelationship, iand ithe ireverse iholds itrue. 

 

IRESULTS IAND IDISCUSSION 

 

Descriptive iStatistics iand iCorrelations i 

 

This isection ipresents ithe idescriptive istatistics ifor iall ivariables. iThe imean iand imedian ivalue 

iof istock imarket iprices irepresented iby iGSE-ASI, iinflation, i91-day itreasury ibill irate, iand ireal 

icomposite iindex iof ieconomic iactivity, iseem ito ibe inormally idistributed. iHowever, ithe iscale iof ithe 

itwo icomposite ivariables iare imuch ihigher ithan ithe iscale iof iinflation iand itreasury ibill irate. iAs ia iresult, 

ithe itwo icomposite ivariables iwere itransformed iby itaking ithe iln iof ithem, ito iease icomputations iin ithe 

ifinal iregression imodel. iTable 1 ishows ithe imean, imedian, iminimum, imaximum, iand istandard 

ideviation iof iall ivariables iof ithe istudy. iOn ithe iother ihand, iTable 2 ishows ithe iPearson icorrelation 

icoefficients iof ithe ivariables iunder ithis istudy. 
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From iTable i1 ithe imean iof ithe iGSE iall ishare iindex iin ithe iperiod iunder ithe istudy iwas 

i4177.564. iThis imeasures ithe iprice imovement iof iall ithe istocks ilisted ion ithe iGhana iStock iExchange 

iand ias isuch idirectly ireflects ithe iprices iof iall istocks ion ithe iexchange ifloor. iThe idescriptive istatistics 

ialso ishow ithat, ithe iGSE iall ishare iindex’s ilowest ivalue iwas i969.03 iand imaximum ivalue ibeing 

i10890.8, igiving ia ivery ihigh irange iwithin ithe iperiod iof istudy. iThe iinflation irate ion ithe iother ihand, 

iaveraged i13.24% iwithin ithe iperiod iof istudy, iwith ia ideviation iof i3.87%, iwhile ithe i91-day itreasury 

ibill irate iaveraged iabout i18.03% iwith ia ideviation iof i6.61%. iThe ireal icomposite iindex iof ieconomic 

iactivity iwhich ishows iprogress iin ithe ireal isector iof ithe ieconomy idisplayed ia irange ibetween i150.66 

iand i416.16, iwith ia imean iof i289.08. iThe idescriptive istatistics icould igo ias ifar, iand ias isuch ithere iis ithe 

ineed ito ido ia itrend ianalysis iof ithe ivariables, iwhich iwill itake iplace iin ithe iensuing ipages. 

 
Table 1 i 

DESCRIPTIVE ISTATISTICS IOF IVARIABLES 

Variable Mean Median 
Std. 

iDeviation 
Min Max Kurtosis 

GSE-ASI 4177.56 2386.30 2916.96 969.03 10890.80 2.51 

INFYOY 13.24 11.90 3.87 8.40 20.70 1.74 

TBR 

i91day 
18.03 21.59 6.61 9.41 27.80 1.27 

CIEAReal 289.08 293.61 83.77 150.66 416.16 1.68 

 

Table 2 

 PEARSON ICORRELATION ICOEFFICIENT IOF ISTUDY IVARIABLES 

Variable Correlation 
   

 
GSEASI CIEAReal INFYOY TBR91day 

GSEASI 1 
   

CIEAReal -0.684 1.000 
  

INFYOY 0.357 0.157 1.000 
 

TBR91day -0.088 0.585 0.701 1.000 

Source: iStata iOutput 

Table 2 iwhich iis an icorrelation imatrix ireveals ihow ithe ivarious ivariables imove 

itogether. From ithe itable, there iis an iinverse irelationship ibetween ithe ireal icomposite iindex 

iof ieconomic iactivity, iand ithe iGhana iStock iExchange- iAll ishare iindex. This ipresupposes 

ithat ias ithe ireal isector imakes iincreased iactivity, ithe iprices iof istocks itend ito ifall, iand ias 

ithe ireal isector idecreases iactivity, ithe iprices iof istocks itend ito irise. iThe istrength iof ithe 

iassociation iwas 68.41%, iwhich ican ibe isaid ito ibe ifairly istrong. The iGSEASI iwas ialso 

ifound ito ibe ipositively icorrelated iwith iinflation iat ia istrength iof i35.72% iwhile ithe iGSEASI 

iwas ifound ito ibe inegatively irelated ito ithe i91-day itreasury ibill irate, ialthough ithe 

iassociation iis inot istrong, istanding iat iabout i8.7%. The iother iindependent ivariables idid inot 

idisplay istrong icorrelations iamong ithemselves iwith ithe iexception iof iinflation irate iand i91-

day itreasury ibill irate, iwhich istands iat iabout i70%. 

 

Graphical iAnalysis 

Figure 1 iand iFigure i2 idisplay ithe itrend iof iCIEAReal iand iInflation iover ithe i10-year 

periodi(2006-2016). 
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FIGURE 11 

TRENDS IIN IREAL ICOMPOSITE IINDEX IOF IECONOMIC IACTIVITY 

Figure i1 ishows ithat ireal icomposite iindex iof ieconomic iactivity ihas ilargely 

imaintained ia isteady iand icontinuous iincrease iunder ithe iperiod iof ithe istudy. i 

The ilargest ichange iin ithe iinflation irate iwas iseen ifrom i2009 ito i2010 iwith ia i44.6 

i% ireduction iin ithe iinflation irate. iInflation irate imaintained ian iincreasing itrend ifrom i2006, 

ipeaking iin i2009. iThe iperiod ifrom i2009 ito i2011 isaw ia idecreasing itrend ibefore ireaching 

iits ilowest ipoint iin i2012 iand i2013. iIt ithen itook ioff iwith ianother iround iof iincreasing 

itrend ifrom ithe iyear i2013 ito i2016. 

 

FIGURE 2 

TRENDS IIN IINFLATION (2006-2016) 

 

Figure i3 ialso ishows itrends iof iall ithe istudy ivariables itogether. iThis idemonstrates ithe 

irelationship iamong ithe ivariables iin ia igraphical iform. iIt ican ibe iobserved ithat iinflation iand 

ithe i91-day itreasury ibill irate ihave ia idirect irelationship, iwhile ithere imay ibe ia ipossible 

irelationship ibetween ithe ireal icomposite iindex iof ieconomic iactivity iand iGhana iStock 

iExchange i- iAll iShare iIndex, ialthough ithe igraphical iview idoes inot ibring iout ithe iexact 

irelationship, iwhich imay ibe imade iexplicit iby ithe iregression imodel. 
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FIGURE 3 

TRENDS OF ALL IVARIABLES (2006-2016) 

Regression iAnalysis 

In iorder ito iuse ithe iOrdinary iLeast iSquare (OLS) iregression imodel ion a itime iseries, 

ithe istationarity iof ithe ivarious ivariables imust ibe itested iand iascertained. This iis ibecause, 

ithe iOLS imethod iassumes ithe imoments iof ithe ivariables ito ibe iconstant, ialthough ithese 

imoments iof itime iseries iare ihardly iconstant. If iall ivariables iare ifound ito ibe istationary, 

ithen ione icould iuse ithe iOLS iregression iwithout iits iresults ibeing ispurious. To itest ifor 

istationarity iof ithe ivariables, ithe iDickey iFuller iunit iroot itest iwas iused iwith ithe ihelp iof 

iStata istatistical isoftware.iIn ieffect iunit iroot itest iwas iconducted ifor ieach iof ithe ivariables 

iof ithe istudy iand ithey iwere ifound ito ibe ionly istationary iat ithe ifirst idifferential imeaning 

ieach iof ithe ivariables ihad ione-unit iroot (I (1)). 

 

For ieach iof ithe ivariables ithe inull iand ialternate ihypothesis iwere iused ito idetermine 

stationarity. 

 

H0: iVariable ihas iunit iroot (not istationary) 

H1: iVariable ihas ino iunit iroot (stationary) 

 

For ieach iof ithe ivariables, iif ithe iabsolute ivalue iof ithe itest-statistic iis igreater ithan 

ithe absolute ivalue iof ithe i5% icritical ivalue, ithen inull ihypothesis iis irejected iand ialternate 

hypothesis iholds isway, iand ivice iversa. As ican ibe iseen ifrom iTable i3, iall ivariables iwere not 

istationary. 

 
Table 3  

THE IDICKEY IFULLER IUNIT IROOT ITEST IRESULTS IFOR IALL IVARIABLES 

Variable Test-statistic 5%iCritical iValue 

LogCIEAReal -2.013 -2.958 

LogGSEASI -1.351 -2.958 

TBR 91 day -2.458 -3.544 

INFYOY -1.479 -3.544 

Source: iStata iOutput 
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To imake ivariables istationary ifor iany imeaningful itime iseries iregression ianalysis, ithe 

ifirst differential iof ithe ivariables ihad ito ibe itested ifor istationarity. iResults ishowed ithat ithe 

ifirst differential iof iall ivariables idisplayed istationarity ias iindicated iby ithe iDickey iFuller 

iUnit Root iTest. Table i4 ishows ithe iDickey iFuller itest iresults ifor ithe ifirst idifferential iof ithe 

variables. 

 
Table 4 

THE IDICKEY IFULLER IUNIT IROOT ITEST IRESULTS IFOR ITHE IFIRST 

IDIFFERENTIALS IOF ITHE VARIABLES 

Variable Test-statistic 5%iCritical Value 

LogCIEAReal -8.807 -2.961 

LogGSEASI -6.379 -2.961 

TBR 91 day -4.485 -2.961 

INFYOY -4.017 -2.961 

Source: iStata iOutputss 

As ia iresult iof ithe ifact ithat ieach ivariable ihad ione-unit iroot, ithe iregression ianalysis 

icould inot ihave ibeen idone iwithout ia ico-integration itest. This iis ibecause iif ivariables iare 

inot istationary, iregression ianalysis iwill ibe ispurious, iand ithe ionly iexception iis ithat ithe 

ivariables iare ico-integrated iwhich iin ithe ieconomic isense imeans ithat ithere iis ian iactual 

irelationship iamong ivariables. 

For ithe iCo-integration itest, ithe ioptimal ilag icomputed iwas 3, obtained through 

iselection iorder icriteria idone iwith ithe iuse iof iStata. The co-integration test used ithe Johansen 

itest imethod ito iascertain iwhether iall ivariables iin ithe istudy iwere ico-integrated iin iat ileast 

ione iway. With ithe iassumption iof a iconstant itrend, iit iwas idetermined ithat iat irank i0, ithe 

itrace istatistic (74.4199) iis igreater ithan ithe i5% icritical ivalue. Table i5 ishows ithe iresults ifor ithe 

iJohansen ico-integration itest. 

 
Table 5 

JOHANSEN ITESTS IFOR ICO-INTEGRATION IWITH ICONSTANT ITREND IAND I3 ILAGS 

Rank Parms LL Eigenvalue Trace iStatistic 5% iCritical 1% iCritical 

0 36 -80.776 
 

74.420 47.210 54.460 

1 43 -58.068 0.697 29.005 29.680 35.650 

2 48 -49.588 0.360 12.045 15.410 20.040 

3 51 -45.014 0.214 2.896 3.760 6.650 

4 52 -43.566 0.073 - 
  

     Source: iStata iOutput 

The iordinary ileast isquare iregression ianalysis iwas iperformed iin iascertaining ithe 

ieffect iof iinflation ion istock imarket iprices imeasured by ithe iGhana iStock iExchange iall 

ishare iindex. iThe ilog iof ireal icomposite iindex iof ieconomic iactivity, iand i91-day itreasury 

ibill irate iwere iused ias icontrol ivariables. Table i3 ishows a isummary iof ithe imodel iof ithe 

ieffect iof ithe icontrol ivariables iwithout ithe ivariable iof iinterest, inamely, iinflation. iTable i4, 

ion ithe iother ihand, ishows ithe ieffect iof iinflation ion ilog iof istock imarket iprices itogether 

iwith ithe icontrol ivariables. I 
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Table 6  

REGRESSION IOUTPUT IWITHOUT IINFLATION 

Model i1 
 

LogGSEASI 

Variable Sign Coefficient t-stat p-value 

Constant 
 

20.357 12.720 0.000 

TBR 91 day + 0.052 3.590 0.001 

LogCIEAReal - -2.351 -7.610 0.000 

Adjusted iR isquare 58.78 
  

R isquare 60.84 
  

Observation 41 
  

F iStatistic 29.52 
  

   Note: it-statistics iis isignificant iat i*10%, i**5%, iand i***1% isignificance ilevels 

   Source: iStata iOutput 

 

Table i6 ishows ionly ithe icontrol ivariables, inamely; ireal icomposite iindex iof ieconomic 

iactivity, iand i91-day itreasury ibill irate. The iR-square iof i60.84% iobtained ifrom ithis imodel 

isuggests ithat ithe iexplanatory ivariables, ithus ireal icomposite iindex iof ieconomic iactivity iand 

i91-day itreasury ibill irate ijointly iaccount ifor iapproximately i60.84% iof ithe ivariations iin ithe 

istock imarket iprices. The iadjusted iR2 iindicates ithat iafter iremoving ithe iinfluence iof ithe 

iexplanatory ivariables, ithe idependent ivariable iis istill iexplained iby ithe iequation iwith i58.78 

i%. iThe iF-statistic iof i29.52 ifor ithe imodel iis isignificant iat ia i5% isignificance ilevel iand 

ithus iprovides ia igood ifit ifor ithe iestimated imodel. 

The iresults iin iTable i3 ishows ithat ithe ireal icomposite iindex iof ibusiness iactivity iand 

iT-bills irate ihad ia isignificant iimpact ion iGSE-ASI. iThe iP ivalues iwere iless ithan i5% 

isignificance ilevel(p=≤0.05); ihence ithe istudy ifailed ito iaccept ithe inull ihypothesis. Inferences 

ifrom ithe iT-statistic ialso iindicated ithat ithe ivalues iwere igreater ithan ithe icritical ivalues iat 

i5% ialpha ilevel; ihence iwe ifail ito iaccept ithe inull ihypothesis. I 
 

Table 7   

REGRESION OUTPUT WITH INFLATION 

Model One    LogGSEASI 

Variable Sign Coefficient t-stat p-value 

Constant 
 

17.27 14.06 0.00 

INFYOY + 0.10 5.41 0.00 

LogCIEAReal - -1.86 -8.46 0.00 

Adjusted iR isquare 0.69 
  

R isquare 0.70 
  

Observation 41.00 
  

F iStatistic 45.13 
  

          Note: it-statistics iis isignificant iat i*10%, i**5%, iand i***1% isignificance ilevels 

 

From iTable i7, ithe iR-squared iof i70.37% iobtained ifrom ithe iGSE-ASI imodel isuggests 

ithat iall ithe iexplanatory ivariables ithus, iinflation, icomposite iindex iof ieconomic iand ibusiness 

iactivity iand iT-bills irate, ijointly iaccounted ifor i68.81% iof ithe ivariations iin ithe iprices iof 

istocks ias irepresented iby GSE-ASI iin ithe iequation. iThis ishows ithat iadding iinflation ito ithe 

imodel imakes ia idifference.  

The iresults iin iTable i7 iindicate ithat iInflation iand icomposite iindex iof ieconomic iactivity ihad 

isignificant iimpact ion iGSE-ASI iat ia i5% isignificance ilevel. iInflation iwas ipositively irelated ito ithe 

iGSE-ASI iindicating ithat iincrease iin iinflation irate ileads ito ian iincrease iin istock iprices. iThe ifindings 
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iof ithis istudy iis iconsistent iwith ithe iresult iof i(Zarychta, 2019) iwho ifound ia ipositive irelationship 

ibetween iinflation iand istock imarket ireturns. iThis ican ibe iexplained iby iinvestor ibehavior itowards 

iinflation. iInflation ireduces ithe ipurchasing ipower iand ivalue iof imoney iof iinvestors iover itime. 

iInvestors iin ia ibid ito isafeguard ithe ivalue iof itheir imoney, imay idecide ito ilock ithe iworth iof itheir ifunds 

iin iestablished ibusinesses, iother ithan iholding icash. iAt ia i5% isignificance ilevel, icomposite iindex iof 

ieconomic iactivity, iwas inoted ito ihave ia inegative ibut isignificant irelationship iwith istock iprices. iThis 

imay ibe iexplained iby ithe ifact ithat iwhen iinvestors ihave iconfidence iin ithe ireal isector, ithey ichannel 

itheir ifunds iinto ibusinesses ito imake ireal ireturns. iHowever, iwhen ibusiness iconfidence iand iactivities 

iare ilow, ibusinesses ior iinvestors imay iliquidate itheir iwares iin ithe ireal isector iand istash ithe ifunds iin 

istocks ito iavoid ithe idifficulty iof idoing ibusiness iin ithe ieconomy. iTherefore, iwe ifail ito iaccept ithe inull 

ihypothesis ibecause ithe iT-statistic iof i6.37 iis igreater ithan ithe icritical ivalues iat ia i5% isignificance ilevel. 

i Moreover, ithe itable ishows ithat iT-bill irate ihas ino isignificant ieffect ion istock iprices. iAt ia i5% 

isignificance ilevel, ithe iP ivalue iof i0.645 iwas igreater ithan i0.025, ihence iwe ifail ito iaccept ithe inull 

ihypothesis. iThis ican ibe ibuttressed iwith ithe icorrelation iresult iof itable i4.2 iwhich iindicated ia istrong 

icorrelation ibetween iT-bills irate iand iinflation irate. iThis iis ibecause igovernment iissued iT-bills ido inot 

icarry irisk iof idefault. iHowever, ithey icarry irisk iof iinflation. iInvestors idemand icompensation iin itwo 

iways; itime ivalue iof imoney iand irisk iaccording ito ithe itheory iof iCAPM. With ithe iunavailability iof 

idefault irisk, igovernments ionly icompensate ifor itime ivalue iof imoney, iwhich iis ilinked ito iinflation. iTo 

ido ithis, igovernments imust igive ia irate ihigher ithan iinflation ito iinvestors. iWhen iinflation irate irises, 

iinvestors iwill idemand ithat iT-bill irates ialso ishould irise. iThis imay ibe ia ireason ifor iwhy ithere iexists ia 

ipositive irelationship ibetween iinflation iand iT-bill irate. i i 

 

CONCLUSION 

 

The istudy iwas iundertaken ito ievaluate ithe ieffect iof iinflation iand iother ikey 

imacroeconomic ivariables ion istock imarket iprices. iIn ieffect, ithe istudy isought ito iachieve ithe 

ifollowing iresearch iobjectives. 

 

i. Ascertain ithe ieffects iof iinflation ion istock imarket iprices 

ii. Ascertain ithe ieffects iof iother imacro-economic ivariables (treasury ibill irate, iand ithe 

iproductivity iin ithe ireal isector) ion istock imarket iprices. 

 

The ifindings iof ithe istudy iare itherefore ipresented iin iaccordance iwith ithe iobjectives iof ithe 

study. 

 

The iEffect iof iInflation ion iStock iMarket iPrices 

 

The ifindings iof ithe istudy irevealed ithat iinflation iwas ipositively irelated ito ithe iGSE-

ASI iindicating ithat iincrease iin iinflation irate ileads ito ian iincrease iin istock iprices. iInflation 

reduces ithe ipurchasing ipower iand ivalue iof imoney iof iinvestors iover itime. iInvestors iin ia 

bid ito isafeguard ithe ivalue iof itheir imoney, imay idecide ito ilock ithe iworth iof itheir ifunds iin 

established ibusinesses, iother ithan iholding icash. 

 

The iEffect iof iOther iMacroeconomic iVariables ion iStock iMarket iPrices 

 

T-bill irate ihas ino isignificant ieffect ion istock iprices iThis iis ibecause igovernment 

iissued iT-bills ido inot icarry irisk iof idefault. However, ithey icarry irisk iof iinflation. Investors 

demand icompensation iin itwo iways; itime ivalue iof imoney iand irisk iaccording ito ithe itheory 

of iCAPM iwith ithe iunavailability iof idefault irisk, igovernments ionly icompensate ifor itime 
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value iof imoney, iwhich iis ilinked ito iinflation. To ido ithis, igovernments imust igive ia irate 

higher ithan iinflation ito iinvestors iwhen iinflation irate irises, iinvestors iwill idemand ithat iT-

bill irates ialso ishould irise. 

It iwas ialso ifound ithat ireal icomposite iindex iof ibusiness iactivity iand iT-bills irate ihad 

a isignificant iimpact ion iGSE-ASI. 

 

RECOMMENDATIONS 

 

The istudy ifound an iexisting irelationship ibetween iinflation iand istock imarket iprices 

iin iGhana. The irelationship iwas ifound ito ibe ipositive. When iinflation irate iincreases, istock 

iprices ialso iincrease ion ithe iGhana ibourse. This imeans a ibullish imarket iis inot ialways 

iindicative iof a irobust ieconomy. iAlso, ithe iperformance iof ithe ireal isector ihas ian iinverse 

irelationship iwith ithe icapital imarket. By inference, iit imay ibe iassumed ithat iinvestors iopt ifor 

ithe icapital imarket iin itimes iwhen business activities in the ireal isector ibecome islow iand 

iunattractive. T-bill irates ihave a ipositive relationship iwith istock iprices. This iis iunderstandable, 

isince iT-bills ioffer iinflation irate iplus an ipremium. Hence, ionce iinflation irate iincreases, T-bill 

irates ialso iincrease iin icommemoration.  

 

Based ion ithe imajor ifindings iemanating ifrom ithe istudy, ithe ifollowing 

irecommendations iare made: 

 

The igovernment iof iGhana iand ipolicy imakers ishould ipay iattention ito iinflation targeting and 

keeping iinflation iin icheck, as ifailure ito ido ithis, imay ilead ito ia i‘false’ ibullish imarket. 

The igovernment iof iGhana iand ipolicy imakers ishould ibe icareful inot ito iassume ieconomic 

growth iand ihealthy ibusiness ienvironment by iusing ithe ibullish imarket as ibasis. Businesses 

and investors ishould ibe imindful iof ithe imacro-economic ivariables ithat imay iaffect iprices iof 

stock.  
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