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The study investigates the impact of macroeconomic variables on Indian stock market using monthly data 

from January 1995 to December 2018. The study covers macroeconomic variables such as; Call money Mate, 

Index of Industrial Production, Gold price, Wholesale Price Index and Foreign Portfolio investment as well as 

stock market namely BSE Sensex. The study used Augmented Dickey Fuller test and Phillip Perron test to 

evaluate stationarity while Perron Innovational and Additive outlier model to identify structural break point. 

The Autoregressive Distributed Lag (ARDL) model has been used to evaluate long run and short run 

relationship. The result indicates presence of long-run equilibrium relationship between macroeconomic 

variables and Indian stock Market. The positive impact of industrial growth rate and foreign portfolio 

investment found on stock market of India during long-run and short-run. However, call money rate makes 

negative impact on Indian stock market in both period while negative impact of inflation rate on stock market 

identified only in long-run.
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Introduction 

The movement of stock market return is highly sensitive to the variation in many internal and external factors. 

The factors prevailing inside the company represents internal factors. However, there are certain 

macroeconomic variables, present outside the company have influence on performance of the company, are 

considered as external factors. It is well accepted assumption that domestic macroeconomic variables play 

significant role in movement of stock market return. The relationship between macroeconomic variables and 

performance of domestic stock market is well documented in literature. In this present study, author want to 

evaluate impact of the selected macroeconomic variables – inflation, industrial production growth, call 

money rate, foreign portfolio investment and gold price - on Indian stock market performance. 

Inflation may have dual effect on stock market performance. As the rise in rate of inflation leads toward 

increase on expectation of higher return, which will reduced value of firm and will result into lower share 

prices. On the other hand, increase in inflation leads towards more future cash inflow in the firm along with 

expectation of higher dividend. This leads towards rise in share price. Due this reasons, it is necessary to 

check impact of inflation on stock market performance. The industrial production growth rate represents 

growth of domestic industries of the countries. Thus, the positive influence of that can be expected on stock 

market performance. In country like India, Gold is considered as an important investment avenues. Rise and 

fall in gold price attract or divert investors for investment. Thus, sometimes gold investment become 

substitute of equity investment. This indicates expected negative relationship between gold price and stock 

market returns. Foreign portfolio investment represents investment made by the investors or companies from 

out of India. After the financial liberalisation and time to time relaxation in condition of foreign investment, 

nowadays foreign portfolio investment plays consistent contribution in Indian capital market. The rise and 
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fall in stock market is directly connected with amount of investment made by FPI. Therefore, positive 

influence of foreign investment can be expected. The call money rate represents interest rate prevailing in 

short term market. It is also consider as investment avenue by investors. Investors considered it as alternative 

of equity investment as sometimes it offers higher return. The negative relationship can be expected between 

call money rate and stock market performance. 

The aim of this paper is to evaluate the impact of macroeconomic variables on performance of Indian stock 

market. The remainder of the paper is organised in the following sections. Section 2 includes review of the 

past studies. Section 3 discusses about data and methodology.  Section 4 focus on result and its discussion. 

The study is concluded in Section 5. 

Literature Review

Garg and Kalra (2018) studied impact of macroeconomic factors on Indian stock market from 1991 to 2017. 

The macroeconomic factors such as unemployment rate, exchange rate, inflation rate, gold prices and gross 

domestic product have been included in the study. The positive relationship between Sensex and exchange 

rate, gold price and GDP found during study period in India. Aanchal (2017) investigated impact of 

macroeconomic variables on Indian stock market during 2004 to 2015. Granger causality test has been 

applied to evaluate the impact considering macroeconomic variables such as gross domestic product, 

inflation, export, import and domestic investment. The result indicated absence of any cause and effect 

relationship between Indian stock market and macroeconomic variables. 

Kotha and Sahu (2016) explored long and short run relationship among macroeconomic variables and Indian 

stock market during 2001 to 2015. The study used Johansen cointegration and error correction model. The 

study reported presence of one cointegrating relationship between Sensex and macroeconomic variables such 

as exchange rate, money supply, WPI and Treasury bill rate in long run. The study also reported short run bi-

directional causality between Sensex and exchange rate. Tripathi et al. (2016) evaluated impact of key 

macroeconomic variables on movement of the Indian stock market during 2002-03 to 2012-13. The impact 

has been evaluated by using multiple regression analysis, considering macroeconomic variables such as 

index of industrial production, foreign direct investment, and wholesale price index. 

Yadav (2016) examined integration of exchange rate and Indian stock market during 2005 to 2014. The 

correlation, Johansen cointegration test and Granger causality test used for evaluation of integration. The 

negative correlation found between variables while absence of co-integration reported in the study. However, 

causality test indicated unidirectional causality from stock returns to exchange rate in India. Tripathy (2016) 

investigated dynamic relationship between gold price and stock market of India during 1990 -2016. There is 

no causal relationship fund between gold price and stock market price in short-run. However, long-run 

equilibrium relationship has been identified between variables.

The relationship among oil prices, gold prices, gross domestic product and interest rate to stock market return 

of basic industry and chemical sector in Indonesia evaluated by Singarimbun and Noveria (2014). The study 

conducted from 2005 to 2013 using multiple linear regression analysis. The result indicated that oil price and 

interest rate made significant influence on the value of the stock return in Indonesia. 

Bhunia and Pakira (2014) investigated the impact of Gold price and exchange rate on BSE Sensex during 

1991 to 2013. Johansen cointegration test and Granger Causality test used to evaluate impact. The result of 
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cointegration test represented long run influence of gold price and exchange rate on Sensex. However, the 

bidirectional causal relationship found between gold price and exchange rate in India. 

Venkatraja (2014) evaluated impact of macroeconomic variables on Indian Stock market performance during 

2010 to 2014. Multiple regression analysis has been used. The high degree of positive significant influence of 

WPI, FII and real effective exchange rate found on Sensex. However, the gold price reported negative 

significant influence on Indian stock market. 

Kumar (2013) evaluated effect of macroeconomic factors on Indian stock market performance during 2001 to 

2013. For evaluation, the factor analysis method has been used covering macroeconomic variables such as 

money supply, consumer price index, gold price, crude oil price, foreign exchange reserves, foreign direct 

investment, foreign institutional investment, call money rate, balance of trade, foreign exchange rate, repo 

rate and industrial growth rate. The result indicated that macro environment, industrial performance and 

policy rate were major factors influencing performance of Indian stock market. 

Patel (2012) investigated the effect of macroeconomic determinants on the performance of the Indian Stock 

Market during 1991 to 2011. The eight macroeconomic variables such as interest rate, inflation, exchange 

rate, index of industrial production, money supply, gold price, silver price and oil price have been considered. 

The data of BSE Sensex and NSE nifty have been used to represent Indian stock market. The effect of 

macroeconomic variables has been evaluated by using Johansen Cointegration test, Granger Causality test 

and Vector Error Correction Model. The result of the study reported long run relationship between 

macroeconomic variables and stock market return and found causality from exchange rate to stock market 

and from stock market to IIP and oil prices. 

Sultana & Pardhasaradhi (2012) have studied impact of flow of FDI and FII on stock market of India from 

2001 to 2011. The BSE-Sensex and NSE-Nifty have been used as an indicator of Indian capital market. The 

strong positive relationship identified between Sensex & FDI and Nifty & FDI. Whereas a moderate positive 

relationship found between Sensex & FII and Nifty & FII. The study concluded that there is significant 

influence of FDI and FII on stock market of India. 

Paliwal & Vashishtha (2011) have evaluated direction of causality between foreign institutional investment 

and Indian stock market from 1992 to 2010. The Granger causality test and variance decomposition have been 

applied on FII and BSE Sensex average. The positive relationship has been found between FII and BSE 

Sensex as well as bidirectional causality was found between FII and BSE Sensex. 

Sharma and Mahendru (2010) evaluated interrelationship between stock prices and macroeconomic 

variables in India from 2008 to 2009. The study covered exchange rate, foreign exchange reserves, inflation 

rate and gold price as macroeconomic variables. The result of multiple regression analysis indicated that 

exchange rate and gold price effect on BSE stock Market. 

Wang et al. (2010) shows that there was no co-integration exist in U. S. stock market while co-integration was 

exists in Germany, Japan Chine and Taiwan. They also studied that Taiwan group shows two way feedback 

relations between oil price and stock price as well as oil price and gold price. Chakravarty (2006) examined 

causal relationship between macroeconomic variables and stock price of India during 1991 to 2005. The Toda 

and Yamamoto modified Granger causality test used for evaluation of relationship. The result reported that 

unidirectional causality from IIP and inflation rate to BSE as well as from BSE to Money supply in India. 
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Objective of the study 

· To evaluate the impact of macroeconomic variables on Indian stock market during long run. 

· To evaluate the impact of macroeconomic variables on Indian stock market during Short run. 

Data Collection 

The study is mainly based on secondary data from January 1995 to December 2018. The monthly data of 

Wholesale Price Index, Index of Industrial Production, Call Money Rate, Gold Price, Foreign Portfolio 

Investment and BSE Sensex are collected from Hand book of Statistics on Indian Economy publish by 

Reserve Bank of India and SEBI. The return of BSE Sensex (SensexR) is calculated to represent performance 

of Indian Stock Market. Rate of WPI (WPIR) is used to represent inflation rate. The Rate of IIP (IIPR) is used 

to represent industrial production growth rate. The Call money rate (CMRate) is used to represent interest rate 

prevailing in short term market. 

Data Analysis

The study has applied Unit Root test (i.e. Augmented Dickey Fuller test and Phillip-Perron test) to evaluate 

stationarity. As the ADF and PP test evaluate only unit root property of time series variable without 

considering break point. So, the Perron (1997) Innovational outlier (IO) and Additive Outlier (AO) model is 

used to identify structural break point considering unit root properties of SensexR. In order to check impact of 

macroeconomic variables on stock market performance of India in long-run and short-run, Autoregressive 

Distributed Lag Approach (ARDL) of Cointegration is applied on the variables. This study differs from 

existing studies as;  First, the study evaluated data by using econometrics tool i.e. Autoregressive Distributed 

Lag Approach (ARDL) of Cointegration which used to measure impact of studied variables on Indian capital 

market performance during long-run as well as in short-run. Second, this study used Perron Innovational 

Outlier and Additive Outlier model to evaluate structural break in time series. 

Beak Point Unit Root Test

A break point is a place or time at which an interruption or change is taken place in the trend. In Econometrics, 

a structural break or structural change is an unpredicted change in the time series that may create forecasting 

errors and unreliability of the model in general (Gujarati, 2007). The structural breaks occurs due to economic 

changes such as; financial crisis, institutional changes, policy changes, regime changes or random shocks at 

domestic and international level in long run time series variables. In this study Perron (1997) Innovational 

Outlier and Additive Outlier model has been used for determining structural break point with evaluation of 

stationarity. 

Perron Innovational Outlier Model 

Perron (1997) re-examine his 1989 results with modification by introducing unknown break point. He 

represented statistical procedure which is used to test unit root with unknown structural break in trend 

function. According to Perron (1997), the Innovational outlier (IO) model evaluates break point considering 

gradual changes in intercept of time series (IO1) as well as gradual changes in both intercept and the slope 

(IO2) of the trend function as follows:
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Conclusion 

This paper investigated the impact of macroeconomic variables on Indian capital market using monthly data 

from January 1995 to December 2018. The empirical analysis found four notable results. First, BSE Sensex, 

rate of inflation, industrial growth rate, foreign portfolio investment and call money rate are I(0) while gold 

price is I(1). Second, the significant structural break point at June 2006 is found in BSE Sensex which 

represent time period before the global financial crisis. Third, the presence of long-run equilibrium 

relationship found between macroeconomic variables and Indian stock Market. Fourth, the positive impact of 

industrial growth rate and foreign portfolio investment found on stock market of India during long-run and 

short-run. However, call money rate makes negative impact on Indian stock market in both period while 

negative impact of inflation rate on stock market identified only in long-run. The findings of this study have 

some important policy implication. First, the flow of foreign portfolio investment brings positive effect on 

performance of stock market, so policy maker should frame appropriate foreign investment policy which 

encourages foreign investors to make more investment. Second, other than foreign investment, industrial 

growth rate of country makes significant effect on return of capital market. So effective domestic industrial 

policy need to frame. Third, call money rate and inflation are variables that makes negative effect on 

performance of Indian capital market. So, policy maker should try to control them. 
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