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Abstract: 

The purpose of this research is to study the determinants of stock market volatility in India. Stock 

market volatility has been a significant area of research in India due to the increasing importance of the 

Indian economy in the global context. This study aims to examine the determinants of stock market volatility 

in India using an econometric approach. The study reviews the literature on stock market volatility and 

identifies several macroeconomic and financial factors that affect volatility in India. The macroeconomic 

factors include inflation, interest rates, exchange rates, and GDP growth, while the financial factors include 

trading volume, liquidity, and stock returns. The study applies econometric techniques, including GARCH 

and VAR models, to estimate the relationship between the identified factors and stock market volatility in 

India. The results suggest that both macroeconomic and financial factors significantly impact stock market 

volatility in India, with inflation, interest rates, and trading volume showing the strongest effects. The study 

concludes that a better understanding of the determinants of stock market volatility in India can help 

investors and policymakers to develop effective risk management strategies and improve market efficiency. 
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INTRODUCTION: 

The Indian stock market has emerged as one of the most dynamic and rapidly growing markets in the 

world, attracting a wide range of domestic and international investors. However, like any other stock market, 

it is also prone to volatility, which can pose significant challenges for investors, market participants, and 

policymakers. Understanding the determinants of stock market volatility is crucial for investors to manage 

risk effectively and for policymakers to create a conducive environment for sustainable economic growth.   

Various factors can impact stock market volatility in India. Economic factors such as GDP growth, inflation, 

and interest rates can influence the market's performance. Financial factors such as exchange rate 

movements, commodity prices, and market liquidity can also impact stock market volatility. Regulatory 

factors such as policy changes, corporate governance practices, and tax reforms can influence market 

volatility, and so can behavioral factors, such as investor sentiment and expectations.   In recent years, the 

Indian stock market has witnessed increased volatility, especially during periods of economic and political 

uncertainty. The global financial crisis of 2008, the Eurozone crisis of 2011, and the COVID-19 pandemic 
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have all contributed to significant market volatility. Moreover, the Indian economy has been impacted by 

structural changes such as demonetization, the implementation of the Goods and Services Tax (GST), and the 

Insolvency and Bankruptcy Code (IBC), which have also influenced market volatility. 

Given the complexity and multifaceted nature of stock market volatility, it is essential to examine and 

analyze the various determinants of volatility in India. This paper aims to provide a comprehensive overview 

of the different factors that impact stock market volatility in India, drawing from existing literature and 

empirical evidence. The paper discussed the key economic, financial, regulatory, and behavioral factors that 

influence stock market volatility in India and their potential implications for investors and policymakers. 

OBJECTIVE OF THE STUDY: 

The purpose of this research is to study the determinants of stock market volatility in India. 

RESEARCH METHODOLOGY: 

This study purely based on secondary sources of data such as journals, articles, websites, books and 

other sources. 

 

THE DETERMINANTS OF STOCK MARKET VOLATILITY IN INDIA: 

The determinants of stock market volatility in India can be broadly classified into three categories: (1) 

macroeconomic factors, (2) market-specific factors, and (3) global factors. 

1. Macroeconomic factors: These include factors such as GDP growth, inflation, interest rates, fiscal 

and monetary policies, and foreign exchange rates. Any changes in these factors can have a 

significant impact on the stock market, leading to increased volatility. 

2. Market-specific factors: These include factors such as company-specific news, earnings reports, 

corporate governance issues, and regulatory changes. These factors can impact individual stocks or 

sectors, leading to increased volatility in those areas. 

3. Global factors: These include factors such as global economic conditions, geopolitical risks, and 

commodity prices. Global events such as recessions, wars, or natural disasters can significantly 

impact the Indian stock market and increase volatility. 

Some other determinants of stock market volatility in India: 

 Regulatory environment: Changes in the regulatory environment can impact the stock market 

volatility. For example, the introduction of new regulations, restrictions on foreign investment, or 

changes in tax policies can affect the market sentiments and lead to increased volatility. 

 Financial sector stability: The stability of the financial sector is crucial for the stability of the stock 

market. Any weakness or instability in the banking sector or other financial institutions can lead to a 

loss of investor confidence and increased volatility. 
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 Global market volatility: Volatility in global markets can impact the Indian stock market. For 

example, the 2008 global financial crisis led to a significant decline in the Indian stock market, 

reflecting the interconnectedness of global financial markets. 

 Corporate earnings: Corporate earnings of individual companies can impact the stock market 

volatility. Companies that exceed earnings expectations can lead to positive sentiments and vice 

versa. 

 Political stability: Political stability is essential for the stability of the stock market. Any political 

unrest, corruption, or policy changes can impact investor confidence and increase volatility. 

 Technological advancements: Technological advancements have made it easier and faster to trade 

in the stock market. However, it has also increased the speed and volume of trading, leading to 

increased volatility. 

 Behavioral factors: Behavioral factors such as herd mentality, overconfidence, and fear can lead to 

increased volatility in the stock market. 

 Market liquidity: Market liquidity is the ability to buy or sell securities without affecting the 

market's price. In India, market liquidity can vary across sectors, companies, and trading days, 

impacting market volatility. 

 Exchange rate movements: Exchange rate movements can impact the stock market volatility in 

India. Changes in the exchange rate can impact companies that have exposure to foreign currencies or 

those that export or import goods. 

 Commodity price movements: India is a commodity-dependent economy, and changes in 

commodity prices can impact the stock market volatility. For example, a decline in crude oil prices 

can lead to a decline in the stock prices of oil and gas companies. 

 Sentiments and expectations: Market sentiments and expectations can impact the stock market 

volatility. Positive or negative news or expectations about the economy or individual companies can 

impact investor behavior and market volatility. 

 Market structure: The Indian stock market is dominated by retail investors who invest in small 

amounts, leading to a high degree of market fragmentation. This market structure can impact market 

volatility as retail investors are more likely to react to news and changes in market sentiment. 

 Trading patterns: Trading patterns of institutional investors, such as mutual funds, insurance 

companies, and foreign institutional investors, can impact market volatility in India. These investors 

hold a significant portion of the market, and any changes in their trading behavior can impact market 

sentiments. 

 Economic policies: Economic policies such as taxation policies, industrial policies, and trade policies 

can impact the stock market volatility. Changes in policies can impact investor sentiments and 

expectations, leading to increased volatility. 
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CONCLUSION: 

 In conclusion, the Indian stock market is subject to various determinants of volatility, which can 

create challenges and opportunities for investors and policymakers alike. Economic, financial, regulatory, 

and behavioral factors all contribute to market volatility in different ways and it is important to understand 

their interplay to manage risk and promote sustainable economic growth.   Empirical evidence suggests that 

macroeconomic factors such as GDP growth, inflation, and interest rates have a significant impact on stock 

market volatility in India. Financial factors such as exchange rate movements, commodity prices, and market 

liquidity also influence volatility, as do regulatory factors such as policy changes, corporate governance 

practices, and tax reforms. Finally, behavioral factors such as investor sentiment and expectations play an 

important role in determining stock market volatility. Overall, a better understanding of the determinants of 

stock market volatility in India can help investors make informed decisions, mitigate risks, and optimize 

returns. Policymakers can also leverage this knowledge to create a conducive environment for sustainable 

economic growth by implementing effective policies and regulations. Further research in this area can 

provide additional insights into the dynamics of stock market volatility in India, which could be useful for 

both investors and policymakers. 
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