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Abstract 

 In the present scenario of the world financial market, there seems to be stock exchange in 

almost every country expressing the financial health of the respective economy. This study 

investigates the causal relationship between bank nifty index and selected macroeconomic 

variables in India. The data from January 2015 to December 2019 have been used to analyse the 

causes and effects between bank nifty and various economic indicators like repo rate, money 

supply, exchange rate, gold price and crude oil price. The statistical techniques used include unit 

root Augmented Dickey fuller test, Johansen’s co-integration and Granger’s causality test. The 

result depicts the data stationary at differenced level. There is no long relationship between 

macroeconomic and bank nifty and also there is no causal relationship with each other, but only 

money supply having long run relationship and causal relationship with bank nifty. 

Keywords: NSE, Bank Nifty, Repo rate, money supply, Exchange rate, Gold price, Crude oil 

Introduction 

The stock market is the principle predictor of the country's growth and development. The 

Indian stock market has expanded in terms of the number of stock markets and other 

intermediaries, the number of traded stocks, market capitalization and trade rates, the liquidity of 

the stock markets, the customer base and the price indices. Developments in the stock market, 

which help corporate initiatives, funding the development of new ideas and promote the 

management of financial risks, even provide requisite acceleration for the growth and strength of 

India's emerging market economy. 

Security costs are influenced by a multitude of aspects, some of which are business-

specific, sector-specific, some of which are part of the environment in which the company 
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operates. Stock price fluctuations are seen to rely on macroeconomic factors; domestic and 

foreign economic, social or political activities; investor sentiments / expectations about the future 

economic growth trend, fiscal and monetary policy updates, etc. The stock exchange focuses the 

current and future expectations of growth prospects when analyzing the development of all 

economic sectors. In a way, the stock market can literally be seen as a pulse of the economy, 

reflecting almost instantaneously any step taken by economic and social agents. 

An effective stock market is one in which security rates easily respond to the introduction 

of new facts and, thus, the prevailing prices of securities represent all details on the security. 

However, economic theory states that stock prices will reflect assumptions about potential 

corporate success, and corporate profits typically represent the level of economic activity. If 

stock prices correctly represent the underlying dynamics, stock prices should be seen as the 

leading predictor of future economic activities and not the other way round. As a result, the 

casual relationship between macroeconomic variables and stock prices is vital in determining the 

nation's macroeconomic policy. 

The relationship between macro-economic conditions and the movements of the stock 

market has significantly boosted theoretical and technical literature. The critique on the results of 

the Efficient Market Hypothesis (EMH) involves early research by Fama and Schewert (1977) 

affirming that macroeconomic indicators impact stock returns. 

The stock market analysis has come to fruition because this is the most important sector 

of the economy, and it is through this sector that the vulnerability of the country to the outside 

world is most easily felt. This analyzes the relationship between stock prices and macro-

economic variables in India with significance for the performance of the Indian stock market. 

The analytical performance of major stock markets has been thoroughly studied by 

analyzing the casual relationship between stock price indices and macro-economic variables. If 

lagged changes in certain macro-economic variables trigger changes in stock prices and 

historical differences in stock prices cause differences in the economic variable, then bi-

directional causality is assumed between two sets of variables. From the other hand, if variations 

in the economic variable do not affect or impact stock price volatility, the two sets are distinct of 

each other and the economy is computationally productive. This study focuses on how macro 

indicators influence the share price in bank nifty. 
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Review of literature 

Imran Ali (2009)2 “Causal relationship between macro-economic indicators and stock 

exchange prices in Pakistan”in this research paper, attempt has been made to explore the causal 

relationship between macro-economic indicators and stock market prices in Pakistan. The set of 

macro-economic indicators includes exchange rate, inflation, balance of trade and index of 

industrial production. The general price index of the Karachi stock exchange represents the stock 

exchange prices. To examine the causal relationship between various macro-economic variables 

and stock exchange prices data from June 1990 to December 2008 have been used. The statistical 

techniques used are Johansen’s co-integration, Granger causality test and unit root of Augmented 

Dickey Fuller test. This study established co-integration between IIP index and stock exchange 

in Pakistan was not found. This concluded that performance of macro-economic indicators 

cannot be used to forecast stock prices and also stock prices in Pakistan do not reflect the macro-

economic condition of the country. 

Dharmendra Singh (2010)1 “Causal Relationship between Macro-Economic Variables 

and stock market:A case study for India” this paper inspects about the causal relationship 

between stock market index- BSE Sensex and three key macro-economic variables of Indian 

economy. The tools used are unit root stationarity tests, correlation and granger causality test. 

For all variable like exchange rate, BSE Sensex, whole price index and index of industrial 

production monthly data has been used from April 1995 to March 2009. Results exhibited that 

the stock market index, the IIP, exchange rate, and WPI contained a unit root and were integrated 

of order one. Using ganger causality test, it was found that IIP is the only variable that has 

biliteral causal relationship with BSE Sensex. WPI has unilateral causality with BSE Sensex and 

has strong correlation with Sensex, consequently it had been concluded that, Indian stock market 

proceed towards information efficiency with respect to two macro variables via WPI. 

 Ahmed Tiryaki (2017)3 “The Causal relationship between selected macroeconomic 

variables and stock return in Turkey. This paper examines the causal relationship between certain 

domestic and international macro-economic variables and the stock return in Turkey. This study 

reveals the aspect of  Turkish stock return is the changes in IIP index, current account to export 

ratio, consumer price index, standard and poor 500 index world oil price index and the interest 

difference between Turkish central bank policy rate and the Federal Funds rate of the USA in the 
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long run by taking S&P500 and world oil price index as exogenous control variable. The 

methodology used for this study is ARDL for the period of January 2003 to December 2016. 

This paper also exhibits that Turkish unemployment does not have any effect on Turkish stock 

return. The signs consumer price index, real effective exchange rate IIP index, current account to 

export ratio, S&P500 and WPI are statistically great and positive and the interest between the 

FFR and Turkish policy rate is negative.  

 Tahir Abu Awwad (2016)4 “The effects of macroeconomic variables on the banking 

sector index: Evidence from Turkish stock market”. The objective of this study is to examine the 

dynamic interactions between the Banking Return Index and selected macroeconomic variables 

in Turkey taking in consideration the transition in the Turkish economy. The tools used in this 

study are Granger causality test based on vector error correction model, co-integration test, 

variance decomposition analysis and impulse response function, Granger causality test revealed 

that bank stock return index Granger-cause the exchange rate, indicating a portfolio balance 

approach in the Turkish market the existence of a long-run relationship among the variable was 

exhibited by the cointegrated test during the period of study. 

 L.M.C.S. Menike (2006) “The Effect of Macroeconomic variables on stock prices in 

Emerging Sri Lankan Stock Market. The study of this paper is to examine the effects of 

macroeconomic variables on stock prices in emerging Sri Lankan stock market. Using eight 

macroeconomic variables for each individual stock the multivariate regression was run. The 

monthly data used in this study is for the period from September 1991 and December 2002. The 

null hypothesis which states that money supply, inflation rate, exchange rate and interest rate 

variable collectively do not grant any impact on equity prices. This study reveals that most of the 

companies report a higher R2 which explains higher explanatory power of macroeconomic 

variable in explaining stock price. In the CSE (Colombo stock exchange) inflation rate and 

exchange rate react negatively to stock prices. Investors tend to switch out of stocks causing 

stock prices to fall, the negative effect of Treasury bill rate implies that whenever the interest rate 

on Treasury securities rise. In manufacturing, trading and diversified sectors in CSE, lagged 

money supply variable does not have a strong forecast of movement of stock. This result holds 

practical implications for stock market regulators, investors, policy makers and stock market 

analysts. 
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Objectives 

 The objective of this paper is to study the role of macro-economic variables in relation to 

bank nifty in India under NSE. To identify the cause and effects and long-term relationship 

between Bank nifty and Macro economic variables. 

Research Methodology and Data Source  

 The empirical analysis in the present study is based on unit root test Co-Integration and 

Granger Causality test. Firstly, the descriptive analyses were conducted through EViews to know 

the mean, median, standard deviation, skewness, kurtosis and the like statistics. Then unit root 

(ADF) or test the series for stationarity in order to have good analysis. After which Johansen’s co 

integration test was applied to check the co-integration between bank nifty and economic 

indicators. At the end the granger causality test used to measure the causal relationship between 

macro-economic variables and bank nifty under NSE. 

 The present study uses relatively longer time series of monthly data for the period of 

January 2015 to December 2019 for India on following macro-economic variables namely repo 

rate, money supply, Exchange rate, Gold price, crude oil price. The data for the bank nifty and 

macroeconomic indicators were extracted from the NSE website and various handbook statistics 

of Indian economy. In the empirical analysis, the share price and variables are used in the 

differenced data. 

Results and Discussion 

 In this section, results derived from descriptive statistics, Augmented Dickey Fuller test, 

Johansen’s Co-integration test and Granger causality test are presented and discussed in detail. 

Descriptive Statistics 

 Descriptive statistics are used to describe the basic features of the data in a study, they 

provide simple summaries about the sample and the measures. It describes the normal 

distribution of data, this is fundamental aspect in any research to check normal distribution. 
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Table 1. Descriptive Statistics 

 Bank 
Nifty 

Repo rate Money 
supply 

Exchange 
rate 

Gold rate Crude oil 

Mean  21611.32 6.668056 10.18889 66.59205 83683.29 4071.815 
Median 20094.63 6.500000 10.40000 66.98075 82664.63 3923.145 
Maximum 32161.65 8.000000 14.60000 73.63230 107869.2 6529.280 
Minimum 10237.75 5.150000 5.600000 59.30502 71185.81 2004.000 
Standard 
deviation 

5617.952 0.794182 1.962742 3.628971 8561.272 1134.123 

Skewness 0.096360 0.456529 -0.403277 -0.241817 1.0367398 0.628185 
Kurtosis 1.984036 2.242030 3.541580 2.028930 4.065826 2.663864 
Jarque-Bera 3.20 4.22 2.83 3.53 17.08 5.07 
Probability 0.20 0.12 0.24 0.17 0.00 0.07 
Observations 72 72 72 72 72 72 
Source: Compiled and calculated from NSE and MCX data 

Inference 

Table.1 represents the descriptive statistics for the period of January2014 to December 

2019. It explains that the mean value of share price of bank nifty is 21611.32, repo rate is 6.66, 

money supply is 10.188, exchange rate is 66.59, gold price is 83683.29. crude is 4071.815 and its 

standard deviation is 5617.95, 0.79, 1.96, 3.62, 8561.27, 1134.12 respectively which imply that 

there is low degree of variability due to less deviation. It means that the mean value is distributed 

normally. The mean distribution of share price of bank nifty, repo rate, gold price and crude oil is 

positively skewed (0.09) (0.45) (1.03) (0.62) that indicates the distribution towards the right 

tailed.Money supply and exchange rate is negatively skewed (-0.40) (-0.24) that indicates the 

distribution towards the left tailed. bank nifty, repo rate, exchange rate and crude oil Kurtosis is 

distribution is platykurtic (2.24) (1.98) (2.66) because the value is less than three. Money supply 

and gold price kurtosis is distribution is leptokurtic (3.54) (4.06) because the value is more than 

three. The p-value of Jarque-Bera (J-B) test statistics (0.20) (0.12) (0.24) (0.17) (0.00) (0.07) is 

significant at 5 percent level and it shows that the skewness and kurtosis are not normally 

distributed. 
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Unit Root Test 

 In this study Augmented Dickey Fuller test is used to determine the stationary 

characteristics of the data. There exists several tests to test the presence of unit root in the series 

among them, the most commonly used in the literature is the ADF test to analyses stationarity in 

the time series.  

Table 2.Augmented Dickey Fuller Test 

 
Variables 

Level First Difference  
Results 

 
T-statistics P-value T-statistics P-value 

Bank Nifty -1.076964 0.7206 -8.661354 0.0000 First Order 
Repo Rate -0.298748 0.9191 -4.334024 0.0000 First Order 
Money Supply -3.066470 0.0337 -9.785621 0.0000 First Order 
Exchange Rate -1.440016 0.5579 -8.709835 0.0000 First Order 
Gold Price -0.160048 0.9379 -6.919109 0.0000 First Order 
Crude Oil Price -2.593128 0.0992 -5.967412 0.0000 First Order 

 Significance at 5% level 

Inference 

Table2. suggests the time series are non-stationary at the extent through the usage of 

ADF unit root check, meaning the tests fail to reject the null speculation of the existence of unit 

root. The lag length was decided for each variable on the duration where the residual is white 

noise. ADF check verify that the time collection is desk bound at the first difference. 

Johansen’s Cointegration test 

To recognize the long run relationship among the variables, Johansen’s and Juselius 

(1991,1995,1551), cointegration check was carried out. Johansen co-integration check will give 

an explanation for whether or not there is any impact between structured variable and impartial 

variable in quick time period and long-term length. 
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Table 3. Johansen’s Co-integration Test 
 

 

Variables Eigen 
value 

Trace Statistics Critical value P-value Hypothesized 
No of CE(s) 

Bank Nifty 0.400561 100.8796 95.75366 0.0212 None 

Repo rate 0.363754 65.05630 69.81889 0.1131 
At most 1 

Money supply 0.180052 33.40438 47.85613 0.0345 
At most 2 

Exchange rate 0.153276 19.50836 29.79707 0.4568 
At most 3 

Gold rate 0.102378 7.861765 15.49471 0.4803 
At most 4 

Crude oil 0.004296 0.301336 3.841466 0.5830 
At most 5 

Significance at 5% level 

Inference 
 The consequences of Johansen’s Co-integration test are shown in table3.These depict that 

handiest financial institution nifty and money supply are having co-integration, while repo rate, 

Exchange rate, gold rate and crude oil are having no co-integration among themselves. On 

analysis of co-integration between macroeconomic signs and financial institution nifty is 

changed into discovered that handiest money supply having co-integration with bank nifty price. 

Repo rate, Exchangerate, gold rate and crude oil are having no co-integration with financial 

institution bank nifty. which means there's no longer term dating among these variables to bank 

nifty. 

Granger Causality Test 
 

Take a look at carried out Granger Causality test proposed with the aid of C.J Granger 

(1969). Granger proposed that if causal courting exists among variables, they can be used to 

predict each different. 

Table 4. Granger Causality Test 
 

 
    
     Null Hypothesis: Obs F-Statistic Prob.  
    
     REPO_RATE does not Granger Cause BANK_NIFTY  70  0.51189 0.6018 

 BANK_NIFTY does not Granger Cause REPO_RATE  0.72521 0.4881 
    
     MONEY_SUPPLY does not Granger Cause BANK_NIFTY  70  0.16664 0.0069 

 BANK_NIFTY does not Granger Cause MONEY_SUPPLY  0.03674 0.0239 
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 EXCHANGE_RATE does not Granger Cause BANK_NIFTY  70  0.76497 0.4695 
 BANK_NIFTY does not Granger Cause EXCHANGE_RATE  5.91678 0.0044 

    
     GOLD_PRICE does not Granger Cause BANK_NIFTY  70  6.05377 0.0039 

 BANK_NIFTY does not Granger Cause GOLD_PRICE  4.56312 0.0140 
    
     CRUDE_OIL does not Granger Cause BANK_NIFTY  70  2.48941 0.0908 

 BANK_NIFTY does not Granger Cause CRUDE_OIL  0.65767 0.5215 
    
 

Inference 

The end result suggests no Granger causality among bank nifty prices and repo rate in 

any course, there is  granger causality between financial institution nifty to money supply, no 

granger causality between bank nifty and exchange rate ,  no granger causality between financial 

institution nifty and gold price, no granger causality among financial institution nifty and crude 

oil. overall, the examine discovered no bi-directional granger causality between macroeconomic 

indicators and financial institution nifty costs. at some stage in this era the stock marketplace 

performance reached to its lifestyles excessive in all respects. This suggests that all the opposite 

variables other than money supply do now not proportion any causal relationship with the 

financial institution nifty. It confirms that any movement in money deliver has extensive causal 

dating with financial institution nifty expenses. The entries in addition to the go out of money 

deliver do outcomes bank nifty.  

Conclusion  

To conclude, this paper indicates a long run relation among the bank nifty and selected 

macroeconomic variables. Johansen’s and Juselius co-integration test indicated as a minimum 

one co-integration in affiliation via a longer-term relation with the bank nifty in India. As stated 

above bilateral causal courting is located best in case of financial institution nifty and cash 

deliver. This means that cash supply outcomes may be used to predict the inventory marketplace 

motion. while, other decided on macroeconomic indicators like repo charge, alternate price, gold 

price and crude oil, they can't be used to predict the motion of stock market. consequently, we 

are able to say that Indian stock marketplace is showing the weak form of market performance. 

This concludes that financial institution nifty is drawing close in the direction of informational 

performance as a minimum with respect to repo rate, change price, gold fee and crude oil. 
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