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ABSTRACT

This research aims to explore the dynamic relationship between major macroeconomic indicators—specifically
Gross Domestic Product (GDP) growth, inflation rates, interest rates, and exchange rate movements—and the
performance of the Indian stock market, with the Bombay Stock Exchange (BSE) Sensex serving as the
primary indicator of market activity. The study employs a quantitative methodology, using time-series data
spanning from 2018 to 2023, a period marked by both economic expansion and significant disruptions, notably

the COVID-19 pandemic.

To evaluate the connection between macroeconomic fundamentals and stock market trends, the research
utilizes descriptive trend analysis and correlation techniques. The results indicate that

GDP growth and monetary policy—particularly changes in the Reserve Bank of India’s interest rates—have
the most substantial and direct impact on stock market performance. GDP growth was positively correlated
with market gains, reflecting investor optimism during periods of economic expansion. Conversely, higher
interest rates were generally associated with downward pressure on market valuations, as they tend to tighten

liquidity and raise the cost of borrowing.

Inflation and exchange rates, while less uniformly influential on the broader index, were found to have
significant effects on specific sectors. For example, rising inflation often affected consumer goods and
manufacturing sectors by increasing input costs and eroding purchasing power. Similarly, exchange rate
depreciation had a mixed impact—export-driven industries such as IT and pharmaceuticals benefited from a

weaker rupee, whereas import-reliant sectors experienced margin compression.
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The period of the COVID-19 pandemic introduced an important deviation from typical macroeconomic
behavior. Despite a severe contraction in GDP during 2020, the stock market rebounded sharply, driven largely
by policy measures, investor optimism, and global liquidity. This divergence underscores the role of market
sentiment, behavioral responses, and government interventions in shaping short-term stock market outcomes,

even when fundamental indicators suggest otherwise.

In conclusion, the study reinforces the significance of monitoring macroeconomic indicators to understand
stock market behavior, particularly in emerging economies like India. It highlights the dual role of economic
fundamentals and psychological factors in influencing investor decisions. The findings offer practical
implications for investors seeking to align their strategies with economic trends and for policymakers aiming
to craft effective financial and monetary interventions. The study also encourages future research using more

advanced econometric techniques to further validate and deepen these insights.
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Macroeconomic Indicators, Stock Market, GDP, Inflation, Interest Rate, Exchange Rate, BSE

Sensex, India, Economic Policy, Financial Markets

INTRODUCTION

The stock market serves a dual role in any economy—it reflects the current economic landscape and anticipates
future developments. In emerging economies like India, where rapid industrialization, policy reforms, and
global integration are shaping financial systems, the stock market plays an even more pivotal role. It acts not
only as a barometer of economic health but also as a platform for mobilizing capital, fostering corporate
growth, and channeling investment.

The performance of equity markets in such economies is closely tied to macroeconomic fundamentals, making

it essential to understand how changes in economic indicators translate into market responses.

India’s capital markets, particularly represented by the Bombay Stock Exchange (BSE) Sensex, have evolved
significantly over the past decade. This evolution has been driven by a series of economic events, policy
interventions, and global linkages. Key macroeconomic indicators such as Gross Domestic Product (GDP)
growth, inflation rates, interest rates set by the Reserve Bank of India (RBI), and foreign exchange fluctuations
have had a direct bearing on investor behavior and stock market dynamics. Notable instances include the repo

rate adjustments during periods of inflationary pressure or economic slowdown, fiscal stimulus measures in
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response to the COVIDI19 crisis, and the depreciation of the Indian rupee during global trade tensions—all of

which caused measurable movements in the equity indices.

Despite a wealth of international literature examining the relationship between macroeconomic variables and
stock markets in developed countries, the Indian context remains underexplored, particularly with respect to
recent developments. India presents a unique case: a large, diverse economy that is influenced by both domestic
policy shifts and global financial currents. The interplay of these factors creates an environment where market
behavior is shaped by a complex mix of fundamentals, sentiment, and expectations. There is thus a pressing
need for regionspecific empirical research that captures the unique characteristics of India’s financial and

economic systems.

This study seeks to fill that gap by analyzing the influence of macroeconomic indicators on Indian stock market
performance over the period 2018 to 2023. This timeframe includes significant economic events: a period of
pre-pandemic growth, the severe contraction during the COVID-19 crisis, and the subsequent recovery. It
provides a comprehensive window to study how equity markets respond to both expansionary and

contractionary economic conditions, as well as to unexpected macroeconomic shocks.

The investigation focuses on key economic variables—GDP growth, inflation (measured via

Consumer Price Index), interest rates (RBI’s repo rate), and exchange rates (INR/USD)—and assesses their
impact on stock price movements, investor sentiment, and sectoral performance. By applying trend analysis
and statistical correlation, the study aims to provide evidence-based insights that can support more rational

investment strategies and informed policy decisions.

Ultimately, understanding the relationship between macroeconomic indicators and stock market performance
is crucial for multiple stakeholders. For investors, it aids in portfolio diversification and risk assessment. For
policymakers, it highlights how their monetary and fiscal interventions influence capital market behavior. And
for academics, it opens pathways for further research on market efficiency, behavioral finance, and economic
resilience. Moreover, this study underscores the forward-looking nature of stock markets, where investor
sentiment, policy expectations, and global trends often drive outcomes even before concrete economic data is

released.

LITERATURE REVIEW

The relationship between macroeconomic variables and stock market performance has long been a topic of

interest in financial economics. Early foundational work by Fama (1981) emphasized that stock prices reflect

© 2025, ISJEM (All Rights Reserved) | www.isjem.com | Page 3



£ =
Ly

\l; ISIEM \\ﬁj International Scientific Journal of Engineering and Management (ISJEM) ISSN: 2583-6129
Wpermma /)2 Volume: 04 Issue: 06 | June — 2025 DOI: 10.55041/ISTEMO04365

1‘@3‘: An International Scholarly || Multidisciplinary || Open Access || Indexing in all major Database & Metadata

economic fundamentals, including real output and inflation. Chen, Roll, and Ross (1986) developed a
multifactor model, demonstrating that variables such as inflation, interest rates, and industrial production

significantly influence equity returns.

In India, empirical results are varied. Bhattacharya and Mukherjee (2002) found a long-run equilibrium
between stock prices and macroeconomic indicators such as money supply and inflation. Srivastava and Bhatia
(2022) highlighted how global disruptions, including COVID-19, have increased the sensitivity of Indian

equities to economic data.

Interest rates, governed primarily by the central bank, are highly influential. Mishra and Seth
(2018) found a strong inverse relationship between RBI’s repo rate and stock performance. Goyal and Joshi

(2019) noted that rate hikes typically coincide with short-term market corrections.

Inflation has mixed effects. Choudhry (2001) noted that in developing countries, high inflation reduces real
returns. In India, Basu and Mukherjee (2021) observed that inflation coupled with low growth discourages

investment and weakens confidence.

Exchange rate movements affect sectors differently. Reddy (2002) and Das & Ghosh (2022) observed that
currency depreciation leads to increased import costs and foreign investor outflows.

Sharma and Mehta (2021) showed that IT and pharma sectors benefit from a weaker rupee.

GDP growth is typically associated with market expansion. Aggarwal (2020) found a positive relationship
between quarterly GDP growth and market performance. However, Chakrabarti and Roll (2019) noted that

markets often move in anticipation of economic data.

The reviewed literature suggests a complex, time-dependent relationship between macroeconomic variables

and stock prices, often moderated by investor sentiment and policy signals.

RESEARCH OBJECTIVES AND HYPOTHESES

RESEARCH OBJECTIVES
1. To examine the relationship between macroeconomic indicators and stock market performance in India.
2. To analyze short-term and long-term effects of economic variables on stock prices.

3. To evaluate market sensitivity to macroeconomic shocks and policy shifts.
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4. To identify the most influential predictors of market behavior.

5. To derive actionable insights for investors and policymakers based on Indian market data.

RESEARCH HYPOTHESES

H1: GDP growth positively affects stock market performance.
H2: Inflation has a negative impact on market returns.

H3: Interest rates are inversely related to stock indices.

H4: Currency depreciation negatively influences the stock market.

HS5: Industrial output has a positive impact on stock prices.
RESEARCH METHODOLOGY

This study employs a quantitative research approach based on secondary data collected from official sources
such as the Reserve Bank of India, Ministry of Finance, and Bombay Stock Exchange. The BSE Sensex was
used as the benchmark index to assess stock market performance. The macroeconomic variables analyzed

include GDP growth, inflation (CPI), interest rates (RBI repo rate), and exchange rates (INR/USD).

Data covering the period from 2018 to 2023 was used to capture a range of economic cycles, including the
COVID-19 shock. Tools used include trend analysis, correlation matrices, and descriptive statistics. Although
the study emphasizes empirical patterns, econometric modeling such as regression or causality analysis was
not applied due to the scope limitations. Future research may expand with more advanced techniques to

validate causality.

DATA ANALYSIS AND RESULTS
The Sensex displayed an overall upward trend from ~35,000 in 2018 to over 60,000 in 2023, with dips during

the COVID-19 outbreak in early 2020. A sharp recovery followed due to monetary and fiscal support.
DP growth showed a strong positive correlation with stock market trends (correlation: +0.72).
The lowest GDP growth (—6.6% in 2020) aligned with market declines, while rapid growth in 2021 supported

market gains.

Interest rates, especially the repo rate, showed a strong inverse relationship (correlation: —0.68).

The RBI’s rate cuts in 2020 helped fuel market recovery, while rate hikes in 2023 triggered mild corrections.

Inflation fluctuated between 3.5% and 6.7%. Moderate inflation was tolerated, but spikes above 6% coincided

with stock market volatility (correlation: —0.41).
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The exchange rate depreciated from INR 68.4/USD to INR 82.1/USD. The overall correlation with the Sensex
was weak (—0.30) but showed sector-specific effects. Export-oriented sectors benefitted, while import-

dependent sectors were negatively affected.

These patterns underscore the importance of macroeconomic stability and predictable policy in supporting

equity market performance.

Interest Rates vs Nifty 50 Index (2016-2023)
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DISCUSSION

The results of this study affirm the significant influence of macroeconomic indicators on the behavior of the
Indian stock market. Among the variables analyzed, GDP growth was found to be the most robust positive
determinant of market performance, indicating that the equity market tends to thrive during periods of
economic expansion. This is consistent with economic theory, where rising GDP is seen as a signal of corporate

earnings growth, increased consumption, and enhanced investor confidence. The alignment of strong GDP
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figures with Sensex rallies demonstrates the market’s sensitivity to aggregate output levels and the broader

economic outlook.

Interest rates, particularly the Reserve Bank of India’s repo rate, exhibited a clear inverse correlation with
market performance. As borrowing costs decline, liquidity in the financial system improves, allowing
businesses to invest and expand, and encouraging investors to move away from low-yield debt instruments
toward higher-return equities. This relationship was most evident during the COVID-19 crisis, when

aggressive rate cuts helped trigger a sharp market rebound, despite ongoing economic challenges.

On the other hand, inflation and exchange rate fluctuations produced more nuanced and variable effects.
Moderate inflation, within a tolerable range, appeared to have minimal disruptive impact. However,
unanticipated spikes in inflation, especially those crossing 6%, corresponded with heightened market volatility
and investor anxiety. This suggests that inflation influences not only input costs and consumer demand but also
alters monetary policy expectations, thereby indirectly affecting equity valuations.

Exchange rate movements demonstrated sector-specific implications. A depreciating rupee proved beneficial
for export-oriented sectors such as information technology and pharmaceuticals, enhancing their international
competitiveness and boosting revenues in domestic currency terms. Conversely, sectors heavily dependent on
imports—such as automobiles and oil & gas—faced cost pressures and profit margin squeezes, especially when
the rupee weakened sharply. This dual impact underlines the importance of disaggregating macroeconomic
influences to the sectoral level rather than evaluating them solely through the lens of headline indices like the

Sensex.

A particularly interesting insight emerges when considering market behavior during the COVID-19
pandemic. Despite a historic contraction in GDP and widespread economic disruption, the equity market
experienced a V-shaped recovery, fueled largely by central bank interventions, government stimulus packages,
and global liquidity support. This divergence between macroeconomic fundamentals and market trajectories
underscores the growing relevance of behavioral factors, including investor expectations, herd behavior, and
speculative optimism. It highlights the fact that financial markets often price in anticipated policy actions and

recovery narratives before these are reflected in actual economic data.

GDP AND MARKET SENTIMENT

Strong GDP growth aligned closely with Sensex uptrends. However, market reactions were often anticipatory,
responding to expectations rather than real-time data. For example, despite negative GDP in 2020, the market

began recovering in late 2020 due to policy announcements and vaccine rollouts.
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INFLATION'S DUAL ROLE

While mild inflation was tolerated, unexpected spikes eroded investor confidence. Inflation above 6% triggered
temporary corrections, particularly in sectors like FMCG and automobiles. This aligns with prior studies

suggesting that while inflation signals economic activity, it can reduce real returns and purchasing power.
INTEREST RATES AND LIQUIDITY

The inverse relationship between interest rates and Sensex performance was strong. Repo rate cuts during
COVID supported a bullish market, reflecting the direct influence of monetary policy on market liquidity and

investor risk appetite.
EXCHANGE RATE IMPLICATIONS

Exchange rate volatility had mixed effects. Export-heavy sectors such as IT gained during rupee depreciation,
while import-heavy industries were adversely affected. This nuanced impact suggests investors should assess

currency movements at the sector level rather than the broader index alone.
BEHAVIORAL INSIGHTS AND ANOMALIES

The COVID-19 pandemic highlighted the limitations of pure macroeconomic analysis. Despite economic
contraction, investor optimism fueled by policy support and global liquidity led to a rapid market rebound.

This illustrates the importance of behavioral economics and sentiment in short-term market movements.

Perceived Impact of Microeconomic Indicators on Stock Market Perform:
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0. Correlation of Microeconomic Indicators with Nifty 50 Index
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CONCLUSION

This research examined the influence of key macroeconomic indicators—GDP growth, inflation, interest rates,
and exchange rates—on the performance of the Indian stock market, using the BSE Sensex as a benchmark
index for the period 2018 to 2023. The findings suggest that the stock market is not only reactive to economic
fundamentals but is also shaped by investor expectations, government policies, and global economic

conditions.

Among the variables studied, GDP growth demonstrated the most consistent and positive association with
market performance. During periods of economic expansion, stock prices generally rose, reflecting increased
investor confidence, stronger corporate earnings, and improved business outlooks. However, the analysis also
showed that stock markets often anticipate economic trends; for instance, signs of recovery began appearing

in the market even before GDP figures fully reflected post-COVID economic revival.
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Interest rates, particularly the policy rates set by the Reserve Bank of India, revealed a strong inverse
relationship with equity market performance. Lower interest rates during the pandemic supported liquidity in
the system, lowered the cost of capital, and encouraged investors to shift from fixed-income assets to equities.
Conversely, as interest rates rose in response to inflationary pressures in 2022-2023, markets responded with

temporary corrections.

The impact of inflation on stock prices was moderate and context-dependent. While steady and expected
inflation was largely absorbed by the market, sudden increases above the acceptable threshold led to volatility
and investor caution. Sectors sensitive to input costs and consumer spending, such as automobiles and fast-

moving consumer goods (FMCGQG), were particularly affected during high inflation periods.

Exchange rate fluctuations showed a weaker correlation with the overall market index but played a significant
role at the sectoral level. A depreciating rupee proved beneficial for exportoriented industries such as IT
services and pharmaceuticals, whereas sectors dependent on imported goods or raw materials faced cost

pressures and declining margins.

An important observation from this study is the influence of non-economic factors, such as policy
announcements, investor sentiment, and global financial trends. The COVID-19 period, in particular,
highlighted how stock markets can diverge from immediate economic realities, as optimism driven by stimulus

measures, vaccine developments, and liquidity infusion outweighed negative economic indicators.

In conclusion, the Indian stock market during the study period was significantly influenced by both traditional
macroeconomic indicators and forward-looking behavioral and policy-driven dynamics. Investors and
policymakers alike must recognize that while economic data provides a crucial foundation, market outcomes
are equally shaped by perceptions, global interdependencies, and strategic communication. A comprehensive
approach that combines economic analysis with sentiment tracking and policy awareness is essential for
effective market participation and regulation.

RECOMMENDATIONS

For Investors:
Track GDP forecasts and central bank rate policies closely.
Diversify portfolios across sectors with varying macro sensitivities (e.g., IT vs real estate).

Use hedging strategies during periods of currency volatility.
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For Policymakers:

Maintain transparency and consistency in economic policy.

Use forward guidance to manage investor expectations.

Build real-time macro dashboards to improve data visibility.

For Researchers:

Extend the analysis with econometric models (e.g., VAR, Granger Causality).

Include behavioral and global economic variables for broader insights.
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