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		Abstract

		This paper examines the relationship between select macroeconomic factors (i.e., GDP, Inflation, Interest Rate, Exchange Rate and Money Supply) and aggregate stock returns in emerging markets constituting the BRICS block over the period 1995 to 2014 using quarterly panel data. This relationship is also examined during two sub periods viz., a Pre Crisis period (1995:Q1 to 2007:Q2) and a Post Crisis Period (2007:Q3 to 2014:Q4). Robust econometric tests like Panel Granger Causality Test, Pedroni’s Panel Cointegration Test and Panel Auto Regressive Distributed Lag (ARDL) Model has been used.  We find that primarily in short run there is unidirectional causality running from stock returns to GDP growth rate, inflation rate, rate of change in exchange rate and money supply. The results are almost similar in pre and post crisis periods, except that in the pre crisis period, there is bidirectional causality between stock returns and inflation, while in the post crisis period it disappears. Long run panel causality results reveals unidirectional causality from stock returns to GDP growth rate in total and post crisis periods. However in pre crisis period, there was no long run causal relationship.  Pedroni’s panel cointegration test shows that stock indices are cointegrated with GDP in total period and with GDP, inflation and money supply in post crisis period. Panel ARDL models have explanatory power ranging from 28% in total period to 62% in post crisis period. We find that while current stock returns are negatively linked to rate of change in exchange rate and money supply; they are positively linked to their own lagged values. In pre crisis period, rate of change in money supply significantly explains stock returns while in post crisis period, inflation rate, interest rate and rate of change in exchange rate and money supply negatively affects BRICS panel stock returns.   These findings, besides augmenting the empirical literature and knowledge domain on the topic, have significant implications for policy makers, regulators, researchers and investing community in emerging markets. The regulators need to ensure that financial sector reforms agenda consciously considers interlinkages between stock markets and real economy. The investment community can devise investment strategy, using the results of this study to earn arbitrage profits in emerging stock markets. 
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