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ABSTRACT

The study attempts to analyse the relationship between most dynamic external factori.e exchange rate and India's second

biggest stock exchange BSE. What makes the study more relevant is that the boom and depression in the stock market gets

reflected in the various  sectors of the economy and forecasting of currency movement is perhaps  most arduous Job ,since

exchange rate gets fluctuated by numerous international factors .The economy is  driven by various macro and micro Economic

variables among it Exchange rate is considered as an key macroeconomic variable that affects various other interrelated

variable like Inflation, Export, Import. Exchange rate further impact decision of investor, bankers, financial institutions,

Policymakers and tourist. The main focus is to study the impact of exchange rate fluctuation on stock market volatility.To study

relations correlation and regression has been used and the period of the study is 10 year from 2009 to 2018.
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INTRODUCTION

India is like a rising star for many foreign investors. Over the
years it has managed to transfer itself to major economic power
which is result of several reforms that had fuelled growth rate
of the country , managing it to keep the pace of growth to 7.2
% and above despite political crisis  .It is only due to its strong
fundamental that it has survived the global recession of 2007 -
08 . As per data released by International Monetary Fund it is
predicted that India’s GDP is forecast to expand 7.5% in FY
20.

Year 2018 has witness major turmoil in Indian currency (INR).
On Oct 9 .2018, INR slipped to lowest of 74.27 to U.S dollar
,this signalled the  danger of widening current account deficits
.Further the prospect of trade war, high oil Price dragged stock
market down to more than 465 points to close at 37,922 .In
history of Sensex since its launch in 1986 it has gone strength
from strength  .Ever since liberalisation India capital market
has grown  enormously. On 22 May 2019 BSE closed at a
breath-taking Points almost near to 38000. But having said
that these achievements doesn’t last for long as it is affected
by financial crisis, Political factors etc. The BSE Sensex and
Indian currency rupees are almost subjected to similar factor
which affect it directly or indirectly. “Structural changes in the
global economic environment and has over the year led to the
emerged of a strong market economy and facilitated the growth
of the mutual fund industry, particularly, since the 1980” (Gupta
2014)

In the wake of the Asian financial crisis of 1997, has led to
believe that there is a substantial link between two financial
variable -stock market and Exchange Rate. The Asian financial

Crisis led to currency devaluation which further caused stock
market to declines.

The financial theory of international financial management state
that financial market and foreign exchange risk both are part
of systematic risk which can be hedged. The natural outcome
of currency fluctuation is inflation which impact the prices of
goods and services in a country. “The ocean of transformations
in the Indian financial and economic scenario has fetched a
fresh wave of opportunities. These opportunities should be
materialized in a quick manner by all the participants of the
industry to benefit the present investors and to convert the
potential investors into real ones” (P.C Sharma 2015)

Keeping the fundamental clear the study tries to find correlation
between between Rupees exchange rate  and BSE but before
that we would highlight few of the important factors which
effect the exchange rate.

Factors effecting exchange rate

Inflation Rates:

Change in inflation of a country to a larger extend cause changes
in exchange rate. A country which have low inflation will
witness growth in their currency as comparted to country that
with higher inflation will see fall in the value of currency.

Interest Rate

High Interest rate have positive impact on value of currency.
High interest rate attaches more investment from foreign
countries which further led to increase demand of home country
currency. So, we can easily conclude relation between interest
rate and value of current
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Recession

When during recession interest rate fall It will hinder the foreign
capital which will further weaken the exchange rate of country.
Recessionary gap is when the level of output is below the
potential level of GDP.

The implication is that the government need to steps in and
increase the public spending during recession or deceasing
spending during the boom

Current Account

It is reflection of balance of trade and earning made by a
country. It is total export and import and debt. Deficit means
country is spending more on import of goods and services.
The result is RBI lower the interest rate to the point where
goods and services because cheaper so domestic sales increase
and export become cheaper.

Political Stability and Performance

A strength of a country is much defined by its relative strength
of itscurrency and its performance. A country which has more
stable government and low risk of political unrest is likely to
be more attractive destination for foreign investor however
Foreign investment draw away from other countries who are
perceived to have more political and economic risk.

Government Debt

Government debt is public debt or national debt owned by the
central government. Countries with large public deficits and
debts are less attractive to foreign investors and are thus less
likely to acquire foreign capital which leading to inflation.

LITERATURE REVIEW:

Exchange rate is locus to economic activity to a nation. Its
importance can be ascertained from the fact that RBI start
intervening in the currency market to support the fall of rupees.
Foreign exchange intervention by RBI tends to stabilize the
giant economy which further stabilize the economy.

Extensive study has been made on this area and result is
somewhat mixed as to whether the impact is purely because of
exchange rate or other factors which are held constant.

Aruna et.al (2016) in their research paper concluded that there
is no significant cause and effect relation between the two
variables and the relationship between the two variable is
merely due to chance.

Oguzhan and Erdal (2009) examined the relation between stock
prices and exchange rate in turkey from 2001 to 2008. The
study concluded that there is bi directional causal relationship
between exchange rate. It stated that there is positive
relationship of technology indices to exchange rate and negative
relationship from exchange rate to all stock market indices.

Ajayi ,Mougoue (1996)  in the study found that there is negative
short tern relationship and a positive long term relationship
between stock price and currency .For the study he examined
counties like Hong Kong ,Tokyo, Singapore and observed that
there is bidirectional relationship among the variables.

Aggrawal (1981) urged that going by traditional approach
exchange rate impact the stock various multinational companies
hence it induces their stock prices to change.

Prakash G. Apte (2001) Investigated NSE and exchange rate.
The period of the study was from 1991 to 2000. The study
revealed a significant positive relationship between stock prices
and exchange rates

Issam and Murinde (2010), studies the stock prices of India,
Korea,Pakistan,and Philippines .which are all are Asia
Emerging economies,the result showed unidirectional causality
from exchange rates to stock prices in all the sample countries

Alok (2004) attempts to examine the relation and the findings
of the study concluded that there is no such consistent
relationship between the two variables which is exchange rate
and stock exchange .

Benjamin M Tabak (2006) study reveled that there is no long
relationship between exchange rate and stock market.

Ong and Izan (1999) used Least square method to study the
relationship between stock prices and exchange rate. They
found that there is very weak relationship among the two
variables. They found that depreciation in currency would cause
share market return to rise while appreciation have an opposite
effect.

Wu (2000) also did study of similar variable in Singapore
market and found a unidirectional causality from exchange rates
to stock prices

Bodart and Redling (2001) investigated the relationships by
using bi-variate GARCH model from period 1990 to1998. The
study confirmed that industry stock return is sensitive to
exchange rate.

Mansor(2000) studied in Malaysian market and concluded that
there is no long run relationship between two variables. And
their exist only ashort run causal relationshipbetween them.

OBJECTIVES OF STUDY

(a) To identify correlation between exchange rate and BSE
Sensex

(b)  To study the Impact of exchange rate on BSE.

HYPOTHESES OF THE STUDY

(i) H
01

 :There is no significant relation between  BSE and
exchange rate.

(ii) H
02

: There is no significant impact of exchange rate on
BSE.
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RESULT AND DISCUSSION:

 Indian exchange rate BSE sensex 

Pearson Correlation 1 0.811 

Sig. (2-tailed)  0.000 

Indian exchange rate 

N 108 108 

Pearson Correlation 0.811 1 

Sig. (2-tailed) 0.000  

BSE sensex 

N 108 108 

Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 0.811a 0.657 0.654 3669.69005 

a. Predictors: (Constant), Indian exchange rate

ANOVAa

Model Sum of Squares Df Mean Square F Sig. 

Regression 2738680034.235 1 2738680034.235 203.368 .000b 

Residual 1427462258.847 106 13466625.083   

1 

Total 4166142293.082 107    

a. Dependent Variable: BSE sensex

b. Predictors: (Constant), Indian exchange rate

RESEARCH METHODOLOGY

This study will give a clear picture about the impact of Indian
exchange rate on. It will data on impact of Indian exchange
rate on Bombay stock exchange (BSE). The data for the last
10 years is collected and it is collected from secondary sources
like websites, research papers and journals. The statistical
technique correlation and regression are applied to understand
the relationship between both. The tool used to calculate the
relationship is SPSS.

From the above table, it is clear that from the year 2009-18,
that the strength of association of variables is very
high(r=0.811). The relation between the two variables Indian
exchange rate and BSE Sensex is very high and the relationship
is strong. It is concluded from the above table that there is
high correlation between these two factors. Significance value
.000 shows that these relationships are statistically significant
which means the correlation between these factors is very
strong.

In the above table, R represents simple correlation. Here R
=0.811 of BSE, which shows that thereis positive correlation.

R square shows the percentage of the total variation on BSE
sensex that can be explained by Indian Exchange rate. Here as
R2 is .657 indicates variation in BSE sensex explained by
Indian exchange rate.

From the above table it is concluded that there is 65.7 percent
variation in BSE sensex due to Indian exchange rate. There is
positive correlation between these two factors. R square shows
the total variation caused by Indian exchange rate on BSE
sensex.R-squared is a statistical measure of how close the data
are to the fitted regression line.

F (203.368) determines the significance of the overall
regression model.

Sig [0.00] indicates whether these relationships are statistically
significant.

From the above table it is concluded that Total – Regression=
Residual

107-1= 106

And the significance value shows that the relationship between
both the factors is significant.
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Coefficientsa

Unstandardized Coefficients Standardized 
Coefficients 

Model 

B Std. Error Beta 

T Sig. 

(Constant) -11251.193 2511.256  -4.480 .000 1 

Indian exchange rate 602.626 42.258 .811 14.261 .000 

a. Dependent Variable: BSE sensex

The following is the Regression equation depicted from the
above tables:

Y= -11251.193 + 602.626 X

Where,

Y = BSE Sensex

X = Indian exchange rate

CONCLUSION

For determining the impact of Indian exchange rate on BSE
Sensex, monthlyanalysis of data was done.The data were of
10 years (from 2009 to 2018) was used. Hypothesis were tested
and the results were that there is significant impact of Indian
exchange rate on BSE Sensex. So, the null hypothesis was
rejected and the alternative hypothesis was accepted both in
correlation and regression. The objective to study the
relationship and  the impact of exchange rate on BSE Sensex
was achieved. The conclusion is based on the restricted time
period and therefore caution and further analysis is needed to
strengthen the finding.
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