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Abstract: This study mainly explores whether there is a short-term dynamic relationship between China’s stock market 

returns and consumer confidence. The focus is on the interaction between the Hang Seng Index (HSI) and the China 

Consumer Confidence Index (CCI), and the analysis is carried out using classical economic theories such as wealth effect 

theory and behavioral finance as auxiliary tools. This paper will use monthly data from 2005 to 2024, and gradually adopt 

the vector autoregression (VAR) model and Granger causality test to identify the causal relationship between variables and 

possible response dynamics. The empirical results show that the Hang Seng Index returns do have a significant short-term 

impact on changes in consumer confidence, but unfortunately the returns of the Shanghai Stock Exchange (SSE) and the 

Shenzhen Stock Exchange (SZSE) do not show similar significant effects. The study will further point out that the 

performance of the Hong Kong market is more immediate and sensitive, which means that as a special financial and 

economic component of China, the Hong Kong market has a unique role and plays a key role in reflecting macroeconomic 

sentiment. This paper fills the gap in the study of the interaction between stock market returns and sentiment in the Chinese 

market, and these empirical evidences also have important practical policy significance. And in the future, it will help to 

optimize the prediction model and formulate stabilization strategies. Finally, this study also discussed the limitations of the 

research and possible future research directions. 
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1. Introduction 
 

1.1 Background 

 

In recent months, global financial markets have experienced widespread and dramatic fluctuations, partly due to 

the escalation of global economic and trade frictions and the intensification of geopolitical uncertainties. In 

particular, the implementation of a new round of US tariff policies has recently triggered a general decline in stock 

markets around the world, including China (BBC News, 2025). 

 

At the same time, consumer confidence indexes in major economies around the world, including the United States 

and China, fell sharply in April, even approaching historical lows (CNN Finance, 2025). This phenomenon not 

only highlights the intricate relationship between financial markets and consumer sentiment, but also further leads 

to my research interest in exploring the impact of stock market fluctuations on consumer confidence and economic 

expectations. 

 

In this tense global conflict, China, a country with a rapidly expanding financial market since the 1990s, is the 

world’s second largest economy. The interactive relationship between stock returns and consumer confidence is 

particularly worthy of study and thought. 

 

Previous studies have pointed out that stock market performance may have a significant impact on consumer 

behavior through wealth effects and future economic expectations (Otoo, 1999; Jansen & Nahuis, 2003). 

Conversely, changes in consumer sentiment may also further influence and affect asset prices by affecting 
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investment decisions (Baker & Wurgler, 2007). 

 

Therefore, exploring the possible two-way relationship between the two has far-reaching and important research 

significance for understanding the overall economic dynamics. 

 

1.2 Problem Statement 

 

This study will focus on a core question: 

Is there a short-term dynamic relationship between China’s stock market returns, especially the Hang Seng Index 

(HSI), and the Consumer Confidence Index? 

 

Among China’s many stock markets, especially the Hong Kong stock market, the region is a semi-autonomous, 

highly integrated global financial center, which is extremely special for China’s financial system (Lai, 2012), and 

this relationship may make it different from other economies. 

 

Among China’s many stock markets, the Hong Kong stock market is especially relevant given the semi-

autonomous status of the region and its financial integration with the rest of the world (Lai, 2012). 

 

This article will gradually explore the relationship between changes in the Hang Seng Index and changes in 

mainland consumer sentiment (and vice versa). This research has important practical significance for investors 

and policymakers. 

 

1.3 Research Significance 

 

This research will be committed to discovering economic change patterns with important policy and practical value. 

 

If specific stock market returns have a significant impact on consumer confidence, the government can design 

more effective stabilization policies during severe market fluctuations to prevent negative feedback loops in the 

economy (Lemmon & Portniaguina, 2006). 

 

In addition, if there is a clear predictive relationship between stock market returns and sentiment changes, the 

accuracy of consumption and economic growth in specific forecasting models can be further improved (Chen, Roll 

& Ross, 1986). 

 

From a practical perspective, it can reveal the role of the Hang Seng Index in influencing mainland consumer 

sentiment from the side, and it also helps to understand the continued importance and special status of Hong Kong 

in China’s overall economic landscape (Fratzscher, 2012). 

 

1.4 Structure of the Dissertation 

 

The main structure of this study is as follows: 

Starting from the second part, the theoretical framework and empirical literature related to this topic will be 

systematically reviewed, the existing research results will be sorted out, and the positioning of this study in the 

literature will be further clarified and implemented. 

 

The third part will introduce the data sources, the definition of key variables and the econometric methods used in 

detail. This article will estimate a VAR model and perform a Granger causality test for its analysis. 

 

The fourth part focuses on presenting the descriptive statistical results of the data, including mean, standard 

deviation, extreme value and correlation analysis, and gradually verifies the model, and conducts unit root test to 

verify the stability of the data. 

 

The fifth part will be dedicated to reporting the results of empirical regression analysis, and explain the Granger 

causality test in detail, and further analyze the dynamic relationship between variables by combining the data of 

impulse response analysis (IRF) and variance decomposition (FEVD). 
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In the last sixth part, the article will mainly summarize the findings of this study and deeply discuss the limitations 

that exist today. Further policy recommendations are put forward and possible research directions in the future are 

prospected. 

 

2. Reviews of the Issue 
 

2.1 Research Overview 

 

2.1.1 Theoretical Framework 

 

In order to correctly understand the dynamic changes between stock market returns and consumer confidence, it 

is necessary to rely on multiple classic theoretical frameworks. 

 

2.1.2 Wealth Effect Theory 

 

The wealth effect theory holds that fluctuations in asset values (including stock prices) will inevitably have a 

significant impact on consumer behavior. When people perceive their wealth to have increased due to rising stock 

prices, they usually increase their consumer spending, thereby stimulating economic growth (Otoo, 1999; Case, 

Quigley & Shiller, 2005). On the contrary, if asset prices fall, consumer confidence may decline, which in turn 

leads to a suppression of consumption. 

 

In recent years, China’s middle class has continued to expand. Although more and more people have begun to try 

to participate in the financial market, the savings rate of the country’s residents remains high. This phenomenon 

can be attributed to the sharp increase in income uncertainty across the country and structural adjustments such as 

pension reform, which have prompted Chinese households to choose a more cautious savings strategy (Chamon, 

Liu & Prasad, 2013). 

 

2.1.3 Behavioral Economics and Consumer Sentiment 

 

Behavioral economics mainly emphasizes the interaction between psychological factors and investor sentiment in 

financial decision-making. Baker & Wurgler (2007) pointed out that emotionally driven investors can drive asset 

price fluctuations without fundamental changes, thereby forming a cycle between market performance and 

economic expectations. 

 

Lemmon & Portniaguina (2006) further found that changes in consumer confidence are inseparable from stock 

returns, which also shows that emotional factors are important and cannot be ignored in understanding market 

behavior. 

 

2.1.4 Theory of Linkage Between Stock Market and Macroeconomics 

 

The stock market and macroeconomics are closely linked and inseparable. Chen, Roll & Ross (1986) proposed 

that stock prices reflect people’s expectations for future economic prospects, including factors such as productivity 

changes, inflation and economic growth. 

 

In the context of China’s economy, Lai (2012) also emphasized that Hong Kong itself, as a financial node 

connecting domestic and international markets, plays an important role in enhancing the transmission of external 

shocks to the mainland economy. 

 

Therefore, studying the relationship between the Hang Seng Index and consumer confidence will help to deepen 

the understanding of macro-financial dynamics. 

 

2.2 Empirical Literature Review 

 

2.2.1 Early Research 
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Many early studies have focused on exploring the relationship between consumer confidence and stock market 

returns. For example, Otoo (1999) found that in the United States, changes in consumer sentiment could once 

significantly predict future stock market trends and performance. 

 

Jansen & Nahuis (2003) also conducted research based on European data, and their conclusions also supported the 

existence of a two-way relationship between stock market performance and consumer confidence. 

 

2.2.2 Research on the Chinese Market 

 

Research on the Chinese market is relatively blank. 

 

Chen (2010) analyzed the Shanghai Stock Exchange data and found that stock market returns can have a certain 

impact on the consumption behavior of urban residents. 

 

Li et al. (2016) further studied the regional differences in different parts of China and found that the wealth effect 

in coastal areas is more significant than that in inland areas. 

 

Wu & Zhang (2016) also pointed out that in the current environment of segmented finance in China, international 

markets such as Hong Kong have a greater influence on mainland sentiment. 

 

2.2.3 Other Related Studies 

 

International evidence also supports the important connection between stocks and consumer confidence. 

 

Baker & Wurgler (2007) showed that market anomalies often occur during periods of sentiment and are 

accompanied by predictability. Fratzscher (2012) emphasized that a more open market means a greater sensitivity 

to global capital flows. This further confirms the importance of considering Hong Kong’s role when studying 

Chinese consumer confidence. 

 

2.2.4 Research Gap 

 

Although there are a lot of studies on the relationship between consumer confidence and stock market dynamics 

in developed economies, there are still few studies on the Chinese market, especially short-term causal 

relationships. Most of the existing studies today focus on asset pricing perspectives, which means that they ignore 

short-term dynamic feedback mechanisms. 

 

In addition, few studies combine China’s unique financial structure and Hong Kong’s unique economic policies 

as a world financial intermediary node for analysis. 

 

This study is committed to filling this empirical gap through causal testing methods. 

3. Methods 
 

This study mainly uses the vector autoregression (VAR) model and Granger causality test method. The study will 

attempt to explore the dynamic relationship and rules between stock market returns and consumer confidence. The 

VAR model was first proposed by Sims (1980). The specific content is: all variables are regarded as endogenous 

variables, and each variable is modeled as a function of its own lag term and the lag term of other variables 

(Asteriou & Hall, 2007). This flexible framework allows us to further explore the mutual influence between 

variables under the premise of gradually imposing strict theoretical assumptions. 

 

In a simple two-variable VAR system, the model can be expressed as the following figure:  
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Figure 1: VAR formula 

 

Among them, yt and xt can represent the two time series of the study, while uyt and uxt are white noise error terms. 

As for causality testing, this paper will use Granger causality test. According to Granger’s definition (1969), if the 

lagged term of xt can provide additional and significant explanatory power after controlling the lagged term of yt 

itself, then it can be considered that xt Granger causes the change of yt. This test method is mainly carried out by 

estimating the restricted and unrestricted forms of the VAR model, and in the next step, the coefficients of the 

lagged explanatory variables are statistically tested using the F test (Asteriou & Hall, 2007). 

 

All estimates are based on the OLS method, which will be performed after the variables are stationary or 

appropriately differentiated. The selection of the lag period is determined based on information criteria such as 

AIC (Akaike Information Criterion). 

 

This method is rigorous and is very helpful for testing whether stock market returns can predict changes in 

consumer confidence, and can also be used to test whether there is an inverse relationship between the two. 

 

4. Data Analysis 
 

4.1 Brief Description of Data Sources and Variable Definitions 

 

First, the data of this study comes from multiple authoritative databases. 

 

The monthly return data of the Hang Seng Index (HSI), Shanghai Stock Exchange Index (SSE) and Shenzhen 

Stock Exchange Index (SZSE) are all from Yahoo Finance. The data of China Consumer Confidence Index (CCI) 

and unemployment rate are from the OECD database. 

 

The overall time span used in the study is from January 2005 to December 2024, and the overall frequency is 

monthly data. 

 

The main variables include: 

CCI (dependent variable): China Consumer Confidence Index. 

 

Stock return rate (independent variable): monthly return rate of HSI, SSE, and SZSE. 

 

Unemployment rate (control variable): macroeconomic status control indicator. 

 

Figure 2 below shows the monthly time series changes of China’s Consumer Confidence Index (CCI) from 2005 

to 2024. We can clearly see that the index remained stable overall before 2019, but dropped significantly during 

the epidemic and further deteriorated after 2022, which directly reflects that consumer confidence is highly 

sensitive to macro uncertainties. 

 

 

Figure 2: Time Series of the China Consumer Confidence Index (2005–2024) 
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4.2 Data Processing and Preprocessing 

 

First, basic data processing is required. Convert the date variable into a monthly time format suitable for time 

series analysis, and use the tsset command through Stata software to further set the time series. 

 

Next, we need to perform a unit root test (ADF test) on all variables to confirm whether they are stationary. The 

test results show that CCI is a non-stationary series at the original level, so it should be processed by first-order 

difference and recorded as (dcci). As for the HSI return rate, SSE return rate, SZSE return rate and unemployment 

rate, they are all stationary at the horizontal level, so no further processing is required. 

 

The above data processing process strictly meets the prerequisites of VAR modeling and Granger causality test 

(Asteriou & Hall, 2015). 

 

4.3 Descriptive Statistics Analysis 

 

This paper calculates the mean, standard deviation, minimum and maximum values of all variables respectively, 

which is helpful to grasp the basic characteristics of the data. 

 

 

Figure 3: Descriptive Statistics Table 

 

From the data in the figure, we can see that the mean of CCI is 107.18 and the standard deviation is about 10.72, 

which shows that the overall consumer confidence is relatively moderate. 

 

The average monthly return rate of the Hang Seng Index (HSI), Shanghai Composite Index (SSE) and Shenzhen 

Composite Index (SZSE) is close to zero, which is consistent with the expected characteristics of the efficient 

market hypothesis (Fama, 1991). 

 

The overall mean of unemployment rate is about 6.5%, and the standard deviation is also small. This data shows 

that the overall labor market remains relatively stable during the sample period. 

 

4.4 Correlation Analysis 

 

In order to preliminarily and simply explore the relationship between stock market returns and consumer 

confidence, Pearson correlation coefficient analysis was carried out. 

 

 

Figure 4: Correlation Matrix 
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The analysis results of the above figure show that: 

The HSI return rate and CCI show a moderately strong positive correlation (correlation coefficient is about 0.60). 

The return rates of SSE and SZSE are both weakly correlated with CCI (about 0.11). 

 

This shows that, in a sense, the volatility of the Hong Kong stock market is more closely related to consumer 

confidence and more sensitive than the stock market in mainland China. 

 

We can also see that when using the first-order difference consumer confidence index (DCCI), its correlation with 

the returns of various markets is weakened overall. For example, the correlation coefficient with the Hang Seng 

Index drops to 0.0741, which indicates that the short-term relationship is weak (see Figure 4). 

 

4.5 Stationarity Test 

 

Next, this study will use the ADF test to test the stationarity of each sequence. 

 

 

Figure 5: Unit root test results table 

 

According to the test results, it can be seen that: 

The original CCI sequence did not pass the 5% significance level test (Z(t) = -1.564, significantly higher than the 

critical value of -2.881). However, the dCCI series after the first-order difference, as well as the HSI, SSE, SZSE 

return rate and unemployment rate all pass the stationarity test, which further meets the VAR modeling 

requirements. And the above overall meets the premise that Granger causality test requires stationary data proposed 

by Granger (1969). 

 

4.6 Summary 

 

In summary, by preprocessing all variables such as unit root test, it is effectively ensured that all data meet the 

stability assumption required by the VAR model. 

 

Descriptive statistics are used to help understand the basic characteristics of each variable, and correlation analysis 

is used to make a preliminary judgment on the possible relationship between variables. It is worth noting that there 

is a strong positive correlation between CCI and the Hang Seng Index yield, which provides strong theoretical 

support for the subsequent analysis of its causal relationship. In addition, this article also introduces unemployment 

rate as a macro control variable, which helps to improve the stability of the model. 

 

Overall, this paragraph provides a solid foundation for subsequent VAR regression modeling, Granger causality 

test and empirical analysis. 

 

5. Econometric Analysis 
 

5.1 VAR Model Estimation 

 

First, the lag order should be selected. According to the information criteria (AIC, HQIC, SBIC), the optimal lag 

order is zero. However, in order to capture the dynamic relationship and conduct further Granger causality test, 

this study directly uses the VAR(1) model. 

 

The general form of VAR(1) is as follows: 
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Figure 6: VAR formula 

 

Where Yt is the endogenous variable vector, A0 is the constant term vector, A1 is the coefficient matrix of the first 

lag period, and varepsilont is the error term vector. 

 

This model contains five variables: dcci (first-order difference of CCI), hsi_returns, sse_returns, szse_returns and 

unemployment_rate. According to the estimation results, the system is stable (all characteristic roots are within 

the unit circle), which can be inferred to be suitable for subsequent analysis. 

 

From the perspective of R², the explanatory power of the dcci equation is weak (R²≈0.042), indicating that the 

model may not be able to fully explain the changes in consumer confidence. But more importantly, the lagged one-

period coefficient of hsi_returns is still significant (p=0.010), which indicates that the Hang Seng Index return rate 

has an important short-term impact on CCI. For the remaining variables, the 5% significance level was not reached. 

 

Since the full VAR results are long, please see Appendix for details. 

 

5.2 Granger Causality Test 

 

The specific data results of the Granger Causality Test are shown in Table 1. 

Table 1: Granger Causality Test Results 

 

According to the data, the Hang Seng Index return rate (HSI_returns) has a Granger causal relationship with the 

Consumer Confidence Index (DCCI) at a significant level of 1% (p = 0.010), which also shows that the past HSI 

returns can effectively predict changes in consumer confidence. 
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For the Shanghai Composite Index (SSE returns), Shenzhen Composite Index (SZSE returns) and unemployment 

rate (unemployment rate), it was found through testing that their Granger causal relationship with DCCI was not 

significant. 

 

5.3 Interpretation of Results 

 

From the figure 6, we can see that HSI returns have a causal relationship with DCCI, while SSE returns and SZSE 

returns do not. Perhaps we can try to further explain this from Hong Kong’s unique financial position in the 

Chinese economic system. 

 

As an international financial center, Hong Kong is more open than the mainland market and has strong capital 

mobility, which leads to its faster response to global economic changes (Lai, 2012). 

 

At the same time, Fratzscher (2012) pointed out that international capital flows (“push factors”) have a greater 

impact on open markets such as Hong Kong than on the mainland market, which also prompted financial shocks 

to quickly transmit to consumer confidence. 

 

Therefore, at this stage, we can conclude that the fluctuations of the Hang Seng Index may be able to more keenly 

reflect changes in Chinese consumer sentiment, while the mainland stock market is subject to stricter supervision 

and its response is relatively lagging compared to Hong Kong. 

 

5.4 Impulse Response Functions 

 

The dynamic response of DCCI to the shock of HSI_returns is shown in the figure below. 

 

 

Figure 7: Pulse response of DCCI to HSI_returns 

 

As can be seen from the above figure, the Hang Seng Index return has an immediate positive impact on the DCCI, 

but the effect quickly weakens after reaching a peak in the first period. This shows that its impact is particularly 

short-lived and mainly concentrated in the first period. This also further confirms from the side that the change of 

Hang Seng Index returns has a certain positive impact on consumer confidence in the short term. 

 

5.5 Forecast Error Variance Decomposition 

 

The detailed decomposition results of the DCCI variance are shown in Table 2. 
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Table 2: Variance Decomposition (FEVD) of DCCI Forecast Error 

 

We can see from the results that although in the early stage, the fluctuation of DCCI can be mainly explained by 

its own shock, and the contribution rate even exceeded 95% at one time. However, it can be found from the data 

that as time goes by, the proportion of HSI returns explaining the fluctuation of DCCI gradually increases, reaching 

about 1.19% in the 8th period. 

 

This trend shows that although the financial market shock may account for a small proportion of the overall 

explanation, it cannot be ignored that its marginal impact on changes in consumer confidence is also gradually 

increasing. 

 

However, considering that consumer confidence itself is affected by many complex factors, even if the contribution 

of financial variables is limited nowadays, it has a high practical significance, which can undoubtedly effectively 

help capture changes in economic expectations and market sentiment. 

 

This finding is highly consistent with Fratzscher’s (2012) research conclusion on the sensitivity of open markets 

to global financial fluctuations. We can conclude that an open and highly liberalized market like Hong Kong is 

more sensitive to global financial fluctuations, so it can transmit external shocks to local economic indicators more 

quickly, just like our research focus: consumer confidence. 

 

5.6 Summary 

 

This chapter started with VAR modeling, and further conducted Granger causality test, impulse response analysis 

and variance decomposition to conduct a comprehensive regression analysis of the research data of this article. 

 

The analysis results consistently show that HSI returns have a significant impact on DCCI, while the effects of 

SSE, SZSE and unemployment rate are relatively limited. 

 

For further research, we can use the combination of Granger causality test and FEVD analysis to further strengthen 

the empirical conclusion that the Hang Seng Index leads and influences Chinese consumer confidence. 

 

The research results of this chapter not only echo the theoretical framework, but also strive to be consistent with 

the relevant literature discussed in the previous article, and at the same time lay a data foundation for the discussion 

of research limitations and future prospects in the next chapter. 

 

6. Conclusion and Limitations 
 

6.1 Summary of Main Findings 

 

This study found that the Hang Seng Index returns (HSI returns) can reveal changes in consumer confidence (CCI) 

in Granger causal predictions, while the Shanghai Composite Index (SSE) and Shenzhen Composite Index (SZSE) 

did not show a significant impact. 

 

This finding is consistent with the conclusions of Lai (2012) and Fratzscher (2012) that Hong Kong’s financial 

markets play a unique role in the transmission of global shocks. At the same time, it also directly supports the view 

that stock market performance is often closely related to consumer sentiment (Jansen & Nahuis, 2003; Lemmon 

& Portniaguina, 2006). 

 

6.2 Research Limitations 

 

Although this paper provides some new empirical evidence for exploring the relationship between stock market 
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returns and Chinese consumer confidence, it is undeniable that there are still some limitations. 

 

First, this study uses monthly data from 2005 to 2024, which may result in missing data for short-term dynamic 

changes (Asteriou & Hall, 2011). In the future, further research can consider using weekly or daily data, which 

may better capture the rapid changes in consumer sentiment. 

 

Second, although HSI, SSE, SZSE return rates and unemployment rates are included, adding macro control 

variables may be more conducive to accurate data analysis. Future research can add more macroeconomic 

indicators such as interest rates, GDP growth (Baker & Wurgler, 2007), and inflation, which will be of great help 

in improving the explanatory power of the model. 

 

Third, the Consumer Confidence Index (CCI) comes from the OECD. Although the data source is reliable, it is 

inevitable that there may be reporting lags or sample biases, which will also have a certain impact on the accuracy 

of the results (Otoo, 1999). 

 

In addition, the VAR model used in this study is based on the linear relationship between variables, but in fact, 

financial market behavior is not necessarily a simple linear relationship (Bekaert & Wu, 2000). 

 

6.3 Policy Implications and Future Research 

 

From the above conclusions, it can be seen that policymakers should pay special attention to the high sensitivity 

of consumer confidence to fluctuations in Hong Kong’s special financial market. 

 

Effectively strengthen financial communication and risk warning mechanisms. The formulation of such policies 

will help reduce the overreaction of consumer sentiment to short-term stock market fluctuations (Baker & Wurgler, 

2007). 

 

For the deepening direction of this study, it can be considered to extend the sample period and introduce more 

macroeconomic variables (Chen, Roll & Ross, 1986), or try to apply advanced methods such as TVP-VAR and 

machine learning (Gu, Kelly, & Xiu, 2020), which will help to portray a more comprehensive dynamic relationship 

between market and sentiment. 
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