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Abstract:  

This paper tries to explore the role of the Indian Stock Market in 

determining Exchange Rate. There is not enough literature available on 

relationship between exchange rate and Stock market, thus researcher 

tries to explore the relationship between the two with the help of 

different indices like Nifty 50, Large Cap, Midcap , Small Cap.  

Monthly data of 12 years have been used to perform to study. Analysis 

is performed using E views(8) using multiple regression model. Before 

running the model, stationarity of the series have been checked and 

made stationary using log series. Results of the analysis suggest that 

there exist strong relationship between the two.  
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Introduction 

Decades ago, Wall Street was considered as a mysterious entity as 

people used to flinched away from because they don’t understand it. 

People equated this with the term stock and since then considered it to 

be risky and scary. After years of hard work, today the stock exchanges 

are designed to facilitate the bulling and selling of the stock and 
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securities. With the advent of globalization and liberalisation, many 

changes occurred in the financial sector of the Indian Economy. This 

global integration has opened up new opportunities, threats for the 

economy. The strength of the integration of the Indian economy with 

rest of the world is being judged with the exchange rate. Exchange rate 

is the price for which the currency of a country can be exchanged with 

another country’s currency.  It is considered to be the “Price” of the 

money.  Although it is not determined only by the  capital or money 

market as there are other factors which affect the rate like inflation rate, 

it is an important determinant of the exchange rate as investment from 

foreign investors in the capital market plays important role in fixing 

exchange rate . This paper tries to explore the role of the Indian Stock 

Market in determining Exchange Rate. 

 

Literature Review 

Influence of Exchange Rate on BSE Sensex & NSE Nifty has been 

assessed by Polisetty, Kumar and Kurian (2016) in their paper which 

explains volatile relationship between stock market and exchange rate. 

They have further tried to explore dynamics of relationship in long and 

short run. The relationship was assessed during 2005-2014 of indices 

BSE and NSE. They have tried to establish correlation between NSE and 

BSE and have calculated the exchange rate. The finding of the study 

suggests that there is no relationship between exchange rate and stock 

indices.  

Dynamic Relation Between Exchange Rate and Stock Prices – A Case 

for India  has been assessed by Nath and Samanta ,in their paper which 

explains the dynamic linkages between  stock prices and exchange rate . 

The relationship was assessed during March 1993 to December 2002 

using S&P CNX Nifty and exchange rate Indian Rupee per US dollar. 

The findings of the study suggest no relationship exists between the two 

series. 



Impact of Exchange Rate on Stock Market has been assessed by  

Suriani,  Kumar , Jamil and Muneer in their paper which explains the 

relationship between stock market and foreign exchange market for 

Pakistan economy. The relationship was assessed during the January 

2004-December 2009. The study suggests two markets are independent 

of each other. 

Exchange Rate and Stock Market Interactions: Evidence from Nigeria  

has been assessed by Sani and Hassan ,in their paper which explains the 

linkages between exchange rate, money supply, economic growth, stock 

market. The study was conducted during 1985 -2015. The study finds an 

significant and positive influence of exchange rate on fluctuations in 

stock market of Nigeria along with positive impact of economic growth 

on stock market. 

The Effects of Exchange Rates Movements on Stock Market 

Capitalisation in Ghana  has been assessed by Korsah and Fosu, in their 

paper they examined the association between exchange rate movements 

with stock market fluctuations. The study was conducted  during 1990-

2013. They tried to explore the dynamics of relationship both in short 

and long term.The study finds an significant and negative relationship 

between the exchange rates and stock indices. 

A Study of Exchange Rates Movement and Stock Market Volatility has 

been assessed by  Agrawal ,Srivastav  and Srivastava,  in their paper 

which analyses the relationship between exchange rates and Nifty 

returns.. The study was conducted during October 2007 to December 

2009. The study finds negative but significant association between nifty 

returns and stock exchanges. 

The Relationship between Exchange Rates and Stock Prices: Studied in 

a Multivariate Model has been assessed by Dimitrova  ,in his paper , he 

examined whether any link exists between stock marlet and exchange 

rates. The study was conducted during   January 1990 to August 2004 



for the US Economy. The study finds an significant but very low 

association between the two markets. 

A Bivariate Causality between Stock Prices and Exchange Rates has 

been assessed by Granger, Huang, Yan, where he gave mixed opinion 

regarding the relationship. For some stock exchanges relationship was 

established while for some no relationship was founded out. 

 

 

Research Methodology 

The basic objective of the study is to analyse the effect of Indian Stock 

Market measured by Nifty 20, Sensex Large Cap, Sensex Mid Cap, 

Sensex Small Cap on the  Exchange rate (us$ with Indian INR)  

 

Y1 =   α + β1X1 + β2X2 + β3X3 + β4X4  +  e  

 

Where: 

 Y1 = Exchange Rate  

X1 = Nifty 50 indices 

X2 = Large Cap Indices 

X3 = Midcap Indices 

X4 =   Small Cap Indices 

α = constant term 

e = error term 

βi = regression coefficients 

 

 

The present study is causal in nature, in this study the researchers 

attempted to study the impact of Indian Stock Market  on Exchange 

rate.To address the research question, in the study, we explored the 

contextual nexus between   various indices and exchange rate. For 



secondary source of data published reports in various journals and 

magazines are referred. The data is collected from the website of central 

bank of the country i.e. BSE , SEBI, RBI .In the present study literature 

review has been considered for past 10 years and data for the period of 

year 2007 to 2018 has been considered from various secondary sources. 

Data analysis is done using E-views 8 . Data is tested for stationarity 

using the Augmented Dickey-Fuller test .After checking the stationarity, 

multiple regression analysis is done to produce the results. 

 

 

Objective 

 

1. To study the trend of stock market via different indices 

2. To find the relationship between Indian stock market and exchange 

rate.  

 

 

Hypothesis of the study 

On the basis of objective of the study, following hypothesis has been 

formed: 

 

H01:  There is no significant   impact of the Indian stock Market on 

exchange rate. 

HA1;   There is significant impact of the Indian stock Market on 

exchange rate. 

 

Sub – Hypothesis : 

H 0 1.1 There is no significant impact of Nifty 50 on Exchange Rate. 

H A 1.1 There is significant impact of Nifty 50 on Exchange Rate. 

H 0 1.2 There is no significant impact of S&P LargeCap on Exchange 

Rate. 



H A 1.2 There is significant impact of S&P LargeCap on Exchange 

Rate. 

H 0 1.3 There is no significant impact of S&P MidCap on Exchange 

Rate. 

H A 1.3 There is significant impact of S&P MidCap on Exchange Rate. 

H 0 1.4 There is no significant impact of S&P SmallCap on Exchange 

Rate.  

H A 1.4 There is significant impact of S&P SmallCap on Exchange 

Rate. 

 

Following are the graphs used to check the nature of the data i.e. 

whether there is deterministic trend, stochastic trend or no trend. 
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Graph of Nifty50, S&P BSE LargeCap , S&P BSE MidCap , S&P BSE 

SmallCap and exchange rate shows stochastic trend , hence following 

the literature, all data series have been transformed to natural logarithms 

using the following equations in order to detrend them . 

1.  lNifty50= log(Nifty50) and  

2. lS&P BSE LargeCap = log(S&P BSE LargeCap),  

3. lS&P BSE MidCap = log(S&P BSE MidCap),  

4  lS&P BSE SmallCap  = log(S&P BSE SmallCap).  

5. lexchange rate = log(exchange rate) 

Following are the graphs of the detrended series. 
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In the analysis, stationarity of the variables are being tested using the 

Augmented Dickey Fuller Test (ADF test). The results of the test are 

being summarised into Table No. 2 which indicates that null hypothesis 

of the test is being rejected as  

 the p values of the unit root test are insignificant, hence all the variables 

are stationary 

 

 

Results of the Augmented Dickey fuller Test Table No. 2 

 

Variable 

1% 

Significanc

e level 

5% 

significanc

e level 

10% 

significanc

e level 

ADF * t- 

statistics 

ADF* 

probabilit

y value 

Exchang

e Rate -4.032498 

-3.445877 -3.147878 

-

8.61632

7 

 0.0000 

Nifty 50 4.032498 -3.445877 -3.147878 

-

11.2736

9 0 

S&P 

BSE 

LargeCa

p 4.032498 -3.445877 -3.147878 

-

10.5772

3 
 0.0000 

S&P 

BSE 

MidCap -4.032498 -3.445877 -3.445877 -9.09148 

 0.0000 

S&P 

BSE 

SmallCa

p -4.032498 -3.445877 -3.147878 

-

9.22831

3 0 



 

 

 

As the data is stationary , multiple regression is performed to check 

whether the variables are independent or affect each other. Results of the 

regression analysis is being summarized into an equation and table No.3 

 

Exchange rate = α + 5.68 Nifty 50 -5.38Large cap + 6.50Mid cap -

8.67Small Cap  +  e 

 

 

Regression Analysis  Keeping Exchange Rate as Dependent Variable 

Table No. 3 

Variable Coefficient Std. Error t-Statistic Prob.   

α -1.598626 0.737232 
-

2.168416 
0.0321 

NIFTY_50 3.759777 0.661725 5.681781 0 

LARGE_CAP -3.537356 0.656285 
-

5.389966 
0 

MID_CAP 0.956369 0.146948 6.508235 0 

SMALL_CAP -0.911503 0.105128 
-

8.670434 
0 

R-squared 0.87356   

Adjusted 

R-

squared 

0.869448 

(Source : Researcher’s Output) 

 

 

Table No. 3 represents the results of regression analysis between Indian 

Stock Market Indices as independent variable and Exchange Rate as 



dependent variable.  Indian Stock market is represented by various 

indices such as Nifty 50, Sensex Large Cap, Sensex Mid Cap, Sensex 

Small Cap. The analysis confirms an significant impact between the two 

variables as the p values are 0.0000 in all cases. This implies a very 

strong relationship between the concerned variables. The r 2 i.e. the 

proportion of the variance in the dependent variable that is predictable 

from the independent variable value is 0.873560 which is indeed 

explaining the above statement very well.  Around 87 percent of the 

variation in the exchange rate is explained by Indian Stock Market 

indices. 

It’s a very important finding for the policy makers as whenever there is a 

boom in the economy, it gets reflected in the Stock market. This in 

return attracts more foreign institutional investors(FII) towards Indian 

equity. This results in increased demand for Indian INR , hence higher 

exchange rates. The reverse also holds truth, with the decrease in the 

demand for India equity either because of low return or changes in 

government policy which shakes the confidence levels of investors, 

there would be a rush to sell Indian equity . This would create a 

downward pressure on the exchange rate as everyone would be selling 

Indian INR for US $. 

Hence, its important to closely monitors the Indian Stock market 

movements as it is directly related with the exchange rate. 

Conclusion : 

Stock market developments should affect capital flows and the exchange 

rate respectively in a system of flexible exchange rate. The present study 

examined the aforesaid linkages between the stock market and foreign 

exchange for India with the help of monthly data over a period of 12 

years. It finds a significant cause and effect relationship between the 



variables. It’s important for the government to analyse the possible 

impact of any of the measures undertaken under fiscal or monetary 

policy on the stock market which in return is affecting the exchange rate 

market. Due emphasis must be given on the impact of stock market 

fluctuations on exchange rate determination as supported by the study. 
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