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1. INTRODUCTION:  

 Financial markets across the world have undergone significant transformation due to globalization, 

technological advancement, and increased cross-border capital mobility. Stock markets, in particular, have evolved from 

being largely domestically driven to becoming highly interconnected systems influenced by global economic forces 

(King & Segal, 2011). As a result, macroeconomic variables have emerged as critical determinants of stock price 

behaviour, volatility, and inter-market linkages. 

In emerging economies like India, the role of macroeconomic factors in shaping stock market dynamics is especially 

pronounced. India’s financial markets have experienced rapid expansion following economic liberalization, 

deregulation, and increased participation of foreign institutional investors (FIIs)(Faff et al., 2002). These developments 

have strengthened the sensitivity of Indian stock prices to both domestic and global macroeconomic conditions. Interest 

rates, inflation, and exchange rates influence not only investor expectations but also capital flows, corporate profitability, 

and valuation mechanisms(Manoj Kumar, 2003). 

A distinctive feature of the Indian equity market is the growing number of Indian firms listed on international stock 

exchanges, particularly in the United States through American Depositary Receipts (ADRs)(Patel, 2015). These cross-

listed firms operate in a dual-market environment, where their stock prices are simultaneously affected by Indian 

macroeconomic fundamentals and U.S. economic and financial conditions. Consequently, the behaviour of such stocks 

provides a unique opportunity to examine how macroeconomic variables transmit across borders and contribute to price 

Comovement between markets(Kadiyala & Kadiyala, 2004). 

Abstract:    The integration of global financial markets has intensified the influence of macroeconomic variables 

on stock price behaviour, particularly for firms listed across national boundaries. Indian companies listed both in 

domestic stock exchanges and in the United States are exposed to multiple macroeconomic environments 

simultaneously. This study provides a descriptive and conceptual analysis of the impact of three key 

macroeconomic variables—inflation rate, interest rate and exchange rate—on the price behaviour and price 

Comovement of Indian stocks listed in India and the United States. By developing an India–US macroeconomic 

transmission framework, the paper explains how price stability and currency movements shape investor behaviour 

and cross-market price alignment. The study offers insights for investors, policymakers, and corporations 

operating in an increasingly integrated financial system. 
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Interest rates represent a key macroeconomic policy instrument through which central banks influence economic 

activity. Changes in interest rates affect the cost of borrowing, consumption patterns, and investment decisions. In the 

stock market context, interest rate movements alter the discount rate used in valuing future cash flows, thereby 

influencing equity prices(Kumar, 2011; Sharma & Mahendru, 2010; Uppal, 1992). In an internationally integrated 

financial system, interest rate changes in major economies like the United States can have spill over effects on emerging 

markets such as India through global liquidity and capital flow channels(Wallin, 2020). 

Inflation is another fundamental macroeconomic variable that affects stock markets through its impact on purchasing 

power, production costs, and monetary policy decisions. While moderate inflation may signal economic expansion, high 

or volatile inflation introduces uncertainty and reduces real returns for investors. In emerging markets, inflation often 

prompts tighter monetary policy, which can further influence stock prices. For cross-listed Indian stocks, inflation 

dynamics in both India and the United States shape investor expectations and market valuations(Lee et al., 2014). 

Exchange rates serve as a critical link between domestic and international stock markets. Fluctuations in the INR–USD 

exchange rate affect export competitiveness, foreign investment returns, and the valuation of cross-listed 

securities(Froot et al., 1995; Isard, 1977; Lee et al., 2014; William H. Branson et al., 1977). Exchange rate movements 

also facilitate arbitrage between domestic stocks and their international listings, ensuring price alignment and reinforcing 

market integration. As a result, exchange rates play a central role in driving stock price comovement across borders. 

Given these considerations, understanding the relationship between macroeconomic variables and stock price behaviour 

is essential for investors, policymakers, and corporations. Despite extensive empirical research on macroeconomic 

determinants of stock prices, there remains a need for a comprehensive descriptive framework that explains how key 

macroeconomic variables interact to influence stock price behaviour and comovement, particularly in the context of 

Indian stocks listed in both India and the United States. 

This study addresses this gap by providing a detailed conceptual analysis of the impact of these macroeconomic variables 

on the price behaviour and price comovement of Indian stocks across India and the US. By developing an India–US 

macroeconomic transmission framework, the paper enhances the understanding of cross-market dynamics in an 

increasingly integrated global financial system. 

       

2. LITERATURE REVIEW: 

Earlier studies emphasize the role of macroeconomic fundamentals in determining stock prices. Interest rates are widely 

associated with changes in discount rates and investment decisions, while inflation influences real returns and corporate 

costs. Exchange rates affect export competitiveness, foreign investment flows, and valuation of cross-listed securities. 

Research on market integration suggests that stock prices across countries tend to move together due to shared exposure 

to global macroeconomic shocks. Studies focusing on emerging markets, including India, highlight the growing 

influence of U.S. monetary policy and global liquidity on domestic stock markets(Garg, 2023). However, much of the 

existing literature focuses on empirical testing, leaving scope for a comprehensive descriptive framework that explains 

these linkages conceptually—especially in the context of Indian stocks listed in both India and the US. 

2.1 Interest Rate and Stock Market Relationship 

One of the most widely studied macroeconomic variables in stock market research is the interest rate. According to 

discounted cash flow models, stock prices represent the present value of expected future earnings. An increase in interest 

rates raises the discount rate, leading to a decline in stock prices. Fama (1981) argued that monetary variables and real 

economic activity are key determinants of stock returns. 

Several empirical studies have documented a negative relationship between interest rates and stock prices(Bin et al., 

2003; Imran et al., 2014; Sahoo et al., 2020). Changes in central bank policy rates have been shown to influence equity 

market performance through borrowing costs, corporate profitability, and investor portfolio decisions. In emerging 

markets, interest rate changes often have stronger effects due to higher sensitivity to capital flows and monetary policy 

credibility(Kumar et al., 2001; Mark Schaub and Bruce L. McManis, 2015). 
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Studies focusing on India have found that RBI policy announcements significantly affect stock market returns and 

volatility. Furthermore, international research highlights that U.S. interest rate movements influence global equity 

markets, including emerging markets, through global liquidity and risk transmission channels. 

2.2 Inflation and Stock Market Behaviour 

The relationship between inflation and stock prices has been subject to extensive debate. The Fisher hypothesis suggests 

that stocks should act as a hedge against inflation, as nominal returns adjust to changes in price levels(Gupta et al., 2016; 

Imran et al., 2014; Sahoo et al., 2020). However, empirical evidence often indicates a negative relationship between 

inflation and stock market returns, particularly in the short run. 

High inflation increases uncertainty, erodes purchasing power, and raises input costs, negatively affecting corporate 

earnings (Ahad et al., 2018; Uppal, 1992). It also leads to higher interest rates, further depressing stock prices. Chen, 

Roll, and Ross (1986) identified inflation as a significant factor influencing asset prices through its impact on real 

economic activity. 

In the Indian context, studies reveal that inflation negatively affects stock market performance, especially during periods 

of high price instability (Wallin, 2020). For cross-listed Indian firms, inflation in both domestic and foreign economies 

influences expected earnings and investor sentiment, contributing to synchronized movements across markets. 

2.3 Exchange Rate and Stock Market Linkages 

The relationship between exchange rates and stock prices can be explained through two main channels: the trade 

competitiveness channel and the capital flow channel. Currency depreciation may enhance export competitiveness, 

benefiting export-oriented firms, while adversely affecting import-dependent firms(Kustina et al., 2024; Nath & 

Samanta, 2003; Rahman & Uddin, 2009). 

Empirical studies on emerging markets suggest that exchange rate volatility significantly influences stock market returns 

and foreign investment flows. For cross-listed stocks, exchange rates directly affect ADR prices through currency 

conversion mechanisms(Gokmenoglu et al., 2021; Tian & Ma, 2010). Arbitrage ensures that prices in domestic and 

foreign markets move together, reinforcing price comovement. 

Indian studies highlight that INR–USD exchange rate movements play a crucial role in determining stock market 

volatility, particularly during periods of global financial stress. 

2.4 Stock Market Integration and Price Comovement 

Market integration theory suggests that as financial markets become more integrated, stock prices across countries 

exhibit higher comovement due to shared exposure to global economic shocks. Bekaert and Harvey (2003) documented 

increasing integration of emerging markets with global financial systems following liberalization. 

Several studies find that U.S. stock markets play a leading role in influencing emerging market returns(Gupta et al., 

2016; Karolyi & Stulz, 1996). Indian stocks listed in the US often respond more rapidly to global news, with price 

adjustments later transmitted to domestic markets. This information flow strengthens comovement and reduces 

diversification benefits. 

2.5 Research Gap 

While numerous studies examine macroeconomic influences on stock prices using econometric techniques, relatively 

few provide an integrated descriptive framework explaining how interest rates, inflation, and exchange rates jointly 

affect stock price behaviour and comovement in the context of Indian stocks listed across India and the US. This study 

contributes by offering a comprehensive conceptual analysis that bridges macroeconomic theory with cross-market 

stock price dynamics. 

2.6 Need and Significance of the Study 

The growing integration of Indian financial markets with global capital markets has increased the relevance of 

understanding macroeconomic influences on stock price behaviour. Indian firms listed simultaneously in India and the 
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United States are exposed to multiple macroeconomic environments, making their stock prices more sensitive to changes 

in interest rates, inflation, and exchange rates. 

While empirical studies provide statistical evidence of macroeconomic effects on stock returns, there is a strong need 

for a structured descriptive analysis that explains why and how these variables influence stock prices and price 

comovement across borders. Such an understanding is crucial not only for academic research but also for practical 

decision-making by investors, policymakers, and corporate managers. 

This study is significant because it: 

• Enhances conceptual clarity regarding macroeconomic transmission mechanisms between India and the US. 

• Provides a holistic understanding of interest rate, inflation, and exchange rate effects on cross-listed Indian 

stocks. 

• Helps investors interpret macroeconomic signals in both domestic and international contexts. 

• Assists policymakers in understanding the broader implications of macroeconomic policy decisions on capital 

markets. 

2.7 Scope of the Study 

The scope of the present study is confined to a descriptive and conceptual analysis of the impact of selected 

macroeconomic variables on stock price behaviour and comovement. The study focuses specifically on: 

• Macro economic Variables: Interest rate, inflation rate, and exchange rate (INR–USD) 

• Stock Markets Covered: 

o Indian stock markets (NSE and BSE) 

o U.S. markets where Indian firms are listed through ADRs 

• Nature of Analysis:  Conceptual and descriptive analysis based on economic theory, existing literature, and 

observed market behaviour. 

The study does not involve primary data collection or econometric testing; instead, it aims to build a strong theoretical 

framework that can support future empirical research. 

 

3. OBJECTIVES :   

The main objectives of this study are: 

I. To explain the impact of, inflation rates, interest rates and exchange rates on stock price behaviour. 

II. To analyze the price comovement between Indian stocks listed in India and the United States. 

III. To develop a conceptual framework illustrating India–US macroeconomic transmission mechanisms. 

IV. To highlight implications for investors, policymakers, and corporations. 

4. KEY MACROECONOMIC VARIABLES AND STOCK PRICE BEHAVIOUR: 

4.1 Interest Rate and Stock Prices 

Interest rates influence stock prices primarily through the cost of capital and discount rate channels. An increase in 

interest rates raises borrowing costs for firms, reduces investment spending, and lowers expected future 

earnings(Blau et al., 2014; Engle & Granger, 1987; Rahman & Uddin, 2009). At the same time, higher interest rates 

make fixed-income instruments more attractive relative to equities. 

In India, changes in the policy rate by the Reserve Bank of India (RBI) significantly affect domestic stock 

prices(Kadapakkam et al., 2003; Patro, 2000). For Indian stocks listed in the United States, interest rate changes by 

the U.S. Federal Reserve influence global capital flows and investor risk appetite, often resulting in stronger price 

reactions in international markets. 

4.2 Inflation Rate and Stock Prices 
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Inflation affects stock prices by influencing purchasing power, production costs, and monetary policy expectations. 

Moderate inflation may indicate economic growth, but high or unpredictable inflation introduces uncertainty and 

erodes real returns(Engle & Granger, 1987; Patro, 2000). 

In the Indian context, rising inflation often leads to tighter monetary policy, which negatively affects stock 

valuations. For U.S.-listed Indian stocks, domestic inflation affects earnings expectations, while U.S. inflation 

affects global interest rates and investor sentiment(Engle & Granger, 1987; Patro, 2000). Thus, inflation acts as a 

shared macroeconomic force influencing price behaviour across markets. 

4.3 Exchange Rate and Stock Prices 

The exchange rate is a crucial determinant of stock prices for internationally exposed firms. Movements in the INR–

USD exchange rate affect export revenues, import costs, and foreign investment flows (Kustina et al., 2024; Nath 

& Samanta, 2003; Rahman & Uddin, 2009). 

For cross-listed Indian stocks, exchange rate fluctuations directly impact ADR prices through currency conversion 

(Tian & Ma, 2010). Arbitrage mechanisms ensure that price differences between domestic and foreign listings are 

minimized, reinforcing price alignment and comovement. 

5. INDIA–US MACROECONOMIC TRANSMISSION FRAMEWORK 

India–US Macroeconomic Linkages and Stock Price Comovement 

┌──────────────────────────┐ 

│     U.S. Macroeconomic   │ 

│        Environment       │ 

│ • Interest Rate (Fed)    │ 

│ • Inflation Rate         │ 

│ • Dollar Strength        │ 

└───────────┬──────────────┘ 

│ 

Global Liquidity, Capital Flows, 

Risk Appetite, Investor Sentiment 

▼ 

┌──────────────────────────┐        ┌──────────────────────────┐ 

│ Indian Stocks Listed in  │◄──────►│ Indian Stocks Listed in  │ 

│ the United States (ADRs) │ Price  │ India (NSE / BSE)        │ 

└───────────┬──────────────┘ Comove-└───────────┬──────────────┘ 

│                      ment         │ 

│ Exchange Rate (INR / USD)         │ 

│ Arbitrage & Price Alignment       │ 

▼                                   ▼ 

┌──────────────────────────┐        ┌──────────────────────────┐ 

│ Indian Macroeconomic     │        │ Domestic Economic        │ 

│ Variables                │        │ Fundamentals             │ 

│ • Interest Rate (RBI)    │        │ • Corporate Earnings     │ 

│ • Inflation Rate         │        │ • Output Growth          │ 

│ • Exchange Rate          │        │ • Market Confidence      │ 

└──────────────────────────┘        └──────────────────────────┘ 

The diagram illustrates that Indian stocks listed in India and the US are influenced by both domestic and global 

macroeconomic conditions. Interest rates and inflation act as common shocks transmitted through global capital 

markets, while exchange rates provide a direct mechanical link between domestic stocks and their foreign listings. 
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Price comovement is strengthened during periods of global uncertainty, when investors respond more strongly to 

macroeconomic signals. While domestic macroeconomic factors dominate Indian markets, U.S. markets often lead 

in terms of information dissemination and investor sentiment. 

6. CONCEPTUAL FRAMEWORK 

The conceptual framework of this study explains how macroeconomic variables influence stock price behaviour and 

price comovement between Indian and U.S. markets. The framework is based on the interaction between domestic 

macroeconomic conditions, global financial factors, and exchange rate movements (Ahad et al., 2018; Gupta et al., 

2016; Imran et al., 2014; Junjie Zhang, 2018). 

Interest rates influence stock prices through the cost of capital and discount rate mechanisms. Inflation affects stock 

prices by altering real returns and monetary policy expectations(Sharma & Mahendru, 2010; Wallin, 2020). Exchange 

rates act as a direct transmission link by affecting foreign investment flows and arbitrage between domestic stocks and 

their international listings. 

Together, these variables create a macroeconomic environment that shapes investor sentiment, capital allocation, and 

price alignment across markets. 

Conceptual Framework Linking Macroeconomic Variables and Stock Price Comovement 

Interest Rate ───┐ 

                 │ 

Inflation Rate ──┼──► Investor Expectations ─► Stock Price Behaviour 

                 │ 

Exchange Rate ───┘ 

                         │ 

                         ▼ 

              Capital Flows & Arbitrage Mechanism 

                         │ 

                         ▼ 

        Price Comovement between Indian and U.S. Markets 

This framework highlights the interconnected pathways through which macroeconomic variables influence both 

domestic and cross-listed Indian stocks. 

7. Implications of the Study 

7.1 Investor Implications 

Investors should closely monitor macroeconomic indicators in both India and the US, especially when investing in cross-

listed Indian stocks. 

7.2 Policy Implications 

Stable interest rate policies and controlled inflation can reduce excessive market volatility. Exchange rate stability can 

help mitigate abrupt cross-market price adjustments. 

7.3 Corporate Implications 

Firms with international listings should actively manage interest rate and currency risks to protect shareholder value. 
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8. CONCLUSION 

This descriptive study highlights the crucial role of macroeconomic variables in shaping the price behaviour and 

comovement of Indian stocks listed in India and the United States. The growing integration of global financial markets 

amplifies macroeconomic transmission mechanisms, making stock prices increasingly sensitive to both domestic and 

international economic conditions. A clear understanding of these relationships is essential for informed investment 

decisions and effective economic policymaking. 
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