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Abstract :  The movement of stock indices is highly sensitive to the changes in macro economic factors. Market 

indices are the yardstick against which the various securities of stock market are measured. Investors study these 

indices before investing their funds in stock market. These factors play a very significant role in determining the 

performance of the stock market. This paper tries to explore in what ways the macro variables of an economy can 

have an impact on the performance of the stock market. This paper tries to highlights on whether the investor needs to 

concentrate on the macro factors while investing in the stocks.
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INTRODUCTION

The stock market is that part of the financial system which is essentially required to maintain economy's health and 

well being. It is the situation where the long term investments of the listed companies are met by pooling up the funds 

from the prospective investors and also providing a platform for mobilizing their excessive funds in various 

investment avenues. More often it is a well known fact that the stock performance of a country reflects its position 

when compared with other countries.  Market indices are the yardstick against which the various securities of stock 

market are measured. Investors study these indices before investing their funds in stock market. The movement of 

stock indices is highly sensitive to the changes in macro economic factors. These factors play a very significant role 

in determining the performance of the stock market.

This study is undertaken to know in what ways the macro variables of an economy can have an impact on the 

performance of the stock market. It also helps to know whether the investor needs to concentrate on the macro factors 

while investing in the stocks.This study takes into consideration 8 macro economic variables- inflation, foreign 

exchange rate, interest rate, foreign trade (export), crude oil prices, gold price, foreign exchange reserves and silver 

price and its effect on selected sectoral indices at BSE.

OBJECTIVE OF THE STUDY

The main objective of this research is to analyze the impact of macroeconomic factors on Indian stock market. The 

specific objectives are

·    To explore the different global factors affecting the different sectors of Indian economy.  

·    To examine the impact of changes in these selective macro variables on the sectoral indices at BSE 

·    To analyze the relationship among macroeconomic variables and Indian stock market

·    To forecast the future trend of factorial indices in Indian stock market
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Variable Symbols Proxy used

Inflation

 

IF

 

Consumer price index

 

Exchange rate

 

ER

 

Monthly average Rupees per unit 

of US $

 

Gold price

 

GP

 

Mumbai Average Price Rupees per 

10gms.
 

Oil price
 

OP
 

International Crude Oil Price, 

Dated Brent, US$ per barrel
 

Foreign exchange reserve
 

FER
 

Total monthly foreign  exchange 

reserve  

Interest Rate
 

IR
 

Weighted Average Call Money

rates  

Silver Price SP Mumbai average Silver Price 

Rupees per kilogram  

Foreign trade FT Total monthly exports  
Stock indices

 
S&P BSE SENSEX,

 
S&P BSE Bankex

 
S&P BSE Oil and Gas

 
S&P BSE Capital Goods

 
S&P BSE Auto

 S&P BSE Metals

 S&P BSE Techk

 S&P BSE Consumer Durables

All 8
 

stock indices monthly closing 
prices

 

Dependent variable
 

S&P BSE BANKEX, Oil and Gas, Capital Goods, 
Mid Cap, Auto, BSE 100, Metals, Techk, Consumer 

Durables and SENSEX.  

Independent variable Exchange rate, silver price, Foreign trade, Oil prices, 

Gold price, Foreign  exchange reserves, Inflation and 
interest rate.

 

METHODOLOGY

SAMPLE :

From the total macro factors only 8 factors are considered. These factors are selected in the form of convenient 

random sampling.

Dependent and Independent Variables

Description of the Data
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TECHNIQUES USED FOR DATA ANALYSIS

Correlation 

Where rxycorrelation coefficient of output x and y, x is total output of macro factor and y is the market index

Multivariate Analysis:

From the total macro factors only 8 factors are considered. These factors are selected in the form of convenient 

random sampling.

Multiple regression equation:

Y = â + â X + â X +………...+ â X + ?0 1 1 2 2 2 2 

BSE INDEX= á0 + â IF + â2 FT+ â3 GP + â4 SP + â5 FT + â5 OP + â6 FER + â8 ER + ?

á= Constant

? = Error term

â1, â2, â3, â4, â5, â6, â7 and â8 are the coefficients of independent variables IF, ER, GP, SP, FT, OP, FER AND 

ER respectively. 

REVIEWS OF LITERATURE

The relation between the various global economic factors and the stock market has been a concern since the inception 

of the stock market. This study has been carried on by the various economists and researchers worldwide with 

different conclusions and suggestions. Some of them are reviewed as follow:

Tripathi K L, et.al. (2013) carried a research on “Impact of Macroeconomic Variables on Sectoral Indices in India”. 

They studied the data of 8 years from April 2011 to March 2018. Crude Oil price Exchange Rate, Foreign 

Institutional Investment, Current Account Balance and Foreign Exchange Reserves were the determinants that were 

studied with stock market indices- NSE. They found that all these factors had a significant impact on all the indices 

except the CNX banks, which are independent to the crude oil prices and foreign exchange rate.

Singh Pooja (2014) carried a research on “Indian stock market and macroeconomic factors in current scenario.” Data 

was collected for 2 year the study was done on NSE and BSE. The factors that are considered are Index of Industrial 

Production, Wholesale Price Index, Interest rate, Exchange rate, Credit oil prices and Gold price. The study resulted 

with the superior relationship between macro factors and sectoral indices.

Multivariate analysis (MVA) is that part of statistics, which involves analysis and observation more than one 

statistical variable outcome. 
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Sireesha Bhanu. P (2013) carried a research on “Effect of selected macro economic variables on stock returns in 

India”. The study was run for 20 years and NSE market was studied. Five Macro economic factors were considered 

and the returns of stock gold and silver were identified. It was found that stock gold and silver are inversely related 

with inflation, IIP and money supply.

K.V. Kumar Kiran and et.al (2014) carried research on “An empirical relation on macro – economic forces and Indian 

stock market”. The research was carried from 1998-2014 in order to find the effect mean, standard deviation, 

correlation and multiple regression tools were used. Srivastava Aman (2010), titled “Relevance for Macro Economic 

Factors for the Indian Stock Market”, considered five macro economic factors. 

Aurangzeb (2012) in his research “Factors affecting performance of stock market: Evidence from South  Asian 

Countries” studied three South Asian countries for 14 years and  from this study it was found that the performance of 

Stock market in South Asian countries are majorly affected by FDI and exchange rate.

Chakravarty Sangeeta (2011), in her study “Stock Market and Macro Economic Behaviour in India” considered 

monthly data for 15 years. She considered five macro economic variables and BSE market was studied and from this 

study it was concluded there is a causal relationship between stock price of India and Macro economic variables.

ANALYSIS & INTERPRETATIONS

Correlation Matrix between BSE SENSEX Index and selected Macro Variable factors

Source : Author's compilation

SENSEX IF IR GP SP  FT  OP  FER  ER

SENSEX 1                 

IF 0.8543* 1               

IR 0.2383 0.4108 1             
GP 0.7472* 0.9508* 0.3920 1           
SP 0.6400*

 
0.8100*

 
0.2041

 
0.8913*

 
1

         
FT 0.8066*

 
0.9544*

 
0.4259

 
0.9542*

 
0.8040*

 
1

       
OP 0.5928*

 
0.6469*

 
0.1573

 
0.5620*

 
0.5456*

 
0.6074

 
1.0000

     
FER 0.8428*

 
0.9819*

 
0.3856

 
0.9149*

 
0.7464*

 
0.9258

 
0.5970*

 
1

   
ER 0.6038*

 
0.7749*

 
0.4533

 
0.8041*

 
0.5402*

 
0.8448

 
0.2510

 
0.7841*

 
1
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The table depicts the correlation between the BSE SENSEX and the selected macro economic factors. The 

correlation results reveal that the positive association of BSE SENSEX with inflation, interest rate, gold price, silver 

price, foreign trade, oil price, foreign exchange reserve and exchange rate. It has significantly positive relationship 

with all selected 8 factors except interest rate at 5% level of significance.

High level of significant exists between BSE SENSEX and inflation (0.8543) which says that when there is high 

inflation rate the SENSEX drastically comes down as there is the existence of inverse relationship. There is Low 

significant relationship among interest rate and the SENSEX.

Highly significant positive association exists among inflation rate and gold price (0.9508) which says that when 

import of gold increases, the inflation rate also increases. Interest rate has a low impact on all other selected macro 

factors. Consistently oil price has significantly positive relationship between the all other selected, macro factors 

except the interest rate.

Thus the following matrix explains the significant relationship between the BSE SENSEX and selected macro 

factors.

Results of Regression Statistics and ANOVA

 

 Multiple regression of Independent Variables

  Coefficients Standard Error t Stat  P-value  Lower 95%  Upper 95%

Intercept
 

-115885.79
 

26442.37
 

-4.38
 

0.00
 

-168283.11
 

-63488.48

IF 693.81 143.29 4.84  0.00  409.87  977.75

IR -385.04 124.99 -3.08  0.00  -632.72  -137.36

GP -0.62 0.15 -4.23  0.00  -0.90  -0.33

SP 0.02 0.04 0.38  0.71  -0.07  0.10

FT 6.43 2.26 2.85  0.01  1.96  10.90

OP -30.12 18.22 -1.65  0.10  -66.22  5.97

FER
 

-0.42
 

0.33
 

-1.25
 

0.22
 

-1.08
 

0.25

ER -81.67 93.58 -0.87 0.38 -267.11 103.77

Regression 
Statistics   ANOVA           

Multiple R 0.90   Df SS  MS  F  
Significance 

F  

R Square 0.81 Regression 8 2.366E+09  295746135.2  59.1700517  1.5715E-36

Adjusted R Square 0.80 Residual 111 554804670  4998240.272      
Standard Error 2235.67 Total 119 2.921E+09        
Observations

 
120.00
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Multiple regression equation

SENSEX= -115885.79 + 693.81*IF -385.04*IR -0.62*GP +0.02*SP +6.43*FT -30.12*OP- 0.42*FER -81.67*ER

The table gives the result of multivariate regression analysis. The linear regression analysis is performed through 

regression analysis tool by   "least squares" technique to fit a line through a set of observations. This analysis is 

carried out to find out of the correlation of independent variables that affect the single dependent variable. The 8 

macro factors are considered to find out the effect of these factors on BSE SENSEX. 

The coefficients of multiple correlations are 0.90, which indicates that the correlation among the independent and 

dependent variables is nearer to perfectly positive. But this statistics doesn't explain the significance level.  The 
2coefficient of determination, R , is 81% which explains that the independent variables are closely related to each 

other when the dependent variable is studied.  The adjusted R square is just an explanatory statistic which has neither 

explains the significance nor the percentage.The standard error explains the variations in independent variables. 

ANOVAis to see the effect of one factor after controlling the other. The SS Regressionis the digression explained by 

the regression line; SS Residual is the deviation of the dependent variable that is not explained. The F-statistic is 

considered using the ratio of the mean square regression (MS Regression) to the mean square residual (MS 

Residual). This is statistic can then is compared with the critical F significance for 8 and 111 degrees of freedom 

(available from an F-table) to test the null hypothesis. The p-value linked with the calculated F-statistic is probability 

further than the calculated value. Comparing this value with 5%, for example, indicates rejection of the null 

hypothesis and acceptance of alternate hypothesis. 

CONCLUSION

Indian stock market is affected by a large number of global factors. Out of these factors, the researcher carried out the 

research on 8 factors. The main objective of this research is to know the impact of macro factors on Indian stock 

market along with other objectives like exploring the macro factors and trying to know the future trend of Indian 

stock market. In order to meet these objectives, researcher carried out analysis of data by considering different 

statistical techniques and by constructing the research hypothesis. Results shows that the objectives of this research 

carried out are met such as different global factors are explored and found that these factors have an impact on the 

Indian stock market. Increased investments in gold and silver, made investors to invest more on these market rather 

than stock market. Increasing value of exchange rate affecting the total exports of India favorably investors less 

attracted to stock market.

By looking at current scenario, the factors such as crude oil, price and inflation listed top in affecting the stock 

market. Thus to reduce the fluctuation in stock market initial move must be by the government to improve the 

policies of India, each companies to be more organized and flexible,so that the confidence level of investors is 

boosted and thereby the stock market of India is enriched.
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