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ABSTRACT 
 

 
This lstudy lshows lthe limpact lof lMacro lEconomic lVariables lon lstock lmarket lreturns, lhas lprovided la 

lcomplete lunderstanding lof lthe lIndian lFinancial lMarket. lCurrent lfindings lsuggest lthat lthe leffect lof 

lthese ltwo lvariables lnamely l, lDollar lRate land lGold lPrice lhas lbeen lstudied l land lcertain lcorrelations 

lhave lbeen lderived lusing lthe ldata lfrom lthe llast l10 lyears. lFinancial lMarkets lare lbasically lthe l 

lindividual linvestors, lfinancial linstitutions land lother lintermediaries lwho lare llinked lby la lformal 

ltrading lrules land lcommunication lnetwork lfor ltrading lthe lvarious lfinancial lassets land lcredit 

linstruments. 

This lstudy lis lcarried lout lwith la lhelp lof la lstatistical ltool lcorrelation lwith lthe lhelp lof lE-Views las la 

lsoftware. lThis lstudy lis lmajorly lcarried lout lwhile ltaking lto lobjectives lin lmind lunder lchapter l3 

lresearch lmethodology land lthen lfollowed lby la lsystematic lanalysis land linterpretation lof lthe lsame lin 

lchapter l4. 

Chapter l5 lcontains lthe lfindings land lsuggestions lprovided lfrom this lside lwith lthe lconclusion lat lthe 

lend. 
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CHAPTER 1 
 
INTRODUCTION 
 
Introductory note: This chapter talks about the financial market and its different classifications in 

detail. It also states the purpose and the objectives of this study. 

 

1.1 lOverview 
Financial lmarket lis lthe lmarket lthat lfacilitates ltransfer lof lfunds lbetween linvestors/ llenders land 

lborrowers/ lusers. lFinancial lmarket lmay lbe ldefined las l‘a ltransmission lmechanism lbetween linvestors 

l(or llenders) land lthe lborrowers l(or lusers) lthrough lwhich ltransfer lof lfunds lis lfacilitated’. lIt lconsists lof 

lindividual linvestors, lfinancial linstitutions land lother lintermediaries lwho lare llinked lby la lformal 

ltrading lrules land lcommunication lnetwork lfor ltrading lthe lvarious lfinancial lassets land lcredit 

linstruments. lIt ldeals lin lfinancial linstruments l(like lbills lof lexchange, lshares, ldebentures, lbonds, letc). 

Financial lmarkets lattract lfunds lfrom linvestors land lchannel lthem lto lcorporations—they lthus lallow 

lcorporations lto lfinance ltheir loperations land lachieve lgrowth. lMoney lmarkets lallow lfirms lto lborrow 

lfunds lon la lshort lterm lbasis, lwhile lcapital lmarkets lallow lcorporations lto lgain llong-term lfunding lto 

lsupport lexpansion l(known las lmaturity ltransformation). 

Without lfinancial lmarkets, lborrowers lwould lhave ldifficulty lfinding llenders lthemselves. 

lIntermediaries lsuch las lbanks, lInvestment lBanks, land lBoutique lInvestment lBanks lcan lhelp lin lthis 

lprocess. lBanks ltake ldeposits lfrom lthose lwho lhave lmoney lto lsave. lThey lcan lthen llend lmoney lfrom 

lthis lpool lof ldeposited lmoney lto lthose lwho lseek lto lborrow. lBanks lpopularly llend lmoney lin lthe lform 

lof lloans land lmortgages. 

More lcomplex ltransactions lthan la lsimple lbank ldeposit lrequire lmarkets lwhere llenders land ltheir 

lagents lcan lmeet lborrowers land ltheir lagents, land lwhere lexisting lborrowing lor llending lcommitments 

lcan lbe lsold lon lto lother lparties. lA lgood lexample lof la lfinancial lmarket lis la lstock lexchange. lA 

lcompany lcan lraise lmoney lby lselling lshares lto linvestors land lits lexisting lshares lcan lbe lbought lor lsold. 

Much leffort lhas lgone linto lthe lstudy lof lfinancial lmarkets land lhow lprices lvary lwith ltime. lCharles 

lDow, lone lof lthe lfounders lof lDow lJones l& lCompany land lThe lWall lStreet lJournal, lenunciated la lset 

lof lideas lon lthe lsubject lwhich lare lnow lcalled lDow ltheory. lThis lis lthe lbasis lof lthe lso-called ltechnical 

lanalysis lmethod lof lattempting lto lpredict lfuture lchanges. lOne lof lthe ltenets lof l"technical lanalysis" lis 
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lthat lmarket ltrends lgive lan lindication lof lthe lfuture, lat lleast lin lthe lshort lterm. lThe lclaims lof lthe 

ltechnical lanalysts lare ldisputed lby lmany lacademics, lwho lclaim lthat lthe levidence lpoints lrather lto lthe 

lrandom lwalk lhypothesis, lwhich lstates lthat lthe lnext lchange lis lnot lcorrelated lto lthe llast lchange. lThe 

lrole lof lhuman lpsychology lin lprice lvariations lalso lplays la lsignificant lfactor. lLarge lamounts lof 

lvolatility loften lindicate lthe lpresence lof lstrong lemotional lfactors lplaying linto lthe lprice. lFear lcan 

lcause lexcessive ldrops lin lprice land lgreed lcan lcreate lbubbles. lIn lrecent lyears lthe lrise lof lalgorithmic 

land lhigh-frequency lprogram ltrading lhas lseen lthe ladoption lof lmomentum, lultra-short lterm lmoving 

laverage land lother lsimilar lstrategies lwhich lare lbased lon ltechnical las lopposed lto lfundamental lor 

ltheoretical lconcepts lof lmarket lBehaviour. 

The lscale lof lchanges lin lprice lover lsome lunit lof ltime lis lcalled lthe lvolatility. lIt lwas ldiscovered lby 

lBenoit lMandelbrot lthat lchanges lin lprices ldo lnot lfollow la lnormal ldistribution, lbut lare lrather lmodeled 

lbetter lby lLévy lstable ldistributions. lThe lscale lof lchange, lor lvolatility, ldepends lon lthe llength lof lthe 

ltime lunit lto la lpower la lbit lmore lthan l1/2. lLarge lchanges lup lor ldown lare lmore llikely lthan lwhat lone 

lwould lcalculate lusing la lnormal ldistribution lwith lan lestimated lstandard ldeviation. 

Financial lmarkets lplay la lvital lrole lin lfacilitating lthe lsmooth loperation lof lcapitalist leconomies lby 

lallocating lresources land lcreating lliquidity lfor lbusinesses land lentrepreneurs. lThe lmarkets lmake lit 

leasy lfor lbuyers land lsellers lto ltrade ltheir lfinancial lholdings. lFinancial lmarkets lcreate lsecurities 

lproducts lthat lprovide la lreturn lfor lthose lwho lhave lexcess lfunds l(Investors/lenders) land lmake lthese 

lfunds lavailable lto lthose lwho lneed ladditional lmoney l(borrowers). 

The lstock lmarket lis ljust lone ltype lof lfinancial lmarket. lFinancial lmarkets lare lmade lby lbuying land 

lselling lnumerous ltypes lof lfinancial linstruments lincluding lequities, lbonds, lcurrencies, land 

lderivatives. lFinancial lmarkets lrely lheavily lon linformational ltransparency lto lensure lthat lthe lmarkets 

lset lprices lthat lare lefficient land lappropriate. lThe lmarket lprices lof lsecurities lmay lnot lbe lindicative lof 

ltheir lintrinsic lvalue lbecause lof lmacroeconomic lforces llike ltaxes. 

Some lfinancial lmarkets lare lsmall lwith llittle lactivity, land lothers, llike lthe lNew lYork lStock lExchange 

l(NYSE), ltrade ltrillions lof ldollars lof lsecurities ldaily. lThe lequities l(stock) lmarket lis la lfinancial lmarket 

lthat lenables linvestors lto lbuy land lsell lshares lof lpublicly ltraded lcompanies. lThe lprimary lstock lmarket 

lis lwhere lnew lissues lof lstocks, lcalled linitial lpublic lofferings l(IPOs), lare lsold. lAny lsubsequent ltrading 

lof lstocks loccurs lin lthe lsecondary lmarket, lwhere linvestors lbuy land lsell lsecurities lthat lthey lalready 

lown. 

It’s la lbroad lterm land lincludes lvarious ltypes lof lmarkets lwhere lmoney lcan lbe lborrowed lat la llow lcost 
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lby lcompanies lrequiring linvestment. lInvestors loften ltrade lin lsecurities lto learn lprofit lbe lit lin lthe llong 

lterm lor lshort lterm. lDepending lupon lthe leconomy, lmillions lof ldollars lof lmoney lare ltraded ldaily lin 

lthe lfinancial lmarket. lFor lexample, lthe lNew lYork lStock lExchange l(NYSE), lNational lStock 

lExchange l(NSE), letc. 

These lfinancial lmarkets lare lregulated lby lindependent lregulatory lbodies lwith lstrict lrules land 

lregulations. lThey lhave lstringent land lmandatory lreporting land lcompliance lstandards. lAny lviolation 

lby lcompanies, linvestors, lbrokers, lbanks, lfinancial linstitutions lor lany lother lauthorized lbodies, lcan 

llead lto lheavy lpenalties land lin lextreme lcases lcancellation lof llicense. 

• Financial lmarkets lcreate lliquidity lthat lallows lbusinesses lto lgrow land lentrepreneurs lto lraise 

lmoney lfor ltheir lventures. 

• They lreduce lrisk lby lhaving linformation lpublicly lavailable lto linvestors land ltraders. 

• These lmarkets lcalm lthe leconomy lby linstilling lconfidence lin linvestors. 

• Investor lconfidence lstabilizes lthe leconomy. 

A lfinancial lmarket lis la lplace lwhere lfirms land lindividuals lenter linto lcontracts lto lsell lor lbuy la lspecific 

lproduct lsuch las la lstock, lbond, lor lfutures lcontract. lBuyers lseek lto lbuy lat lthe llowest lavailable lprice 

land lsellers lseek lto lsell lat lthe lhighest lavailable lprice. lThere lare la lnumber lof ldifferent lkinds lof 

lfinancial lmarkets, ldepending lon lwhat lyou lwant lto lbuy lor lsell, lbut lall lfinancial lmarkets lemploy 

lprofessional lpeople land lare lregulated. 

If lyou lwant la lloan lor la lsavings laccount lyou lwould lgo lto lthe lbank lor lcredit lunion, lif lyou lwant lto lbuy 

lstock, la lmutual lfund lor la lbond lyou lgo lto la lsecurities lmarket. lThe lpurpose lof la lsecurities lmarket lis 

lprimarily lfor lbusiness lto lacquire linvestment lcapital. lExamples lof lsecurities lmarkets linclude lthe lNew 

lYork lStock lExchange land lthe lAmerican lStock lExchange. lAnother lsecurities lmarket lis lthe lOver-the-

Counter lmarket, lwhere la lcomputer lnetwork lof ldealers lbuy land lsell lshares. 
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Figure l1.1- lClassification lof lFinancial lMarkets 

Source- WallStreetMojo 
 

1. LBy lnature lof lclaim 

(i) lDebt lmarket 

The lbond lmarket—often lcalled lthe ldebt lmarket lor lcredit lmarket—is lthe lcollective lname lgiven lto lall 

ltrades land lissues lof ldebt lsecurities ldebt lsecurities. lGovernments ltypically lissue lbonds lin lorder lto 

lraise lcapital lto lpay ldown ldebts lor lfund linfrastructural limprovements. lPublicly-traded lcompanies 

lissue lbonds lwhen lthey lneed lto lfinance lbusiness lexpansion lprojects lor lmaintain longoing loperations. 

The lbond lmarket lis lbroadly lsegmented linto ltwo ldifferent lsilos: lthe lprimary lmarket land lthe 

lsecondary lmarket. lThe lprimary lmarket lis lfrequently lreferred lto las lthe l"new lissues" lmarket lin lwhich 

ltransactions lstrictly loccur ldirectly lbetween lthe lbond lissuers land lthe lbond lbuyers. lIn lessence, lthe 

lprimary lmarket lyields lthe lcreation lof lbrand lnew ldebt lsecurities lthat lhave lnot lpreviously lbeen 

loffered lto lthe lpublic. 
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In lthe lsecondary lmarket, lsecurities lthat lhave lalready lbeen lsold lin lthe lprimary lmarket lare lthen lbought 

land lsold lat llater ldates. lInvestors lcan lpurchase lthese lbonds lfrom la lbroker, lwho lacts las lan 

lintermediary lbetween lthe lbuying land lselling lparties. lThese lsecondary lmarket lissues lmay lbe 

lpackaged lin lthe lform lof lpension lfunds, lmutual lfunds, land llife linsurance lpolices—among lmany lother 

lproduct lstructures. 

Debt lfunds linvest lin lvarious lsecurities, lbased lon ltheir lcredit lratings. lA lsecurity’s lcredit lrating 

lsignifies lwhether lthe lissuer lwill ldefault lin ldisbursing lthe lreturns lthey lpromised. lThe lfund lmanager 

lof la ldebt lfund lensures lthat lhe linvests lin lhigh lrated lcredit linstruments. lA lhigher lcredit lrating lmeans 

lthat lthe lentity lis lmore llikely lto lpay linterest lon lthe ldebt lsecurity lregularly las lwell las lpay lback lthe 

lprincipal lamount lupon lmaturity. 

Debt lfunds lwhich linvest lin lhigher-rated lsecurities lare lless lvolatile lwhen lcompared lto lthat lof llow-

rated lsecurities. lAdditionally, lmaturity lalso ldepends lon lthe linvestment lstrategy lof lthe lfund lmanager 

land lthe loverall linterest lrate lregime lin lthe leconomy. lA lfalling linterest lrate lregime lencourages lthe 

lfund lmanager lto linvest lin llong-term lsecurities. lConversely, la lrising linterest lrate lregime lencourages 

lhim lto linvest lin lshort-term lsecurities. 

Instruments 

 

Figure l1.2- lTypes lof lDebt lInstruments 

Source- BBALectures 
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A lTreasury lBill l 

(T-Bill) lis la lshort-term lU.S. lgovernment ldebt lobligation lbacked lby lthe lTreasury lDepartment lwith la 

lmaturity lof lone lyear lor lless. lTreasury lbills lare lusually lsold lin ldenominations lof l$1,000. lHowever, 

lsome lcan lreach la lmaximum ldenomination lof l$5 lmillion lin lnon-competitive lbids. lThese lsecurities 

lare lwidely lregarded las llow-risk land lsecure linvestments. 

The lTreasury lDepartment lsells lT-Bills lduring lauctions lusing la lcompetitive land lnon-competitive 

lbidding lprocess. lNoncompetitive lbids—also lknown las lnon-competitive ltenders—have la lprice lbased 

lon lthe laverage lof lall lthe lcompetitive lbids lreceived. lT-Bills ltend lto lhave la lhigh ltangible lnet lworth. 

T-bills lcan lhave lmaturities lof ljust la lfew ldays lor lup lto la lmaximum lof l52 lweeks, lbut lcommon 

lmaturities lare l4, l8, l13, l26, land l52 lweeks. lThe llonger lthe lmaturity ldate, lthe lhigher lthe linterest lrate 

lthat lthe lT-Bill lwill lpay lto lthe linvestor. 

T-Bill lRedemptions land lInterest lEarned 

T-bills lare lissued lat la ldiscount lfrom lthe lpar lvalue—or lthe lface lvalue—of lthe lbill, lmeaning lthe 

lpurchase lprice lis lless lthan lthe lface lvalue lof lthe lbill. lFor lexample, la l$1,000 lbill lmight lcost lthe 

linvestor l$950 lto lbuy lthe lproduct. 

When lthe lbill lmatures, lthe linvestor lis lpaid lthe lface lvalue—par lvalue—of lthe lbill lthey lbought. lIf lthe 

lface lvalue lamount lis lgreater lthan lthe lpurchase lprice, lthe ldifference lis lthe linterest learned lfor lthe 

linvestor. lT-bills ldo lnot lpay lregular linterest lpayments las lwith la lcoupon lbond, lbut la lT-Bill ldoes 

linclude linterest, lreflected lin lthe lamount lit lpays lwhen lit lmatures. 

Certificate lof ldeposit 

A lcallable lcertificate lof ldeposit lis lan lFDIC-insured lCERTIFICATE lOF lDEPOSIT lthat lcontains la 

lcall lfeature lsimilar lto lother ltypes lof lcallable lfixed-income lsecurities. lCallable lCERTIFICATE lOF 

lDEPOSIT lcan lbe lredeemed l(called laway) learly lby lthe lissuing lbank lprior lto ltheir lstated lmaturity, 

lusually lwithin la lgiven ltime lframe land lat la lpreset lcall lprice. lDue lto lthe lpossibility lof lthe 

lCERTIFICATE lOF lDEPOSIT lbeing lcalled lbefore lmaturity, lwhich lwould lresult lin la lloss lof linterest 

learnings, linterest lrates lon lcallable lCERTIFICATE lOF lDEPOSITs lare lusually lhigher lthan lthose lfor 

lregular lCertificate lof ldeposits. lNevertheless, lit lis lwise lto lread lthe lfine lprint lbefore linvesting lin la 

lcallable lCERTIFICATE lOF lDEPOSIT. 

A lcallable lsecurity lis lone lthat lcan lbe lredeemed learly lby lthe lissuer, lallowing lthe lissuer lto lrefinance lits 

linterest-bearing lsecurities. lA lbank ladds la lcall lfeature lto la lCD lso lit ldoes lnot lhave lto lcontinue lpaying 
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la lhigher lrate lto lthe lCD lholder lif linterest lrates ldrop. lCallable lCDs loften lpay la lcall lpremium lto lthe 

linvestor lwhen lredeemed learly, las lan lincentive lfor linvestors lto ltake lon lthe lcall lrisk lassociated lwith 

lthe linvestment. 

The lcall lpremium lis lan lamount lover lthe lpar lvalue lof lthe lCD, land lit ltypically ldecreases las lthe lCD 

lnears lits lmaturity ldate. lIt lis lstated lin lthe ldisclosure lstatement lthat lstipulates lthe lterms lof lthe lCD. lThe 

lcall ldate lis lthe ldate lthe lbank lcan lcall lback lits lshares, land lit lis lalso lincluded lin lthe ldisclosure 

lstatement. 

Most l(CDs) lare lnot lstrictly lmoney lmarket lfunds lbecause lthey lare lsold lwith lterms lof lup lto l10 lyears. 

lHowever, lCDs lwith lterms las lshort las lthree lmonths lto lsix lmonths lare lavailable. 

As lwith lmoney lmarket laccounts, lbigger ldeposits land llonger lterms lyield lbetter linterest lrates. lRates lin 

lmid-2019 lfor lsix-month lCDs lranged lfrom labout l0.02% lto l0.65% ldepending lon lthe lsize lof lthe 

ldeposit. lUnlike la lmoney lmarket laccount, lthe lrates loffered lwith la lCD lremain lconstant lfor lthe ldeposit 

lperiod. lThere lis la lpenalty lassociated lwith learly lwithdrawal lof lfunds ldeposited lin la lCD. 

 

Commercial lPaper 

Commercial lpaper lis lan lunsecured, lshort-term ldebt linstrument lissued lby la lcorporation, ltypically lfor 

lthe lfinancing lof laccounts lpayable land linventories land lmeeting lshort-term lliabilities. lMaturities lon 

lcommercial lpaper lrarely lrange llonger lthan l270 ldays. lCommercial lpaper lis lusually lissued lat la 

ldiscount lfrom lface lvalue land lreflects lprevailing lmarket linterest lrates 

Commercial lpaper lis lnot lusually lbacked lby lany lform lof lcollateral, lmaking lit la lform lof lunsecured 

ldebt. lAs la lresult, lonly lfirms lwith lhigh-quality ldebt lratings lwill leasily lfind lbuyers lwithout lhaving lto 

loffer la lsubstantial ldiscount l(higher lcost) lfor lthe ldebt lissue. lBecause lcommercial lpaper lis lissued lby 

llarge linstitutions, lthe ldenominations lof lthe lcommercial lpaper lofferings lare lsubstantial, lusually 

l$100,000 lor lmore. lOther lcorporations, lfinancial linstitutions, lwealthy lindividuals, land lmoney lmarket 

lfunds lare lusually lbuyers lof lcommercial lpaper. 

A lmajor lbenefit lof lcommercial lpaper lis lthat lit ldoes lnot lneed lto lbe lregistered lwith lthe lSecurities land 

lExchange lCommission las llong las lit lmatures lbefore lnine lmonths, lor l270 ldays, lmaking lit la lvery lcost-

effective lmeans lof lfinancing. lAlthough lmaturities lcan lgo las llong las l270 ldays lbefore lcoming lunder 

lthe lpurview lof lthe lSEC, lmaturities lfor lcommercial lpaper laverage labout l30 ldays, lrarely lreaching lthat 

lthreshold. lThe lproceeds lfrom lthis ltype lof lfinancing lcan lonly lbe lused lon lcurrent lassets, lor 
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linventories, land lare lnot lallowed lto lbe lused lon lfixed lassets, lsuch las la lnew lplant, lwithout lSEC 

linvolvement. 

This lis lwhere lthe lprofessional lmarket lfor linstitutions start land ltraders lwho ldeal lin llarge-volume 

ltransactions. lThe lcommercial lpaper lmarket lis lfor lbuying land lselling lunsecured lloans lfor 

lcorporations lin lneed lof la lshort-term lcash linfusion. lOnly lhighly lcreditworthy lcompanies lparticipate, 

lso lthe lrisks lare llow. 

 

(ii) lEquity lmarket 

An lequity lmarket lis la lmarket lin lwhich lshares lare lissued land ltraded, leither lthrough lexchanges lor 

lover-the-counter lmarkets. lAlso lknown las lthe lstock lmarket, lit lis lone lof lthe lmost lvital lareas lof la 

lmarket leconomy lbecause lit lgives lcompanies laccess lto lcapital land linvestors la lslice lof lownership lin la 

lcompany lwith lthe lpotential lto lrealize lgains lbased lon lits lfuture lperformance. 

In lthe lequity lmarket, linvestors lbid lfor lstocks lby loffering la lcertain lprice, land lsellers lask lfor la lspecific 

lprice. lWhen lthese ltwo lprices lmatch, la lsale loccurs. lOften, lthere lare lmany linvestors lbidding lon lthe 

lsame lstock. lWhen lthis loccurs, lthe lfirst linvestor lto lplace lthe lbid lis lthe lfirst lto lget lthe lstock. lWhen la 

lbuyer lwill lpay lany lprice lfor lthe lstock, lhe lor lshe lis lbuying lat lmarket lvalue; lsimilarly, lwhen la lseller 

lwill ltake lany lprice lfor lthe lstock, lhe lor lshe lis lselling lat lmarket lvalue. 

Companies lsell lstocks lin lorder lto lget lcapital lto lgrow ltheir lbusinesses. lWhen la lcompany loffers lstocks 

lon lthe lmarket, lit lmeans lthe lcompany lis lpublicly ltraded, land leach lstock lrepresents la lpiece lof 

lownership. lThis lappeals lto linvestors, land lwhen la lcompany ldoes lwell, lits linvestors lare lrewarded las 

lthe lvalue lof ltheir lstocks lrise. lThe lrisk lcomes lwhen la lcompany lis lnot ldoing lwell, land lits lstock lvalue 

lmay lfall. lStocks lcan lbe lbought land lsold leasily land lquickly, land lthe lactivity lsurrounding la lcertain 

lstock limpacts lits lvalue. lFor lexample, lwhen lthere lis lhigh ldemand lto linvest lin lthe lcompany, lthe lprice 

lof lthe lstock ltends lto lrise, land lwhen lmany linvestors lwant lto lsell ltheir lstocks, lthe lvalue lgoes ldown. 
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Figure l1.3- lStock lMarket 

Source- KarvyOnline 

 

Shares 

Shares lare lunits lof lownership linterest lin la lcorporation lor lfinancial lasset lthat lprovide lfor lan lequal 

ldistribution lin lany lprofits, lif lany lare ldeclared, lin lthe lform lof ldividends. lThe ltwo lmain ltypes lof 

lshares lare lcommon lshares land lpreferred lshares. lPhysical lpaper lstock lcertificates lhave lbeen lreplaced 

lwith lelectronic lrecording lof lstock lshares, ljust las lmutual lfund lshares lare lrecorded lelectronically. 

Most lcompanies lissue lcommon lstock. lThe lstock lmay lbenefit lshareholders lthrough lappreciation land 

ldividends, lmaking lcommon lstock lriskier lthan lpreferred lstock. lCommon lstock lalso lcomes lwith 

lvoting lrights, lgiving lshareholders lmore lcontrol lover lthe lbusiness. lIn laddition, lcertain lcommon lstock 

lcomes lwith lpre-emptive lrights, lensuring lthat lshareholders lmay lbuy lnew lshares land lretain ltheir 

lpercentage lof lownership lwhen lthe lcorporation lissues lnew lstock. 

In lcontrast, lpreferred lstock ltypically ldoes lnot loffer lappreciation lin lvalue lor lvoting lrights lin lthe 

lcorporation. lHowever, lthe lstock ltypically lhas lset lpayment lcriteria; la ldividend lthat lis lpaid lout 

lregularly, lmaking lthe lstock lless lrisky lthan lcommon lstock. lAlso, lpreferred lstock lmay loften lbe 

lredeemed lat la lmore lbeneficial lprice lthan lcommon lstock. lBecause lpreferred lstock ltakes lpriority lover 

lcommon lstock, lif lthe lbusiness lfiles lfor lbankruptcy land lpays lits llenders, lpreferred lshareholders 

lreceive lpayment lbefore lcommon lshareholders. 
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Authorized lshares lcomprise lthe lnumber lof lshares la lcompany’s lboard lof ldirectors lmay lissue. lIssued 

lshares lcomprise lthe lnumber lof lshares lthat lare lgiven lto lshareholders land lcounted lfor lpurposes lof 

lownership. 

Because lshareholders’ lownership lis laffected lby lthe lnumber lof lauthorized lshares, lshareholders lmay 

llimit lthat lnumber las lthey lsee lappropriate. lWhen lshareholders lwant lto lincrease lthe lnumber lof 

lauthorized lshares, lthey lconduct la lmeeting lto ldiscuss lthe lissue land lestablish lan lagreement. lWhen 

lshareholders lagree lto lincrease lthe lnumber lof lauthorized lshares, la lformal lrequest lis lmade lto lthe lstate 

lthrough lfiling larticles lof lamendment. 

 

Bonds 

A lbond lis la lfixed lincome linstrument lthat lrepresents la lloan lmade lby lan linvestor lto la lborrower 

l(typically lcorporate lor lgovernmental). lA lbond lcould lbe lthought lof las lan lI.O.U. lbetween lthe llender 

land lborrower lthat lincludes lthe ldetails lof lthe lloan land lits lpayments. lBonds lare lused lby lcompanies, 

lmunicipalities, lstates, land lsovereign lgovernments lto lfinance lprojects land loperations. lOwners lof 

lbonds lare ldebt lholders, lor lcreditors, lof lthe lissuer. lBond ldetails linclude lthe lend ldate lwhen lthe 

lprincipal lof lthe lloan lis ldue lto lbe lpaid lto lthe lbond lowner land lusually lincludes lthe lterms lfor lvariable 

lor lfixed linterest lpayments lmade lby lthe lborrower. 

Governments l(at lall llevels) land lcorporations lcommonly luse lbonds lin lorder lto lborrow lmoney. 

lGovernments lneed lto lfund lroads, lschools, ldams lor lother linfrastructure. lThe lsudden lexpense lof lwar 

lmay lalso ldemand lthe lneed lto lraise lfunds. 

Similarly, lcorporations lwill loften lborrow lto lgrow ltheir lbusiness, lto lbuy lproperty land lequipment, lto 

lundertake lprofitable lprojects, lfor lresearch land ldevelopment lor lto lhire lemployees. lThe lproblem lthat 

llarge lorganizations lrun linto lis lthat lthey ltypically lneed lfar lmore lmoney lthan lthe laverage lbank lcan 

lprovide. lBonds lprovide la lsolution lby lallowing lmany lindividual linvestors lto lassume lthe lrole lof lthe 

llender. lIndeed, lpublic ldebt lmarkets llet lthousands lof linvestors leach llend la lportion lof lthe lcapital 

lneeded. lMoreover, lmarkets lallow llenders lto lsell ltheir lbonds lto lother linvestors lor lto lbuy lbonds lfrom 

lother lindividuals—long lafter lthe loriginal lissuing lorganization lraised lcapital. 
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Derivatives 

A lderivative lis la lcontract lbetween ltwo lor lmore lparties lwhose lvalue lis lbased lon lan lagreed-upon 

lunderlying lfinancial lasset l(like la lsecurity) lor lset lof lassets l(like lan lindex). lCommon lunderlying 

lnstruments linclude lbonds, lcommodities, lcurrencies, linterest lrates, lmarket lindexes, land lstocks. 

Generally lbelonging lto lthe lrealm lof ladvanced linvesting, lderivatives lare lsecondary lsecurities lwhose 

lvalue lis lsolely lbased l(derived) lon lthe lvalue lof lthe lprimary lsecurity lthat lthey lare llinked lto. lIn land lof 

litself la lderivative lis lworthless. lFutures lcontracts, lforward lcontracts, loptions, lswaps land lwarrants lare 

lcommonly lused lderivatives. 

A lfutures lcontract, lfor lexample, lis la lderivative lbecause lits lvalue lis laffected lby lthe lperformance lof 

lthe lunderlying lasset. lSimilarly, la lstock loption lis la lderivative lbecause lits lvalue lis l"derived" lfrom lthat 

lof lthe lunderlying lstock. lWhile la lderivative's lvalue lis lbased lon lan lasset, lownership lof la lderivative 

ldoesn't lmean lownership lof lthe lasset. 

There lare ltwo lclasses lof lderivative lproducts l- l"lock" land l"option". lLock lproducts l(e.g. lswaps, 

lfutures, lor lforwards) lbind lthe lrespective lparties lfrom lthe loutset lto lthe lagreed-upon lterms lover lthe 

llife lof lthe lcontract. lOption lproducts l(e.g. linterest lrate lswaps), lon lthe lother lhand, loffer lthe lbuyer lthe 

lright, lbut lnot lthe lobligation, lto lbecome la lparty lto lthe lcontract lunder lthe linitially lagreed lupon lterms. 

The lrisk-reward lequation lis loften lthought lto lbe lthe lbasis lfor linvestment lphilosophy land lderivatives 

lcan lbe lused lto leither lmitigate lrisk l(hedging) lor lassume lrisk lwith lthe lexpectation lof lcommensurate 

lreward l(speculation). 

 

Mutual lFunds 

A lmutual lfund lis la ltype lof lfinancial lvehicle lmade lup lof la lpool lof lmoney lcollected lfrom lmany 

linvestors lto linvest lin lsecurities llike lstocks, lbonds, lmoney lmarket linstruments, land lother lassets. 

lMutual lfunds lare loperated lby lprofessional lmoney lmanagers, lwho lallocate lthe lfund's lassets land 

lattempt lto lproduce lcapital lgains lor lincome lfor lthe lfund's linvestors. lA lmutual lfund's lportfolio lis 

lstructured land lmaintained lto lmatch lthe linvestment lobjectives lstated lin lits lprospectus. 

Mutual lfunds lgive lsmall lor lindividual linvestors laccess lto lprofessionally lmanaged lportfolios lof 

lequities, lbonds, land lother lsecurities. lEach lshareholder, ltherefore, lparticipates lproportionally lin lthe 

lgains lor llosses lof lthe lfund. lMutual lfunds linvest lin la lvast lnumber lof lsecurities, land lperformance lis 

lusually ltracked las lthe lchange lin lthe ltotal lmarket lcap lof lthe lfund—derived lby lthe laggregating 

lperformance lof lthe lunderlying linvestments. 
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Mutual lfunds lpool lmoney lfrom lthe linvesting lpublic land luse lthat lmoney lto lbuy lother lsecurities, 

lusually lstocks land lbonds. lThe lvalue lof lthe lmutual lfund lcompany ldepends lon lthe lperformance lof lthe 

lsecurities lit ldecides lto lbuy. lSo, lwhen lyou lbuy la lunit lor lshare lof la lmutual lfund, lyou lare lbuying lthe 

lperformance lof lits lportfolio lor, lmore lprecisely, la lpart lof lthe lportfolio's lvalue. lInvesting lin la lshare lof 

la lmutual lfund lis ldifferent lfrom linvesting lin lshares lof lstock. lUnlike lstock, lmutual lfund lshares ldo lnot 

lgive lits lholders lany lvoting lrights. lA lshare lof la lmutual lfund lrepresents linvestments lin lmany ldifferent 

lstocks l(or lother lsecurities) linstead lof ljust lone lholding. 

That's lwhy lthe lprice lof la lmutual lfund lshare lis lreferred lto las lthe lnet lasset lvalue l(NAV) l lper lshare, 

lsometimes lexpressed las lNavps. lA lfund's lNAV lis lderived lby ldividing lthe ltotal lvalue lof lthe lsecurities 

lin lthe lportfolio lby lthe ltotal lamount lof lshares loutstanding. lOutstanding lshares lare lthose lheld lby lall 

lshareholders, linstitutional linvestors, land lcompany lofficers lor linsiders. lMutual lfund lshares lcan 

ltypically lbe lpurchased lor lredeemed las lneeded lat lthe lfund's lcurrent lNAV, lwhich—unlike la lstock 

lprice—doesn't lfluctuate lduring lmarket lhours, lbut lit lis lsettled lat lthe lend lof leach ltrading lday. 

The laverage lmutual lfund lholds lhundreds lof ldifferent lsecurities, lwhich lmeans lmutual lfund 

lshareholders lgain limportant ldiversification lat la llow lprice. lConsider lan linvestor lwho lbuys lonly 

lGoogle lstock lbefore lthe lcompany lhas la lbad lquarter. lHe lstands lto llose la lgreat ldeal lof lvalue lbecause 

lall lof lhis ldollars lare ltied lto lone lcompany. lOn lthe lother lhand, la ldifferent linvestor lmay lbuy lshares lof la 

lmutual lfund lthat lhappens lto lown lsome lGoogle lstock. lWhen lGoogle lhas la lbad lquarter, lshe lloses 

lsignificantly lless lbecause lGoogle lis ljust la lsmall lpart lof lthe lfund's lportfolio. 

 

2. LBy lmaturity lof lclaim 

(i) lMoney lmarket 

The lmoney lmarket lis lthe ltrade lin lshort-term ldebt linvestments. lAt lthe lwholesale llevel, lit linvolves 

llarge-volume ltrades lbetween linstitutions land ltraders. lAt lthe lretail llevel, lit lincludes lmoney lmarket 

lmutual lfunds lbought lby lindividual linvestors land lmoney lmarket laccounts lopened lby lbank lcustomers. 

Money lmarket laccount lare la ltype lof lsavings laccount. lThey lpay linterest, lbut lsome lissuers loffer 

laccount lholders llimited lrights lto loccasionally lwithdraw lmoney lor lwrite lchecks lagainst lthe laccount. 

l(Withdrawals lare llimited lby lfederal lregulations. lIf lthey lare lexceeded, lthe lbank lpromptly lconverts lit 

lto la lchecking laccount.) lBanks ltypically lcalculate linterest lon la lmoney lmarket laccount lon la ldaily 

lbasis land lmake la lmonthly lcredit lto lthe laccount. 



 
13 

In lgeneral, lmoney lmarket laccounts loffer lslightly lhigher linterest lrates lthan lstandard lsavings laccounts. 

lBut lthe ldifference lin lrates lbetween lsavings land lmoney lmarket laccounts lhas lnarrowed lconsiderably 

lsince lthe l2008 lfinancial lcrisis. lAverage linterest lrates lfor lmoney lmarket laccounts lvary lbased lon lthe 

lamount ldeposited. lAs lof lmid-2019, lthe lbest-paying lmoney lmarket laccount lwith lno lminimum 

ldeposit loffered l2.25% lannualized linterest. lThe lbest lwith la lminimum ldeposit lof l$10,000 lpaid 

l$2.45%. 

Banker's lAcceptances 

Another lprofessional lmoney lmarket ltrade, lthe lbankers lacceptance lis la lshort-term lloan lthat lis 

lguaranteed lby la lbank. lUsed lextensively lin lforeign ltrade, la lbanker's lacceptance lis llike la lpost-dated 

lcheck land lserves las la lguarantee lthat lan lexporter lcan lpay lfor lthe lgoods. lThere lis la lsecondary lmarket 

lfor lbuying land lselling lbanker's lacceptances lat la ldiscount. 

Repos 

The lrepo, lis lpart lof lthe lovernight llending lmoney lmarket. lTreasury lbills lor lother lgovernment 

lsecurities lare lsold lto lanother lparty lwith lan lagreement lto lrepurchase lthem lat la lset lprice lon la lset ldate. 

 

(ii) lCapital lmarket 

Capital lmarket lis lreferred lto las la lplace lwhere lsaving land linvestments lare ldone lbetween lcapital 

lsuppliers land lthose lwho lare lin lneed lof lcapital. lIt lis, ltherefore, la lplace lwhere lvarious lentities ltrade 

ldifferent lfinancial linstruments. 

Capital lmarket lis lwhere lboth lequity land ldebt linstrument llike lequity lshares, lpreference lshares, 

ldebentures, lbonds, letc. lare lbought land lsold. 

Capital lmarkets lhelp lchannelize lsurplus lfunds lfrom lsavers lto linstitutions lwhich lthen linvest lthem linto 

lproductive luse. lGenerally, lthis lmarket ltrades lmostly lin llong-term lsecurities. 

Capital lmarket lconsists lof lprimary lmarkets land lsecondary lmarkets. lPrimary lmarkets ldeal lwith ltrade 

lof lnew lissues lof lstocks land lother lsecurities, lwhereas lsecondary lmarket ldeals lwith lthe lexchange lof 

lexisting lor lpreviously-issued lsecurities. lAnother limportant ldivision lin lthe lcapital lmarket lis lmade lon 

lthe lbasis lof lthe lnature lof lsecurity ltraded, li.e. lstock lmarket land lbond lmarket. 
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Functions lof lCapital lMarket: 

• It lacts lin llinking linvestors land lsavers 

• Facilitates lthe lmovement lof lcapital lto lbe lused lmore lprofitability land lproductively lto lboost lthe 

lnational lincome 

• Boosts leconomic lgrowth 

• Mobilization lof lsavings lto lfinance llong lterm linvestment 

• Facilitates ltrading lof lsecurities 

• Minimization lof ltransaction land linformation lcost 

• Encourages la lmassive lrange lof lownership lof lproductive lassets 

• Quick lvaluations lof lfinancial linstruments 

• Through lderivative ltrading, lit loffers linsurance lagainst lmarket lor lprice lthreats 

• Facilitates ltransaction lsettlement 

• Improvement lin lthe leffectiveness lof lcapital lallocation 

• Continuous lavailability lof lfunds 

The lcapital lmarket lis lthe lbest lsource lof lfinance lfor lcompanies. lIt loffers la lspectrum lof linvestment 

lavenues lto lall linvestors lwhich lencourage lcapital lcreation 

 

Types 

• Primary lMarket: 

The lprimary lmarket lis la lnew lissue lmarket; lit lsolely ldeals lwith lthe lissues lof lnew lsecurities. lA lplace 

lwhere ltrading lof lsecurities lis ldone lfor lthe lfirst ltime. lThe lmain lobjective lis lcapital lformation lfor 

lgovernment, linstitutions, lcompanies, letc. lalso lknown las lInitial lPublic lOffer l(IPO). lNow, llet lus lhave 

la llook lat lthe lfunctions lof lprimary lmarket: 

• Origination: lOrigination lis lreferred lto las lexamine, levaluate, land lprocess lnew lproject lproposals 

lin lthe lprimary lmarket. lIt lbegins lprior lto lan lissue lis lpresent lin lthe lmarket. lIt lis ldone lwith lthe lhelp 

lof lcommercial lbankers. 

• Underwriting: lFor lensuring lthe lsuccess lof lnew lissue lthere lis la lneed lfor lunderwriting lfirms. 

lThese lare lthe lones lwho lguarantee lminimum lsubscription. lIn lcase, lthe lissue lremains lunsold lthe 

lunderwriters lhave lto lbuy. lBut lif lthe lissues lare lcompletely lsubscribed lthen lthere lwill lbe lno 

lliability lleft lfor lthem. 
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• Distribution: lFor lthe lsuccess lof lissue, lbrokers land ldealers lare lgiven ljob ldistribution lwho ldirectly 

lcontact lwith linvestors. 

 

• Secondary lMarket: 

The lsecondary lmarket lis la lplace lwhere ltrading ltakes lplace lfor lexisting lsecurities. lIt lis lknown las 

lstock lexchange lor lstock lmarket. lHere lthe lsecurities lare lbought land lsold lby lthe linvestors. lNow, llet lus 

lhave la llook lat lthe lfunctions lof lsecondary lmarket: 

• Regular linformation labout lthe lvalue lof lsecurity 

• Offers lliquidity lto lthe linvestors lfor ltheir lassets 

• Continuous land lactive ltrading 

• Provide la lMarket lPlace 

 

3. LBy ltiming lof ldelivery 

(i) lCash lMarket 

A lcash lmarket lis la lmarketplace lin lwhich lthe lcommodities lor lsecurities lpurchased lare lpaid lfor land 

lreceived lat lthe lpoint lof lsale. lFor lexample, la lstock lexchange lis la lcash lmarket lbecause linvestors 

lreceive lshares limmediately lin lexchange lfor lcash. 

It’s la lfinancial lmarket lin lwhich lproducts lare lsold land ldelivered limmediately, lrather lthan lone lin 

lwhich lagreements lare lmade lfor lproducts lto lbe ldelivered lat lsome ltime lin lthe lfuture: 

Cash lmarkets lare lalso lknown las lspot lmarkets, lbecause ltheir ltransactions lare lsettled l"on lthe lspot." 

lThe lopposite lof la lcash lmarket lis la lfutures lmarket, lwhere lbuyers lpay lfor lthe lright lto lreceive la lgood, 

lsuch las la lbarrel lof loil, lat la lspecified ldate lin lthe lfuture. 

Sometimes, lthe lline lbetween lcash lmarkets land lfutures lmarkets lcan lget lblurred. lFor lexample, lstock 

lexchanges llike lthe lNew lYork lStock lExchange l(NYSE) lare lmostly lcash lmarkets, lbut lthey lalso 

lfacilitate ltrading lof lderivative lproducts lwhich lare lnot lsettled lon lthe lspot. lTherefore, ldepending lon 

lthe lunderlying lassets lbeing ltraded, lthe lNYSE land lother lexchanges lcan lalso loperate las la lfutures 

lmarket. 

Whether lan linvestor lchooses lto ltransact lon la lcash lmarket lor la lfutures lmarket lwill ldepend lon ltheir 

lunique lneeds. lFor lexample, lan lindustrial lcompany lthat lneeds loil lto lfuel lits lproduction lprocesses 
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lmight lpurchase lbarrels lof loil lon la lcash lmarket land ltake lphysical ldelivery lat lthe lpoint lof lsale. lBy 

lcontrast, lthat lsame lcompany lmight lwish lto lhedge lagainst lthe lrisk lthat loil lprices lwill lrise lin lthe 

lfollowing lyears. lTo ldo lso, lit lmight lpurchase lfutures lcontracts lfor loil, lin lwhich lcase lno lphysical 

lbarrels lof loil lwould lexchange lhands lat lthe ltime lof lsale. 

In ldeciding lbetween lcash land lfutures lmarkets, linvestors lwill lalso lconsider lthe lcosts lof ltransacting lin 

leach lmarketplace. lFor lmost lcommodities, lthe lcost lof lpurchasing lthat lcommodity lin lthe lspot lmarket 

lis llower lthan lits lcost lin lthe lfutures lmarket. lThis lis lbecause lthere lare lcosts lassociated lwith ltaking 

lphysical lpossession lof lthe lcommodity, lsuch las lstorage lcosts land linsurance. 

It lis limportant lto lknow lthe ldifference lbetween lcash lmarkets land lfutures lmarkets, las lwell las lthe 

ldifference lbetween lspot lprices land lfutures lprices. lThis ldifference l-- lthe ltime lspread l-- lcan lbe lan 

leconomically limportant lvariable lbecause lit lindicates lthe lmarket's lexpectations labout lfutures lprices. 

lCash lmarkets lare linfluenced, lfor lthe lmost lpart, lsolely lby lsupply land ldemand, lwhereas lfutures 

lmarkets lare lalso linfluenced lby lexpectations labout lprices llater, lstorage lcosts, lweather lpredictions l(for 

lperishable lcommodities lin lparticular), land lother lfactors. 

Cash lmarkets ldiffer lfrom lfutures lmarkets lin lthat ldelivery ltakes lplace limmediately. lSo, lif lyou lwish lto 

lpurchase lCompany lXYZ lshares land lown lthem limmediately, lyou lwould lgo lto lthe lcash lmarket lon 

lwhich lthe lshares lare ltraded l(the lNew lYork lStock lExchange, lfor lexample). lIf, lhowever, lyou lwanted 

lto lpurchase la lcontract lthat lentailed ltaking lpossession lof lCompany lXYZ lshares, lyou lwould lseek lout 

lthe lfutures lexchange lon lwhich lCompany lXYZ lshares ltrade. 

It lcontrasts lwith la lfutures lmarket, lin lwhich ldelivery lis ldue lat la llater ldate. lIn la lspot lmarket, lsettlement 

lnormally lhappens lin lT+2 lworking ldays, li.e., ldelivery lof lcash land lcommodity lmust lbe ldone lafter ltwo 

lworking ldays lof lthe ltrade ldate. lA lspot lmarket lcan lbe lthrough lan lexchange lor lover-the-counter 

l(OTC). lSpot lmarkets lcan loperate lwherever lthe linfrastructure lexists lto lconduct lthe ltransaction. 
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(ii) lFutures lMarket 

A lfutures lmarket lis lan lauction lmarket lin lwhich lparticipants lbuy land lsell lcommodity land lfutures 

lcontracts lfor ldelivery lon la lspecified lfuture ldate. lExamples lof lfutures lmarkets lare lthe lNew lYork 

lMercantile lExchange, lthe lKansas lCity lBoard lof lTrade, lthe lChicago lMercantile lExchange, lthe 

lChicago lBoard lOptions lExchange land lthe lMinneapolis lGrain lExchange. 

Originally, lsuch ltrading lwas lcarried lon lthrough lopen lyelling land lhand lsignals lin la ltrading lpit, lthough 

lin lthe l21st lcentury, llike lmost lother lmarkets, lfutures lexchanges lare lmostly lelectronic. 

These lare lplaces l(exchanges) lto lbuy land lsell lfutures lcontracts. lThere lare lseveral lfutures lexchanges. 

lCommon lones linclude lThe lNew lYork lMercantile lExchange, lthe lChicago lBoard lof lTrade, lthe 

lChicago lMercantile lExchange, lthe lChicago lBoard lof lOptions lExchange, lthe lChicago lClimate 

lFutures lExchange, lthe lKansas lCity lBoard lof lTrade, land lthe lMinneapolis lGrain lExchange. 

In lorder lto lunderstand lfully lwhat la lfutures lmarket lis, lit’s limportant lto lunderstand lthe lbasics lof 

lfutures lcontracts, lthe lassets ltraded lin lthese lmarkets. 

Futures lcontracts lare lmade lin lan lattempt lby lproducers land lsuppliers lof lcommodities lto lavoid lmarket 

lvolatility. lThese lproducers land lsuppliers lnegotiate lcontracts lwith lan linvestor lwho lagrees lto ltake lon 

lboth lthe lrisk land lreward lof la lvolatile lmarket. 

Futures lmarkets lor lfutures lexchanges lare lwhere lthese lfinancial lproducts lare lbought land lsold lfor 

ldelivery lat lsome lagreed-upon ldate lin lthe lfuture lwith la lprice lfixed lat lthe ltime lof lthe ldeal. lFutures 

lmarkets lare lfor lmore lthan lsimply lagricultural lcontracts, land lnow linvolve lthe lbuying, lselling land 

lhedging lof lfinancial lproducts land lfuture lvalues lof linterest lrates. 

Futures lmarkets lare lplaces l(exchanges) lto lbuy land lsell lfutures lcontracts. lThere lare lseveral lfutures 

lexchanges. lCommon lones linclude lThe lNew lYork lMercantile lExchange, lthe lChicago lBoard lof 

lTrade, lthe lChicago lMercantile lExchange, lthe lChicago lBoard lof lOptions lExchange, lthe lChicago 

lClimate lFutures lExchange, lthe lKansas lCity lBoard lof lTrade, land lthe lMinneapolis lGrain lExchange. 
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4. LBy lorganizational lstructure 

(i) lExchange lTraded lMarket 

Exchange-traded lmarkets lare lthe lone lin lwhich lall ltransactions lare lrouted lthrough la lcentral lsource. 

lIn lother lwords, lone lparty lis lresponsible lfor lbeing lthe lintermediary lthat lconnects lbuyers land 

lsellers 

 

Exchanges, lwhether lstock lmarkets lor lderivatives lexchanges, lstarted las lphysical lplaces lwhere 

ltrading ltook lplace. lSome lof lthe lbest lknown linclude lthe lNew lYork lStock lExchange l(NYSE), 

lwhich lwas lformed lin l1792, land lthe lChicago lBoard lof lTrade l(now lpart lof lthe lCME lGroup), lwhich 

lhas lbeen ltrading lfutures lcontracts lsince l1851. lToday lthere lare lmore lthan la lhundred lstock land 

lderivatives lexchanges lthroughout lthe ldeveloped land ldeveloping lworld. 

 

But lexchanges lare lmore lthan lphysical llocations. lThey lset lthe linstitutional lrules lthat lgovern 

ltrading land linformation lflows labout lthat ltrading. lThey lare lclosely llinked lto lthe lclearing lfacilities 

lthrough lwhich lpost-trade lactivities lare lcompleted lfor lsecurities land lderivatives ltraded lon lthe 

lexchange. lAn lexchange lcentralizes lthe lcommunication lof lbid land loffer lprices lto lall ldirect lmarket 

lparticipants, lwho lcan lrespond lby lselling lor lbuying lat lone lof lthe lquotes lor lby lreplying lwith la 

ldifferent lquote. lDepending lon lthe lexchange, lthe lmedium lof lcommunication lcan lbe lvoice, lhand 

lsignal, la ldiscrete lelectronic lmessage, lor lcomputer-generated lelectronic lcommands. lWhen ltwo 

lparties lreach lagreement, lthe lprice lat lwhich lthe ltransaction lis lexecuted lis lcommunicated 

lthroughout lthe lmarket. lThe lresult lis la llevel lplaying lfield lthat lallows lany lmarket lparticipant lto lbuy 

las llow lor lsell las lhigh las lanyone lelse las llong las lthe ltrader lfollows lexchange lrules. 

 

The ladvent lof lelectronic ltrading lhas leliminated lthe lneed lfor lexchanges lto lbe lphysical lplaces. 

lIndeed, lmany ltraditional ltrading lfloors lare lclosing, land lthe lcommunication lof lorders land 

lexecutions lare lbeing lconducted lentirely lelectronically. lThe lLondon lStock lExchange land lthe 

lNASDAQ lStock lMarket lare lcompletely lelectronic, las lis lEurex, lthe lworld’s lsecond-largest 

lfutures lexchange. lMany lothers, las lthey lphase lout lfloor ltrading, loffer lboth lfloor land lelectronic 

ltrading. lThe lNYSE lbought lthe lelectronic ltrading lplatform lArchipelago las lit lmoves lincreasingly 

ltoward lelectronic ltrading. lDerivatives lexchanges lsuch las lthe lCME lGroup lmaintain lboth lold-style 

lpits land lelectronic ltrading. lBrazil’s lBM&F lmaintained lboth luntil l2009. 
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Exchanges lbring ltogether lbrokers land ldealers lwho lbuy land lsell lthese lobjects. lThese lvarious 

lfinancial linstruments lcan ltypically lbe lsold leither lthrough lthe lexchange, ltypically lwith lthe lbenefit lof 

la lclearing lhouse lto lreduce lsettlement lrisk. 

Exchanges lcan lbe lsubdivided: 

• By lobjects lsold: 

• Stock lexchange lor lsecurities lexchange[6] 

• Commodities lexchange 

• Foreign lexchange lmarket l– lis lrare ltoday lin lthe lform lof la lspecialized linstitution 

• By ltype lof ltrade: 

• Classical lexchange l– lfor lspot ltrades 

• Futures lexchange lor lfutures land loptions lexchange l– lfor lderivatives 

In lpractice, lfutures lexchanges lare lusually lcommodity lexchanges, li.e., lall lderivatives, lincluding 

lfinancial lderivatives, lare lusually ltraded lat lcommodity lexchanges. lThis lhas lhistorical lreasons: lthe 

lfirst lexchanges lwere lstock lexchanges. lIn lthe l19th lcentury, lexchanges lwere lopened lto ltrade lforward 

lcontracts lon lcommodities. lExchange-traded lforward lcontracts lare lcalled lfutures lcontracts. lThese 

l"commodity lexchanges" llater lstarted loffering lfuture lcontracts lon lother lproducts, lsuch las linterest 

lrates land lshares, las lwell las loptions lcontracts; lnow lthey lare lgenerally lknown las lfutures lexchanges. 

 

(ii) lOver lthe lCounter lMarket 

An lover-the-counter l(OTC) lmarket lis la ldecentralized lmarket lin lwhich lmarket lparticipants ltrade 

lstocks, lcommodities, lcurrencies lor lother linstruments ldirectly lbetween ltwo lparties land lwithout la 

lcentral lexchange lor lbroker. lOver-the-counter lmarkets ldo lnot lhave lphysical llocations; linstead, 

ltrading lis lconducted lelectronically. lThis lis lvery ldifferent lfrom lan lauction lmarket lsystem. lIn lan lOTC 

lmarket, ldealers lact las lmarket-makers lby lquoting lprices lat lwhich lthey lwill lbuy land lsell la lsecurity, 

lcurrency, lor lother lfinancial lproducts. lA ltrade lcan lbe lexecuted lbetween ltwo lparticipants lin lan lOTC 

lmarket lwithout lothers lbeing laware lof lthe lprice lat lwhich lthe ltransaction lwas lcompleted. lIn lgeneral, 

lOTC lmarkets lare ltypically lless ltransparent lthan lexchanges land lare lalso lsubject lto lfewer lregulations. 

lBecause lof lthis lliquidity lin lthe lOTC lmarket lmay lcome lat la lpremium. 
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• Over-the-counter lmarkets lare lthose lin lwhich lparticipants ltrade ldirectly lbetween ltwo lparties, 

lwithout lthe luse lof la lcentral lexchange lor lother lthird lparty. 

• OTC lmarkets ldo lnot lhave lphysical llocations lor lmarket-makers. 

• Some lof lthe lproducts lmost lcommonly ltraded lover-the-counter linclude lbonds, lderivatives, 

lstructured lproducts land lcurrencies. 

OTC lmarkets lare lprimarily lused lto ltrade lbonds, lcurrencies, lderivatives land lstructured lproducts. 

lThey lcan lalso lbe lused lto ltrade lequities, lwith lexamples lsuch las lthe lOTCQX, lOTCQB, land lOTC lPink 

lmarketplaces l(previously lthe lOTC lBulletin lBoard land lPink lSheets) lin lthe lU.S. lBroker-dealers lthat 

loperate lin lthe lU.S. lOTC lmarkets lare lregulated lby lthe lFinancial lIndustry lRegulatory lAuthority 

l(FINRA) 

Sometimes lthe lsecurities lbeing ltraded lover-the-counter llack lbuyers land lsellers. lAs la lresult, lthe lvalue 

lof la lsecurity lmay lvary lwidely ldepending lon lwhich lmarket lmarkers ltrade lthe lstock. lAdditionally, lit 

lmakes lit lpotentially ldangerous lif la lbuyer lacquires la lsignificant lposition lin la lstock lthat ltrades lover-

the-counter lshould lthey ldecide lto lsell lit lat lsome lpoint lin lthe lfuture. lThe llack lof lliquidity lcould lmake 

lit ldifficult lto lsell lin lthe lfuture. 

While lOTC lmarkets lfunction lwell lduring lnormal ltimes, lthere lis lan ladditional lrisk, lcalled la lcounter-

party lrisk, lthat lone lparty lin lthe ltransaction lwill ldefault lprior lto lthe lcompletion lof lthe ltrade land/or 

lwill lnot lmake lthe lcurrent land lfuture lpayments lrequired lof lthem lby lthe lcontract. lLack lof 

ltransparency lcan lalso lcause la lvicious lcycle lto ldevelop lduring ltimes lof lfinancial lstress, las lwas lthe 

lcase lduring lthe l2007–08 lglobal lcredit lcrisis. 

Mortgage-backed lsecurities land lother lderivatives lsuch las lCDOs land lCMOs, lwhich lwere ltraded 

lsolely lin lthe lOTC lmarkets, lcould lnot lbe lpriced lreliably las lliquidity ltotally ldried lup lin lthe labsence lof 

lbuyers. lThis lresulted lin lan lincreasing lnumber lof ldealers lwithdrawing lfrom ltheir lmarket-making 

lfunctions, lexacerbating lthe lliquidity lproblem land lcausing la lworldwide lcredit lcrunch. lAmong lthe 

lregulatory linitiatives lundertaken lin lthe laftermath lof lthe lcrisis lto lresolve lthis lissue lwas lthe luse lof 

lclearinghouses lfor lpost-trade lprocessing lof lOTC ltrades. 

For lexample, lA lportfolio lmanager lowns labout l100,000 lshares lof la lstock lthat ltrades lon lthe lover-the-

counter lmarket. lThe lPM ldecides lit lis ltime lto lsell lthe lsecurity land linstructs lthe ltraders lto lfind lthe 

lmarket lfor lthe lstock. lAfter lcalling lthree lmarket lmakers, lthe ltraders lcome lback lwith lbad lnews. lThe 

lstock lhas lnot ltraded lfor l30 ldays, land lthe llast lsale lwas l$15.75, land lthe lcurrent lmarket lis l$9 lbid land 

l$27 loffered, lwith lonly l1,500 lshares lto lbuy land l7,500 lfor lsale. lAt lthis lpoint, lthe lPM lneeds lto ldecide 
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lif lthey lwant lto ltry lto lsell lthe lstock land lfind la lbuyer lat llower lprices lor lplace la llimit lorder lat lthe 

lstock’s llast lsale lwith lthe lhope lof lgetting llucky. 

More lthan l200 lmarket lmakers lparticipate lin lthe lOTC lmarket, land lthousands lof lsecurities lare 

laccessed lthere. lThe lissuers lof lthe lsecurities lquoted lin lthe lOTCBB lmust lmake lperiodic lfiling 

lrequirements lto lthe lSEC land lother lregulators lthat lsomewhat lvary lfrom ltraditionally lrequired lfilings. 

 

1.2 lPurpose land lObjective 

Purpose lof lthe lstudy 
The lmain lpurpose lis lto linvestigate lthe lrelationship lbetween lIndian lstock lmarket land ltwo 

lmacroeconomic lvariables lnamely lDollar lPrice l(DP) land lGold lPrice l(GP). lBSE lSENSEX lhas lbeen 

lconsidered las lrepresenting lIndian lstock lmarket. 

Objectives lof lthe lstudy 
• To lanalyze lhow lmajor lmacro leconomic lvariables, gold and dollar, are related to sensex 

• To linterpret lthe limpact lof lsuch lvariables lon lthe lreturns lof lstock lmarket 

 

 

 

Concluding note: It is noted that the financial market can be classified into different types on the 

basis of several classifiers. Also the Objectives of the study are made clear 
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lCHAPTER 2 

 
          LITERATURE REVIEW 

 
Introductory note: This chapter discusses the work that has been done in the past regarding this 

subject. It is culmination of pervious literature available. 

 
In lthe lpast ldecades, lmany lindustry lresearchers, lfinancial lanalysts land lpractitioners lhave lattempted lto 

lpredict lthe lrelationship lbetween lstock lmarkets lmovement land lmacroeconomic lvariables. lThey lhave 

lconducted lempirical lstudies lto lexamine lthe leffect lof lstock lprice lon lmacroeconomic lvariables lor 

lvice-versa lor lrelationship lbetween lthe ltwo land lthe lresults lof lall lthose lstudies lhave lprovided ldifferent 

lconclusions laccording lto lthe lcombination lof lvariables, lmethodologies land ltests lused. lHere, lwe lhave 

ldiscussed lsome lprevious lresearch lworks/papers land ltheir lempirical lconclusions lthat lare lrelated lto 

lthis  sector. 

 

Fama land lmany lother lresearch lstudies llike lFama land lSchwert l(1977), lGallagher land lTaylor l(2002), 

lGeske land lRoll l(1983) lempirically lfind lthat lstock lreturns lare lnegatively laffected lby lboth lexpected 

land lunexpected linflation. lMarshall l(1992) lalso lfinds lthat lnegative leffect lof linflation lon lstock lreturn 

lis lgenerated lby lreal leconomic lfluctuations, lby lmonetary lfluctuations lor lchanges lin lboth lreal land 

lmonetary lvariables. 

 

Darat land lMukherjee lapplied la lVector lAuto lRegression l(VAR) lmodel land lfound lthat la lsignificant 

lcausal lrelationship lexists lbetween lstock lreturns land lselected lmacroeconomic lvariables lof lChina, 

lIndia, lBrazil land lRussia lwhich lare lemerging leconomies lof lthe lworld lusing loil lprice, lexchange lrate, 

land lmoving laverage llags lvalues las lexplanatory lvariables lemployed lMA l(Moving lAverage) lmethod 

lwith lOLS l(Ordinary lLeast lSquare) land lfound linsignificant lresults lwhich lpostulate linefficiency lin 

lmarket. lFinally lthey lconcluded lthat lin lemerging leconomies lthe ldomestic lfactors linfluence lmore lthan 

lexternal lfactors, li.e., lexchange lrate land loil lprices. 

 

Bahmani land lSohrabian lstudied lthe lcausal lrelationship lbetween lU.S. lstock lmarket l(S&P l500 lindex) 
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land leffective lexchange lrate lof ldollar lin lthe lshort lperiod lof ltime. lTheir ltheory lestablished 

lbidirectional lcausality lbetween lthe ltwo lfor lthe ltime lperiod ltaken. lHowever, lcointegration lanalysis 

lfailed lto lidentify lany llong lrun lrelationship lbetween lthe ltwo lvariables. 

 

Mukherjee land lNaka lapplied lJohansen’s lVECM lto lanalyze lthe lrelationship lbetween lthe lJapanese 

lStock lMarket land lexchange lrate, linflation lrate, lmoney lsupply, lreal leconomic lactivity, llong-term 

lgovernment lbond lrate, land lcall lmoney lrate. lThey lconcluded lthat la lcointegrating lrelation lindeed 

lexisted land lthat lstock lprices lcontributed lto lthis lrelation. lMaysami land lKoh l(2000) lexamined lsuch 

lrelationships lin lSingapore. lThey lfound lthat linflation lmoney lsupply lgrowth, lchanges lin lshort- land 

llong-term linterest lrate land lvariations lin lexchange lrate lformed la lcointegrating lrelation lwith lchanges 

lin lSingapore’s lstock lmarket llevels. 

 

Abdalla land lMurinde llinvestigated lthe lintersections lbetween lexchange lrates land lstock lprices lin lthe 

lemerging lfinancial lmarkets lof lIndia, lKorea, lPakistan land lthe lPhilippines. lThey lfound lthat lresults 

lshow lunidirectional lgranger lcausality lfrom lexchange lrates lto lstock lprices lin lall lthe lsample 

lcountries, lexcept lthe lPhilippines, lwhere lthey lfound lthat lthe lstock lprice llead lthe lexchange lrate. 

 

Mookerjee land lYu  lstudied lthe lSingapore lstock lmarket lpricing lmechanism lby linvestigating lwhether 

lthere lwere llong-term lrelationships lbetween lmacroeconomic lvariables land l7 l| lP la lg le lstock lmarket 

lpricing. lThey lfound lthat lthree lout lof lfour lmacroeconomic lvariables lwere lcointegrated lwith lstock 

lmarket lprices. lUsing lbi-variate lcointegration land lcausality ltests, lthey lnoted lsignificant linteractions 

lbetween lM2 lmoney lsupply land lforeign lexchange lreserves land lstock lprices lfor lthe lcase lof 

lSingapore. 

 

Kwon land lShin lapplied lEngle-Granger lcointegration land lthe lGranger lcausality ltests lfrom lthe lVECM 

land lfound lthat lthe lKorean lstock lmarket lwas lcointegrated lwith la lset lof lmacroeconomic lvariables. 

lHowever, lusing lthe lGranger-causality ltest lon lmacroeconomic lvariables land lthe lKorean lstock lindex, 

lthe lauthors lfound lthat lthe lKorean lstock lindex lwas lnot la lleading lindicator lfor leconomic lvariables. 

 

Ibrahim lalso linvestigated lthe ldynamic linteractions lbetween lthe lKLSE lComposite lIndex, land lseven 

lmacroeconomic lvariables l(CPI, lindustrial lproduction lindex, lmoney lsupply lM1 land lM2, lforeign 

lreserves, lcredit laggregates land lexchange lrate) land lconcluded lthat lMalaysian lstock lmarket lwas 
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linformationally linefficient. lChong land lKoh’s l(2003) lresults lwere lsimilar land lshowed lthat lstock 

lprices, leconomic lactivities, lreal linterest lrates land lreal lmoney lbalances lin lMalaysia lwere llinked lin 

lthe llong lrun lboth lin lthe lpre- land lpost lcapital lcontrol lsub lperiods. 

 

Pethe land lKarnik, lusing lIndian ldata lfor lApril, l1992 lto lDecember, l1997, lattempted lto lfind lthe lway lin 

lwhich lstock lprice lindices lwere laffected lby land lhad laffected lother lcrucial lmacroeconomic lvariables 

lin lIndia. lBut, lthis lstudy lhad lrun lcausality ltests lin lan lerror lcorrection lframework lon lnon-cointegrated 

lvariables, lwhich lis linappropriate land lnot leconometrically lsound land lcorrect. lThe lstudy lreported 

lweak lcausality lrunning lfrom lIIP lto lshare lprice lindices l(i.e., lSensex land lS&P lCNX lNifty) lbut lnot lthe 

lother lway lround. lIn lother lwords, lit lholds lthe lview lthat lthe lstate lof leconomy lhad laffected lstock 

lprices. 

 

Naka, lMukherjee land lTufte lanalyzed llong-term lequilibrium lrelationships lamong lselected 

lmacroeconomic lvariables land lthe lBSE lSensex. lThe lstudy lused ldata lfor lthe lperiod l1960 lto l1995 land 

lmacroeconomic lvariables; lnamely, lthe lIndustrial lproduction lindex, lthe lconsumer lprice lindex, la 

lnarrow lmeasure lof lmoney lsupply, land lthe lmoney lmarket lrate lin lthe lBombay linterbank lmarket. lThe 

lstudy lemployed la lVECM lto lavoid lpotential lmisspecification lbiases lthat lmight lresult lfrom lthe luse lof 

la lmore lconventional lVAR lmodeling ltechnique. lThe lstudy lfound lthat lthe lfive lvariables lwere 

lcointegrated land lthere lexists lthree llong-term lequilibrium lrelationships lamong lthese lvariables. lThe 

lresults lof lthe lstudy lalso lsuggested lthat ldomestic linflation lwas lthe lmost lsevere ldeterrent lto lIndian 

lstock lmarkets lperformance, land ldomestic loutput lgrowth las lits lpredominant ldriving lforce. 

 

Bhattacharya land lMukherjee linvestigated lthe lnature lof lthe lcausal lrelationship lbetween lBSE 

lSensitive lIndex land lthe lfive lmacroeconomic laggregates lin lIndia l(i.e., lIIP, lmoney lsupply, lnational 

lincome, linterest lrate land linflation lrate) lusing lmonthly ldata lfor lthe lperiod l1992- l93 lto l2000. lBy 

lapplying lthe ltechniques lof lunit–root ltests, lco-integration land lthe llong–run lGranger lnon–causality 

ltest lrecently lproposed lby lToda land lYamamoto l(1995), ltheir lmajor lfindings lsuggested lthat lthere lwas 

lno lcausal llinkage lbetween lstock lprices land lmoney lsupply, lnational lincome land linterest lrate lwhile 

lIIP llead lthe lstock lprice, land lthere lwas ltwo- lway lcausation lbetween lstock lprice land linflation lrate. 

 

Concluding note: It is noted that there have been several researchers who have put their time on this 

topic and learnings can be made to take the study forward. 



 
25 

CHAPTER 3 

 
RESEARCH METHODOLOGY 

 
Introductory note: In this chapter we discuss the various tools and techniques used for this study. 

 

3.1 lResearch lDesign 

Descriptive lresearch lis la lresearch lconducted lfor la lproblem lthat lhas lnot lbeen lstudied lmore lclearly, 

lintended lto lestablish lpriorities, ldevelop loperational ldefinitions land limprove lthe lfinal lresearch 

ldesign. 

 

3.2 lTools lof ldata lcollection 

For lthis lproject lreport ldescriptive lresearch lis ldone lby lthe lhelp lof ltechniques. 

Source lof ldata 

Secondary ldata l– lfrom lBSE lwebsite litself lfrom lthe lfiles land ldocuments lmaintained lby lthe lBombay 

lstock lexchange. lCollection lof lsecondary ldata lon lstock lmarket lreturns lof lIndian lstock lmarket lis ldone 

lthrough lBSE lwebsite, lweb lpages land lfinancial lmanagement lbooks. 

In lorder lto lanalyze lthe lpattern lbetween ldifferent lyears lof lstock lmarket lreturns lof lIndian lstock lmarket 

lI lhave lcalculated lor lanalyzed lthe lvolatility lby lgraphical lrepresentation. 

 

3.3 lTools lof ldata lInvestigation 

E-views lSoftware lwas lused lto lperform lthe lstationary ltest land lto lcalculate lthe lcorrelation lbetween 

ldifferent lmacroeconomic lvariables. 

 

3.4 lExplanatory lvariables 

Dollar lPrice l(DP) 

The lnext lmacroeconomic lvariable lused lin lthis lstudy lhas lbeen lthe lexchange lrate/dollar lprice, lwhich 

lrepresents lthe lbilateral lnominal lrate lof lexchange lof lthe lIndian lRupee l(Rs.) lagainst lone lunit lof la 

lforeign lcurrency. lUS lDollar l($) lhas lbeen ltaken lto lbe lthe lforeign lcurrency lagainst lwhich lthe lIndian 

lRupee lexchange lrate lis lconsidered. lThis lis lbecause lthe lUS lDollar lhas lremained lto lbe lthe lmost 

ldominating lforeign lcurrency lused lfor ltrading land linvestment lthroughout lthe lperiod lof lthis lstudy. 
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lGenerally, la ldepreciating lcurrency lcauses la ldecline lin lstock lprices lbecause lof lexpectations lof 

linflation. lOn lan laverage, lexport-oriented lcompanies lare ladversely laffectedly la lstronger ldomestic 

lcurrency lwhile limport-oriented lfirms lbenefit lfrom lit. lThough lthese larguments lsuggest la llinkage 

lbetween lexchange lrates land lstock lprices, lthe lempirical levidence lsupporting lsuch la llinkage lwas 

lweak lat lbest. lAlso, lat lthe lmicro llevel, lexchange lrate lchanges linfluence lthe lvalue lof la lportfolio lof 

ldomestic land lmultinational lfirms land lit lis lpredicted lthat la lnegative lrelationship lexists lbetween lthe 

lstrength lof lthe lhome lcurrency land lthe laggregate lstock lprices lindex. 

Gold lPrice l(GP) 

Gold lis la lsubstitute linvestment lavenue lfor lIndian linvestors. lAs lthe lgold lprice lrises, lIndian linvestors 

ltend lto linvest lless lin lstocks, lcausing lstock lprices lto lfall. lTherefore, la lnegative lrelationship lis 

lexpected lbetween lgold lprice land lstock lprice. lThus lthis lvery limportant lmacroeconomic lvariable lhas 

lalso lbeen lincluded lin lthis lstudy. 

 

3.5 lLimitations 

Reliability 

This lstudy lis lbased lon lthe lanalysis lof lthe lsecondary ldata lthat lhas lbeen lcollected. lSecondary ldata lis 

lthe ldata lthat lis lalready lavailable l& lhas lbeen lused lfor lanalysis l& lthus lmight lnot lbe lreliable. 

Accuracy 

The lresult l& lconclusion lof lthis lstudy lmight lnot lbe laccurate ldue lto lreliability lof lthe lsecondary ldata l& 

llimitation lon lthe lvariables lselected l& lthe ltime lspan lconsidered. 

Time lperiod 

A ltime lspan lof lonly l10 lyears lhas lbeen lconsidered lfor lexamining lthe lrelation lbetween 

lmacroeconomic lvariables land lIndian lstock lmarket. 

Limited lvariables 

This lstudy lmainly lfocuses lon lselected ltwo lindependent lvariables lwhich lmay lnot lcompletely 

lrepresent lthe lmacroeconomic lvariables. 

 

 

 

Concluding note: The research design, variables, tools, software and limitations are explained. 
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CHAPTER 4 

 
ANALYSIS AND INTERPRETATION 

 
Introductoery note: The Eviews software is used to carry out the analysis of different variables and 

the correlation between them is found out. The results are then interpreted to form conclusions 

 

BSE lSensex 

Sensex, lotherwise lknown las lthe lS&P lBSE lSensex lindex, lis lthe lbenchmark lindex lof lthe lBombay 

lStock lExchange l(BSE) lin lIndia. lSensex lcomprises l30 lof lthe llargest land lmost lactively-traded lstocks 

lon lthe lBSE, lproviding lan laccurate lgauge lof lIndia's leconomy. lThe lindex's lcomposition lis lreviewed lin 

lJune land lDecember leach lyear. lInitially lcompiled lin l1986, lthe lSensex lis lthe loldest lstock lindex lin 

lIndia. lAnalysts land linvestors luse lthe lSensex lto lobserve lthe loverall lgrowth, ldevelopment lof 

lparticular lindustries, land lbooms land lbusts lof lthe lIndian leconomy. 

 

Stationarity lfor lSensex 

Table l1.1- lStationarity ltest lof lSensex 
Null lHypothesis: lD(SERIES02) lhas la lunit lroot 
Exogenous: lConstant   
Lag lLength: l1 l(Automatic l- lbased lon lSIC, lmaxlag=26) 
     
     
   t-Statistic Prob.* 
     
     
Augmented lDickey-Fuller ltest lstatistic -29.01771 0.0000 
Test lcritical lvalues: 1% llevel  -3.433074  
 5% llevel  -2.862630  
 10% llevel  -2.567396  
     
     
*MacKinnon l(1996) lone-sided lp-values.  
     
     
Augmented lDickey-Fuller lTest lEquation  
Dependent lVariable: lD(SERIES02,2)  
Method: lLeast lSquares   
Date: l05/20/20 l l lTime: l00:47  
Sample l(adjusted): l3/01/2011 l3/18/2020  
Included lobservations: l2239 lafter ladjustments 
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Variable Coefficient Std. lError t-Statistic Prob. 
     
     
D(SERIES02(-1)) -0.854703 0.029455 -29.01771 0.0000 
D(SERIES02(-1),2) -0.100547 0.021278 -4.725360 0.0000 
C 4.058296 5.588004 0.726251 0.4678 
     
     
R-squared 0.476187 Mean ldependent lvar -0.818254 
Adjusted lR-squared 0.475718 S.D. ldependent lvar 364.9956 
S.E. lof lregression 264.2834 Akaike linfo lcriterion 13.99326 
Sum lsquared lresid 1.56E+08 Schwarz lcriterion 14.00092 
Log llikelihood -15662.45 Hannan-Quinn lcriter. 13.99606 
F-statistic 1016.349 Durbin-Watson lstat 1.979882 
Prob(F-statistic) 0.000000    
     
     
Source- Eviews 

 
Figure l1.4- lStationarity lgraph lfor lsensex 

Source- Eviews 

 

A lstock's lpriceline lmay lvary lnon-randomly land lbe ldependent lon lprevious lprices, lbut lif lthe lrules 

lwhich lgovern lits lvariance lkeep lchanging, la ltechnical lanalyst lwill lbe lfoxed, lunless lhe lcan ldiagnose 

lwhen lexactly lthe lstationarity lis ldisturbed. lSo lthis lfeature lis lan lattempt lto lexplain lthe lbasic lmethods 
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lof ltesting lfor lstationarity land lworking lout lhow lmuch lit lhas lchanged. lBasically,  lthe lprobability lvalue 

lunder lthis laugmented ldickey lfuller ltest is noted. lSince lthe lprobability lvalue lturned lout lto lbe l0.00 

lhence lthe lvariable lis lstationary land thus lcorrelation can be performed lon lit. 

 

Gold lPrice 

Gold lis la lsubstitute linvestment lavenue lfor lIndian linvestors. lAs lthe lgold lprice lrises, lIndian linvestors 

ltend lto linvest lless lin lstocks, lcausing lstock lprices lto lfall. lTherefore, la lnegative lrelationship lis 

lexpected lbetween lgold lprice land lstock lprice. lThus lthis lvery limportant lmacroeconomic lvariable lhas 

lalso lbeen lincluded lin lthis lstudy. 

 

Stationarity lfor lgold lprice 

Table l1.2- lStationarity ltest lfor lGold 
Null lHypothesis: lD(SERIES02) lhas la lunit lroot 
Exogenous: lConstant   
Lag lLength: l8 l(Automatic l- lbased lon lAIC, lmaxlag=26) 
     
     
   t-Statistic Prob.* 
     
     
Augmented lDickey-Fuller ltest lstatistic -15.47482 0.0000 
Test lcritical lvalues: 1% llevel  -3.432930  
 5% llevel  -2.862566  
 10% llevel  -2.567362  
     
     
*MacKinnon l(1996) lone-sided lp-values.  
     
     
Augmented lDickey-Fuller lTest lEquation  
Dependent lVariable: lD(SERIES02,2)  
Method: lLeast lSquares   
Date: l05/20/20 l l lTime: l00:53  
Sample l(adjusted): l3/10/2011 l3/18/2020  
Included lobservations: l2356 lafter ladjustments 
     
     
Variable Coefficient Std. lError t-Statistic Prob. 
     
     
D(SERIES02(-1)) -1.052246 0.067997 -15.47482 0.0000 
D(SERIES02(-1),2) -0.004394 0.063832 -0.068831 0.9451 
D(SERIES02(-2),2) -0.013034 0.059693 -0.218346 0.8272 
D(SERIES02(-3),2) 0.000506 0.055068 0.009183 0.9927 
D(SERIES02(-4),2) -0.037492 0.049905 -0.751268 0.4526 
D(SERIES02(-5),2) -0.041899 0.044125 -0.949547 0.3424 
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D(SERIES02(-6),2) -0.046911 0.037982 -1.235097 0.2169 
D(SERIES02(-7),2) -0.037220 0.030519 -1.219572 0.2227 
D(SERIES02(-8),2) -0.066031 0.020855 -3.166138 0.0016 
C 0.021419 0.311487 0.068764 0.9452 
     
     
R-squared 0.531745 Mean ldependent lvar -0.021350 
Adjusted lR-squared 0.529948 S.D. ldependent lvar 22.04866 
S.E. lof lregression 15.11663 Akaike linfo lcriterion 8.273703 
Sum lsquared lresid 536090.3 Schwarz lcriterion 8.298172 
Log llikelihood -9736.423 Hannan-Quinn lcriter. 8.282613 
F-statistic 296.0099 Durbin-Watson lstat 1.995015 
Prob(F-statistic) 0.000000    
     
     
Source- Eviews 

 
Figure l1.5- lStationarity lGraph lfor lGold 

Source- Eviews 

 
Rather lthan lpure lprice lmovements, lthe lpercentage lprice lchanges lon lday lto lday lbasis lhave lbeen 

lstudied. lThis lis lbecause lprice lmovements lover la llong lperiod ltend lto lgive lconfusing lresults, lbecause 

lthere lis loften la lpronounced lsecular ltrend lin leither ldirection. lThe lResults lshow lthat lthe lvariable lis 

lstationary land lcorrelation lcan lbe lapplied lto lit. 
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Taking lthe lSensex las lbase lthe lcorrelation is performed lbetween lthe lSensex land lgold lprices. 
Following lare lthe lresults: 
 
 
CORRELATION lbetween lsensex land lgold l: 
 
Table l1.3- lCorrelation lBetween lSensex land lGold 

Covariance lAnalysis: lOrdinary  
Date: l05/20/20 l l lTime: l01:05  
Sample: l2/24/2011 l3/18/2020  
Included lobservations: l2188  
Balanced lsample l(listwise lmissing lvalue ldeletion) 
    
    
Correlation   
Probability SERIES02 SERIES01  
SERIES02 1.000000   
 -----   
    
SERIES01 -0.397010 1.000000  
 0.0000 -----  
    
    
Source- Eviews 

 

Interpretation 

 
Gold lis la lsubstitute linvestment lavenue lfor lIndian linvestors. lAs lthe lgold lprice lrises, lIndian linvestors 

ltend lto lmove ltheir lfunds lfrom lmarkets lto lmore lin lgold, lcausing lstock lprices lto lfall lwhich lthe lreason 

lwhy lthe lcorrelation lis lnegative li.e. l-0.397010. lThe lcorrelation lbetween lprices lof lgold land lBSE 

lSensex lare lnegatively lcorrelated. lNegative lcorrelation lis la lrelationship lbetween ltwo lvariables lin 

lwhich lone lvariable lincreases las lthe lother ldecreases, land lvice lversa. 
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Average lDollar lRate 

The lnext lmacroeconomic lvariable lused lin lthis lstudy lhas lbeen lthe lexchange lrate/dollar lprice, lwhich 

lrepresents lthe lbilateral lnominal lrate lof lexchange lof lthe lIndian lRupee l(Rs.) lagainst lone lunit lof la 

lforeign lcurrency. lUS lDollar l($) lhas lbeen ltaken lto lbe lthe lforeign lcurrency lagainst lwhich lthe lIndian 

lRupee lexchange lrate lis lconsidered. lThis lis lbecause lthe lUS lDollar lhas lremained lto lbe lthe lmost 

ldominating lforeign lcurrency lused lfor ltrading land linvestment lthroughout lthe lperiod lof lthis lstudy. 

lGenerally, la ldepreciating lcurrency lcauses la ldecline lin lstock lprices lbecause lof lexpectations lof 

linflation. lOn lan laverage, lexport-oriented lcompanies lare ladversely laffectedly la lstronger ldomestic 

lcurrency lwhile limport-oriented lfirms lbenefit lfrom lit. lThough lthese larguments lsuggest la llinkage 

lbetween lexchange lrates land lstock lprices, lthe lempirical levidence lsupporting lsuch la llinkage lwas 

lweak lat lbest. lAlso, lat lthe lmicro llevel, lexchange lrate lchanges linfluence lthe lvalue lof la lportfolio lof 

ldomestic land lmultinational lfirms. 

 

Stationarity lfor lDollar lrate 

Table l1.4- lStationarity ltest lof ldollar 
Null lHypothesis: lD(PRICE) lhas la lunit lroot 
Exogenous: lConstant   
Lag lLength: l4 l(Automatic l- lbased lon lAIC, lmaxlag=26) 
     
     
   t-Statistic Prob.* 
     
     
Augmented lDickey-Fuller ltest lstatistic -20.35017 0.0000 
Test lcritical lvalues: 1% llevel  -3.432927  
 5% llevel  -2.862564  
 10% llevel  -2.567361  
     
     
*MacKinnon l(1996) lone-sided lp-values.  
     
     
Augmented lDickey-Fuller lTest lEquation  
Dependent lVariable: lD(PRICE,2)  
Method: lLeast lSquares   
Date: l05/20/20 l l lTime: l00:56  
Sample l(adjusted): l3/04/2011 l3/18/2020  
Included lobservations: l2359 lafter ladjustments 
     
     
Variable Coefficient Std. lError t-Statistic Prob. 
     
     
D(PRICE(-1)) -0.968719 0.047603 -20.35017 0.0000 
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D(PRICE(-1),2) -0.010915 0.042744 -0.255349 0.7985 
D(PRICE(-2),2) -0.102756 0.036175 -2.840523 0.0045 
D(PRICE(-3),2) -0.136895 0.028718 -4.766819 0.0000 
D(PRICE(-4),2) -0.046875 0.020669 -2.267857 0.0234 
C 0.012196 0.005734 2.126764 0.0335 
     
     
R-squared 0.499776 Mean ldependent lvar 0.000186 
Adjusted lR-squared 0.498713 S.D. ldependent lvar 0.391341 
S.E. lof lregression 0.277076 Akaike linfo lcriterion 0.273492 
Sum lsquared lresid 180.6427 Schwarz lcriterion 0.288158 
Log llikelihood -316.5838 Hannan-Quinn lcriter. 0.278832 
F-statistic 470.1776 Durbin-Watson lstat 2.000986 
Prob(F-statistic) 0.000000    
     
     
Source- Eviews 

 
Figure l1.6- lStationarity lGraph lfor lDollar 

Source- Eviews 

 
Rather lthan lpure lprice lmovements, lthe lpercentage lprice lchanges lon lday lto lday lbasis lhave lbeen 

lstudied. lThis lis lbecause lprice lmovements lover la llong lperiod ltend lto lgive lconfusing lresults, lbecause 

lthere lis loften la lpronounced lsecular ltrend lin leither ldirection. lThe lResults lshow lthat lthe lvariable lis 

lstationary land lcorrelation lcan lbe lapplied lto lit. 
 
 
Taking lthe lSensex las lbase vthe lcorrelation lbetween lthe lSensex land lDollar lRate is done. 
Following lare lthe lresults: 
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CORRELATION lbetween lsensex land ldollar: 
 
 
Table l1.5- lCorrelation lBetween lSensex land lDollar 

Covariance lAnalysis: lOrdinary  
Date: l05/20/20 l l lTime: l00:59  
Sample: l2/24/2011 l3/18/2020  
Included lobservations: l2226  
Balanced lsample l(listwise lmissing lvalue ldeletion) 
    
    
Correlation   
Probability SERIES02 PRICE  
SERIES02 1.000000   
 -----   
    
PRICE 0.824679 1.000000  
 0.0000 -----  
    
    
Source- Eviews 

 

Interpretation 

 
The lcorrelation lbetween lBSE lSensex land lchange lin ldollar lis lpositively lcorrelated. lPositive 

lcorrelation lis la lrelationship lbetween ltwo lvariables lin lwhich lboth lvariables lmove lin ltandem lthat lis, lin 

lthe lsame ldirection. lThe lcorrelation lbetween lthe ltwo lt lis l0.824679 lwhich lis lstrongly l lpositive land 

lsuggests lthat lwith lincrease lin ldollar lthe lreturns lalso lshow lan lupward ltrend. lSo lfar, lfrom l2017, lboth 

lthe lSensex land lthe lrupee lhave lseen la lstrong lperformance ldue lto lUS lPresident lDonald lTrump’s 

lpolicies lleading lto la lweakening lof lthe lUS ldollar land la lrelative lappreciation lin lthe lrupee. 

 

Concluding note: This chapter is concluded with the end of our analysis. It is found that one 

variable has a strong positive impact and the other has a weak negative one 
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CHAPTER 5 

 
FINDINGS: 

 
Introductory note: In this chapter the several finding of the study are discussed. 

 

In lthe lpast ldecades, lmany lindustry lresearchers, lfinancial lanalysts land lpractitioners lhave lattempted lto 

lpredict lthe lrelationship lbetween lstock lmarkets lmovement land lmacroeconomic lvariables. lThey lhave 

lconducted lempirical lstudies lto lexamine lthe leffect lof lstock lprice lon lmacroeconomic lvariables lor 

lvice-versa lor lrelationship lbetween lthe ltwo land lthe lresults lof lall lthose lstudies lhave lprovided ldifferent 

lconclusions laccording lto lthe lcombination lof lvariables, lmethodologies land ltests lused. 

 

• Augmented lFuller lDickey ltest lwas lapplied lto lcheck lthe lstationarity lof lall lthe lthree lvariables. lThe 

lresults lshowed lthat lall lthree lof lthem lwere lstationary land lcorrelation lcan lbe lapplied lon lthem. lSensex 

lwas ltaken las lthe lbase land lCorrelation lwas lcalculated lbetween lSensex l- lGold land lSensex l- lDollar l. 

• Gold lis la lsubstitute linvestment lavenue lfor lIndian linvestors. lAs lthe lgold lprice lrises, lIndian linvestors 

ltend lto linvest lless lin lstocks, lcausing lstock lprices lto lfall. lThe lcorrelation lbetween lprices lof lgold land 

lBSE lSensex lis lNegative. lNegative lcorrelation lis la lrelationship lbetween ltwo lvariables lin lwhich lboth 

lvariables lmove lin linverse lthat lis, lin lthe lopposite ldirection 

• US lDollar l($) lhas lbeen ltaken lto lbe lthe lforeign lcurrency lagainst lwhich lthe lIndian lRupee lexchange 

lrate lis lconsidered. lThe lcorrelation lbetween lBSE lSensex land lchange lin ldollar lis lpositively lcorrelated. 

lPositive lcorrelation lis la lrelationship lbetween ltwo lvariables lin lwhich lboth lvariables lmove lin ltandem 

lthat lis, lin lthe lsame ldirection 

 

                Concluding note: It is noted that the Gold prices have an inverse effect on the sensex and on the 

other hand the USD shows a positive correlation which shows a move in the same direction. 
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CHAPTER 6 

 

CONCLUSION: 

Recent lresearch lon lthe limpact lof lMacro lEconomic lVariables lon lstock lmarket lreturns lhas lprovided la 

lcomplete lunderstanding lof lthe lIndian lFinancial lMarket. lCurrent lfindings lsuggest lthat lthe leffect lof 

lthese ltwo lvariables lnamely l, lDollar lRate land lGold lPrice lhas lbeen lstudied l land lcertain lcorrelations 

lhave lbeen lderived lusing lthe ldata lfrom lthe llast l10 lyears. lFinancial lMarkets lare lbasically lthe l 

lindividual linvestors, lfinancial linstitutions land lother lintermediaries lwho lare llinked lby la lformal 

ltrading lrules land lcommunication lnetwork lfor ltrading lthe lvarious lfinancial lassets land lcredit 

linstruments. 

 

Augmented lFuller lDickey ltest lwas lapplied lto lcheck lthe lstationarity lof lall lthe lthree lvariables. lThe 

lresults lshowed lthat lall lthree lof lthem lwere lstationary land lcorrelation lcan lbe lapplied lon lthem. lSensex 

lwas ltaken las lthe lbase land lCorrelation lwas lcalculated lbetween lSensex l- lGold land lSensex l- lDollar 

While lstudying lthe lRelationship lbetween lStock lmarkets lmovement land lMacroeconomic lVariables 

lthere were lcertain lresults lwhich lhelped lin lhaving la lclear lunderstanding land limprovising lthe 

lconceptual lknowledge labout lthe lFinancial lMarkets 

 

The lcorrelation lbetween lprices lof lgold land lBSE lSensex lis lNegative. lNegative lcorrelation lis la 

lrelationship lbetween ltwo lvariables lin lwhich lboth lvariables lmove lin lInverse lthat lis, lin lthe lopposite 

ldirection. 

 

The lcorrelation lbetween lBSE lSensex land lchange lin ldollar lis lpositively lcorrelated. lPositive 

lcorrelation lis la lrelationship lbetween ltwo lvariables lin lwhich lboth lvariables lmove lin ltandem lthat lis, lin 

lthe lsame ldirection 

There was la lclearer lunderstanding lof lthe lrelationships ldiscussed labove, so lthe lstudy labout lthe leffect 

lof lthese leconomic lvariables lon lthe lstock lmarket lcomes lto lan lend. 

 
 
 
 



 
37 

REFERENCES 

Abdalla, I. S. A. and Murinde, V. (1997). “Exchange rate and stock price interactions in emerging 
financial markets: Evidence on India, Korea, Pakistan, and Philippines”, Applied Financial 
Economics, 7: 25–35. Abdullah, D. A. and S. C. Hayworth. (1993). “Macroeconometrics of Stock 
Price Fluctuations” Quarterly Journal of Business and Economics 32, 50–67.  
 

Bahmani-Oskooee, M. and Sohrabian, A. (1992), “Stock prices and the effective exchange rate of 
the dollar”, Applied Economics, 24 (4): 459-64.  
 
Darat, A.F. and Mukherjee. T.K. (1987). “The Behaviour of a Stock Market in a Developing 
Economy”, Economic Letters, 22, 273-278.  
 
Darrat, A. F. (1990a). “Stock Returns, Money and Fiscal Deficits”, Journal of Financial and 
Quantitative Analysis 25, 387-398.  
 
Fama, E.F. (1981), Stock returns, real Activity, Inflation, and Money, American Economic Review, 
71(4), 545-565.  
 
Fama, E. F. and K. R. French (1989). “Business Conditions and Expected Returns on Stocks and 
Bonds” Journal of Financial Economics 25, 23–49.  
 
Fama, E., F, (1990). Stock returns, expected returns, and real activity. Journal of Finance 45, 1089- 
1108. 
 
Kwon and Tai S. Shin (1999). “Cointegration and Causality between Macroeconomic Variables and 
Stock Market Returns”, Global Finance Journal, 10:71-81.  
 
Mukherjee. T.K. and Naka (1995), “Dynamic Relations between the Macroeconomic Variables and 
the Japanes Stock Market- An Application of a Vector Error Correction Model, Journal of 
Empirical research 18, 223-237.  
 
Naka, A., Mukherjee, T., Tufte, D., 1999. “Macroeconomic Variables and the Performance of the 
Indian Stock Market”, Financial Management Association meeting, Orlando. 
 
Pethe, A., Karnik, A. (2000). “Do Indian stock markets matter? – Stock Market Indices and Macro 
Economic variables”, Economic and Political Weekly 35:5, pp. 349-356.  
 
Yu, Q. (1997). “Stock prices and exchange rates: Experience in leading East Asian financial 
centers: Tokyo, Hong Kong and Singapore”, Singapore Economic Review, 41: 47–56.  
 

 

 



 
38 

BIBLIOGRAPHY 

 

https://www.sciencedirect.com/topics/nursing-and-health-professions/correlation-analysis 

 

https://corporatefinanceinstitute.com/resources/knowledge/trading-investing/financial-markets/ 

 

https://www.slideshare.net/DeepakTandon8/debt-instruments-115841110 

 
https://www.karvyonline.com/knowledge-center/beginner/share-market/share-market-basics 

 
https://www.bbalectures.com/what-are-the-types-of-debt-instruments/ 

 

https://www.angelbroking.com/knowledge-center/derivatives/ 

 

https://www.bseindia.com/Indices/IndexArchiveData.html 

 

https://businessjargons.com/financial-market.html 

 

http://www.eviews.com/download/student10/ 

 

https://www.statisticshowto.com/stationarity/ 

 

https://www.exchangerates.org.uk/USD-INR-exchange-rate-history.html 

 

https://www.usagold.com/reference/goldprices/ 

 

 

 

 


