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Abstract

This examination attempts to determine assuming financial exchange execution impacts monetary
development or the other way around; it likewise checks out at the financial exchange's short-and
long haul elements. During the period from April 1996 to Walk 2009, we use information from
the month to month List of Modern Creation (11P) and the quarterly GDP (Gross domestic product).
Rich information are given by this to the observational investigation. We do tests for the unit root
(ADF, PP, and KPSS), Granger Causality, Engle-Granger Co-joining, and Mistake Remedy
Model. The quarterly consequences of the Granger causality test show that there is no connection
among Gross domestic product and BSE, however there is a unidirectional connection among NSE
and Gross domestic product, which runs from Gross domestic product to NSE, and the month to
month aftereffects of the test demonstrate that there is a bidirectional connection among IIP and
Stock Costs (BSE and NSE). As indicated by the Engle-Granger leftover based co-mix test,
monetary development and financial exchange execution are connected over the long haul. Like
how the long-run balance strays, the discoveries of the mistake rectification model show that
monetary development adjusts to correct the disequilibrium to reestablish harmony. The ‘demand
following' concept is supported in the short term by the findings of this investigation. The study's
main contribution is determining how economic growth affects the growth of the stock market.

Keywords: Stock market performance, economic growth, causality test, short-run and long-run
dynamics

1. Introduction

The stock market is essential to the development and growth of every nation's economy. By
directing money towards investors and business owners, a thriving and healthy stock market has
been seen as important for the development of the country's economy [1]. If an economy has a
strong banking system and an upward-trending stock market, it is considered to be efficient. Stock
markets are needed to perform two essential tasks. They offer liquidity in addition to aiding in
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price discovery. They help the main problems market grow and enable businesses to embark on
big initiatives. A successful stock market promotes economic development and saving, ensures
that investments are allocated effectively, and draws in foreign direct investment (FDI).

However, a solid connection betweenthe financial exchange and macroeconomic elements is
essential for doing this critical obligation [2]. The Arbitrage Pricing Theory (APT), developed by
Ross in 1976, may be used to estimate the anticipated returns on an asset. APT basically aims to
quantify the risk premium associated with different risk variables and evaluate their importance
and whether or not they are incorporated into financial exchange results. By utilizing factor
examination, he guaranteed that notwithstanding a security's beta, or its aversion to changes in the
market return, there are other deliberate variables (industry explicit and macroeconomic) that
influence security returns and may diversely affect various sorts of firms. These variables
incorporate the total national output, expansion, the construction of loan fees, and others.
Previously, a country was serious areas of strength for considered viable on the off chance that its
GDP (Gross domestic product) and per capita pay both developed consistently. However, it has as
of late become known that the securities exchange strongly affects the entire economy [3].

Market capitalization, reserve funds, ventures, securities exchange execution, shopper spending,
and a solid banking and protection framework are viewed as a portion of the vital markers of
financial turn of events. The real economy and the securities exchange are two of a kind, or we
can say that these two are free things that cannot be termed whole without one another and cannot
accomplish the fundamental goal of a country's overall growth without one another.

Over the past a very long while, Bombay Stock Trade (BSE) Delicate Record (SENSEX)
vacillations have drawn a ton of media interest in India. It has even been alluded to as a "pointer”
of India's unavoidable development and flourishing by specific strategy examiners [4]. Whether
Indian securities exchanges are developed and critical foundations that are simply/necessarily
attached to the more extensive full scale economy, rather than being gambling clubs where fortunes
are won and lost at the shot in the dark, is a subject that is many times raised in conversations about
them. Do the stock trades reflect associations that affect critical macroeconomic factors, or are
they influenced by them and go about as signs accordingly? Consequently, the empirical issue of
whether stock markets precede or follow actual economic activity

The Indian securities exchange has seen huge changes starting around 1991, when the public
authority of India executed the advancement and globalization approaches. The securities
exchange in this manner turns into a huge part of the Indian economy [5]. The securities exchange,
which is a critical wellspring of subsidizing for Indian organizations, likewise contributes
fundamentally to the monetary turn of events and financial success of the country. In fact, the
Indian financial exchange is one of the worldwide creating markets. It's astounding the way that
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easily the Indian financial exchanges are creating. Bombay Stock Trade (BSE) Responsiveness
Record (SENSEX) hit 21,000 level focuses in January 2008 from 3,739.69 focuses on Walk 31,
1999. By and by, this impact is fleeting since it was affected by the 2008-2009 worldwide monetary
emergencies and the blossoming euro-emergency. SENSEX is presently revolving around 25,500
focuses. The major question is whether the many years old turn of events or current crumbling in
the business sectors are in any capacity affected by the neighborhood and worldwide
macroeconomic basics with regards with this impact on the Indian Financial exchange.

Lately, concentrates on the way of behaving of the Indian securities exchange have additionally
been completed. As per Agrawalla (2007), an ascent in the financial exchange shouldn't be visible
as a sign that the Indian economy is going to bounce back. Whereas other researchers came to the
conclusion that stock price swings reflect changes in the actual economy..With respect to
association between share market returns and macroeconomic elements, there are a few additional
examinations, and everyone makes an alternate determination considering the different
informational collections and philosophy used. The discoveries of this exploration help in deciding
if the development of financial exchange records is a reason for change in essential macroeconomic
factors of the Indian economy or an outcome of such change [6]. Consequently, a work is made to
relate both of these progressions in the ongoing work. As opposed to past research, we utilize the
Auto Backward Appropriated Slack (ARDL) procedure in this work to co-coordinate and explore
the drawn out dependability between Indian stock costs and macroeconomic elements. To affirm
the heading of causal linkages between factors, the exploration furthermore utilized VECM-based
Granger causality. The level of erogeneity of the factors used in this exploration is analyzed
utilizing fluctuation disintegration (VDC). Annual data from the years 1979 to 2014 are included
for the study.

The development of stock files is extremely receptive to changes in both monetary essentials and
assumptions for what's in store. Miniature and macroeconomic basics, which might be grown
legitimately or adaptively in view of monetary essentials, as well as other abstract components that
are eccentric and non-quantifiable, all effect assumptionslt is accepted that homegrown monetary
essentials control the securities exchange's exhibition. In the globally interconnected economy,
however, domestic economic factors are also susceptible to change as a result of international
events, other nations' enacted or anticipated policies, or both. The stock return is often influenced
by external variables such as currency rates, interest rates, and stock prices in the global economy.
For instance, changes in the interest rates of the main countries across the globe also affect capital
inflows and outflows, which are not just influenced by local interest rates. The appreciation of the
rupee as a result of increased foreign currency influx is a burning example in India. Major export-
oriented firms' stock values have fallen as a result of the rupee's rise. Falling stock prices as a result
of rupee appreciation may be seen, for example, in the information technology and textile sectors.
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2. Financial Development and Economic Growth

Over the most recent quite a few years, there has been a ton of exploration on the association
between monetary turn of events and financial development. The topic has been discussed in
economic literature for some time, and it originated with a suggestion made by Schumpeter in
1911. In his milestone book, Schumpeter underscored the meaning of the ascent of the monetary
area in cultivating financial development.

As indicated by his examination, a solid monetary framework advances specialized headways by
giving business people admittance to enough capital, which in turn helps to boost economic
development. All have highlighted the link between the development of the monetary area and
financial development. In his review, who exhibited the association between monetary turn of
events and development, put it under a magnifying glass tentatively. Patrick researched the
function of financial sector growth under the "supply leading” and "demand following"
approaches. The causation occurs from monetary advancement to monetary development in the
"supply driving" job and from financial development to monetary improvement in the "request
following" capability. Why these examinations matter in financial writing is an inquiry that
surfaces frequently. Knowing what direction there is a causal connection between the development
of the monetary area and financial development is essential according to the point of view of
policymakers; for instance, if the relationship is a direct one, direct policy consequences result [7].
It is clear from the literature that an economy can always increase its real GDP growth with a more
effective finance system in place. Due to this, governments would stipulate services that facilitate
smooth transactions, raise capital, and exercise corporate governance, eventually promoting
economic development, in order to minimise market failures.

By raising money and turning it into an asset, the financial system is crucial in meeting the
demands of investors. An effective financial system does this by effectively allocating resources
via its financial intermediaries, who then pinpoint the most profitable investment possibilities.
According to a 2005 research by Abu-Bader and Abu-Qarn, either increased investment efficiency
or more resources for investment are the two ways in which monetary improvement in Egypt
prompts financial development. Higher monetary development might be ignited by the monetary
framework becoming further, more extensive, and more powerful.

However, earlier examination in industrialized countries offered verification that monetary
extension advances the improvement of the monetary area. Further observational examination by
it shows that causation works in the two ways, i.e., monetary advancement adds to financial
development as well as the other way around. The exploration of monetary advancement and
financial development are firmly related Be that as it may, study's assessment of cross-country
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information uncovered no association between monetary turn of events and financial development

[8].
2.1.Causal Direction of Economic Growth and Stock Market Developments

Given the meaning of financial exchanges in both laid out and arising economies all through the
globe, ongoing examination has changed its accentuation to deciding the circumstances and end
results of the connection between financial exchange development and monetary development. In
terms of market capitalization, listed firms, and shareholders, developing stock markets have seen
tremendous growth since the late 1980s. According to the capitalization of developing stock
markets rose 32 times whereas the capitalization of established stock markets increased just 11
times. This shows that the capitalization development of creating securities exchanges is very
nearly multiple times more prominent than that of mature financial exchanges.

It utilized information on genuine per capita normal development and stock record from 1976 to
1993 to explore on the off chance that there is a significant exact connection between financial
exchange improvement and long haul development for 41 countries. According to cross-country
growth regression findings, long-term economic growth is positively and substantially correlated
with a prerequisite for stock market development. The research of shown that stock prices might
influence economic trends. His research, which encompassed the years 1956 to 1983 in the United
States, found that the securities exchange fills in as a main sign of financial extension [9].

As per his exploration, there is a connection between various financial exchange execution
measurements and monetary extension. All provide evidence that stock markets effectively
allocate resources and promote economic development whereas financial intermediaries often
have less knowledge. Similar findings are made by, who recommend that a functioning values
market is crucial for fostering economic progress in emerging nations [10].

The discoveries of this exploration, which utilized co-mix, the Granger causality test, and the
vector mistake remedy model, show that monetary development and securities exchange
improvement are decidedly related, however loan fees negatively affect securities exchange
advancement. Like this, it looked inspected the connection between Romania's capital market
extension and financial development from 2000 to 2006. As indicated by the discoveries, monetary
development and capital market advancement are well related. The greatest association,
notwithstanding, is between monetary development and the capital market, demonstrating that
monetary improvement comes after financial extension. EI-(2005) Wassal's examination, which
tracked down that unfamiliar portfolio speculation, monetary progression regulation, and financial
development all impact the improvement of creating securities exchanges, additionally upholds
the interest following hypothesis in 40 arising economies [11].
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They utilized real Gross domestic product and stock cost records for the years 1997 to 2008 to
direct an exhaustive examination on the connection between securities exchange execution and
monetary improvement in Iran. The review's discoveries showed that over the long haul, stock cost
swings are influenced by how much genuine monetary movement, and in the short run, the
securities exchange is a vital driving indicator of Iran's future financial turn of events.

2.2.Studies of Relationship in Indian Context

The accompanying rundown sums up the exploration that has been finished on the connection
between Indian monetary/financial exchange advancement and monetary development. As per
Sinha and Macri's examination from 2001, pay and monetary elements are decidedly connected
and measurably huge for India, Malaysia, Pakistan, and Sri Lanka. The review's discoveries can't
be extensively applied. The connection between changes in monetary intermediation and India's
financial development from 1971 to 2004 has been concentrated [12]. These discoveries are steady
with the "supply driving hypothesis” for India, which expresses that the development of the
financial area would drive transient monetary extension. In a similar vein, Bhattacharya and
Sivasubramanian's 2003 research discovered that GDP growth does not follow the rise of the
banking sector. The connection between monetary turn of events and financial development in
Indian states from 1981 to 2002 was analyzed. As indicated by the discoveries, development and
financial development are related over the long term throughout Indian states. According to the
findings of this research, financial development comes after economic expansion [13].

Utilizing month to month information on 1P and Sensex stock costs from 1991 to 2005, explored
the causal connections between the securities exchange and financial movement in India during
the post-progression time frame. The Toda-Yamamota, Dolado, and Lutkephol (TYDL) model's
observational discoveries show that there is a bidirectional connection between stock costs and
financial movement, proposing that a flourishing securities exchange would support monetary
action as well as the other way around. In a connected exploration, Agrawalla and Tuteja (2007)
found that on account of India, there is a stable long-run harmony connects between financial
exchange improvement and monetary development. They utilized quarterly information on
genuine Gross domestic product, genuine market capitalization proportion, and securities
exchange instability to research the causal connection between financial exchange advancement
and monetary development for the Indian economy from 1996 to 2007. They contend that the
"supply driving"” speculation is valid in the Indian setting and that there is a reasonable causal
connection between financial exchange improvement and monetary development. Additionally,
they give proof of the association between market capitalization and monetary development.
Anyway as per an examination by Chakraborthy from 2008, the connection between Gross
domestic product development and securities exchange development is causal [14].
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As indicated by a study of the writing, there is problematic data about the connection between
monetary turn of events and financial movement right now. In the case of India, our research tries
to investigate this association utilizing the most current data and cutting-edge econometric
methods. Policy makers that want to create economic policies that are best targeted for a
sustainable economic development would benefit greatly from understanding this connection [15].
Investors that are concerned about the direction of future economic growth and stock market
fluctuations will find this to be important. India has a special opportunity for this research due to
its recent strong economic growth as well as its mature stock markets. One of the world's oldest
active stock exchanges is the Mumbai (formerly Bombay) Stock Exchange.

3. Data and Methodology

The ongoing investigation utilizes quarterly and month to month information for the period from
April 1996 to Walk 2009. For all the variables, the obtained data are then transformed into natural
logarithms (LN) after being seasonally adjusted to account for seasonal differences. The Reserve
Bank of India's (RBI) "Handbook of Measurements on Indian Economy, 2009-10" is where the
fundamental insights for the File of Modern Creation (I1IP) and Genuine Total national output
(RGDP) are found. Information for the BSE-SENSEX and NSES&P CNX Clever lists are
assembled from the authority sites of the BSE (Bombay Stock Trade) and NSE (Public Stock
Trade). Factors: 1P (List of Modern Creation), BSESENSEX, and NSE-S&P CNX Clever are
used for month to month concentrate as intermediaries for Gross domestic product (Wide based
dynamic files of financial exchanges of India). For the review, the quarterly typical shutting costs
of the NSE-S&P CNX Clever, BSE-SENSEX, and RGDP (consistent costs with base year 1999-
2000) are used. Observational Model: For the exact investigation, the ebb and flow research
utilizes a wide assortment of econometric tests, including the Unit Root (ADF, PP, and KPSS)
tests, the Granger Causality Test, the Engle-Granger Co-joining Technique, and finally, the Error
Rectification Model (ECM).

4. Results and discussion

The exploration starts with the standard unit root tests, utilizing the Expanded Dickey-Fuller test,
the Phillips-Perron test, and the KPSS test to decide the request for incorporation. These unit root
tests are completely used to decide whether the information is a fixed interaction or incorporate
unit roots (and is thus non-stationary). If the series' mean and auto covariance do not rely on the
time component, the series is considered to be stationary. A series is considered non-stationary if
it is not stationary. The term "integrated of order d" (I(d)) alludes to a series that should be
separated d times before it becomes fixed. All things considered, a series is viewed as | in the event
that it exists without help from anyone else and is steady at levels without the requirement for
distinction (0). To decide if the factors are all coordinated in a similar request, it is significant to
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apply unit root tests to every individual series. Assuming the factors are all incorporated in a
similar request, the Engle-Granger co-reconciliation test and mistake revision model can be
utilized to decide the factors' short-and long haul dynamic way of behaving. Thus, the first
methodology (co-reconciliation and blunder remedy model) can't be utilized for the investigation
on the off chance that the request for incorporation isn't something very similar for every one of
the factors.

5. Conclusion

The causal connection between financial exchange execution and monetary advancement was
tentatively concentrated on in our examination. This research also looked at the observed variables'
short- and long-term dynamics in the Indian environment. From April 1996 to March 20009,
monthly and quarterly data were used in the empirical study. The aftereffects of the ADF, PP, and
KPSS tests showed that the factors that were noticed are coordinated of request one, for example
(1). This infers that the review's factors are at first non-fixed (unit root) prior to becoming fixed at
their most memorable distinction. 1P and stock costs have a bidirectional connection, as per the
Granger causality test discoveries (BSE and NSE). This shows that there is a causal connection
between financial turn of events and securities exchange execution (stock costs) as well as the
opposite way around. Granger causality test discoveries for each quarter show that there is no
causal connection among BSE and Gross domestic product, yet there is a unidirectional
relationship among NSE and Gross domestic product, which goes from Gross domestic product to
NSE.

The short-term findings of this research support the "demand following" concept in the context of
India. The review's discoveries show that financial development has been a huge considers
impacting stock cost changes. Financial development likewise tends to lift and support the
extension of the securities exchange by carrying out the legitimate asset redistribution
arrangements. Apparently, this is the main examination to utilize the two trades (BSE and NSE)
and development pointers (Gross domestic product and IIP) to dissect the causal connection
between them as well as short-and long haul elements utilizing occasionally changed month to
month and quarterly informational indexes. The review's principal commitment is deciding what
financial development means for the development of the securities exchange.

REFERENCES

1. Abu-Bader, S. and Abu-Qarn, A.S., (2005) “Financial Development and Economic
Growth: Time Series Evidence from Egypt” Discussion Paper No. 05-14, Monaster Center
for Economic Research, Ben-Gurion University of the Negev, Israel.

239 | Page



. ISSN: 2320-3714
Free [/ Unpaid

A i r. Peer Reviewed . ;Piaahlx'zﬂﬁ ; ) éﬁgm 3

AIRO JOURNALS

2.

10.

11.

12.

13.

14.

15.

Multidiscilinarv Impact Factor:11.7
International Subject: Economics

Acharya, D., Amanulla, S., and Joy, S., (2009) “Financial Development and Economic
Growth in Indian States: An Examination” International Research Journal of Finance and
Economics, ISSN 1450 Issue 24, pp. 117-130.

Adajaski C.K.D. and Biekpe, N.B., (2006) “Stock Market Development and Economic
Growth: The case of selected African countries” African Development Review 18(1) pp.
144-161.

Agarwal, S., (2001) “Stock Market Development and Economic Growth: Preliminary
Evidence from African Countries”

Agrawalla, R. K. and Tuteja, S. K., (2007) “Causality between Stock Market Development
and Economic Growth: A Case Study of India” Journal of Management Research, 7, pp.
158-168.

Alam, M. 1., Hasan, T., (2003) “The Causality between Stock Market Development and
Economic Growth: Evidence from the United States” Studies in Economics and Finance,
21 (1), pp. 93-104.

Arestis, P., Demetriades, P. and Luintel, K., (2001) “Financial Development and Economic
Growth: The Role of Stock Markets” Journal of Money, Credit, and Banking 33(1), pp. 16-
41.

Arrow, K.J., (1964) “The Role of Securities in the Optimal Allocation of Risk Bearing”
Review of Economic Studies 2, pp. 91-96.

Atje, R. and Jovanovic, B. (1993) “Stock Market Development” European Economic
Review, 37, pp. 632-640.

Barro, R. J., (1989) “The Stock Market and Investment” Working Paper No. 2925, National
Bureau of Economic Research, 1050, Massachusetts Avenue, Cambridge, MA 02138.
Bencivenga, V. and Smith, B., (1991) “Financial Intermediation and Endogenous Growth”
Review of Economic Studies, pp. 195-209.

Bhattacharya, P.C. and Sivasubramanian, M. N., (2003) “Financial Development and
Economic Growth in India: 1970-1971 to 1998-1999” Applied Financial Economics, Vol.
13, pp. 925- 929.

Brasoveanu, L. O., Dragota, V., Catarama, D. and Semenescu, A., (2008) “Correlations
between Capital Market Development and Economic Growth: The Case of Romania”
Journal of Applied Quantitative Methods, Vol.3, No.1, pp. 64-75.

Caporale, G.M., Howells, P.G.A. and Soliman, A.M. (2004) “Stock Market Development
and Economic Growth: The Causal Linkages” Journal of Economic Development, Vol. 29,
No. 1, pp. 33-50.

Chakraborty, 1., (2008) “Does Financial Development Cause Economic Growth? The Case
of India” South Asia Economic Journal, 9:1, pp. 109-139.

240 | Page



