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ABSTRACT 

Objective of the study is to analyse the impact of some macroeconomic variables on the functioning of stock market. 

Financial market plays a very important role in the development and the growth of the economy. The Indian economy is 

affected by various macro and microeconomic variables. Recently Demonetization and the new indirect tax system like 

GST brought a lot of changes in the economy and it is also effecting the functioning of the stock market. Various analysis 

have shown as a results by applying some financial and econometrical models. In this study annual data taken of all the 

variables. The study used Augmented Dickey Fuller (ADF) for unit root test, multiple regression for testing significance 

and Granger causality test to check the cause and effects among the variables. The study found that both of the 

macroeconomic variables have a significant relationship with Nifty 50 listed stocks. 
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INTRODUCTION 

In the context of Indian economic growth, stock market plays a very important role. Knowledge of nexus between 

macroeconomic variables and the volatility of stock market return may be a crucial factor for both policy makers as 

well as for investors in equity market. To foster the capital market formation many economists and researchers have 

contributed preciously and sustain the economic growth. As we know, Indian stock market is very popular in the 

context of the economic growth. A preceding financial crisis in decade has witnessed an exponential growth in 

movements of the international capital markets especially in emerging markets. The realities shows that India is not 

an exception to this phenomenon. With the ushering of liberalization in the economy and globalization with a large 

increase in portfolio inflows. Some favourable demographic factors like growth potential, economic policies and the 

scope of diversification influenced Indian shares in capital market among EMEs (Emerging market Economies). 

Now Indian financial market getting integrated with international financial market. Some times changes in the 

capital market of other country causes the changes in the capital market of domestic level. These types of 

movements across financial market are synchronous in nature basically in Emerging Markets of Economy (EMEs). 

The East Asian crisis clearly indicated that vulnerability of an open economy causes a sudden change in the flow of 

portfolios. A gradual progress in the external sector liberalisation and increasing inflows of capital are related to 

Indian financial system in the face of volatile and strong attained increased importance. Our present study is 

focused to address these issues. For the formulation of fiscal and monetary policy of a country, some reliable key 

macroeconomic variables play a very important role. The first job of government and the economists to track the 
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condition of economy of the country and make the forecasts. Despite the lack of academic guidance about how to execute, 

they suggest that beyond the macroeconomic aggregates series has information content. But what will be the best way to 

extract the information, actually it depends on a good research. Now dynamic factors modelling is used to handling the 

large data sets during the recent period. Financial factors indicate in general the flourishing of the economy and parallel 

decide the scope of the investments. The misconception of the financial factors affects the commodity and stock market. 

The price determination is affected by the financial factors.  

NIFTY 50 

Nifty 50 is known as a flagship index on the NSE (National Stock Exchange). This index is popular for tracking the 

behaviour of all blue-chip companies in India which are largest and more liquid in Indian securities. Nifty 50 index 

includes 50 of the approximately listed and traded 1600 companies on NSE, it may capture around 65% market 

capitalization. It covers major industries in Indian economy and offers many exposures to invest in efficient portfolios. 

This index is trading since last 2 decades (April 1996) and well-suited benchmarking index-based derivatives and the index 

funds.  

LITERATURE REVIEW 

Antonakakis, N., Chatziantoniou, I., & Filis, G. (2013) a dynamic correlation of stock market examined and found an 

increased volatility in the stocks. The US recession and aggregate demand of the oil price shocks also affects the dynamic 

correlations. Whenever the volatility of uncertainty in policies dampens the returns of the stock market returns and the 

findings suggested that the correlation are indeed sensitive and time varying to US recessions and oil demand shocks. 

Kuwornu, J. K. (2012),by applying Johansen Multivariate Co-integration Procedure on the selected macroeconomic 

variables on the stock markets of Ghana. Empirical results reveals that, a cointegration has been found between the 

selected four macroeconomic variables and the returns of the stock market. In the significant results, T-bill rate influences 

the stock market returns. The inflation rate is also significant at 1% with the electricity. Abugri, B. A. (2008), by using 

VAR model on six macroeconomic variables the study had found that the global factors are consistently responsible for the 

volatility in the stock market. Macroeconomic variables like interest rates, industrial production, exchange rate and the 

money supply had been taken for the investigation for analysing the effect on the stock markets of Latin America. Zakaria, 

Z., & Shamsuddin, S. (2012),GARCH model had been used to check the volatility and to check the relationship among the 

macroeconomic variables and the stock market returns in an empirical study.Many studies are based on the data from the 

developed market. In which only a few carried out for the further study on the stock market. Only money supply is 

significantly related to the money supply. Filis, G. (2010), to examine a cyclical components of the series multivariate 

VAR model had been applied, findings suggest that stock market exercise and the oil prices keeps an positive effect on the 

stock market. CPI is negatively effected by the oil prices. Not any relationship had been found between IIP and the stocks 

of Greek market. These kinds of study always helpful for the policy makers. Kuwornu, J. K., & Owusu-Nantwi, V. 

(2011),full information Maximum Likelihood Estimation procedure had been used for the estimation and to check the 

relationship amon g the variables of macroeconomic and the stock market indices. Analysis revealed that inflation rate has 

a positive significant effect on the stock market returns, where T-bill and exchange rate may affect the stock market. Crude 

oil prices did not appear as any effect on the stock market returns. Rigobon, R., & Sack, B. (2003) Federal Reserve’s 

reaction on the stock market had been analysed and the simultaneous response of the equity share prices on the basis of 

interest rate also estimated. An identification technique based on heteroskedasticity measure the reaction of the monetary 
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policy on the stock market. 5% rise/fall estimated in the stock market basically in S&P 500 index. Hasan, M. E., & 

Alraimony, A. D. (2012) ASE stock market returns had been analysed by using some active macroeconomic variables by 

using the monthly data. By employing ARCH/GARCH models and OLS estimation, results reveals an existence of 

autocorrelation and sign of multicollinearity among the variables. ARCH model results that real money supply have a 

negative role on the ASE returns and the real GDP of the country have a positive impact on the stock market returns. 

Singh, T., Mehta, S., & Varsha, M. S. (2011) increasing attention had also paid to the effects of different macroeconomic 

variables on Stock market returns of Taiwan. Some economic agents were forming the expectations for future returns. A 

causal relationship between the certain crucial macroeconomic variables and the stock indices of Taiwan. The research is 

based on stock portfolio instead of single stock. Singh, T., Mehta, S., & Varsha, M. S. (2011) Impulse response analysis 

conducted to sector specific indices of macroeconomic variables which effect five major S&P major stock market indices. 

Newly developed econometrical models and the results revealed the unanticipated events and in which some events have 

more unescapable effect on the prices of assets than others. Commonly the assets prices react sensitively on the stock 

market.  

OBJECTIVE OF THE STUDY 

To analyse the impact of money supply and the inflation on stocks, listed at Nifty 50. 

RESEARCH METHODOLOGY 

The main objective of this study is to find out the impact of some macroeconomic variables on the returns of the stock 

market. This study considered NIFTY 50 as a proxy of the Indian capital market. Money supply M3 and the inflation rate 

(CPI) have been taken as macroeconomic variables. Time series data have been retrieved for the study and the period from 

January 2008 to December 2018 taken. According to the analysis procedure, time series data must be stationary so, 

Augmented Dicky Fuller test has been applied for converting non – stationary data into stationary. Further Multi-

regression test has been applied for checking the significance among the variables and Granger causality test have been 

applied to know the causal relationship between the variables. E-views 10 has been used for the analysis 

Table 1: Data Description & Symbols 

Variables Symbols Proxy used 

Money Supply M3 Broad money supply index 

Inflation I Consumer price index 

Stock Market Nifty 50 Closing price of Nifty 50 

Source: E-views 10 

 

Table 1 is showing the variables, symbols and proxies used for the variables. Model given below is used to 

indicate the effect of M3 and I on the index of Nifty 50. 

Nifty 50=f (M3, I) 

Table 2: Descriptive Analysis 

 Nifty 50 M3 I 

Skewness .101 -2.346 -.672 

Kurtosis 1.76 17.6 2.56 

Jerque-Bera(JB) 4.543 987.165 6.828 

Source: E-views 10 
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Table 2 is showing the descriptive analysis of all the variables which are used in the analysis. Nifty 50 is 

positively skewed while M3 and I are skewed negatively. The value of Kurtosis of M3 is showing leptokurtic distribution 

and the Inflation in Platykurtic distribution while Nifty 50 is showing the normal distribution. JB test is showing the 

normality of data, and the null hypothesis is also normally distributed. The P value of data is showing that the null 

hypothesis is rejected in case of M3 and I while it is failed to reject in case of Nifty 50. 

Table 3: Correlation 

 Nifty 50 M3 I 

Nifty 1.000 .453 -.234 

M3 0.453 1.000 .041 

I -.234 .041 1.000 

Source: E-views 10 

 

Table 3 is showing the correlation between Nifty 50, M3 and I. Correlation among the variable is moderate and 

not any multicollinearity is found. Nifty 50 and M3 is having a positive correlation while inflation is correlated negatively 

with M3 and Nifty 50. 

RESULTS AND DISCUSSIONS 

Table 4 is showing the results of unit root test. For this analysis ADF unit root test has been applied. The hypothesis are:- 

H0: Variable has no unit root. 

H1: Variable has a unit root 

Nifty 50 and inflation time series data became stationary at first difference and M3 was stationary at level. 

Table 4: Augmented Dicky Fuller Unit Root Test 

Variable Level 1st Difference Null Hypothesis Results 

Nifty 50 NS -7.669 Rejected at 1st difference Stationary at first difference 

Broad Money Supply (M3) 
-7.965 

(0.000) 
NR Rejected at Level Stationary at level 

Inflation (I) NS -6.078 Rejected at first difference Stationary at first difference 

*NS = Non-significance, NR = Not required 

Source: E-views 10 

 

Table 5 is representing the results of multiple regression. The multiple regression had been applied to know the 

significance of the macroeconomic variables of the stock market. After the analysis, it was found that both of the variables 

are significantly affecting the stock prices. The value of R square is showing the variation, which is explaining by these 

variables. There may be other variables which had not been included in this analysis. 

Table 5: Multiple Regression Results 

Variables Coefficient t-statistics p-value R Square 

M3 62.007 4.546 0.000 
24.39% 

Inflation -196.26 -2.687 0.007 

*Significant at 5% 

Source: E-views 10 

 

Table 6 is representing the results of Granger causality test. Clive W. Granger proposed a statistical approach to 

find out the cause and effects of the relationship between the two or more time series data. The logic behind this approach 

is that the effect cannot precede cause. The Granger causality is used to determine that the one time series is useful to 
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forecasting other series. A causal relationship has been analysed between the Nifty 50 and the two macroeconomic 

variables. Hypothesis for this test is clarified in the Table No. 6. Based on p-value the results has been estimated. Analysis 

is showing that the M3 and Inflation do not Granger cause the Nifty 50. P-value is more than.05 in case of inflation and 

M3, it is clearly indicating that not any causal relation has been found between the variables and Nifty 50. The results 

showed that no unidirectional or bidirectional relationship has been identified. 

Table 6: Granger Causality Test Results 

Variables Obs. F-statistics P-value Null Hypothesis Results 

Nifty 50 and M3 76 .273 .779 Nifty 50 does not Granger cause M3 No Relation 

M3 and Nifty 50 76 1.49 .205 M3 does not Granger cause Nifty 50 No Relation 

Nifty 50 and inflation 76 .117 .876 Nifty 50 does not Granger cause Inflation No Relation 

Inflation and Nifty 50 76 .643 .531 Inflation does not Granger cause Nifty 50 No relation 

Source: E-views 10 

CONCLUSIONS 

This research paper analysed the impact of macroeconomic variables like broad money supply and inflation on the 

performance of Indian stock market by using monthly data from the period January 2008 – December 2019. Both of the 

variables are important for the examination from the economy point of view. M3 measures the level of money supply 

across the country which influence the functioning of the stock market. Relationship of the macroeconomic variables and 

the stock market has been examined by using ADF, Multi regression and Granger causality test from the period January 

2008 to December 2019. The results of multi regression is showing that M3 and Inflation are significantly affecting the 

stock market. A long run relationship has been found among dependent and independent variables. The cause and effect 

relationship also find out among the variables. This study does not provide any evidence of causality among the variables. 

From the policy point of view this study is duly helpful. Broad money supply is a very important factor for 

economic growth. Policy makers must pay attention on the effect of money supply on the stock market. Inflation also 

effects the stock market, so RBI must control the changes in repo rate and reserve repo rate. 
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