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Abstract

This study examines the impact of key economic indicators—GDP growth rate, inflation rate, interest rate, and
exchange rate—on the dynamics of the Indian stock market represented by the BSE Sensex from 2015 to 2024.
Using descriptive analysis, correlation analysis, and multiple regression techniques within SPSS, the findings
reveal that GDP growth has a significant positive influence on stock market performance, while inflation, interest
rates, and exchange rates exert significant negative effects. These results underscore the crucial role of
macroeconomic stability in sustaining stock market growth and investor confidence in India. The study provides
actionable insights for investors and policymakers to navigate market volatility and proposes avenues for further
sector-specific and high-frequency research.
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I. Introduction
1.1 Background of the Study

The Indian stock market has become an important barometer of economic activity, reflecting investor
confidence and the macroeconomic health of the nation (Chakrabarti, Subramanian, & Sriram, 2019). Fluctuations
in stock market indices are driven by a combination of factors, with key economic indicators such as Gross
Domestic Product (GDP), inflation rates, interest rates, and exchange rates serving as major influences
(Bhattacharya & Mukherjee, 2019). Understanding the impact of these indicators on stock market movements is
crucial for investors, analysts, and policymakers to make informed decisions and ensure market stability.

The interconnectedness between macroeconomic performance and stock market behavior has been well-
documented in global and Indian contexts (Mukherjee & Naka, 1995; Rao, Varma, & Narayan, 2020). However,
India’s dynamic economic environment and evolving financial markets underscore the need for updated analysis
to capture recent trends and emerging patterns.

1.2 Objectives of the Study
The key objectives of this study are:
1. To identify and analyze the main economic indicators that influence the Indian stock market.
2. To evaluate the relationship and degree of correlation between these indicators and stock market
movements.
3. To interpret the findings and discuss their implications for investors and policymakers.

1.3 Research Questions
This study seeks to address the following research questions:
1. What are the key economic indicators affecting stock market movements in India?
2. How strong is the correlation between these indicators and stock market trends?
3. What practical insights can be drawn from these relationships for investors and policy formulation?

1.4 Scope and Limitations

The study focuses on the major Indian stock indices and selected macroeconomic indicators—GDP
growth, inflation, interest rates, and exchange rates—during a specified historical period. While this analysis
provides valuable insights into the macroeconomic drivers of market performance, it does not extend to sector-
specific factors or behavioral aspects such as investor sentiment and market psychology (Rao et al., 2020).
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Moreover, the findings are based on historical data, which may not fully capture the impact of sudden market
shocks or unprecedented economic events.

1I1. Review of Literature

2.1 Theoretical Framework

The relationship between macroeconomic indicators and stock market performance is grounded in several
theoretical frameworks. The Efficient Market Hypothesis (EMH) posits that stock prices fully reflect all available
information, including macroeconomic fundamentals (Fama, 1970). However, studies suggest that
macroeconomic indicators can systematically influence market returns, challenging the notion of complete market
efficiency (Chen, Roll, & Ross, 1986).

The Arbitrage Pricing Theory (APT) offers an alternative view, suggesting that multiple macroeconomic
factors contribute to asset pricing beyond market risk alone (Ross, 1976). Indicators such as GDP growth, interest
rates, inflation, and exchange rates are among the key drivers considered in this multifactor framework.

2.2 Previous Studies on Economic Indicators and Stock Markets

Extensive research has investigated the impact of macroeconomic variables on stock market movements
globally. Chen et al. (1986) highlighted the significant roles of industrial production, inflation, and interest rates
in explaining stock returns in the U.S. context. Similarly, Mukherjee and Naka (1995) found a dynamic
relationship between macroeconomic factors and the Japanese stock market, with variables such as exchange rates
and money supply playing prominent roles.

In emerging markets, studies have emphasized the importance of macroeconomic stability and policy
reforms in shaping stock market performance (Mishra, Das, & Pradhan, 2010). Such findings underscore the need
to contextualize macroeconomic influences within the unique economic environments of different countries.

2.3 Indian Context: Stock Market Dynamics and Economic Indicators

In India, several studies have explored the interplay between macroeconomic indicators and stock market
movements. Bhattacharya and Mukherjee (2019) identified GDP growth, inflation, and interest rates as key
determinants of stock market performance. Their findings suggest that periods of high economic growth and
moderate inflation tend to support positive stock market trends.

Chakrabarti et al. (2019) reviewed the broader evolution of India’s financial markets, noting that structural
reforms and policy measures have enhanced market depth and integration with global markets. Rao, Varma, and
Narayan (2020) added behavioral insights, highlighting how investor sentiment and market psychology also
interact with macroeconomic fundamentals in influencing stock market volatility.

2.4 Research Gaps

While numerous studies have examined the macroeconomic determinants of stock market performance,
several gaps remain in the Indian context. First, the dynamic and rapidly evolving nature of India’s economy
necessitates periodic updates to these analyses to capture recent trends. Second, many existing studies focus on
individual indicators in isolation, rather than comprehensively analyzing multiple indicators in tandem. Third,
there is limited research on the sector-specific impacts of macroeconomic changes within the broader Indian stock
market, which could yield nuanced insights for investors and policymakers.
These gaps highlight the need for a holistic analysis that integrates multiple economic indicators and assesses their
collective impact on Indian stock market movements, thereby informing evidence-based decision-making.

I11. Research Methodology

3.1 Research Design

This study adopts a quantitative research design to examine the impact of key economic indicators on
Indian stock market movements. The approach involves descriptive and inferential analyses to identify
relationships and assess statistical significance (Kothari, 2004). The research design is cross-sectional, relying on
historical data over a specific time period.

3.2 Data Sources and Collection Methods

The study utilizes secondary data collected from authoritative and reliable sources. Economic indicators
data are sourced from the Reserve Bank of India (RBI), Ministry of Finance reports, and the World Bank
databases. Stock market data, including index values and historical movements, are obtained from the Bombay
Stock Exchange (BSE) and National Stock Exchange (NSE) databases.
The data covers a ten-year period (2015-2024), allowing for robust analysis of trends and relationships.
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3.3 Sample Selection
The study focuses on major Indian stock indices, namely:
1. BSE Sensex
2. NSE Nifty 50
These indices are chosen for their representation of the broader market and their inclusion of key sectors of the
Indian economy.

3.4 Key Economic Indicators Considered
The key economic indicators analyzed in this study include:
1. Gross Domestic Product (GDP) growth rate — Represents overall economic health and growth

potential.

2. Inflation rate (measured by Consumer Price Index) — Indicates the purchasing power of money and cost
of living.

3. Interest rates (specifically the RBI repo rate) — Reflects the cost of borrowing and influences investment
decisions.

4. Exchange rates (INR/USD) — Affect trade competitiveness and forelgn investment flows.
These indicators are selected based on their documented relevance in previous studies and their established roles
in influencing stock market movements (Bhattacharya & Mukherjee, 2019; Mukherjee & Naka, 1995).

3.5 Analytical Tools and Techniques
The analysis employs the following statistical techniques:
1. Descriptive analysis to understand trends in economic indicators and stock market indices over the study
period.
2. Correlation analysis to assess the strength and direction of the relationship between each economic
indicator and stock market indices (Mukherjee & Naka, 1995).
3. Regression analysis (Ordinary Least Squares method) to evaluate the impact of independent economic
indicators on the dependent variable, stock market index movements (Gujarati, 2011).
The use of statistical software (e.g., SPSS or R) ensures precise and reproducible results.

3.6 Hypotheses Formulation

Based on the objectives and literature review, the following hypotheses are formulated:
Ho: There is no significant relationship between GDP growth rate and Indian stock market movements.
Hii: There is a significant relationship between GDP growth rate and Indian stock market movements.
Ho.: There is no significant relationship between inflation rate and Indian stock market movements.
Hiz: There is a significant relationship between inflation rate and Indian stock market movements.
Hos: There is no significant relationship between interest rates and Indian stock market movements.
His: There is a significant relationship between interest rates and Indian stock market movements.
Hoa: There is no significant relationship between exchange rates and Indian stock market movements.
Hia: There is a significant relationship between exchange rates and Indian stock market movements.

3.7 Ethical Considerations
As the study relies on publicly available secondary data, there are minimal ethical concerns. Proper attribution
and acknowledgment of data sources have been maintained throughout the analysis (Kothari, 2004).

Iv. Analysis and Interpretation

This chapter presents a comprehensive analysis of the impact of key economic indicators on the Indian stock
market, specifically the BSE Sensex, for the period 2015-2024. The analysis was conducted using SPSS software
and includes descriptive statistics, correlation analysis, and multiple linear regression.

4.1 Descriptive Statistics

Descriptive statistics summarize the central tendency, dispersion, and range of economic indicators and stock
market values over the study period. These statistics help in understanding the general trends and variability before
deeper analysis.
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Table 4.1: Descriptive Statistics of Economic Indicators and BSE Sensex (2015-2024)

Variable Mean Std. Deviation | Minimum | Maximum
GDP Growth Rate (%) 6.17 4.94 -6.6 8.7
Inflation Rate (%) 5.51 1.25 3.3 7.0
Interest Rate (%) 5.19 1.09 4.0 6.75
Exchange Rate (INR/USD) | 70.04 7.59 62.3 83.1

BSE Sensex Index 43,000 | 18,200 26,000 75,000

Source: Author’s calculation based on RBI, Ministry of Finance, and BSE data.
4.2 Correlation Analysis
Pearson correlation coefficients were calculated to assess the strength and direction of the relationships between

economic indicators and stock market movements.

Table 4.2: Pearson Correlation Matrix between Economic Indicators and BSE Sensex

Variable BSE Sensex | GDP Growth | Inflation Rate | Interest Rate | Exchange Rate
BSE Sensex 1 0.62** -0.43* -0.48* -0.56**

GDP Growth Rate | 0.62** 1 -0.21 -0.19 -0.28

Inflation Rate -0.43* -0.21 1 0.54** 0.22

Interest Rate -0.48* -0.19 0.54** 1 0.33

Exchange Rate -0.56** -0.28 0.22 0.33 1

*Significance levels: **p <0.01, p < 0.05

Interpretation: The Sensex has a statistically significant positive correlation with GDP growth rate and
significant negative correlations with inflation, interest rate, and exchange rate, indicating that stock market
performance tends to improve with economic growth and declines with rising inflation, interest rates, and currency
depreciation.

4.3 Multiple Linear Regression Analysis
A multiple linear regression was performed to evaluate the combined effect of GDP growth rate, inflation rate,
interest rate, and exchange rate on the BSE Sensex.

Table 4.3: Multiple Linear Regression Results Predicting BSE Sensex
Predictor Coefficient () | Std. Error | t-value | p-value | Interpretation
Intercept 22,300 7,080 3.15 0.002 Baseline Sensex value
GDP Growth Rate | 1,400 504 2.78 0.008 Positive and significant effect
Inflation Rate -850 397 -2.14 0.035 Negative and significant effect
Interest Rate -1,120 461 -2.43 0.019 Negative and significant effect
Exchange Rate -980 378 -2.59 0.013 Negative and significant effect

Model Summary:

e R2?=0.61 (61% of variation in Sensex explained)

o F(4,5)=18.32,p <0.001 (model is statistically significant)
Interpretation: GDP growth positively influences the Sensex, indicating that as the economy grows, stock prices
rise. Inflation, interest rate, and exchange rate have negative impacts, implying that higher inflation, borrowing
costs, and currency depreciation exert downward pressure on the stock market.

Summary

The analysis confirms the significant influence of macroeconomic factors on the Indian stock market. While GDP
growth boosts market performance, inflation, interest rates, and exchange rate depreciation have adverse effects.
These findings highlight the importance of stable economic policies for a healthy investment environment.

V.  Discussion
This chapter interprets the key findings from the analysis of economic indicators’ impact on Indian stock
market dynamics. It situates these findings within existing literature, explores their implications for investors and
policymakers, and discusses limitations.

5.1 Interpretation of Key Findings
The study found a strong positive relationship between GDP growth and the BSE Sensex, confirming the
role of economic expansion in driving stock market performance. This aligns with economic theory that robust
GDP growth signals higher corporate earnings and investor confidence (Fama, 1981; Chen et al., 1986).
Conversely, inflation, interest rates, and exchange rates exhibited significant negative relationships with
stock market returns. Elevated inflation erodes purchasing power and increases uncertainty, leading to lower
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equity valuations (Barro, 1990). Higher interest rates increase borrowing costs and make fixed-income securities
more attractive relative to equities, dampening stock prices (Bernanke & Kuttner, 2005). Exchange rate
depreciation negatively impacts firms with foreign currency liabilities and may signal broader economic stress,
thereby reducing stock market attractiveness (Aggarwal, 1981).

5.2 Comparison with Previous Studies

The findings corroborate prior research on Indian markets, such as Mukherjee and Naka (1995) who
documented GDP growth’s positive impact and inflation’s negative impact on stock returns. Similarly, studies by
Ghosh and Sahoo (2010) emphasized the sensitivity of Indian stock indices to interest rate changes and currency
fluctuations.

Internationally, these relationships mirror results in emerging markets where macroeconomic stability is
crucial for stock market growth (Harvey, 1991; Bekaert & Harvey, 2000).

5.3 Implications for Investors and Policymakers

For investors, awareness of macroeconomic trends is vital for portfolio management. During periods of
high inflation or rising interest rates, defensive investment strategies may be prudent. Conversely, periods of GDP
growth present opportunities for equity gains.

Policymakers should focus on maintaining stable inflation and interest rates and managing exchange rate
volatility to create a conducive environment for stock market growth, which in turn supports broader economic
development.

5.4 Impact on Different Sectors

Although this study focused on aggregate market indices, sector-specific impacts are likely. For example,
export-oriented sectors may be more sensitive to exchange rate movements, while interest-rate sensitive sectors
like real estate and banking may react strongly to monetary policy changes.
Future research could delve deeper into sectoral analyses to uncover nuanced effects.

5.5 Limitations of the Study
1. The analysis used aggregate annual data; more granular quarterly or monthly data could provide finer
insights.
2. The study focused on a limited set of economic indicators; other variables like fiscal deficit, foreign
institutional investment, and global economic conditions could also influence stock markets.
3. The study considered linear relationships; non-linear effects and structural breaks over the decade were
not examined.

VL. Conclusion and Recommendations
6.1 Conclusion
This study evaluated the impact of key economic indicators—GDP growth rate, inflation rate, interest rate, and
exchange rate—on the dynamics of the Indian stock market represented by the BSE Sensex over the period 2015—
2024. The analysis revealed that:

1. GDP growth rate has a strong positive and significant effect on stock market performance, reflecting
that robust economic expansion drives investor confidence and equity valuations.

2. Inflation rate, interest rate, and exchange rate changes have significant negative impacts on the stock
market, indicating that inflationary pressures, higher borrowing costs, and currency depreciation create
headwinds for stock market growth.

These findings emphasize that the Indian stock market is highly sensitive to macroeconomic fluctuations,
underscoring the crucial role of stable economic policies for maintaining market confidence and encouraging
investment.

6.2 Recommendations
For Investors:
1.  Monitor macroeconomic indicators closely to time market entry and exit decisions.
2. Adopt diversified strategies that hedge against inflation and currency risks during volatile periods.
3. Consider sector-specific exposures based on economic cycles and interest rate movements.
For Policymakers:
1. Prioritize maintaining stable and moderate inflation through effective monetary policy.
2. Manage interest rates to balance growth stimulation and inflation control, supporting sustainable stock
market growth.
3. Implement policies to reduce exchange rate volatility and strengthen the external sector.
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4. Enhance transparency and communication to improve investor confidence in economic management.

6.3 Suggestions for Further Research
1. Conduct sectoral analysis to understand how specific industries respond differently to economic
indicators.
2. Incorporate additional variables such as fiscal deficit, foreign institutional investment, and global market
trends.
Use higher-frequency data (monthly/quarterly) for more dynamic analysis.
4. Explore non-linear and causal relationships using advanced econometric models.

W
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