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A Positive Analysis of the Dynamic Relationship
between Stock Returns and Inflation
LIU Jin-quan, WANG Feng-yun

(Quantitative Research Center of Economics, Jilin University ,Changchun
130021, China)

Abstract: By studying the relationship between stock real returns and
inflation, we could find the correlation between stock market volatility and
macroeconomic conditions. By econometric testing, we find that inflation
volatility could influence the changes in actual stock returns. This means
that changes in price not only affects the substitutions of consumption
goods, but also those of investment goods. Therefore, by implementing the
active monetary policy, we could loosen the pressure of deflation, expand
the stock market scale, and form the stable expectation of increasing stock
return,
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