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Abstract

In this paper, we are motivated to inspect the presence of any
association between stock market gains and price level changes. The
paper considers NIFTY and CPI for January 1998 to June 2019 that
includes 256 observations. To examine this relationship we have used
ARDL model and casuality test for exploring the interim and enlongated
term efects.

The study indicates that change in price level has a trivial bearing
on the returns in the stock markets in India over a short tenure, however,
over the long period, there may be a lagged effect. Price data is useful
in predicting or framing policies and not stock returns. We establish
that the publication of price level data may not indicate a direct visible
association with the returns in stock markets, though it may be an
input to the central bank for framing the economic policies.

I. Introduction

INFLATION IS AN incessant increase in the wide-ranging price levels
of commodities in a financial system over tenure under scrutiny. With a
hike in general prices, more money chases lesser commodities and services.
This consequently results in a downside in spending strength of money,
thereby adversely impacting the currency value. Inflation is conventionally
measured using a rate that reflects a percentage change (annualized) in the
price level, more commonly known as the Consumer Price Index. An economy
witnesses constructive as well as the depressing effects of inflation. On an
optimistic side, investments in non-monetary projects are encouraged and
nominal interest rates are adjusted by the fiscal and monetary authority to
mitigate recessionary risks. The purchasing power of money erosion is the
most peculiar negative effect of inflation. Prospective investments and
savings are discouraged in an event of uncertainty over future inflation.
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Annexure

Table Al
Results of Breusch-Godfrey Serial Correlation LM Test
Breusch-Godfrey Serial Correlation LM Test

F-statistic 0.569435 Prob. F(7,246) 0.7805
Obs*R-squared 4.081940 Prob. Chi-Square(7) 0.7703

Test Equation:

Dependent Variable: RESID

Method: ARDL

Date: 09/17/19 Time: 21:01

Sample: 1998M02 2019MO05

Included observations: 256

Presample missing value lagged residuals set to zero.

Variable Coefficient  Std. Error t-Statistic Prob.
RETURNS(-1) -0.178434 0.382773 -0.466161 0.6415
CPI -0.051800 0.497687 -0.104081 0.9172
C 0.197443 0.631476 0.312669 0.7548
RESID(-1 0.185789 0.388071 0.478751 0.6325
RESID(-2 0.038230 0.065064 0.587570 0.5574
RESID(-3 -0.015787 0.063583 -0.248292 0.8041
RESID(-4 -0.053378 0.063499 -0.840601 0.4014
RESID(-5 -0.059819 0.063546 -0.941347 0.3475
RESID(-6 0.083333 0.063820 1.305747 0.1929
RESID(-7 -0.031478 0.063984 -0.491963 0.6232
R-squared 0.015945 Mean dependent var -1.21E-16
Adjusted R-squared -0.020057 S.D. dependent var 6.540685
S.E. of regression 6.605952 Akaike info criterion 6.652098
Sum squared resid 10735.10 Schwarz criterion 6.790582
Lolﬁg ikelihood -841.4686 Hannan-Quinn criter. 6.707796
-statistic 0.442894 Durbin-Watson stat 2.003189
Prob(F-statistic) 0.910748

Note: * Observations
Source: Self Computed
Table A2

Results of Wald test
Equation: Untitled

Test Statistic Value Df Probability
F-statistic 17.60462 (2, 232) 0.0000
Chi-square 35.20924 2 0.0000

Null Hypothesis: C(16)=C(17)=0
Null Hypothesis Summary:

Normalized Restriction (= 0) Value Std. Err.
C(16 -1.052826 0.177806
c(17 -0.405145 1.341081

Note: Restrictions are linear in coefficients.
Source: Self Computed

© Indian Institute of Finance



890 Finance India
Table A3
Results of ARDL Error Correction Regression
ARDL Error Correction Regression
Dependent Variable: D(RETURNS)
Selected Model: ARDL(1, 0)
Case 3: Unrestricted Constant and No Trend
Date: 09/17/19 Time: 20:04
Sample: 1998M01 2019MO05
Included observations: 256
ECM Regression
Case 3: Unrestricted Constant and No Trend
Variable Coefficient Std. Error t-Statistic Prob.
C 1.391882 0.418437 3.326386 0.0010
CointEq(-1)* -0.963172 0.061738 -15.60105  0.0000
R-squared 0.489337 Mean dependent var 0.057124
Adjusted R-squared 0.487327  S.D. dependent var 9.152844
S.E. of regression 6.553548  Akaike info criterion 6.605672
Sum squared resid ~ 10909.04 Schwarz criterion 6.633369
Log likelihood -843.5260 Hannan-Quinn criter. 6.616811
F-statistic 243.3926  Durbin-Watson stat 1.987948
Prob (F-statistic) 0.000000
F-Bounds Test Null Hypothesis: No levels relationship
Test Statistic Value Signif. 1(0) I(1)
F-statistic 121.2172 10% 4.04 4.78
K s 1 5% 4.94 5.73
2.5% 5.77 6.68
1% 6.84 7.84
t-Bounds Test Null Hypothesis: No levels relationship
Test Statistic Value Signif. 1(0) I(1)
t-statistic -15.60105 10% -2.57 -2.91
5% -2.86 -3.22
2.5% -3.13 -3.5
1% -3.43 -3.82

Note : * p-value incompatible with t-Bounds distribution.
Source: Self Computed
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