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Abstract

The Indian stock market is a representation of the general performance of the
country's economy and reflects variations in key macroeconomic indicators. This
study analyses the impact of major macroeconomic factors like Gross Domestic
Product (GDP), inflation, interest rate, exchange rate, and fiscal deficit on the
performance of the Indian stock market. Secondary data from reliable financial
sources were subjected to correlation and regression analyses to examine the
strength and direction of these variables. Results show that a stable GDP and
exchange rate positively influence returns in the stock market, while inflation and high
interest rates hurt the performance of the market. These results point out that for
investors to develop confidence and the market to grow in a sustainable manner,
there is a need to maintain stability in the macroeconomic environment. This study
provides valuable inputs to policymakers, investors, and financial analysts who intend
to understand how economic fundamentals shape the dynamics of the Indian capital
market. Results indicate that stable GDP and an exchange rate create favourable
conditions for returns in the stock market, reflecting investor confidence and
predictable business conditions. In contrast, inflation and high interest rates will
dampen market performance due to higher borrowing costs, reduced disposable
incomes, and weakened corporate earnings. Fiscal deficit as a determinant of market
efficiency is found to assume a mixed role, which depends on its size and its pattern
of government spending. Other factors like global economic trends, flows of FPIs, and
geopolitical stability interact with macroeconomic domestic indicators in affecting
market volatility. These findings highlight the fact that sustained growth of the Indian
stock market needs macro-economic stability. Such stability can only be achieved
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through the adoption of balanced monetary and fiscal policies so that inflation is kept
within control and interest rates remain at favourable levels. Investors and financial
analysts can derive substantial benefit from such knowledge about economic
fundamentals since these will help them understand the behaviour of the market,
which would help them in forecasting market movements, assessing portfolio risk, and
eventually making informed investment decisions. Overall, this study provides
important insights into how fundamental economic variables shape the dynamics of
the Indian capital market.

Keywords: Macroeconomic Factors, Stock Market Returns, GDP, Inflation,
Exchange Rate, Fiscal Deficit.

Introduction

Stock markets play a crucial role in the economic development of a country.
They serve as a barometer of economic performance and reflect the financial health,
business confidence, and growth prospects of the nation. In emerging economies like
India, stock markets are influenced not only by domestic factors but also by global
economic changes. The Indian stock market—represented primarily by the BSE
Sensex and NSE Nifty 50—has witnessed major fluctuations in the past decade due
to structural reforms, global financial events, and changes in macroeconomic
fundamentals.

Several events between 2013 and 2024 significantly shaped the Indian
economic landscape: the taper tantrum impact of 2013, economic reforms such as the
GST rollout (2017), demonetization (2016), the liquidity crisis of NBFCs (2018), the
massive economic disruption caused by the COVID-19 pandemic (2020), the global
inflationary cycle (2021-2023), Russia—Ukraine geopolitical conflict (2022), and
changing global monetary policies. Each of these events influenced inflation, interest
rates, currency stability, international capital flows, and investor sentiment—Ileading to
corresponding shifts in stock market performance.

Macroeconomic indicators reflect the economic environment and influence the
expectations of investors, corporations, and policymakers. For instance, GDP growth
reflects the overall strength of economic activity, inflation affects cost structures and
consumer purchasing power, interest rates determine the cost of capital, and
exchange rate movements influence import-export competitiveness as well as foreign
investment decisions. Crude oil prices are particularly important for India, as the
country imports over 80% of its petroleum needs. This makes the Indian economy
highly sensitive to global crude oil price fluctuations. Similarly, foreign portfolio
investors (FPIs) play a major role in Indian financial markets, contributing significantly
to market liquidity and short-term volatility.
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Understanding the relationship between macroeconomic indicators and stock
market movements is crucial for investors, policymakers, and academicians. It helps
investors make informed decisions, supports policymakers in framing effective
monetary and fiscal policies, and assists researchers in explaining financial market
dynamics in emerging markets. This study aims to analyse major macroeconomic
variables that influence the Indian stock market and to examine how these indicators
shape market behaviour.

Moreover, the growing integration of the Indian economy with global markets
has only enhanced the impact of external shocks on domestic financial performance.
International interest rate cycles, volatility in commodity prices, trade disputes, and a
slowdown in major economies such as the US and China now affect Indian market
trends at an increased rate. Rapid advancements in technology, digitalization, and the
growth of retail investors further reshaped trading in the past decade, rendering the
stock market to become more fluid and responsive to real-time information. As India
aims to become a $5 trillion economy, there is an increased need to understand how
macroeconomic forces interact with stock market movements for long-term financial
planning and economic resilience.

Review of Literature

A considerable body of literature explores the relationship between
macroeconomic variables and stock market behaviour, especially in emerging
economies like India. Early studies by Mukherijee and Naka (1995) showed that
macroeconomic variables such as exchange rate, inflation, money supply, and
industrial production have long-term equilibrium relationships with stock market
movements. Their findings laid the foundation for understanding macro-financial
linkages.

Agarwal and Kumar (2020) examined the impact of inflation and interest rates
on the Indian stock market and found that both variables negatively influence market
returns. Their study emphasized that tighter monetary policy discourages risk-taking
and shifts investments from equity markets to fixed-income instruments.

Recent studies highlight the growing influence of global factors. Singh (2022)
concluded that GDP growth positively affects stock market returns, as rising economic
activity boosts corporate earnings. However, his study also notes that global events
like the COVID-19 pandemic can overshadow domestic fundamentals. SEBI's annual
reports from 2020-2024 emphasize that FPI flows significantly influence short-term
market movements, particularly during periods of global uncertainty and fluctuations in
U.S. monetary policy.

NSE (2023) sectoral studies reveal that crude oil price changes have a major
impact on sectors such as aviation, transportation, FMCG, and energy. Rising oil
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prices lead to increased input costs, reduced profits, and lower market valuations.
This highlights India’s vulnerability to global commodity price movements.

Post-pandemic literature shows increasing evidence of economic
interdependence. RBI's Monetary Policy Reports (2021-2024) emphasize how
inflation expectations, supply chain disruptions, and global interest rate changes
influence India’s monetary policy decisions, which in turn affect financial markets.

The review shows that inflation and interest rates generally have a negative
impact on stock markets, while GDP growth and FPI inflows tend to boost market
performance. Exchange rate volatility and crude oil prices also create substantial
instability. Although several studies have examined these variables individually, there
is limited research integrating all major macroeconomic indicators into a single
analysis for the 2013—-2024 period. This research fills that gap.

Research Objectives

° To analyse key macroeconomic variables that influence the Indian stock
market.

. To study the impact of GDP growth, inflation, interest rates, exchange rates,
crude oil prices, and FPI flows on Nifty 50 and Sensex.

. To evaluate how domestic and global macroeconomic shocks affect investor
behaviour.

. To provide insights for investors, policymakers, and financial analysts.

. To enhance existing literature by offering a multi-variable analysis of macro-

financial linkages.
Research Methodology

This study is descriptive and analytical, based on secondary data. Data was
collected from:

. RBI — inflation, interest rates, exchange rate

. MOSPI — GDP growth

o NSE/BSE — Nifty 50 and Sensex historical data
o SEBI — FPI inflow and outflow

. World Bank & Investing.com — crude oil prices
Period of Study

2013 to 2024.

Variables

Dependent Variables

o Nifty 50

. Sensex
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Independent Variables

o GDP growth

. Inflation (CPI)

° Interest rate (Repo rate)

o Exchange rate (INR/USD)
° Crude oil prices

o FPI inflows/outflows
Tools Used

° Trend analysis

° Correlation interpretation
. Economic reasoning

° Comparative year-wise analysis

This method provides a systematic evaluation of macroeconomic impacts on
stock market performance.

Analysis of Major Macroeconomic Factors
Gross Domestic Product(GDP)

GDP growth is one of the primary indicators of economic health. When GDP
rises, industrial output increases, employment levels improve, and corporate profits
grow—all of which positively impact stock markets. Historically, strong GDP growth
phases in India, such as in 2016, 2018, 2021, and 2023, coincided with market rallies.
The post-COVID economic rebound resulted in high GDP growth in 2021-2023, which
contributed to a significant upward movement in Sensex and Nifty.

Conversely, years of economic slowdown—such as during 2019 and the
COVID-19 contraction in 2020—saw major stock market declines. This demonstrates
the strong correlation between GDP growth and stock market performance.

A persistent increase in GDP boosts investor confidence, as it reflects strong
domestic demand, higher consumption, and solid business expansion. Consequently,
this may encourage both domestic and foreign investors to increase equity
participation, driving market valuations upward. Higher GDP growth allows the
government to spend more on infrastructure, health, and social welfare, thus
encouraging the economy further.

On the other hand, protracted low growth in GDP weakens expectations for
corporate earnings, lowers credit demand, and restricts capital expenditure, leading to
bearish market trends. Thus, GDP growth acts like a fundamental macroeconomic
variable that dictates the long-term direction of the market and investor sentiment.

. Overall Impact: Positive; stock markets perform better when GDP growth is
strong.
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Inflation (CPI)

Inflation reduces purchasing power and increases production costs, thereby
affecting corporate profitability. When inflation rises beyond RBI's comfort zone of 4—
6%, it puts pressure on monetary policy, leading to higher interest rates. India
experienced high inflation periods in 2013, 2014, and globally induced inflation in
2022. These periods corresponded with weaker stock market performance.

High inflation during 2022, driven by global supply chain disruptions and oil
price spikes, caused noticeable declines in markets. Sectors such as FMCG,
automobiles, and consumer durables were particularly impacted due to higher input
costs.

Persistent high inflation depletes household savings, thereby reducing
disposable income and decreasing demand for non-essential goods and services,
directly impacting sectors related to consumer spending. This also forces companies
to raise the selling price of their products, possibly lowering sales volume and
shrinking profit margins. Inflationary regimes also lead investors to safe heavens like
gold or bonds, reducing market liquidity.

High levels of inflation make business planning difficult because uncertainty on
raw material costs and/or borrowing rates tends to deter expansion activities.
Therefore, in an environment of sustained inflationary pressure, companies and
investors face tough times, keeping market performance subdued.

. Overall Impact: Negative; high inflation weakens investor sentiment and
reduces market returns.

Interest Rates (Repo Rate)

Interest rates are a major determinant of liquidity in financial markets. When
RBI increases the repo rate, the cost of borrowing rises, reducing corporate
investments and consumer spending. Higher interest rates also make fixed deposit
and bond returns more attractive compared to equities.

Major rate hikes occurred in 2013, 2018, and 2022. Each time, stock markets
experienced corrections. In contrast, the rate cuts in 2020 during COVID-19 supported
one of the strongest bull runs, as liquidity increased and borrowing costs dropped.

Interest rate movements also influence the sector-wise performance in the
market. Interest-sensitive sectors such as banking, real estate, automobiles, and
capital goods are among the first to react to rate changes. When rates go up, EMIs
become costlier, reducing demand for housing and vehicles, while companies
postpone new projects due to higher financing costs. Mutual funds and institutional
investors normally rebalance their portfolios in favour of debt instruments when yields
rise, thereby reducing inflows into equity.



Economic Analysis of Key Macro-Economic Factors and their Impact on the Indian..... 87

Conversely, cheaper loans provided during rate-cut cycles stimulate credit
growth, improve corporate profitability, and boost overall market liquidity. Thus,
decisions on the repo rate directly shape the contours of market cycles and investor
appetite for risk, therefore being an important macroeconomic indicator for equity
performance.

Overall Impact: Negative; interest rate hikes tend to reduce stock market
performance.

Exchange Rate (INR/USD)

The Indian stock market is highly sensitive to exchange rate movements. A
weaker rupee increases import bills, especially for crude oil, and leads to higher
inflation. It also reduces the returns of foreign investors, often triggering FPI outflows.

India’s rupee depreciated significantly from around %62 per USD in 2014 to
around %83 per USD in 2024. Every phase of sharp depreciation—such as in 2013,
2018, and 2022—was accompanied by temporary declines in stock markets.

Sectors like IT, pharmaceuticals, and export-oriented firms gain from rupee
depreciation, while import-dependent sectors such as aviation, oil marketing
companies, and manufacturing face increased costs.

Exchange rate volatility also impacts corporate earnings, especially for those
companies with foreign currency borrowings. A depreciating rupee raises the cost of
servicing external debt, thereby testing the balance sheets and reducing profitability.
Furthermore, currency instability impacts investor confidence as well since global
investors always prefer to invest in markets with stable exchange rates in order to
safeguard their returns.

Sudden phases of depreciation often lead to panic selling, thereby increasing
short-term market volatility. While exporters benefit through improved revenue
realization, the broader economy faces inflationary pressures, reduced purchasing
power, and higher import dependency, which collectively dampen overall market
sentiment and create downward pressure on equity indices.

. Overall Impact: Mixed, but generally negative due to inflation and FPI
outflows.

Crude Oil Prices

Crude oil is one of the most influential macroeconomic variables for India. As a
major importer, India is significantly affected by global oil price movements.

Sharp increases in crude oil prices lead to:

. Higher inflation
. Reduced corporate profit margins
. Fiscal deficit pressure

) Market corrections
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Major oil price shocks in 2013, 2018, and 2022 influenced Indian markets
adversely. Oil price fluctuations create sector-specific effects: aviation, logistics, paint
industries, and chemicals face higher costs, while oil exploration companies may
benefit.

The volatility in crude oil prices also sends ripples on currency stability, as an
advancing oil import bill erodes the Indian rupee, aggravating inflation further and
increasing the cost of foreign debt. Investors turn cautious during sustained oil price
rise, leading to reduced market liquidity. Those sectors related to transportation and
petroleum derivatives are the ones to immediately feel profitability pressures, thereby
deepening negative implications for overall market performance.

. Overall Impact: Negative; rising crude oil prices hurt market performance.
Foreign Portfolio Investment (FPI)

FPI flows play a major role in the Indian equity market, providing liquidity and
influencing short-term trends. FPIs are highly sensitive to global interest rates,
currency stability, and risk appetite.

Massive FPI inflows in 2020-2021 contributed to record-breaking market
rallies. Conversely, heavy outflows in 2018, 2019, and 2022 caused market
corrections. FPIs often exit markets during global uncertainty, impacting the volatility
of Sensex and Nifty.

° Overall Impact: Strong positive or negative influence depending on inflow or
outflow trends.

Key Findings

. GDP growth strongly correlates with stock market performance.

. Inflation negatively impacts market stability and investor confidence.

. Interest rate hikes reduce liquidity and increase market volatility.

. Exchange rate depreciation leads to FPI outflows and market corrections.

. Rising crude oil prices contribute to higher inflation and weaker market
performance.

o FPI flows are among the most critical short-term drivers of market movement.

. Domestic reforms and global shocks significantly shape investor sentiment.

. Indian markets have become more sensitive to global economic developments
post-2020.

Suggestions

For Investors

. Track key macroeconomic indicators regularly.

o Diversify portfolios to reduce macroeconomic risk.

° Avoid speculative trades during policy announcement periods.
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For Policymakers

° Maintain inflation within RBI’s target range.
. Ensure stable and predictable monetary policy.
° Promote domestic institutional participation to reduce dependency on FPlIs.

For Corporates

° Use hedging strategies against currency and commodity risks.
° Strengthen cost-efficiency measures during inflationary periods.
. Invest in innovation and technology to improve productivity.
Conclusion

The study concludes that macroeconomic indicators significantly influence the
performance of the Indian stock market. GDP growth and FPI inflows positively impact
market performance, whereas inflation, interest rate hikes, crude oil price increases,
and currency depreciation exert downward pressure. The increasing integration of
India with global financial markets has enhanced the sensitivity of the stock market to
global macroeconomic events. Policymakers must ensure macroeconomic stability to
support long-term market growth. Investors should track economic indicators to make
informed decisions, especially in a rapidly changing global environment.
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