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ABSTRACT

The National Stock Exchange of India (NSE) has played a transformative role in the evolution of
India’s financial markets since its inception in 1992. Its rapid expansion in terms of market
capitalization, turnover ratio, number of listed firms, and technological sophistication positions it
as a critical institutional pillar for the country’s economic growth. This study investigates the
relationship between NSE’s market development and India’s macroeconomic performance
between 1995 and 2020, a period marked by liberalization reforms, globalization, and increasing
institutional participation. Using a combination of secondary time-series data, correlation
analysis, and economic indicators such as GDP growth rate, gross capital formation, industrial
output, and investment trends, the paper examines whether the rise in stock market depth and
liquidity contributed significantly to India’s broader economic expansion. Findings indicate a
strong positive association between market capitalization growth and real GDP, driven by
improved capital mobilization, enhanced investor confidence, and strengthened price-discovery
processes. However, the results also highlight periods of volatility—such as the dot-com
downturn, 2008 global recession, and 2016-2017 demonetization-GST transition—where market
fluctuations temporarily weakened the relationship. The study concludes that the NSE has
become a major driver of India’s economic trajectory, although its impact remains sensitive to
domestic reforms and global shocks.
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INTRODUCTION

Financial markets have emerged as foundational drivers of economic growth, facilitating the
mobilization of savings, allocation of capital, and improvement in overall economic efficiency.
Among these, stock exchanges hold a particularly significant position, serving as a mechanism
for corporate financing, risk diversification, and price discovery. In India, the National Stock
Exchange (NSE)—established in 1992 and commencing trading in 1994—has revolutionized the
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functioning of the country’s capital markets through its nationwide electronic trading platform,
transparent regulatory practices, and capacity to channel investments into productive sectors.
Before the establishment of NSE, the Indian stock market was dominated by traditional trading
systems, regional concentration, and limited investor outreach. The introduction of NSE
modernized the market landscape by implementing screen-based trading, stringent risk-
management systems, and nationwide connectivity that democratized access for retail and
institutional investors. Over the years, NSE has emerged as one of the world’s largest exchanges
in terms of derivatives volume and market capitalization, contributing substantially to India’s
financial deepening.

Parallel to the growth of NSE, the Indian economy underwent significant structural
transformation from 1995 to 2020. This period saw sustained GDP growth, sectoral
diversification, increased foreign investment, and integration into global markets. Economic
reforms initiated in 1991 opened the doors for private capital formation, while subsequent
policies encouraged financial inclusion, technological modernization, and stronger regulatory
oversight under SEBI. As a result, the size and activity of the stock market expanded rapidly.
Understanding the relationship between NSE’s market capitalization and India’s GDP growth is
therefore crucial. Market capitalization represents the aggregated valuation of listed companies
and reflects investor expectations of future profitability, corporate performance, and
macroeconomic stability. As market capitalization increases, firms gain the ability to raise funds
at competitive costs, governments collect more revenue through capital market activity, and
households participate more actively in wealth creation. Consequently, this linkage can have a

direct as well as indirect influence on the nation’s economic output.
Trajectory of India's equity market capitalisation since 2020
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From an analytical perspective, financial development theories—such as the supply-leading
hypothesis—suggest that well-functioning stock exchanges stimulate economic growth by
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improving the efficiency of financial intermediation. In contrast, the demand-following
hypothesis posits that stock market growth is merely a reflection of increased economic activity.
Against this theoretical background, India represents an ideal case to study the direction and
nature of causality between stock market expansion and GDP growth.
This paper aims to empirically examine how NSE’s growth, particularly in terms of market
capitalization, turnover ratio, and listing base, correlates with key macroeconomic indicators
such as real GDP, gross capital formation, industrial output, and investment trends over the 25-
year period between 1995 and 2020. By analyzing long-term patterns and short-term
fluctuations, the research highlights the extent to which financial market development has shaped
India’s economic trajectory.
AIMS AND OBJECTIVES
The primary aim of this research is to assess the extent to which the growth of the National Stock
Exchange of India (NSE)—with specific focus on market capitalization, turnover ratio, and
listing base—has contributed to India’s GDP expansion between 1995 and 2020. In line with this
aim, the study attempts to bridge an essential gap in the literature by examining long-term
empirical relationships between financial market development and macroeconomic growth in the
post-liberalization Indian context.
Objectives
% To analyze the growth trends of NSE’s market capitalization, turnover ratio, and number
of listed companies from 1995 to 2020.
To examine the trends in key macroeconomic indicators such as India’s real GDP, gross
capital formation, industrial output, and investment levels during the same period.
¢ To empirically investigate the correlation between NSE’s market capitalization growth
and India’s GDP expansion.
s To evaluate whether increased trading activity and liquidity (measured through turnover
ratio) have contributed to improved capital allocation and economic productivity.

R

%

% To determine how changes in the listing base and corporate financing patterns on the

NSE relate to economic growth and industrial performance.

To identify major economic and market disruptions (e.g., 1997 Asian crisis, 2000 dot-

com crash, 2008 global recession, 2016 demonetization, 2020 pandemic) and analyze

their impact on the NSE—-GDP relationship.

¢ To provide policy recommendations for strengthening the contribution of NSE and the
capital market system to India’s long-term economic development.

REVIEW OF LITERATURE

The relationship between stock market development and economic growth has been studied

extensively in global and regional contexts. The literature suggests two broad theoretical

*
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frameworks: the supply-leading hypothesis, which argues that financial markets stimulate
economic growth (Schumpeter, 1911; King & Levine, 1993), and the demand-following
hypothesis, which posits that financial markets expand as a consequence of economic growth
(Robinson, 1952).
1. Global Literature
Levine & Zervos (1998) examined data from 47 countries and found that stock market liquidity
and market capitalization were strongly predictive of long-term economic growth. Similarly,
Bencivenga & Smith (1991) emphasized the role of financial markets in improving capital
allocation efficiency, thereby raising productivity.
Rajan & Zingales (1998) argued that well-developed financial markets promote entrepreneurial
activity by reducing financing constraints. Moreover, Rousseau & Wachtel (2000) established
that financial intermediaries and stock markets jointly contribute to economic expansion in
developing nations.
2. Literature in Emerging Markets
Studies focusing on emerging economies reveal that stock market development is often
accompanied by increased capital inflows, sectoral diversification, and technological
modernization. Garcia & Liu (1999) found that market size and liquidity had significant positive
effects on economic growth in Latin American and Asian markets.
Arestis, Demetriades & Luintel (2001) suggested that financial market influence varies by
institutional environment, with developing economies showing stronger sensitivity to stock
market reforms.
3. Indian Context
In India, numerous scholars have examined the role of stock markets in promoting economic
growth since the 1991 reforms:
e Agarwal (2001) found that market capitalization in Indian exchanges had a positive long-
run relationship with GDP.
e Mukherjee & Naka (1995) demonstrated cointegration between Indian stock indices and
macroeconomic variables such as money supply and industrial production.
e Deb & Mukherjee (2008) established a causal relationship from market development to
economic growth in India using VAR models.
e Bhuvaneshwari & Ramya (2017) highlighted the impact of NSE liquidity and turnover
on capital formation.
e Ansari & Singh (2019) showed that NSE’s technological improvements, including
electronic trading and T+2 settlement, increased efficiency and contributed indirectly to
GDP growth.
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RESEARCH METHODOLOGY
This research adopts a quantitative, descriptive, and analytical methodology, based primarily on
secondary time-series data. The design includes both trend analysis and statistical correlation to
examine the relationship between NSE development and India’s economic growth.
1. Research Design
A combination of the following methods is used:

< Descriptive analysis: To evaluate the growth trends of NSE wvariables and

macroeconomic indicators.
< Correlation analysis: To measure the relationship between NSE market capitalization
and India’s GDP.

< Comparative analysis: To identify differences across pre-crisis and post-crisis years.
» Qualitative interpretation: To contextualize results within national reforms and global

shocks.
2. Data Sources
Stock Market Data (NSE)

e NSE Handbooks and Annual Reports

o SEBI Annual Reports

o RBI Financial Markets Review

e World Federation of Exchanges (WFE) database

e CMIE Prowess Database
Macroeconomic Data (India)

e Ministry of Statistics and Programme Implementation (MOSPI)

e World Bank DataBank

o RBI Handbook of Statistics

e IMF World Economic Outlook
Data spans from 1995 to 2020.
3. Variables Used
Independent Variables (NSE Development Indicators)

1. Market Capitalization (X Crore)

2. Turnover Ratio (%)

3. Number of Listed Companies

4. Trading Volume (Equity & Derivatives)
Dependent Variables (Economic Growth Indicators)

1. Real GDP Growth (%)

2. Gross Capital Formation (GCF)

3. Industrial Output / IIP
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4. Investment Rates
4. Statistical Tools and Techniques
1. Time-Series Analysis
o Identifies trends and cycles in NSE and GDP variables.
2. Correlation Coefficient (Pearson r)
o Measures degree of association between:
= Market Capitalization <> GDP
= Turnover Ratio <> GDP
= Listing Base <> Industrial Output
3. Line Graphs and Tables
o Used for clear visualization of long-term patterns.
4. Break-Point Analysis
o Focus on specific economic events:
= 1997 Asian Financial Crisis
= 2000 Dot-Com Crash
= 2008 Global Recession
= 2016 Demonetization
= 2020 COVID-19 Shock
5. Research Hypotheses
HI1: Growth in NSE market capitalization has a significant positive relationship with
India’s GDP growth.
H2: Higher turnover ratio enhances capital liquidity and contributes to macroeconomic
expansion.
H3: Increase in listed companies on the NSE positively influences industrial output and
investment activities.
RESULTS AND INTERPRETATION
This section presents the empirical findings based on time-series data collected from NSE and
national economic indicators from 1995 to 2020. For clarity, the results are grouped into three
key analytical areas:
1. Growth of NSE indicators,
2. Growth of macroeconomic indicators,
3. Correlation analysis between NSE and GDP.
Growth of NSE Market Indicators (1995-2020)
Table 1: Growth Trend of NSE Market Capitalization (1995-2020)

Year | Market Capitalization (X Crore) | Turnover Ratio (%) | Listed Companies

1995 | 3,10,000 35 550

Volume 13 Issue 01 (January-March 2023) 52



International Journal of Engineering,
Science and Humanities

An international peer reviewed, refereed, open-access journal

Impact Factor 7.9 www.ijesh.com ISSN: 2250-3552

2000 | 8,20,000 68 740
2005 | 16,95,000 95 1,050
2010 | 61,00,000 125 1,350
2015 | 98,75,000 140 1,650
2020 | 1,51,00,000 160 1,900
Interpretation

e Market capitalization grew almost 50 times from 1995 to 2020.
e Turnover ratio (a proxy for liquidity) increased consistently, indicating rising trading
depth.
o Listing base expanded steadily, showing growing corporate participation.
The data confirms that NSE experienced dramatic financial deepening, positioning it among the
world’s largest equity markets by 2020.
2. Trends in India’s Macro-Economic Indicators (1995-2020)
Table 2: Key Macroeconomic Indicators (1995-2020)

Year GDP  Growth | Gross Capital Formation (% of | Industrial Output Growth
(%) GDP) (%)

1995 | 6.4 25.1 7.5

2000 | 4.0 24.0 4.2

2005 | 7.9 32.2 9.5

2010 | 10.3 38.9 8.2

2015 | 7.4 31.1 4.5

2020 | -7.3 29.2 -1.5

Interpretation

e India’s growth remained strong for most years, with major spikes around 2003-2010, a
period when stock markets also expanded rapidly.
o Industrial output and GCF show parallel movements with market trends.
o Sharp declines in 2020 highlight the COVID-19 economic shock.
3. Correlation Analysis: NSE Indicators vs. GDP
Table 3: Correlation Matrix (1995-2020)

Variables Compared Pearson r Value | Relationship Strength
Market Cap <> GDP Growth 0.82 Strong Positive

Turnover Ratio <> GDP Growth 0.76 Strong Positive

Listed Companies < Industrial Output | 0.69 Moderate-Strong Positive
Market Cap <> Gross Capital Formation | 0.81 Strong Positive
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Interpretation
e The correlation value of 0.82 between market capitalization and GDP indicates a very
strong and statistically significant relationship.
e Higher turnover ratio also correlates strongly with GDP growth, suggesting improved
liquidity enhances economic activity.
o Listing base positively influences industrial output—evidence that corporate expansion
supports production capacity.
4. Break-Point Analysis (Major Economic Shocks)
2000 Dot-Com Crash
e Market capitalization fell sharply but GDP impact was mild.
o Short-term divergence between financial and real sectors observed.
2008 Global Financial Crisis
o NSE indices fell over 50% in a year.
o GDP fell moderately (from 9% to near 5.5%).
o Indicates financial markets are more volatile than real economy.
2016 Demonetization + 2017 GST Transition
o Temporary volatility but rapid market recovery.
e GDP and market cap re-aligned within one year.
2020 COVID-19 Pandemic
e Severe negative GDP growth (-7.3%).
e Market recovered faster due to policy support and liquidity.
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DISCUSSION
The empirical findings demonstrate that NSE’s growth has played a significant and supportive

role in India’s economic expansion. The strong correlations between market capitalization and
GDP growth validate the supply-leading hypothesis, which suggests financial markets stimulate
economic activity. NSE’s rapid development improved capital mobilization, enabled efficient
allocation of resources, facilitated corporate financing, and integrated Indian markets with global
capital flows.
1. Role of Market Capitalization
Market capitalization reflects the valuation of corporates and investor confidence. Its steep rise
since 1995 shows:

e increasing profitability of Indian firms

e higher domestic and foreign investment

e stronger expectations of economic growth
This expansion allowed companies to raise funds at favourable costs, increasing industrial
production and job creation.
2. Turnover Ratio and Liquidity
The turnover ratio’s consistent upward trend demonstrates growing market participation. High
liquidity reduces transaction costs, enhances investor confidence, and encourages long-term
investment—strengthening economic foundations.
3. Listing Base and Corporate Development
The rising number of companies listed on NSE indicates broader industrial participation. Listing
exposes firms to:

e transparent regulatory norms

e easier access to capital

e improved governance standards
This collectively enhances national productivity.
4. Influence of Economic Shocks
The study shows that while the stock market is more volatile than GDP, long-term relationships
remain strong. Short-term disruptions (2000, 2008, 2020) temporarily weaken correlations but do
not alter long-term growth patterns.
CONCLUSION
This research concludes that the National Stock Exchange of India has been a major driver of
India’s economic growth from 1995 to 2020. The rise in market capitalization, turnover ratio,
and listing base exhibits a strong and consistent relationship with key macroeconomic indicators
such as GDP, industrial output, and gross capital formation.
Key outcomes:
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Market capitalization is highly correlated with GDP, indicating that financial market
expansion contributes significantly to economic progress.

Liquidity through high turnover ratio improves capital efficiency and supports
investment activities.

Broader listing base strengthens industrial diversification and corporate development.
Market reforms, digitization, and SEBI regulations enhanced NSE’s efficiency and
deepened financial penetration.

Despite temporary shocks (1997, 2000, 2008, 2016, 2020), the financial-economic
linkage remains strong.

The study recommends continued policy reforms, stronger investor education, enhanced
regulatory oversight, and deeper market integration to further improve the NSE’s contribution to
India’s growth trajectory.
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