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ABSTRACT 

 The Union Budget is perhaps the most–watched event in economic policy making in India. The core 

fiscal issues – taxation, expenditures, and the fiscal deficit – are obviously important for macro–

economics. The stock market response to a Budget is often viewed as an important summary statistic of 

the’ quality’ of a Budget in terms of improving macro–economic prospects. This paper examines the 

impact of Union Budgets from 1995 to 2010 on the Stock Market as represented by Nifty in terms of 

returns and volatility. The impact on Nifty has been studied prior to and subsequent to budget day .The 

periods have been segregated into short-term, medium-term, and long-term periods. With regard to return 

the result proves that budgets have the  maximum  impact  in  the  short  term  period,  with  some  impact 

extending into the medium-term and no significant impact at all on  long- term average returns. With 

regard to volatility the result  indicates that the long term period after the budget tends to be more  

volatile than the medium-term and the short-term periods when  compared to similar long-term before 

the budget. 

INTRODUCTION 

 Stock market of a country is said to act as a barometer of its economic health. All economic 

activities happening in the country and outside the country leads to change in market condition. Different 

market players who invest their money in stocks are not only interested to know about the rise and fall in 

Stock market, at the same time they are keen to know about the various economic events/activities going 

to take place in near future. Stock market reacts depending on how the investors interpret the economic 

activities.  

 There are certain economic activities which can’t be predicted with certainty and one such event is 

the ‘Annual Budget’ presented by the finance minister in front of house of parliament, usually in the 

month of February. Budget basically shows the true picture of financial health of a country. It includes 
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various different activities like change in tax rates, change in financial policies, exchange rate policy etc. 

A budget may have favorable or adverse impact on ‘Sensex’ (flagship of Bombay Stock Exchange) 

depending on how it is analyzed by market players.  

 Bombay stock exchange is one of the premier stock exchanges not only in India but also in Asia. It 

is located on Dalal Street Mumbai, and is one of the oldest stock exchanges in Asia. As of December 

2010, there are over 5034 listed companies and over 7700 scrips on the Stock exchange. BSE has the 

largest number of listed companies in the world. Thus, Sensex can be said to represent market sentiments 

during various economic events. Since 1990s, we have witnessed some major economic events happened 

in our country. Some of the examples are introduction of financial reforms 1991, by then finance 

Minister Dr. Manmohan Singh, revolution in IT industry, and various such other events.  

 Volatility is the most basic statistical risk measure. It can be used to measure the market risk of a 

single instrument or an entire portfolio of instruments. While volatility can be expressed in different 

ways, statistically, volatility of a random variable is its standard deviation. In day-to-day practice, 

volatility is calculated for all sorts of random financial variables such as stock returns, interest rates, the 

market value of a portfolio, etc. Stock return volatility measures the random variability of the stock 

returns. Simply put, stock return volatility is the variation of the stock returns in time. More specifically, 

it is the standard deviation of daily stock returns around the mean value and the stock market volatility is 

the return volatility of the aggregate market portfolio. 

 In   India,   the   budget   is   an   annual   financial   statement containing the estimated receipts and 

expenditure of the Government  of India, which has to be laid before parliament in respect of every 

financial year, which runs from 1st April to 31st  March under article 112 of the constitution. A budget 

is a powerful tool in the hands of the Government to control the economic resource of the country. It 

contains proposals regarding changes in tax policy industrial policy, trade policy, exchange rate policy 

and financial sector reforms which may have favorable or adverse impact on stock market. 

 Volatility of stock returns has been mainly studied in the developed economies. After the seminal 

work of Engle (1982) on the Autoregressive Conditional Heteroscedasticity (ARCH) model and its 

generalized form (GARCH) by Bollerslev (1986), much of the empirical work has used these models and 

their extensions (see, for example, French, Schwert and Stambaugh 1987; Akgiray, 1989; Connolly, 

1989; Ballie and DeGennaro, 1990; Lamoureux and Lastrapes, 1990; Corhay and Tourani, 1994; Geyer, 

1994; Nicholls and Tonuri, 1995; Booth, Martikainen and Tse, 1997; de Lima, 1998; and Sakata and 

White, 1998). 

LITERATURE REVIEW  

 Keeping  in  view  the  specific  objective  of  the  study,  the reviews of earlier studies have been 

shown below: 

 Léon  Konan (2008), investigates  the effects of interest rates changes  on  the  stock  market  returns  

and  volatility  in  Korea  using weekly returns on the KOSPI 200 and the NCD 91-day yield over the 
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period from 31 January 1992 to 16 October 1998.The result indicate that interest rates have a strong 

positive power for stock returns, and a weak predictive power for volatility.1 

 Gupta  and  Kundu  (2006)  analyzed  the  impact  of  Union Budgets  on  stock  market  

considering  the  returns  and  volatility  in Sensex.  They  found  that  budgets  have  maximum  impact  in  

short- term post-budget period, as compared to medium term and long term average returns and 

volatility does not generally increase in a post- budget situation as the time period increases.2 

 Upadhyay (2006) examines that Foreign Institutional Investors  (FII) participation  in  the  Indian  

Stock  Market  triggers  its upward movements, but at the same time, increased liquidity through FII investment 

inflow increases volatility too.3  

 Porwal and Gupta (2005) examine the hot issue of volatility in the Indian stock markets. The study is 

based on a daily prices of S&P CNX Nifty for the period of 10 years .They found 1996 was the most volatile 

year in the past 10 years, this is due to the political instability and absence of proper regulation.4  

 Verma and Agarwal (2005) studies deal with an event studyusing budget as an event window for 4 years. 

It compares the returns on CNX nifty index prior to and subsequent to the budget to assess the impact of 

the event. The findings of the study indicate that the event has a significant impact on the stock market.5  

 Kaur (2004) studied the extent and pattern of stock return  volatility of the Indian stock market 

during the year 1990 to 2000.  She found that among the months,April has been the most volatile 

followed by March and February. This could probably be due to  effect of Union Budget, which is 

usually presented in the last month  of February.6  

 Mohanty  (2004)   examine   the   stock   price   reaction   to announcement of various policy issues by 

government of India.The  result show that the stocks generally react to public news quite  quickly, but 

the first adjustment is not always the correct one7.  

 Thomas and Ajay  (2002) explores the interplay between the  Union Budget and the stock market and 

concluded the stock market  appears to be fairly efficient at information processing about the  Union 

Budget.8  

 Rao (1997) studied the impact of macroeconomic events like  union budgets and the credit policy 

announcements on stock prices  from 1991-1995. He found that budgets increased the volatility of  stock 

prices of the market portfolio. However, the credit policy announcements  were  found  to  have  no  

impact  on  stock  price  behavior.9  

DATA AND METHODOLOGY 

 Sample Size: We have used S&P CNX  Nifty index  as a proxy for  the stock market because it is the 

important representative of the  Indian Stock Market and also it  accounts for two thirds of the  

turnover.  
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RESEARCH OBJECTIVE 

 

1. To find out whether there is an impact of Union Budgets on Stock prices in India. 

2. To find out the presence of volatility during budget time. 

3. To know, whether the impact of budget if so, last over a long period of time. 

Research Hypothesis 

 Research hypothesis which we have set for our research paper are: 

1. Ho = There is no impact of union budget on ‘Sensex’. 

H1 # There is an impact of union budget on ‘Sensex’. 

This hypothesis will be tested in 3 stages i.e short term period of 3 days, medium term of 15 days 

and finally long term of 30 days. 

2. Ho = There is no volatility during budget period. 

H1 # There is volatility during budget period. 

 

This hypothesis will also be tested in three stages i.e short term (3days before the budget), Medium 

term period (5 days before the budget) and long term (30 days before the budget). 

 

3. Ho = Impact of budget does not last over a long period of time. 

H1 # Impact of budget last over a long period of time. 

STUDY PERIOD AND DATA COLLECTION  

 For this paper data is collected from various sources. Daily closing values of Sensex have been 

collected from Prowess, while budget dates and the name of the respective presenters have been gathered 

from ministry of finance website. In this study only trading days are taken into consideration and all 

national holidays and other days, when market remains closed have not been taken into consideration. 

 

 In this study 30 days before and after the budget are taken into consideration i.e. a total of 60 days. 

These 30 days have further been divided into short period (3days), medium period (15 days) and long 

period (30 days). In most of the previous research work it has been observed that the impact of 

macroeconomic events does not last over a long period of time. Therefore only a total of 60 days before 

and after the budget are considered. Sensex is not only dependent on one factor i.e. union budget, it is 

dependent on various other factors; union budget is just a part of it. 

 

 

 

 



Volatility of Sensex with Respect of Union Budget of India: a Pragmatic Study 23 

Previous 

30 Days 

Previous 15 

Days 

Previous 3 

Days 
Budget Day 

Next 3 

Days 

Next 15 

Days 

Next 30 

Days 

X1 X2 X3 Z Y1 Y2 Y3 

 

 These periods are used in our research study and compared with each other in order to reach to a 

satisfactory conclusion. This study has the following scheme of investigation: 

 

1. The average closing values during the previous and next 3, 15 and 30 days around the budget is 

calculated. It is done simply by dividing the total of 3, 15 and 30 days closing values by 3, 15 and 

30 respectively. 

2. The logarithmic daily returns are found over the previous day’s closing values. 

3. The average return during the previous and next 3, 15 and 30 days around the budget is calculated. 

It is done simply by dividing the total of 3, 15 and 30 days closing values by 3, 15 and 30 days 

respectively. 

4. Variance is calculated on average return value. 

5. Finally paired sample t-test is carried out on the basis of hypothesis already formed. 

Where, return is calculated by using the following formula 

Rt = loge (Vt/Vt-1) 

Where Rt = Return 

e = Exponential, its value is 2.72  

 Vt = current closing price. 

Vt-1 = Previous closing price. 

 In this study we have used paired sample t-test, the significance behind using it that one period 

(before the budget) is being compared with another period (after the budget). 

 In the second part of our study variance value of daily returns have been calculated and compared 

with different periods in order to determine which time period is more volatile.Data Analysis 

Table 1 : Comparing last 30 days with next 30 days in order to determine is there any impact of 

union budget on stock market 

Paired Samples Statistics 

  Mean N Std. Deviation Std. Error Mean 

Pair 1 last30days 7.1103E3 540 4946.77177 212.87516 

next30days 7.0023E3 540 4858.14773 209.06139 



 Pranav Saraswat & Jatin Banga 24

Paired Samples Test 

  Paired Differences 

t df Sig. (2-tailed) 
 

 
Mean 

Std. 
Deviation 

Std. 
Error 
Mean 

95% Confidence 
Interval of the 

Difference 

  Lower Upper 

Pair 1 last30days - 
next30days 

1.08054E2 807.08982 34.73162 39.82832 176.28016 3.111 539 .002 

 

Table 2 : Comparison of last 15 days with next 15 days 

 

Paired Samples Statistics 

  Mean N Std. Deviation Std. Error Mean 

Pair 1 last15days 7.1158E3 270 4877.71776 296.84845 

next15days 6.9800E3 270 4737.53498 288.31720 

 

Paired Samples Test 

  Paired Differences 

t df 
Sig. (2-

tailed) 
  

Mean 
Std. 

Deviation 

Std. Error 

Mean 

95% Confidence Interval 

of the Difference 

  Lower Upper 

Pair 1 last15days - 

next15days 
1.35825E2 705.28030 42.92199 51.31935 220.33087 3.164 269 .002 

 

 In table number 1 & 2 on the basis of our first hypothesis we compared the last 30 days before the 

budget with the next 30 days after the budget. After applying paired sample t-test which have been tested 

at 5% significance level. We got a significance level of 0.002, which is less than 0.05. Hence we do not 

accept null hypothesis. When we compared last 15 days with next 15 days, we got the same significance 

level (0.002). From the above findings we can conclude that there is an impact of union budget on stock 

market.  

Table 3 : To find out the volatility during budget period 

A) Comparison between budget and last 3 days 
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Paired Samples Test 

  Paired Differences 

t df 
Sig. 

(2-tailed) 
  

Mean 
Std. 

Deviation 
Std. Error 

Mean 

95% Confidence Interval of the 

Difference 

  Lower Upper 

Pair 1 Budget - 

last3days 
-1.70559E3 2363.87806 557.17140 -2881.11824 -530.06043 -3.061 17 .007 

 

B) Comparison between budget day and last 15 days 

Paired Samples Test 

  Paired Differences 

t df 
Sig. 
(2-

tailed) 

 
 

Mean Std. Deviation 
Std. Error 

Mean 

95% Confidence Interval of 
the Difference 

  Lower Upper 

Pair 1 Budget - 
last15days 

-8.46467E1 357.74355 84.32096 -262.54835 93.25502 -1.004 17 .330 

 

C) Comparison between last 30 days and budget day 

Paired Samples Test 

  Paired Differences 

t df 
Sig. 

(2-tailed) 
  

Mean 
Std. 

Deviation 
Std. Error 

Mean 

95% Confidence Interval 
of the Difference 

  Lower Upper 

Pair 1 
Budget - 

last30days 
-7.88807E1 386.16115 91.01906 -270.91409 113.15276 -.867 17 .398 

 

 In table number 3 as per our hypothesis we compared the three period’s i.e. 3 days before the 

budget, 15 days before the budget and 30 days before the budget with the budget day. This is been done 

to determine which time period has more volatility. When budget day (Z) is compared with X1, 

significance level is .398 which is greater than .005. Whereas when (Z) is compared with X2, 

significance level is .330 which is again greater than 0.05 and when Z is compared with X3 sig level is 

.007 which is less than .05, hence our alternate hypothesis is accepted when Z is compared with X3 and 

not in other two cases. This also signifies that Sensex gets volatile during 3 days before the budget. In 

other words as the budget time period come closer Sensex gets volatile. 

Table 4  : Variance calculated on return 
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 In table number 4 we have calculated variance on return in order to again determine the volatility. 

We have used this method because variance is treated as a good and basic tool to determine the degree of 

risk in the market. It can be seen from the given table, that 6 times the variance value of Y1 is grater 

among all the periods. Therefore immediately after the budget there is high prospect of either making 

profit or loss depending on the budget. In other words if the budget is favorable one then there is high 

chance of making profit and vice-versa. 
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Table 5   

A) Comparison between last 3 days and next 3 days 

Paired Samples Test 

  Paired Differences 

t df 
Sig.  

(2-tailed) 
  

Mean 
Std. 

Deviation 
Std. Error 

Mean 

95% Confidence 
Interval of the 

Difference 

  Lower Upper 

Pair 1 last3days - 

next3days 
1.73376E3 2271.30486 535.35169 604.26267 2863.24934 3.239 17 .005 

 

B) Comparison between last 3 days and next 15 days 

 

Paired Samples Test 

  Paired Differences 

t df 
Sig. (2-
tailed) 

 
 

Mean 
Std. 

Deviation 
Std. Error 

Mean 

95% Confidence 
Interval of the 

Difference 

  Lower Upper 

Pair 1 last3days - 
next15days 

1.75677E3 2179.46024 513.70370 672.94770 2840.58786 3.420 17 .003 

 

C) Comparison between last 3 days and next 15 days 

Paired Samples Test 

  Paired Differences 

t df 

Sig. 

(2-

tailed) 

  
Mean 

Std. 

Deviation 

Std. Error 

Mean 

95% Confidence Interval 

of the Difference 

  Lower Upper 

Pair 1 last3days - 

next30days 
1.73453E3 2162.25209 509.64770 659.26695 2809.79228 3.403 17 .003 

 

In table number 5 we have shown, whether the impact of union budget last for a long period of time? 

We picked the last 3 days value before the budget and compared with next 3 days, 15 days and next 30 

days at 5% significance level. When X3 is compared with Y1, significance level is 0.005. When X3 is 
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compared with Y2 significance level is 0.003 and in case when X3 is compared with Y3, calculated 

significance level is 0.003. In all the three cases it is less than 0.05, hence we don’t accept null 

hypothesis. This shows that the impact of budget last for a longer period of time. 

CONCLUSIONS AND FURTHER RESEARCH 

 This study measured the impact of budgets on the stock market considering the returns and volatility 

in sensex, over the 15 long years and over 18 budgets. Some interesting Conclusions were drawn 

particularly from the viewpoint of investor and regulator when we tests hypothesis at various 

significance levels. 

 An investor has a chance to earn abnormal profits during the short term and long term periods 

around the budget (up to 30 trading sessions). On the contrary he also faces the risk of abnormal losses in 

case his expectations are not met from the budget i.e. budget is not favorable as far as the General 

investors are concerned. The investor must be very careful and cautious while investing around and on 

the budget day. As one moves away from the budget day (after 30 trading sessions), the paired t-test have 

a significant change in average returns. This shows that budget has a impact which lasts for longer period 

of time(till 30 trading sessions ) but after this period paired T-test do not show any significant change in 

the average returns. 

 From the viewpoint of the regulator continuous fluctuations and higher volatility means they have to 

monitor real time sensex movements and take disciplinary action if necessary. 

 On the other hand as far as the volatility is concerned it does not increase in a post budget situation 

as the time period increases. But the short term period tends to be more volatile after the budget as 

compared to medium and long term periods. 

 Government need not to be greatly concerned about the budget induced volatility but they need not 

to be greatly concerned more with the normal market volatility as illustrated by the findings. 

 The test values however do not confirm whether the market index will rise or fall in the post budget 

period since they have arisen from the change in the value of index after the presentation of the budget. 

So an investor have to predict the budget announcements that will cause a rise or fall in the post budget  

share prices to make any gain from budget swings. 

 In only 38.8% (cases 7 out of 18) post budget volatility during short term, in 22.2 % (cases 4 out of 

18 budgets) post budget volatility during medium term and 27.7% (cases 5 out of 18) post budget 

volatility during long term before the budget. 

 This paper empirically proves the impact of budgets on share prices from the period between 1995-

2010. We have taken a overall period of 1995-2010 but more specific studies can be conducted on 

specific budget announcements that seem to cause a rise or fall in share prices and whether all the 

industries are affected by the budget in the same way or not.  
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Appendix-1.1 

S.No. Year Period (60 trading days plus budget day) 

1 1995 31/1/95-8/5/95 

2 1996 (interim) 15/1/96-16/4/96 

3 1996 11/6/96-4/9/96 

4 1997 16/1/97-12/4/97 

5 1998 13/4/98-13/7/98 

6 1999 14/1/99-19/4/99 

7 2000 17/1/00-13/4/00 

8 2001 16/1/01-16/4/01 

9 2002 17/1/02-15/4/02 

10 2003 16/1/03-15/4/03 

11 2004 (interim) 18/12/03-17/3/04 

12 2004 27/5/04-19/8/04 

13 2005 13/1/05-12/4/05 

14 2006 12/01/06-17/04/06 

15 2007 11/02/07-13/04/07 

16 2008 17/02/08-17/04/08 

17 2009 22/05/09-17/08/09 

18 2010 13/01/10-15/04/10 

 

Appendix 1.2 

S.No. Date Presenters 

1 7/24/1991 Manmohan Singh 

2 2/29/1992 Manmohan Singh 

3 2/27/1993 Manmohan Singh 

4 2/28/1994 Manmohan Singh 

5 3/15/1995 Manmohan Singh 

6 2/28/1996 Manmohan Singh 

7 7/22/1996 P chidambaram  

8 2/28/1997 P chidambaram  

9 6/1/1998 Yashwant Sinha 

10 2/27/1999 Yashwant Sinha 
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11 2/29/2000 Yashwant Sinha 

12 2/28/2001 Yashwant Sinha 

13 2/28/2002 Yashwant Sinha 

14 2/28/2003 Jaswant Singh 

15 2/3/2004 Jaswant Singh 

16 7/8/2004 P chidambaram  

17 2/28/2005 P chidambaram  

18 2/28/2006 P chidambaram  

19 2/28/2007 P chidambaram  

20 2/29/2008 P chidambaram  

21 2/15/2009 P chidambaram  

22 2/26/2010 Pranab Mukherjee 

 

 

 

 

 

 

 

 

 

 

 

 


