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This paper investigates and compares the effectiveness of fiscal policy and monetary policy. Macroeconomic variables are considered for the analysis of the policies effects on the stock market. Employing the time series techniques, we first find that, from the cointegration test, both the proxy variables for fiscal policy and monetary policy are sharing the long-run equilibrium relationship with stock price and other macro-variables considered, which include consumer price index, industrial production, and exchange rate. The results of Granger causality test significantly show that monetary policy overwhelms fiscal policy in leading the stock market. Moreover, in the variance decomposition, monetary policy is found to have strongest influence power in explaining the volatility of other variables considered. Therefore, we conclude that the monetary variable shows the strongest exogeniety, whereas exogenety of the fiscal variable is weak. The policy suggestions are that central bank should employ monetary policy rather than fiscal policy in influencing the trend of the stock market.

