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The aim of the study is to investigate the impact of the monetary policy pursued by the 

European Central Bank on the stock market. The monetary policy instruments examined in 

this study include quantitative easing, inflation, and the main refinancing rate. The aim is to 

investigate how these instruments have affected the value development of the OMX Helsinki 

25 index. This will form a complete picture of the relationship between monetary policy and 

the stock market. 

The study was carried out as a quantitative analysis using correlation analysis and linear 

regression analysis. These allow us to examine the statistical connections between variables. 

The results show that quantitative easing has had a positive impact on the development of 

the OMXH25 index. In 2017–2020, the effect has been weaker than in 2021–2024. This has 

been influenced by the COVID-19 pandemic and the war in Ukraine. Changes in the main 

refinancing rate were found to have a negative impact on stock prices, especially during 

rapid and surprising changes. The impact of inflation was statistically insignificant in 2017–

2020. When inflation rose above the target level in 2021–2024, a clear negative relationship 

with the stock market was observed.  

The results of the study provide useful information on the dynamics between monetary pol-

icy and the stock market. In addition, the study provides a new perspective on how the ECB's 

monetary policy decisions affect the stock market of a small country such as Finland.  
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Tutkielman tavoitteena on selvittää Euroopan Keskuspankin harjoittaman rahapolitiikan 

vaikutus osakemarkkinoihin. Tutkimuksen kohteena olevat rahapolitiikan keinot ovat 

määrällinen elvytys, inflaatio ja ohjauskorko. Tavoitteena on selvittää, miten nämä keinot 

ovat vaikuttaneet OMX Helsinki 25 indeksin arvokehitykseen. Näin muodostetaan ko-

konaiskuva rahapolitiikan ja osakemarkkinoiden välisestä suhteesta. 

Tutkimus toteutettiin kvantitatiivisena analyysina käyttäen korrelaatioanalyysia sekä line-

aarista regressioanalyysia. Näiden avulla pystytään tarkastelemaan muuttujien välisiä tilas-

tollisia yhteyksiä. Tulokset osoittavat, että määrällisellä elvytyksellä on ollut positiivinen 

vaikutus OMXH25-indeksin kehitykseen. Vuosina 2017–2020 vaikutus on ollut heikompi 

kuin vuosina 2021–2024. Tähän on vaikuttanut COVID-19 pandemia sekä Ukrainan sota. 

Ohjauskoron muutoksilla havaittiin negatiivinen vaikutus osakekursseihin, erityisesti 

nopeiden ja yllättävien muutosten aikana. Inflaation vaikutus oli tilastollisesti mer-

kitsemätön vuosina 2017–2020. Kun inflaatio nousi yli tavoitetason vuosina 2021–2024 

havaittiin selvä negatiivinen yhteys osakemarkkinoihin. 

Tutkielman tulokset tarjoavat hyödyllistä tietoa rahapolitiikan ja osakemarkkinoiden välis-

estä dynamiikasta. Lisäksi tutkielma tarjoaa uuden näkökulman, miten EKP:n rahapolitiikan 

päätökset vaikuttavat pienen maan, kuten Suomen, osakemarkkinoihin. 
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1  Introduction 

It is easy to get the impression from mainstream media that economic growth is always a 

positive thing and should always be pursued. Based solely on the concept of economic 

growth, this conclusion is easy to draw. However, this is not always the case, as the economy 

can also overheat. When this happens, there is a risk of a recession or even a prolonged 

depression. The goal of central banks is to prevent this from happening through various 

monetary policy measures. Successful monetary policy ensures stable economic develop-

ment, allowing businesses and investors to avoid concerns about a sudden recession without 

external influences. 

The European Central Bank (ECB) is highly engaged in influencing the economic environ-

ment in the Eurozone’s monetary policy. More specifically, quantitative easing (QE), the 

control of inflation, and the adjustments of interest rates have been the most effective policies 

applied by the ECB that have ensured the financial markets and the economy are in a stable 

condition. (European Central Bank, 2025a) Because financial markets are interconnected, 

these monetary policies can significantly affect market performance. OMX Helsinki 25 

(OMXH25), which comprises the most top performing and liquid Finnish companies, is also 

part of that. 

The financial market had already collapsed because of the 2008 recession and the European 

sovereign debt crisis, forcing the ECB to apply unconventional monetary policies that came 

with massive capital injections through quantitative easing and purchasing bonds, alongside 

near-zero interest rates. (Hartmann & Smets 2018) On the other side of the debate, there is 

an accepted view of how and why these policies tend to influence stock markets. The under-

standing of the consequences of changes in ECB monetary policy, and especially their deci-

sion-making structures, is crucial for investors, policymakers, and financial analysts in Fin-

land regarding the OMXH25. 
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1.1  The Research Gap 

Some similar studies have been already done on the effects of the stock market, focused on 

the politics of capital market absorption in the US economy by international indexes of merit, 

the Euro Stoxx 50 and the S&P 500. Hutchinson and Smets (2017) put forward that the 

strength of the ECB’s monetary policy is through managing the assumptions of the market 

and influencing financial conditions. Their study argues that both QE and unconventional 

monetary policies have led to reductions in interest rates, enhancement in credit, and im-

proved stock market performance. The ECB’s QE strategy has had a special effect on port-

folio rebalancing where investors move from low-yield government bonds to riskier stocks. 

This is the reason that it can be assumed that the OMXH25 index has benefited from the 

ECB’s lenient monetary policy. The study also points out the effectiveness of the central 

bank’s forward guidance in stabilizing financial markets. The ECB’s readily available prom-

ise of supportive monetary policy may have lowered market volatility and created a favora-

ble environment for stock investors. Hence, the development of the OMXH25 index can 

indeed be explained in the context of the ECB policies and their impact on the financial 

markets. 

Petrakis, Lemonakis, Floros, and Zopounidis (2022) studied the effects of the ECB’s mone-

tary policy on eurozone countries’ stock markets between 2007 and 2017. They studied how 

conventional and unconventional monetary policy measures, inflation, and investor senti-

ment affected stock market returns across eight eurozone countries by using panel regression 

analysis. The results showed that cuts in interest rates positively affected stock market re-

turns, particularly in core eurozone countries such as France, Germany, and the Netherlands. 

In these countries quantitative had a strong impact on stock markets but had a weaker effect 

in emerging markets such as Portugal and Spain. Inflation had a substantial negative effect 

on stock market returns, meaning that rising inflation led to lower stock returns. Addition-

ally, stronger and more positive investor sentiment had a favorable impact on stock markets. 

The study highlights that the ECB’s monetary policy has a notable influence on stock market 

returns in selected countries. 

The study by Belke & Beckmann (2015) provides empirical evidence on the relationship 

between monetary policy and stock markets in both developed and emerging economies us-

ing a CVAR (Cointegrated Vector-Autoregressive) model. Their study found that monetary 
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policy influences stock markets through three primary channels. First are short-term interest 

rates. Low interest rates decrease the cost of capital, increase corporate investment, and make 

equities more favorable compared to bonds. This leads to higher stock prices. The second is 

broad monetary aggregates. Expanding the money supply provides additional liquidity, sup-

porting asset price growth. And the third channel is net capital flows. Inflows of foreign 

capital, directed by monetary easing, contribute to stock market booms, when tightening 

policies may lead to capital outflows and decreasing stock prices. The research highlights 

that expansionary monetary policies, such as the QE and near-zero interest rates, usually 

boost stock prices, whereas contractionary policies, such as interest rate hikes, tend to lower 

them. 

Furthermore, the studies mentioned have documented the impacts of changes in interest rates 

and inflation levels on stock market performance, but there is however little to no focus on 

the combined effects of QE, inflation, and interest rates on OMXH25. This research serves 

to fill this gap by demonstrating empirically the impact of the ECB’s monetary policy on the 

Finnish stock market. 

1.2  Importance of the Research 

The research can be said to be very topical because the economy has been under severe 

pressure for almost the entire last decade. Investing and securing one's personal finances has 

been on the surface due to the crises caused by the Covid-19 pandemic and the war in 

Ukraine. This is the reason why it is important to understand which decisions of the Euro-

pean Central Bank can affect investment returns and value development. The key interest 

rate in the euro area for a long time has been at zero and has been raised in recent years. 

Nearly zero research has yet been collected on the effects of this in recent years, and if in-

terest rates continue to be above zero, it is important to understand what their effect is on the 

stock market. 

1.3  Research Problem, Objectives, and Limitations 

The primary objective of this research is to analyze how the ECB’s monetary policy, more 

specifically quantitative easing, interest rate, and inflation, has influenced the OMX Helsinki 
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25 stock market performance between 2017 and 2024. The research will be done using quan-

titative research methods. One of the main objectives is also to bring more information on 

monetary policies and how they affect the stock markets and investments. The main question 

for this research is: 

• How does the European Central Bank’s monetary policy influence the 

OMX Helsinki 25 index? 

To find an answer to this question, it must be divided into two more specific research ques-

tions. These questions are as follows: 

• How does the European Central Bank’s quantitative easing impact the 

value of the OMX Helsinki 25 index? 

• What is the relationship between ECB’s interest rate, inflation, and OMX 

Helsinki 25 stock market performance? 

This thesis only includes the European Central Bank, other central banks, such as Germany’s 

Deutsche Bundesbank, are not included in this research. Finland and the OMXH25 were 

selected because Finland’s economy has been struggling for the last couple of decades. It 

can be greatly beneficial to understand how the ECB’s decisions affect Finnish companies 

and their investors. OMXH25 was the chosen index because it consists of the 25 most-traded 

stock classes in Finland. The time chosen for this thesis is from 2017 to 2024. Because the 

ECB’s interest rate has been 0% between 2017 and 2021, the timeline for the interest rate is 

2022-2024. 

1.4  Methodology 

The study is carried out as a quantitative study by comparing the impacts of the ECB's mon-

etary policy on OMXH25 stock market performance. The empirical part of the study is con-

ducted using Stata software, and the study uses correlation and regression analysis. 

OMXH25 data is collected from the Refinitiv Workspace database. Monthly profit and re-

turn figures for the years 2017-2024 have been collected from there. Data related to the EC-

B's monetary policy methods have been collected from the European Central Bank's website 

and the bulletins they publish. 
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1.5  Research Structure 

The remainder of the paper is organized as follows. The thesis is divided into a couple of 

different parts. The second and third chapters are theory-based and bring forward essential 

concepts in this research. In the second chapter, monetary policy is explained more in-depth 

and explained how the European Central Bank implements these decisions. There is a thor-

ough explanation of quantitative easing, interest rates, inflation, and what they mean and 

consist of. There is also a summary about previous studies, and the research hypotheses are 

presented. After the second chapter, the reader should have an understanding about the gen-

eral ideas behind central bank actions. 

The third chapter displays all research methods and data. Methods are explained in detail. 

The reader should understand the theory behind the research methods used and why these 

methods were chosen. Without this, the reader cannot think critically and understand the 

research results. How and where the data is collected are explained, and the contents of the 

data are described. The fourth chapter is the empirical part of the thesis. The results obtained 

from the methods explained are displayed and analyzed. 

The final chapter includes conclusions and a summary considering the empirical findings. 

The results obtained from this research are compared to previous studies and their results. 

The research questions are answered and explained how these findings could affect and help 

investors. Also, possible new research questions and further research possibilities are sug-

gested. 
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2  Theoretical Framework  

The theoretical topics relevant to the research are reviewed in this chapter. The theoretical 

framework begins with an introduction to the theories that are significant in this thesis. Then 

the European Central Bank and its monetary policies are introduced. The ECB's monetary 

policy goals in general are explained, and then delved more deeply into quantitative easing, 

inflation, and the interest rate. The goal is to make the reader understand broadly which 

variables are studied in the research and which are their main goals. There is also a review 

of the structure, history, and current situation of OMXH25. Finally, this chapter examines 

previous studies and their results, as well as the hypotheses of this study before the empirical 

sections. 

2.1  Monetary Policy Theories 

Operating under a framework that combines Keynesian and monetarist ideas, the ECB has 

modified its policy stance in response to shifting market conditions and demands for finan-

cial stability. While monetarism focuses on controlling inflation and money supply to ensure 

long-term stability (Friedman 1968), Keynesian economics highlights active government 

and central bank intervention to stabilize economic cycles (Keynes 1936). 

During economic declines, the ECB has employed Keynesian-style interventions, especially 

through interest rate cuts and quantitative easing. For example, in reaction to the 2008 finan-

cial crisis, the ECB significantly lowered interest rates and launched asset purchase programs 

to encourage economic demand and investment (Draghi 2014). Also, the PEPP program that 

was introduced during the COVID-19 pandemic, is an example that aligns with Keynesian 

principles. 

However, the ECB also has followed Monetarist principles by prioritizing price stability as 

its primary directive. Unlike the U.S. Federal Reserve, which has a twofold objective of price 

stability and employment, the ECB’s primary goal is to keep inflation at around 2% (ECB 

2025a). The focus on controlling inflation reflects Monetarist thinking, which proposes that 
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economic stability is maintained best by regulating the money supply rather than thorough 

direct economic intervention (Friedman 1968) 

Regardless of these differing philosophies, the ECB has shown adaptability by adjusting its 

approach based on economic conditions. For instance, in 2014 the ECB implemented a neg-

ative interest rate policy to stimulate the economy and raise inflation. This measure was 

intended to shift the zero lower bound into a significantly negative effective lower bound, 

thereby aiding bank lending and improving monetary transmission. (ECB 2020) This action 

shows a more Keynesian approach. As inflation jumped post-2021, the ECB raised interest 

rates to ease rising prices, which can be seen as a return to a more Monetarist policy approach 

(Lagarde 2022). 

2.2  Taylor Rule 

A well-known and applied monetary policy guideline, the Taylor rule recommends how cen-

tral banks should modify their interest rates in reaction to changes in inflation and economic 

production that deviate from their target levels. According to the rule, which was first pro-

posed by John B. Taylor in 1993, the central bank should base the short-term nominal interest 

rate on three factors. These are the real interest rate at equilibrium, the difference between 

the goal and actual inflation rates, and the difference between the actual and potential levels 

of GDP. This paradigm provides a methodical path to monetary policy, reducing uncertainty 

and increasing the predictability of interest rate decisions. (Favero 2006) The formula for 

the Taylor rule is:  

𝑖𝑡 = 𝑟 ∗ +𝜋𝑡 + 𝛽(𝜋𝑡̇ − 𝜋 ∗) + γ(𝑦𝑡 − 𝑦)           (1) 

Where 𝑖𝑡 is the nominal policy interest rate set by the central bank, r∗ is the long-run equi-

librium real interest rate, 𝜋𝑡  is the current interest rate, π∗ is the target inflation rate 

which is about 2% when speaking about the ECB, 𝑦𝑡 is the actual GDP, y is the potential 

GDP, 𝛽 and γ are response coefficients that are usually 0,5. (Levrero 2024) 

Studies have shown that the ECB has followed Taylor-type rules, especially in stable eco-

nomic periods, to guide the decision regarding its interest rates. However, in reaction to the 

2008 financial crisis and the European debt crisis, the ECB departed from the Taylor rule by 

adopting unconventional monetary policies, for example, negative interest rates and 
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quantitative easing (Hartmann & Smets 2018). This especially shows the challenges of ap-

plying rule-based frameworks during times of economic distress.  

2.3  The Monetary Transmission Mechanism & Stock Markets 

The Monetary Transmission Mechanism refers to the process through which central bank 

monetary policy decisions influence the broader economy, including inflation, output, and 

financial markets. It can explain how changes in key monetary policy tools are transmitted 

through different channels to affect aggregate demand, investment, and ultimately, stock 

market performance. (ECB 2025b) 

Monetary policy decisions affect the stock market, particularly through changes in interest 

rates and liquidity. A decrease in interest rates typically increases the attractiveness of stocks 

relative to other investment alternatives, which can increase stock prices. Research suggests 

that stock market reactions to monetary policy can be short-lived and vary over time. 

Bouakez, Essid & Normandin (2013) found that the stock market response to monetary pol-

icy changes is not as strong as previously reported, suggesting that the impact of monetary 

policy on the stock market may be more indirect and dependent on other factors.  

The stock market can act as one of the channels for monetary policy transmission. For ex-

ample, rising stock prices can increase consumer wealth and strengthen consumer demand. 

Bernanke & Gertler (1989) also emphasize the importance of the financial channel. An in-

crease in the stocks’ value can improve the balance sheets of companies and households, 

which makes it easier to secure loans and increases economic activity.  

In contrast, stock markets can also influence central bank decision-making. Central banks 

may take stock market developments into account in their monetary policy, especially if 

market bubbles or sudden price declines threaten financial stability. This has been observed, 

for example, during the financial crisis, when central banks responded to sharp stock market 

declines by easing monetary policy. (Bouakez et al. 2013)  
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2.4  Quantity Theory of Money 

The quantity theory of money (QTM) is one of the central theories in monetary economics, 

and it attempts to explain the relationship between the quantity of money and the price level 

in an economy. The theory states that an increase in the amount of money leads directly to 

the rise in the price level, other things being equal (Friedman 1968). QTM has been a prom-

inent part of both classical and monetarist economics and has had a significant impact on the 

monetary policy of central banks. QTM has been developed over centuries, but Fisher (1911) 

developed the equation of exchange that expresses QTM in mathematical form: 

𝑀𝑉 = 𝑃𝑌                                    (2)           

where M is the money supply, V is the velocity of money, P is the general price level, and 

Y is the real output. 

Milton Friedman revised the QTM in the mid-20th century, emphasizing that changes in the 

money supply affect the price level rather than real economic growth in the long run (Fried-

man 1968). He also argued that inflation is “always and everywhere a monetary phenome-

non” and suggested that central banks should predictably regulate the money supply to avoid 

inflationary fluctuations (Friedman & Schwartz 1963). 

The QTM has had a significant impact on central bank monetary policy. For example, in the 

1980s, many central banks attempted to control inflation through money supply control, but 

since then many have shifted to inflation-targeting policies because fluctuations in the ve-

locity of money have made direct money supply control difficult (Bernanke & Mihov 1998). 

The Quantity Theory of Money provides a theoretical framework for examining the relation-

ship between monetary policy and the stock market. The QTM helps explain what kind of 

relationship inflation and the stock market may have and why it may vary. 

2.5  European Central Bank 

The roots of the European Central Bank began in 1988 when the European Council con-

firmed the realization of economic and monetary union as a goal. The implementation of 

Economic and Monetary Union (EMU) began in 1990, and the task was to lead the discus-

sion on the monetary policy of the member states and to promote unification. The main goal 
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was to achieve price stability. (ECB 2025d) In 1998, the ECB defined a more precise objec-

tive of price stability. In the long term, the annual increase in the consumer index would be 

less than two percent. A more precise strategy was decided in 2003. It was announced that 

in pursuit of the price stability goal, the aim is to keep the inflation rate in the eurozone close 

to two percent, but slightly below this in the medium term. This was intended to maintain a 

sufficient safety margin in case of possible deflation. (Suomen Pankki 2025) 

The ECB is an important part of today's society, playing a comprehensive role both now and 

in the future. Without a clear common monetary policy, the value of money cannot be main-

tained. People get less for their money if prices rise, but if prices fall too much, people don't 

make purchases in the hope of better prices in the future. In this case, the economy stops 

growing and jobs may disappear. The ECB also supervises all member countries' own banks. 

(ECB 2021) Without careful supervision, crises can arise that have also been seen before in 

European history.  Without a clear monetary policy strategy and plan, people's trust in banks 

can be lost, which is a key part for the entire banking system to function correctly. 

2.6  ECB’s Monetary Policy 

The ECB's monetary policy has developed considerably over the decades. The primary goal 

was to maintain price stability, but simultaneously it was necessary to respond to the fluctu-

ations of the economy and the challenges of the financial market. The ECB's monetary policy 

has gone through several phases, for example, the adjustment after the technology stock 

market bubble, the era of low inflation, and the financial crisis. The ECB's strategy was 

initially based on two pillars: a macroeconomic assessment and a monetary analysis. The 

first decade was mainly focused on the regulation of key interest rates, but after the financial 

crisis, the ECB had to resort to unconventional means, such as quantitative easing (QE) and 

below-zero interest rates. The effectiveness of the ECB's monetary policy has depended on 

macroeconomic factors, such as inflation and global economic development. (Hartmann & 

Smets 2018) 
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2.6.1  ECB’s Quantitative Easing 

In 2014, the ECB started an asset purchase program (APP), which is a collection of uncon-

ventional monetary policy measures. This also included targeted financing operations for the 

longer term. Today the APP consists of the corporate sector purchase program (CSPP), pub-

lic sector purchase program (PSPP), asset-backed securities purchase program (ABSPP), and 

third covered bond purchase program (CBPP3). (ECB 2025d) Figure 1 shows the APP cu-

mulative purchases and how it has developed between 2015 and 2025. 

Figure 1 APP cumulative purchases, by program (ECB 2025d) 

 

On March 9, 2015, the ECB launched a Public Sector Purchase Program (PSPP), in which 

the ECB and the national central banks of the Euro system bought government bonds of the 

eurozone, and securities issued by European institutions and agencies. The purpose of the 

PSPP program was to increase market liquidity, lower interest rates and support economic 

growth to achieve inflation targets. The program also had a significant impact on financial 

markets. It significantly lowered interest rates throughout the euro area and supported stock 

market development. However, the effects of PSPP were not evenly distributed, as the fi-

nancial markets of the large euro countries benefitted from quantitative easing more than 

smaller countries. (Claeys, Leandro & Mandra 2015) 

In March 2016, the ECB introduced the Corporate Sector Share Purchase Program (CSPP), 

to support the return of euro area inflation to the two percent target level and as a response 

to deflationary pressures and slowing economic growth. The distinguishing feature of the 
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CSPP is that the ECB and different national central banks buy bonds issued by companies 

from the euro area that do not originate from banks. From 2019 onwards, new purchases 

were no longer made, but old purchases were reinvested. In July 2023, the ECB stopped 

reinvesting and started to reduce the number of purchased securities. (ECB 2025d) 

ABSPP was launched in October 2014. It is the ECB's Asset-Backed Securities Purchase 

Program, the purpose of which was to revive the euro area economy and ensure that mone-

tary policy is effectively transmitted through the banking systems. Securities bought with 

ABSPP are financial instruments where banks combine several loans and sell them to inves-

tors. By buying these, the ECB aims to increase the banks' ability to grant new loans to 

companies and households, because the banks can transfer part of their credit risk to the ECB 

and free up capital for granting new loans. The Covered Bond Purchase Program 3 (CBPP3) 

was also published in 2014, in which the ECB bought covered bonds. Its purpose was also 

to support the euro area's financial system, lower loan interest rates, and improve banks' 

ability to grant new loans. The securities were covered bonds, which are bonds issued by 

banks and supported by separate collateral pools, such as mortgages, business loans, and 

public administration loans. These securities are less risky than conventional corporate 

bonds because their repayment is protected by the assets of both the issuer, and the underly-

ing collateral pool. (Gambetti & Musso 2017) 

In 2020, the ECB launched an emergency purchase program called the Pandemic Emergency 

Purchase Program (PEPP) due to the Covid-19 pandemic. This was incorporated as part of 

quantitative easing with the APP. PEPP's goal was to support the economy of the eurozone 

due to the crisis caused by the pandemic. The ECB bought a big variety of securities, such 

as government and corporate bonds, to secure the stability of financial markets. Functionally, 

PEPP is very similar to APP, but with more flexibility and greater scale. This was created as 

a temporary option and the last reinvestment was carried out in December 2024, anticipating 

that market liquidity would decrease significantly before the year comes to an end. (ECB 

2025d) Figure 2 displays the structure of quantitative easing used by the European Central 

Bank. 
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Figure 2 The entirety of quantitative easing 

2.6.2  Interest Rates 

One of the ECB’s primary tools for incorporating monetary policy and steering economic 

conditions is the interest rate policy. The main refinancing rate, deposit facility rate, and 

marginal lending rate together influence market liquidity, borrowing costs, and overall eco-

nomic activity (Berlemann 2008). Historically, in response to macroeconomic indicators 

such as inflation and GDP growth, the ECB has adjusted these rates. In this thesis, the focus 

is on the main refinancing rate (MRO). During the aftermath of the global financial crisis 

and the European sovereign debt crisis, the ECB lowered aggressively key interest rates, 

reaching 0.00% for the main refinancing rate from March 2016 to July 2022 (ECB 2022). 

This period of low rates aimed to encourage economic activity by lowering borrowing costs 

and encouraging investments. However, prolonged low rates also led to many concerns 

about potential asset bubbles and financial instability. (McNeil 2024) 

2.6.3  Inflation 

Inflation has a crucial role in the ECB’s monetary policy, as its primary objective is to main-

tain price stability. As mentioned before, the ECB’s inflation target is close to but below 2% 

over the medium term, using interest rate adjustments and asset purchase programs to 

achieve this goal. The ECB’s inflation projections tend to be systematically biased, 
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particularly when inflation exceeds 1.8%. In these cases, inflation forecasts often underesti-

mate the actual inflation rate, which may cause delayed monetary policy responses.  (Grazi-

era, Jalasjoki & Paloviita 2024) This underprediction of inflation can impact financial mar-

kets by influencing investor expectations regarding future interest rate adjustments and eco-

nomic conditions. The interactions between inflation and stock market performance can be 

complex, as rising inflation can lead to higher interest rates, increasing the cost of capital for 

companies and potentially reducing stock valuations. 

2.7  OMX Helsinki 25 

The OMXH25 consist of the 25 most traded and liquid companies listed on the Nasdaq Hel-

sinki Exchange and is seen as the leading stock market index in Finland. The index includes 

companies from different sectors such as technology, consumer goods, and industrials. 

OMXH25 serves as a benchmark for Finnish equity market performance. (Nasdaq 2025) 

Given Finland’s open economy, OMXH25 is highly sensitive to external macroeconomic 

factors, including ECB monetary policy decisions. It is also influenced by both domestic and 

international economic conditions. Changes in interest rates, inflation expectations, and li-

quidity conditions directly impact stock valuations and investor sentiment. When the ECB 

implements expansionary policies, such as lower interest rates and QE, OMXH25 usually 

can benefit from increased capital inflows and higher asset prices.  

2.8  Previous Research 

There is a large variety of research examining how central banks interest rate decisions can 

affect stock market performance. Kholodili, Montagnoli, Napolitano & Siliverstovs (2009) 

conducted a study in which they examined the impacts of the change in the ECB's key inter-

est rate on European stock exchange rates in 1999-2008. They found that a 0.25-percentage 

increase in the key interest rate decreased the stock market by about one percent on average. 

They examined exchange rates from the day before an interest rate change and compared 

them with the rates from the day after the change was announced. They compared different 

industries and their behavior to the change in the policy rate. The largest effect was on the 

telecommunications services sector and the smallest impact was on the consumer services 
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sector. In the study, however, all sectors were negatively correlated to changes in the policy 

rate. Similarly, Filbieni & Labondance (2013) also found a converse relationship between 

stock prices and interest rates. In their research, they looked at how stock market prices 

reacted to ECB meetings and the news of changes in the key interest rate. In this study, they 

state that the publication of shifts in the key interest rate equalizes the fluctuations of the 

stock exchanges, which indicates uncertainty in the market regarding the interest rate level. 

However, the study found that absolute abnormal returns have decreased over time around 

the ECB's decision-making, which indicates that investors have learned to read the ECB's 

operations and predictability has improved. 

More recent studies have focused on the effect of unconventional monetary policies such as 

quantitative easing. Olasehinde-Williams, Olanipekun & Özkan (2024) examines how quan-

titative easing affects stock market performance over time, more specifically in the United 

States market. The authors employ a novel rolling window nonparametric causality-in-quan-

tiles approach to capture the time-varying effects of QE on stock returns and volatility. The 

study’s main goal was to determine whether the U.S. stock market responds to QE policies 

and how these responses change over time. They argue that QE’s impact on stock markets 

is not static and can vary due to structural changes in the economy. The researchers used the 

nonparametric causality-in-quantiles test, which grants for the detection of causal relation-

ships across different market conditions. This approach can help to estimate how QE influ-

ences stock returns and volatility at different points in time, particularly in financial crises. 

The study found that there is a causal relationship between QE and stock market perfor-

mance, except in extreme market conditions. This result suggests that QE is generally effec-

tive in stimulating stock market performance. There were also effects on volatility. During 

times of high economic uncertainty, QE tends to try to stabilize stock markets by providing 

liquidity. The results suggest that policymakers should take the time-dependent effect of QE 

into consideration when designing monetary interventions. These findings provide a frame-

work for understanding how monetary interventions influence stock markets. Since the ECB 

has implemented similar programs, the insights from this research can help explain how 

OMXH25 may have responded to ECB policies over time. However, the effects are not uni-

form over time, suggesting that structural changes in the economy influence the policy’s 

effectiveness. 
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Another significant strand of literature has examined how inflation interacts withs stock mar-

ket dynamics. Pradhan, Arvin & Bahmani (2015) explored the causal relationships between 

inflation, economic growth, and stock market performance in OECD countries from 1960 to 

2012. To research and investigate this, they used a panel vector autoregressive (VAR) model. 

The researchers analyzed both short- and long-term connections between these variables. 

Their findings indicate that inflation has an adverse impact on stock markets, as high infla-

tion increases uncertainty and reduces returns on equities. This is in line with the idea that 

rising inflation reduces purchasing power, leads to higher interest rates, and lowers investor 

confidence, all of which can lead to lower stock prices.  

Oxman (2012) conducted a study where he examined the relationship between stock market 

returns and inflation, finding that the nature of this relationship depends on the measure of 

inflation used. Oxman applied a VAR model to analyze different measures of inflation, in-

cluding the consumer price index (CPI) and the personal consumption expenditures (PCE) 

deflator. He found that the relationship between stock returns and inflation was positive be-

fore World War II but turned negative after the war, supporting the hypothesis that inflation-

ary pressures reduce real stock returns. It was also found that monetary inflation, driven by 

excessive money supply growth, influences asset prices before affecting consumer prices. 

This may suggest that inflation can affect stock markets before the effects can be seen in 

broader economic indicators. Finally, Oxman found that while the negative inflation-stock 

return relationship is strong in some periods, there have been times when the correlation 

weakens, indicating that additional macroeconomic factors, such as the QE, can play a role 

in determining stock market performance. 

2.9  Research Hypotheses 

The ECB has played a major role in shaping financial market dynamics through its monetary 

policy decisions, which include QE, interest rate adjustments, and inflation targeting. The 

hypotheses are created based on similar previous studies. The first hypothesis is: 

The ECB uses quantitative easing to increase liquidity and lower interest rates by purchasing 

government and corporate bonds. Hutchinson & Smets (2017), suggest that QE leads to 

higher asset prices as investors shift from low-yield bonds to equities. Olasehinde-Williams 

et al. (2024) also found that QE generally supports stock returns and reduces volatility. These 
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findings are consistent across different markets and time periods and help form the basis for 

the first research hypothesis which is: 

H1: ECB’s quantitative easing has a positive effect on OMX Helsinki 25 stock market per-

formance 

Interest rate hikes increase borrowing costs for businesses and consumers, reducing corpo-

rate investments and consumer spending, which all can negatively impact stock market per-

formance. The findings from Kohlodili et al. (2009) and Filbieni et al. (2013) support the 

idea that interest rate hikes tend to negatively impact stock prices by tightening financial 

conditions and reducing expected future earnings. Therefore, the second research hypothesis 

is:  

H2: ECB interest rate hikes negatively impact OMX Helsinki 25 price development 

Inflation can impact stock markets in multiple different ways. Higher inflation increases 

production costs, reduces consumer purchasing power, and may lead to tighter monetary 

policy. Studies such as Petrakis et al. (2022) and Oxman (2012) indicate that rising inflation 

negatively affects stock returns, particularly in economies with a high dependency on global 

trade. Since Finland’s economy and OMXH25 are closely linked to the European and global 

markets, it is expected that higher inflation will have an adverse effect on stock market per-

formance. The third hypothesis is:  

H3: Rising inflation has a negative effect on OMX Helsinki 25 price development 
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3  Data & Methodology 

This chapter goes into more detail about the data and research methods used in this thesis. 

The data and key variables are introduced, followed by the research methods that are used 

to get the results. The methods are explained in detail to get the reader to understand why 

these methods were chosen for this research. 

3.1  Description of the Data 

The data used in this study was gathered from a few separate sources that were created spe-

cifically for scientific research. The data for OMXH25 has been collected from the Refinitiv 

database, which can arguably be said to be one of the most diverse data libraries in the world 

at the moment. The data captures monthly historical data covering key trading metrics such 

as closing price, net change, percentage change, opening price, daily high and low, trading 

volume, turnover in euros, and capital flow.  

The time period of the data extends from January 2017 to December 2024, providing a com-

prehensive view of the index’s performance over time. The average price of the OMXH25 

between 2017 and 2024 was 4395€ and the standard deviation is 491€. 

Figure 3 OMXH25 closing price and price change 

The data for the QE has been retrieved directly from the ECB’s official sources, ensuring its 

reliability and accuracy. The dataset consists of monthly net asset purchases conducted by 

the ECB. The data contains accurate monthly purchases which include ABSPP, CBPP3, 
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CSPP, PSPP, and PEPP. The amounts in the data are in millions of euros. The time period 

is the same as OMXH25, but PEPP is not included in the data until 2020, because its imple-

mentation only started during the COVID-19 pandemic. The purchase programs have been 

added together to form a variable APP. The average amount of purchases made per month 

was 31.232 billion euros, and the standard deviation is 48.781 billion. Figure 4 shows how 

the monthly purchases have varied and how PEPP joining QE has increased the ECB's net 

purchases. 

 

Figure 4 ECB Quantitative easing 

 

The data set for an overview of the euro area’s main refinancing operations rate from January 

2022 to December 2024 alongside the inflation rates from January 2017 to December 2024 

has been retrieved from the European Central Bank’s data portal. The average for the main 

refinancing operations rate between 2022 and 2024 was 2,9% and the standard deviation is 

1,7%. The inflation used in this research is the consumer price index (CPI). The average 

inflation between 2017 and 2024 was 2,9% and the standard deviation is 2,7%. It can be 

clearly seen from Figure 5 that both variables are clearly higher than usual. This is due to 

the COVID-19 pandemic and the war in Ukraine. For this reason, these years have been 

chosen for this study, because the situation is abnormal. It is important to investigate situa-

tions that are abnormal so that it is possible to prepare if something similar would happen in 

the future.  
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Figure 5 The changes in the ECB’s interest rate and inflation 

3.2  Correlation Analysis 

Before the regression analysis, the connection of the data is tested by using Pearson correla-

tion coefficient. The analysis seeks to identify the linear relationships between two variables. 

(Deng, Deng & Cheong 2021) The Pearson correlation analysis evaluates the relationship 

between variable pairs individually, serving as a useful tool for determining both the direc-

tion and strength of their association. The coefficient (p) ranges from -1 to +1. The meanings 

for these numbers are as follows:  

p = 1: Perfect positive correlation (as one variable increases, the other increases propor-

tionally) 

p = -1: Perfect negative correlation (as one variable increases, the other decreases propor-

tionally 

p = 0: No correlation (no linear relationship between the variables) 

This is a great way to study the relationships between the variables used in this thesis. Since 

the relationship between some variables, such as inflation and the stock market, can vary 

over time, it is worthwhile to research the correlation over a different period of years. This 
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will provide a more comprehensive picture of the relationship between inflation and 

OMXH25. 

3.3  Regression Analysis 

This study is based on the simultaneous examination of two or more variables since the aim 

of the study is to find dependencies and explanatory factors. Regression analysis was se-

lected as the primary research method because the study is dominated by causal assumptions 

made in advance (selected explanatory and explanatory variables) and the measurement lev-

els of the data used are distance-scale. Regression analysis aims to explain how much of the 

OMXH25 stock market performance can be explained by QE, inflation, and changes in the 

interest rate. Regression analyses are supported by data-specific descriptive statistical anal-

ysis, two-sample T-tests, and an examination of correlation coefficients (KvantiMotv 2008). 

In addition to regression analyses, the heteroscedasticity of the models is tested with the 

White test and the autocorrelation with the Durbin-Watson test. 

The variables are also tested to ensure that they are not multicollinear. Multicollinearity 

means that the explanatory variables are strongly correlated with each other. If the explana-

tory variables are not related to each other at all, they are called orthogonal. If multicolline-

arity is found in the model, the least squares estimators cannot be determined. When multi-

collinearity prevails, the degree of explanation of the model becomes exceptionally high and 

the standard errors increase. However, the individual parameter estimates are then not sig-

nificant. (Brooks 2014, 217-218) Multicollinearity is tested with the variance inflation factor 

(VIF) test. 

One of the main advantages of regression analysis is that it can include multiple explanatory 

variables at the same time. When this is done, the regression coefficients of the variables 

indicate how much the value of the dependent variable changes when the value of the ex-

planatory variable increases by one unit, and the values of all other variables remain the 

same. In other words, in multiple regression analysis, the coefficients measure the effect of 

each explanatory variable on the dependent variable, holding the effect of the other variables 

constant. (KvantiMotv 2008) The econometric model of a three-variable regression analysis 

is of the form:  
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𝑌 = 𝑎 + 𝑏1𝑋1 + 𝑏2𝑋2 + 𝑏3𝑋3 + 𝑒                                  (3) 

In this model Y is the value of the dependent variable, a is the constant term, 𝑋1,  𝑋2, and 𝑋3 

are the explanatory variables, b is their regression coefficients, and e is the error term that 

accounts for the unexplained effects. 

Monetary policy decisions do not have an immediate impact on stock markets. Instead, their 

effects materialize over time due to complex transmission mechanisms. This delay is com-

monly referred to as the “lag effect” of monetary policy. This is important to take into ac-

count when analyzing the relationship between monetary policy actions and stock market 

indices, such as OMXH25. (Bernanke & Blinder 1992) Because the research method used 

in this research is regression analysis, the lag effect is essential to take into account. The lag 

method is used in the monetary policy variables to help capture the delayed impact on the 

stock index. With this, the regression analysis provides a more accurate representation of the 

relationship between monetary policy decisions and OMXH25’s performance. The regres-

sion analysis econometric model with the lag variables is: 

                                  𝑌𝑡 = 𝑎 + 𝑏1𝑋1,𝑡−𝑘 + 𝑏2𝑋2,𝑡−𝑘 + 𝑏3𝑋3,𝑡−𝑘 + 𝑒𝑡                                            (4) 

This study also uses lags in the explanatory variables. Mamaysky (2018) found that the ef-

fects of QE can only be seen in the stock market after 2-6 months. For this reason, the lag 

for QE in this study is 3 months. Over the years, stock markets have learned to react to 

inflation changes very quickly. Rigobon & Sack (2003) found that inflation affects stock 

returns either in the same month or the following month. For this reason, a lag of one month 

is used for the inflation variable. Interest rate changes affect stock markets through corporate 

financing costs, consumer spending, and long-term investment decisions, which take time to 

manifest in performance. Björnland & Leitemo (2009) found that interest rate shocks affect 

stock markets with a lag of 4-12 months. That is the reason why the lag for main refinancing 

operations rate is 6 months.  

The first regression analysis examines the impact of QE on the value of OMXH25 in 2017-

2020. The second analysis examines the impact of inflation on the value of OMXH25 in 

these same years. The next regression analysis is the impact of QE on the development of 

OMXH25 in 2021-2024. This is followed by the final regression analysis, which examines 

the impact of inflation and MRO on the development of OMXH25 in 2021-2024. These 

dates were chosen because in 2021-2024 the ECB intensified its monetary policy, which led 
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to a significant increase in QE, inflation and MRO. This division provides a much clearer 

picture and understanding of the impact of ECB monetary policy measures on the develop-

ment of OMXH25. The econometric models for the regression analyses are: 

𝑂𝑀𝑋𝐻252017−2020 = 𝑎 + 𝛽1𝑄𝐸𝑡−3 + 𝑒             (5) 

𝑂𝑀𝑋𝐻252017−2020 = 𝑎 + 𝛽1𝐼𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛𝑡−1 + 𝑒                             (6) 

𝑂𝑀𝑋𝐻252021−2024 = 𝑎 + 𝛽1𝑄𝐸𝑡−3 + 𝑒             (7) 

𝑂𝑀𝑋𝐻252021−2024 = 𝑎 + 𝛽1𝐼𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛𝑡−1 + 𝛽2𝑀𝑅𝑂𝑡−6 + 𝑒                   (8) 
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4  Findings 

This chapter showcases the results obtained from the methods mentioned. In this chapter the 

relationships between OMXH25, QE, inflation, and MRO are examined and analyzed. The 

chapter begins with the Pearson correlation analysis and then moves to the linear regression 

analysis. The risk level for the study results was chosen to be 5%, so the threshold for statis-

tical significance is p = 0.05. 

 

4.1  The Correlation Between OMXH25 & ECB’s Monetary Policies 

Table 1 shows the relationships and correlation coefficients between OMXH25, QE and in-

flation in 2017-2020. The correlation coefficient between OMXH25, and QE is 0.2993. The 

relationship is positive, which means that when the QE rate is increased, the OMXH25 value 

also increases. QE has therefore supported the development of the stock market, which has 

made equity investments more attractive. However, the relationship is not strong, which 

suggests that other factors, such as corporate earnings and international economic cycles, 

have also affected the OMXH25 value. In 2017-2020, the QE rate did not change signifi-

cantly, which also explains the low correlation. 

The correlation between inflation and OMXH25 is negative (r = -0.3313), which also sup-

ports the study by Petrakis et al. (2022) according to which an increase in inflation would 

reduce stock market returns. Rising inflation can weaken the earnings prospects of compa-

nies, which can lead to a decline in the stock market. However, the correlation between in-

flation and OMXH25 is relatively low, which can be explained by the flatness of inflation. 

In 2017-2020, inflation peaked at only 2.3%, which is why there is no significant correlation 

between the variables. 
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Table 1. Correlation between OMXH25, QE & Inflation in 2017-2020 

 

Table 2 shows the correlation coefficients between OMXH25, QE, Inflation, and MRO for 

2021-2024. The correlation between OMXH25 and QE is strong and positive (r = 0.8378). 

This suggests that QE has had a significant connection with the development of the stock 

market in recent years. In 2020, the ECB released the PEPP, which significantly increased 

the amount of QE. The effect of this can be seen in this correlation analysis. This was done 

to stimulate the Euro area’s economy, which came under pressure because of the COVID-

19 pandemic. 

The correlation between inflation and OMXH25 is negative and weak (r = -0.0771). This 

suggests that inflation has not had a significant impact on the development of OMXH25. 

Since external pressure on the stock market arose due to the pandemic and the war in 

Ukraine, the sole effect of inflation remained small. The correlation between MRO and 

OMXH25 is also negative, but also moderately strong (r = -0.6608). This result supports the 

study by Bernanke & Kuttler (2005), according to which increases in the interest rate weaken 

the performance of the stock market. MRO was 0% for a long time but quickly rose above 

3%, which is the reason why the effect on the stock market and the value of OMXH25 was 

significant. 

 

Table 2. Correlation between OMXH25, QE, Inflation & MRO in 2021-2024 

2021-2024 OMXH QE Inflation MRO 

OMXH 1.0000       

QE 0.8378 1.0000     

Inflation -0.0771 0.0286 1.0000   

MRO -0.6608 -0.8131 -0.6638 1.0000 

 

 

2017-2020 OMXH QE Inflation 

OMXH 1.0000     

QE 0.2993 1.0000   

Inflation -0.3313 -0.4897 1.0000 
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4.2  Regression Analysis Results & Interpretation 

The first and the second regression analysis examines the relationship between the OMXH25 

index and two individual explanatory variables: Quantitative Easing (lagQE1) and Inflation 

(lagInflation1) for the period 2017-2020. Since the analyses have been conducted separately 

for each variable, the results show their separate effects on OMXH25, but not their combined 

effect. The third and fourth regression analyses have been conducted for the years 2021-

2024. The impact of QE has been analyzed as a univariate regression analysis, and the impact 

of inflation and MRO has been examined as a bivariate analysis. This provides a more com-

prehensive picture of the factors influencing the development of the index. 

4.2.1  The Impact of Monetary Policy on OMXH25 (2017–2020) 

The regression coefficient for QE is 1.56, which means that a one billion euro increase in 

QE changes the OMXh25 value by 1.56 units. This suggests that quantitative easing has had 

a positive effect on the stock market. The p-value is 0.045, which indicates that the test is 

statistically significant. The R-squared is 0.0896, which indicates that QE explains only 

8.96% of the variation in OMXH25. This suggests that the index value has been significantly 

more influenced by other factors during this period. The Durbin-Watson test value of 0.852 

indicates positive autocorrelation, which can distort the results of the analysis. The White’s 

test (0.74) value is clearly above 0.05, so there is no significant heteroscedasticity problem 

in the analysis. Since strong positive autocorrelation was noted in the analysis, a Newey-

West test was performed to correct this problem and not change the model structure. Its p-

value was 0.048, which indicates that the result is still statistically significant. QE has there-

fore had a statistically significant positive effect on index performance, but in 2017-2020 the 

performance has been largely influenced by other factors. 

The regression coefficient for Inflation is -108.145, which means that a one percent increase 

in inflation decreases the OMXh25 value by 108.145 units. This is a strong negative rela-

tionship, which suggests that higher inflation expectations have had a negative impact on the 

stock market. The p-value of the test (0.023) confirms that inflation has had a statistically 

significant effect on the index's performance. The R-squared value was 0.1097, which means 

that the model explains 10.97% of the variation in OMXH25, which is slightly more than 
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QE, but still low. The Durbin-Watson test result (0.817) indicates positive autocorrelation in 

this test as well. As in the first regression analysis, White's test (0.2687) indicates that the 

model is free of heteroscedasticity. Since autocorrelation was also observed in this model, a 

Newey-West test was performed. This resulted in a p-value of 0.157, which is no longer 

statistically significant. Therefore, it cannot be stated with certainty that inflation had a sig-

nificant impact on the development of the OMXH25 index in 2017-2020. The main reason 

is the low inflation rate and its small monthly changes. 

 

Table 3 Regression Analyses for 2017-2020 

The table presents the results of a linear regression analysis examining the relationship be-

tween ECB monetary policy variables (quantitative easing, inflation) and the monthly price 

performance of the OMXH25 during the period 2017-2020. 

Variable Coefficient t-

value 

R-

squared 

Adj R-

squared 

Durbin-

Watson 

White's test 

p 

QE 1,56** 0,76 0,0896 0,0684 0,852 0,74 

Inflation -108,145 -2,36 0,1097 0,09 0,817 0,2687 

*p<0,05, **p<0,01, p<0,001 

4.2.2  The Impact of Monetary Policy on OMXH25 (2021–2024) 

The regression coefficient of QE is 6.613, which is significantly higher than in 2017-2020. 

According to this, an increase of one billion euros in the ECB's purchase programs increases 

the OMXH25 value by about 6.6 units. Since the T-value is high (10.06) and the p-value is 

very low (0.00), the test result is highly statistically significant, and QE has had an impact 

on the development of the index. The R-squared is high (0.7019), which means that the 

model explains about 70.2% of the variation in the OMXH25 value. This is a strong degree 

of explanation for a single-variable regression analysis. White’s test value is still high 

(0.5021), meaning that the heteroscedasticity problem is not observed in this model. The 

Durbin-Watson autocorrelation test result is still very low (0.808), so autocorrelation is also 

observed in this model. The Durbin-Watson test corrects the autocorrelation problem, and 

its p-value remained at the previous 0.00. Therefore, it can be said that QE has played a 

significant role in the development of the index in 2021-2024. One reason can be considered 
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the launch of the PEPP purchase program, which was intended to support financial markets 

and the economy during the pandemic.  

The following regression analysis attempts to explain the value development of OMXH25 

with two factors: inflation and MRO. The regression coefficient of inflation is -99.759, 

which means that a one percent increase in inflation decreases the value of OMXH25 by 

approximately 99.8 units. The regression coefficient of MRO is even more strongly negative 

(-223.745). A one percent increase in the MRO rate decreases the value of the index by 

approximately 224 units. The p-values of both variables are 0.00, which means that the re-

sults of both variables are statistically highly significant. Since this is a two-variable regres-

sion analysis, adjusted R-squared is used to interpret the effect. Its value is 0.7087, which 

means that the model explains approximately 71% of the value development of the index. 

The White test is 0.2967 and the VIF test is 1.75, so no heteroscedasticity or multicollinearity 

is seen in the performed model. However, positive autocorrelation is observed, as the Dur-

bin-Watson test value is 0.874. In this situation, the Newey-West test was also performed. 

The p-value of the test was 0.00, indicating that the result is reliable and statistically signif-

icant. According to the test, increases in both inflation and MRO interest rates weaken the 

stock market. In 2021-2024, inflation and MRO rose rapidly, which explains the results of 

the analysis. 

 

Table 4 Regression analyses for 2021-2024 

The table presents the results of a linear regression analysis examining the relationship be-

tween ECB monetary policy variables (quantitative easing, inflation, main refinancing op-

erations rate) and the monthly price performance of the OMXH25 during the period 2021-

2024. 

Variable Coefficient t-value R-

squared 

Adj R-

squared 

Durbin-

Watson 

White's 

test p 

VIF 

QE 6,613*** 10,06 0,7019 0,6950 0,808 0,5021   

Inflation -99,759*** -6,35 0,7229 0,7087 0,874 0,2967 1,75 

MRO -223,7452*** -10,08 0,7229 0,7087 0,874 0,2967 1,75 

*p<0,05, **p<0,01, p<0,001 
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5  Discussion & Conclusions 

The aim of this study was to investigate and analyze the effects of the monetary policy pur-

sued by the European Central Bank on the value development of the OMX Helsinki 25 index. 

The ECB's monetary policy instruments chosen for this study were quantitative easing, in-

flation and the main refinancing operations rate. The study was conducted as a quantitative 

study, which included data on monthly values of the OMXH25 and monthly changes in 

quantitative easing, inflation and the main refinancing operations rate. The statistical meth-

ods used in the study were correlation analysis and regression analysis, which were per-

formed using Stata software. This section summarizes the study, presents conclusions and 

discusses the findings. 

5.1  Answers to the Research Questions 

The main research question was the original starting point and research problem of the entire 

thesis, around which two more specific auxiliary research questions were formed. Based on 

the theory, hypotheses were formed that reflect the objectives and research questions of the 

study. Table 5 presents the research questions and the hypotheses regarding them. As can be 

seen from the table, all hypotheses regarding the study are accepted at least partly, based on 

the statistical tests performed and their analysis. 

 

Table 5 Conclusion of the research     

Research Question Hypothesis Conclusion 

What is the effect of the European 

Central Bank’s quantitative easing 

on the value of the OMX Helsinki 

25 index? 

ECB’s quantitative easing has a 

positive effect on the perfor-

mance of the OMX Helsinki 25 

index. 

The hypothesis 

is valid. 

What is the relationship between 

the ECB’s interest rate and the 

performance of the OMX Helsinki 

25 index? 

Increases in the ECB’s main refi-

nancing rate has a negative effect 

on the OMX Helsinki 25 index. 

The hypothesis 

is valid. 
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What is the relationship between 

inflation and the performance of 

the OMX Helsinki 25 index? 

Rising inflation has a negative ef-

fect on the OMX Helsinki 25 in-

dex. 

The hypothesis 

is partially valid. 

 

Regarding the first research question, the hypothesis that the ECB's quantitative easing im-

proves the OMXH25 index development is accepted because according to the regression 

analyses, quantitative easing has positive regression coefficients as an explanatory variable 

in models that examine the impact of quantitative easing on the development of the index 

value and is statistically significant at the selected risk level. Quantitative easing had a large 

impact in the years 2021-2024. Due to the COVID-19 pandemic and the war in Ukraine, the 

ECB had to intensify its accommodative monetary policy and at the same time launched the 

PEPP purchase program, which was integrated into quantitative easing. For this reason, the 

share of quantitative easing increased significantly and at the same time supported the stock 

market more effectively. The intensity of QE and the extraordinary nature of policy re-

sponses during this time may have amplified the effect on stock market behavior. While 

these conditions highlight the power of QE in times of crisis, they also limit the generaliza-

bility of the results to more stable periods. These results support the results of Hutchinson & 

Smets (2017) and Olasehinde-Williams et al. (2024), according to which quantitative easing 

can have a significant positive impact on stock market development. When the results are 

reflected in the monetary transmission mechanism theory, it becomes clear how policy tools 

influence financial markets. QE affects long-term interest rates, liquidity conditions, and 

investor expectations. These changes in turn impact asset prices, including stock market in-

dices such as OMXH25. Thus, the transmission mechanism provides a theoretical explana-

tion for how and why monetary policy decisions translate into tangible effect on the Finnish 

stock market. 

The hypothesis of the second research question regarding the policy rate and its negative 

relationship with OMXH25 has also been accepted. In the regression analysis, the MRO 

regression coefficient was negative, which indicates that an increase in interest rates lowers 

the development of the stock market. In the years 2022-2024, the MRO rate rose rapidly, 

which is why a strong negative connection with the stock market was clearly visible. The 

result of the analysis supports the results obtained by Bernanke & Kuttner (2005), according 

to which the stock market reacts negatively to rapid and unexpected increases in the policy 

rate. The market had already been accustomed to 0% interest rates for several years, so an 
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increase in the policy rate above 4% had a strong impact on the development of the stock 

market. John Taylor (1993) published a rule that would predict that an increase in inflation 

would cause the central bank to react and raise interest rates, which would result in a decrease 

in the stock market. The results obtained also support Taylor's rule. 

According to the last hypothesis, inflation has a negative impact on the value and develop-

ment of OMXH25. This hypothesis has been partially accepted. The results of the regression 

analysis in 2017-2020 were ultimately not statistically significant, and for this reason no 

conclusion can be drawn from these years. However, this can be explained by the flatness of 

inflation and small fluctuations. This result suggests that the relationship between inflation 

and stock market performance may be more complex than previously indicated in studies 

such as Petrakis et al. (2022). The real effects can be analyzed when inflation rises above the 

target level. This situation emerged in 2021-2024. Inflation rose rapidly to record levels and 

negatively affected the stock market. The hypothesis is therefore valid for these years and 

for this reason, the hypothesis has been partially accepted. This result supports the study by 

Petrakis et al. (2022), according to which rising inflation has a negative impact on the stock 

market, especially in countries that are dependent on global markets. The quantity theory of 

money partly explains the phenomena observed in the study. During periods of low inflation, 

OMXH25 did not react significantly, but when inflation accelerated, the stock market fell. 

This supports the idea that an increase in the money supply and a rise in the price level can 

affect investor behavior and market development.  

5.2  Limitations & Reliability of the Research 

One of the main limitations is the relatively short time period (2017-2024), which excludes 

longer economic trends and earlier monetary policy regimes. This period was chosen be-

cause there is a very limited amount of research from that period, but a broader understand-

ing of the effects of monetary policy could be obtained by choosing a period of, for example, 

20 years. Another problem with this time frame is the economic crises it encounters, and the 

normalization of the results obtained during them to calmer periods. Since monetary policy 

decisions were significantly intensified, their impact on the stock market is also significantly 

greater. Although the difficult times are still not over and this may seem like the new normal, 

it has been observed before that after economic crises, stock markets return to the same or 
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better levels. When this happens, it must be considered that stock markets may not reflect 

monetary policy decisions as strongly as in 2021-2024. Moreover, the study focuses solely 

on the OMXH25 index, which limits generalizability across broader market indices or other 

European countries. It cannot be assumed that monetary policy measures have the same ef-

fect everywhere as different stock markets have different structures and dynamics and do 

not necessarily reflect monetary policy decisions uniformly. Monetary policy can have com-

plex and diverse effects across different economic factors. Methodologically, the use of lin-

ear regression analysis does not account for potential non-linear relationships or dynamic 

feedback effects, which might influence how monetary policy transmits to asset process. For 

example, mere expectations of monetary policy changes can affect the stock market even 

before the actual decisions are implemented. Although the results of this study support pre-

vious literature and suggest that monetary policy has a significant impact on stock market 

developments, it is important to recognize these limitations and take them into account in 

the generalizability of the results and in the design of further research. 

5.3  The Importance of the Study & Future Research 

Given the limited amount of previous research on the link between ECB monetary policy 

and OMXH25, this study provides valuable information for investors, policymakers and re-

searchers seeking to understand the effects of monetary policy on small but open equity 

markets, such as the Finnish market. One of the key contributions of the study is the period 

that included both low interest rates and strong monetary policy changes that occurred in 

response to financial crises. By including these events in the study, we gain an understanding 

of how unconventional monetary policy measures, such as the PEPP, have affected stock 

market developments. Policymakers can use this information to evaluate how well uncon-

ventional monetary policy tools stabilize financial markets. 

The study also offers an excellent opportunity for new further research opportunities. It 

would be worthwhile to extend the research period to allow for the assessment of the long-

term effects of monetary policy. Also, studying the different industries that comprise 

OMXH25 would provide a new perspective on the effects of monetary policy. This would 

allow us to identify which industries are more sensitive to monetary policy changes and how 

these changes affect different sectors. As this study only focuses on observable market data, 
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investor sentiment and expectations often play a crucial role in how monetary policy deci-

sions are priced into stock markets. Conducting surveys among institutional and retail inves-

tors could reveal how anticipated policy changes affect investment behavior, and to what 

extent psychological and behavioral factors mediate the impact of ECB decisions on differ-

ent stock markets. Exploring these further research topics would deepen our understanding 

of the connection between monetary policy and stock markets and provide valuable new 

information about the real effects of monetary policy. 
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Appendix 1. Regression lines 2017-2020 
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Appendix 2. Regression lines 2021-2024 

 

 


