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Development and Empirical Analysis of the Stock Market in China

The stock market in China started in 1990, and has expanded rapidly. Stock fluctuation has been very
sharp as the stock market has matured in China. The government has implemented policies one after
another aiming at the stable growth of the stock market.

The purpose of this paper was as follows. I clarified development and problems of the stock market in
China, analyzed the factors that influence the stock market, and derived implications of the policy for the
stock market.

In this paper, first of all, development and problems of the stock market were considered. Then after the
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data generation process was carefully examined, from the viewpoint of I(0) variables, analyses were tried
using the Granger test, impulse response, and variance decomposition of four variables (Shanghai stock
exchange composite index, investment in fixed assets, total industrial production, and total retail amount of
commodities) .

With the Granger test for the Shanghai stock exchange composite index, there were Granger causal
relations from investment in fixed assets and the total retail amount of commodities, but there was not a
Granger causal relation from total industrial production.

Furthermore, it was clarified that a four-variable VAR model was useful for analyzing the stock market in
China from the viewpoint of DGP. In impulse response, it was investment in fixed assets that influenced the
Shanghai stock exchange composite index most among the three variables. Next in order of influence was
total retail amount of commodities. In variance decomposition, investment in fixed assets was most useful in
explaining the fluctuation of the Shanghai stock exchange composite index among the three variables.

It has been understood that investment in fixed assets not only stimulates the high growth of the
economy, but also influences the stock market in China. Although excessive investment in fixed assets is
always brought into question now, gradual adjustment is expected because sudden reduction might bring
unexpected confusion.
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