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Abstract

The Reserve Bonk of India (RBI) credit policy onnouncement is the
most consideroble event in the stock market proctices. Whenever the
RBI onnounces informotion oncredit policy,the market hos
becomevibront ond there is some impoct on the morket index. Repo
rote plays the most importont key foctorfor lending of the economy of
the country hence the morket tendency has been onalysed ot the timeg of
repo rote onnouncement. The study hos been made of whot extent the
moarket hos reocted when chonges occurred on the repo rote. The study
undertokes to know the volatility, ronge of risk ond return ond
investors' reoctions on the basis of descriptive ond onolytical noture.
The researcher hos used the statisticol tools like, Wilcoxon signed ronk
test ond paired somple t test to find out the before ond after effect of the
repo rote onnouncement on the stock market index price.

Keywords: Repo rote onnouncement,Index Price movement, Stock
market Volotility,

Introduction

Indion finonciol system has intermix deal with all industries in which
finonciol morket performs based on the several market
determinontssuch os demond ond supply, investors emotions,
international dealings, government initiotives, industry performonces,
special onnouncements, other economic foctors ond so on. The
finonciol morket is being as on importont component to contribute
more in the economic development ond it is also performing os apulse
of on economic condition of the nation. Especiallythe stock morkets
havegiven asignificont crodle to gother money from various investors
to distribute their investment in vorious figlds for the business
growth.The morket contribution hos a significont role on the Indion
economy. Indion &conomy is olso functioning with different
components ond it hos unique structure to monitor ond control it. Each
country has different regulated finonciol system. Indio olso hoson
importent regulatorsuch as Reserve Bank of Indio (RBI), Securities
ond Exchongg board of Indio. (SEBI), Unit Trust of India. (UTT) and so
on.It regulates monitor ond controlactivities. In this context, their
initiotives ond onnouncements have been creatingon influence on the
stock morkets.Hence the researcher hos focused to onolyse the impact
of repo rate onnouncement on the stock morket. The study would help
to recap obout the economic factors which influence on the stock
morket.
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Statement Of The Problem

Repo rote provides o significont impoct on the mongtory
octivity of the country becouse most of them deal with the
banks like big corporotes, smoll ond medium enterprises,
former community, individuols ond so on.Every busingss
orgomisations ore working towords the profit intension.
Business development con be ochieved by yielding more
profit but higher borrowing cost is the biggest challenges for
business development.Higher interest rote is being o road
block to the growth of entire busingss process ond it is olso
hurting overall profitability of business enterprise. Every
orgonisotion hos to know, if ony substontiol chonge in the
interest rotewhich will reflect in the busingss performonce
ond morket price of the share. Market index price movement
is bosed on the componies’ performonces, investors’
behaviour, internol ond external foctorsond so on. Repo rate
has a consideroble foctor to know how it will stimulote the
volatility of the stock market ond thisennouncement hos
huge possibilities to creote significant influence on the stock
price movement positively or negotively.

Objectives

1. To find out the influence of repo rote onnouncement on
the price movements of NSE ond BSE Index.

2. To analyse the performonce of price movements in NSE
ond BSE Index after the onnouncement of repo rote.

Review Of Literature

Yu Hsing (2011)1 examined the relationship between stock
morket index of Hungory ond relevont mocro-gconomic
variobles. The study hos concluded that the stock market
index of Hungory has o positive relationship with
mocroeconomic variobles such as the real GDP, ratio of
government debt to GDP, nominal effective exchonge rate
ond Germon stock morket index. Further, the signolindicoted
that the morket index of Hungory hos negatively related to
real interest rate, expected inflation rote ond government
bond yield in Euro region.

S.Vanitha (2013)2 the study showed thot the security prices
reacted to the onnouncements of reverse repo rote ond cosh
reserve ratio. The reaction took place for very few days only.
In this study cleorly indicotes that thot reverse repo rate ond
cash reserve ratio has such influence on the price of Indion
Bonking Stocks. Indion Stock Morket was able to copture
the RBI onnouncement information immediotely. Indion
Stock Moarkets in respect of bonking componies in generol
ore efficient to some extent, but not perfectly efficient in
responding to the RBI Announcements.

Vivek Sharma (2013) 3 Post Sgp, 2010 till Jul 2011,
whengver repo rate wos increased Sensex reacted negotively
to the news. In foct, when RBI hiked repo rote by 50% basis
pointon 03rd Moar,2011, Sensex points improved oalmost 460
point. This was the time when market reolized thot the hike
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would moke asignificont impact on the cost of capital of the
componies ond will drive profitobility down for the
componies in generol. However, when repo rotes were
upped to 8.25 percent and 8.50 percent respectively from
their previous levels market hos reacted positively as there
wos o confidence built in the morket thot the rotes won’t go
up significontly.

Hypotheses

1. HO-There is no significont difference between before
ond ofter the onnouncement of repo rote in ach quorter
towards price movement ofNSE Index.

2. HO-There is no significont difference between the
before ond after the cnnouncement ofrepo rote in goch
quorter towords price movement of BSE Index.

3. HO-The repo rote onnouncement dogs not creote ony
impoct on the Index priceperformonces of NSE in
eachquorter.

4. HO-The repo rote onnouncement dogs not creoteony
impoct on the Index price performonces of BSE in
gachquorter.

Methodology

The research is bosed on the secondory dota ond the doto
hove been collected from the outhorised websites of RBI,
NSE ond BSE.30 days closing prices of data have been
considered in a chronological order to onolyse based on
before ond after the onnouncement of repo rote. Four
quorters of repo rote onnouncement hove considered in the
year of 2015 to retrievethe doto ond the onnouncement dote
has been given in Toblel. Wilcoxon signed ronk test hos
been used to meosure the influence level on the stock price
movement before ond after the repo rote omnouncement.
Paired somple t test hos been used to find out the
performance of index movement bosed on before ond ofter
ocnnouncement basis.

Significance of The Study

The RBI hos the most importent role of monitoring ond
controlling the credit of the nation. The RBI has an cuthority
to regulate ond control the volume of credit through both
quontitatively ond qualitatively. It includes the bonk rote
policy, open market operations, varioble reserve rotio, morol
suosion publicity, credit rationing ond so on. Repo rote hos
most possibility to create vibrotions on the open morket
systems.

REPO Rate Announcement of The RBI

The Repo rote is the rate ot which the RBI lends money to the
bank for short term. Tt is o bench moark rote which will moke
influence on the people or componies borrowings from the
bank. If the rote offects the borrowings of the componies,
that will moke some influence on the profitobility ond
growth of the compaonies.
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Toble—1
REPO RATE DECLARATION OF RBI IN 2015

Date of Announcement

15-012015(Q1)

04-032015(Q2)

02-062015(Q3)

29-092015(Q4)

Changes | % of Repo rate
.25 7.75
.25 7.50
.25 7.25
.50 6.75

Source: www.rbi.org.in

Table 1 displays the repo rate onnounced by the RBI during
the yeor of2015. The Repo rate hos consistently decreased in
first three quorters upto 0.25 percent and the rote which
decreased upto 0.50 percent in the lost quorter of 2015.The
Repo rote hos been consistently decreased by the RBI hence

it willsupport to increose the profitobility ond reduce the cost
of capitol of the business enterprise ond the decreasing trend
which create some positive impoct on the industries shore
price movement in the morket.

Toble2
IMPACT OF REPO RATE ON THE PRICE MOVEMENTS OF NSE (Wilcoxon signed ronk Test)
Mean Rank of
NSE i
Date Mean | Std.Dev N /7] Asym.p.s1g H,
Value | Value . . value | (2 tailed)
Positive | Negative
15-01-2015 | Before | 8.281 | 129.275 50| 30 0 4% 0 Retected
Q1) After | 8.756 | 117.601 (15.5) (0) ) Feete
04-03-2015 | Before | 8.786 | 113.24 30 1 29 46 0 Reitocted
Q2) After | 8.632 | 144.08 ® | as76) | ™ !
02-06-2015 | Before | 8.311 | 108.302 16 14
30 0.9 0.36 Accepted
(Q3) After | 8.267 | 177.992 (11.75) | (19.79) ceepe
29-09-2015 | Before | 7.951 | 267.802 50| 24 6 - 0072 | Accented
(Q4) After | 8.091 | 147.494 (13.33) | (24.17) ' ' ceepiE

Source: www.nsgindio.com, Figures in brocket indicates the meon ronk

Toble 2 describes the influence of repo rate onnouncement
on NSE index closing price movement. There ore no more
chonges on the meon value of after ond before index
movements. There is no higher stondord deviationvolue
when we onolyse the egach quorter movements.The first
quorter ond the second quorter /Z/ value hos 4.782 ond 4.618
respectively. The absolute computed valug of Z is more thon

the absolute critical volue of +1.96. The significont level of 2
toiled has olso less thon 0.05 hence thotnull hypothesis is
rejected. Third ond fourth quorter /Z/ valug hos 0.915 ond
1.800 respectively ond it is less thon the absolute critical
volue of +£1.96. The significonce level has more thon the
value of 0.05 hence the Null hypothesis hos been accepted.
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Toble3
IMPACT OF REPO RATE ON THE PRICE MOVEMENTS OF BSE (Wilcoxon signed ronk Test)
Mean Rank of NSE
Mean | Std.Dev ¢an mafxo IZ] As.ymp.
Date N . ) sig (2 H,
Value | Value Positive | Negative | value tailed)
15-012015 | Before | 2.764 | 551.859 30 0 ,
30 48 | 0.000 | Rejected
Q) After | 2.897 | 395.033 (15.50) (0)
04-032015 | Before | 2.908 | 353.007 0 30 ,
30 4.8 0.000 | Rejected
(Q2) After | 2.853 | 474.809 (0) (15.50)
02062015 | Before | 2.743 | 354.756 20 17 13 04 | 0708 | Accented
. . cecepte
(Q3) After | 2.738 | 608.887 (12.59) (19.31) P
29092015 | Before | 2.618 | 881.082 2 8 ,
30 2.6 0.009 | Rejected
(Q4) After | 2.673 | 505.966 (16.32) | (13.25)

Source: www.bsgindio.com, Figures in brocket which indicates the meon ronk
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Table 3 shows the influence of repo rote onnouncement on
BSE index price movement. There is no highest difference
in the meon volues. Stondord deviation result shows thot
consistent improvement on the Index return ofter the repo
rote onnouncement for each quorter. First, second ond fourth
quorter obsolute /Z/ value hos 4.782, 4.782ond 2.602
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respectively. The absolute computed volue of Z is more thon
the absolute critical volue of £1.96 ondthe significant level
of 2 tailed hos also less thon 0.05 hence thot null hypothesis
has rejected. Third quorter Plevel is 0.7041t is more thon the
significonce level of 0.05 hence null hypothesis accepted.

Table4
NSE PRICE INDEX PERFORMANCEBEFORE AND AFTER THE REPO RATE ANNOUNCEMENT

(Pored somple T test)

Paired Differences
Std 95% Confidence Sig.
Dote y Std. Et‘ Tnterval of the T |df| @ H,
eon Deviation fror Difference tailed)
Meon
Lower Upper
15012015 = _
o a7sEron | 169758 | 309934 | 538.005 | 411.228 | 45.3 |29 0| Rejected
04*()(33;2)015 1536402 | 95.4906 | 17.4341 | 117.6082 | 188.9218 | 8.791 | 29 0| Rejected
02*()8;2)015 438E+01 248.33 | 453386 | 48.9262 | 136.5295 | 0.966 | 29 | 0.342 | Accepted
29-092015 =
@) | 40E+0n | 398331 72725 | 288839 | 863927 | 4.93 | 29 | 0.064 | Accepted

Source:www.nsgindic.com

Toble 4 shows the descriptive statistic os well os actual
resultof paired somple ttest to understond theperformonce of
NSE index price movement before ond ofter the
onnouncement of repo rate. The first and second quarter hove
significont difference bstween the price movements of
before ond ofter repo rate onnouncement hence that P value

15 0.000 level ond it is less thon the significont level of 0.05
hence null hypothesis is rejected. Third quorter has 2 toiled P
volue hos more thon the significonce level hence thot Null
hypothesis accepted. In fourth quarter result shows thot
small difference in the significont level.

Table-5
BSE PRICE INDEX PERFORMANCE BEFORE AND AFTER THE REPO RATE ANNOUNCEMENT

(Pared somple T test)

Paired Differences
d 95% Confidence Sig.
Doate M Std. ESt : Interval of the T af | (22— H,
B Devigtion | O Difference toiled)
Mean
Lower Upper
15%_12)015 4.33E+03 | 550.152 | 100444 | -1539.41 | 4128.55 | 43.3 | 29 | 0.000 | Rejected
04{()8;2)015 SA6E+02 | 28922 | 52.804 | 437.8769 | 653.8696 | 10.34 | 29 [ 0.000 | Rejected
02*()832)015 5.63E+01 | 860.974 | 157.192 | 265.233 | 377.7532 [ 0.358 | 29 | 0.723 | Accepted
29*()(92;2)015 5.58E+02 | 132022 | 241.038 | 105142 | 654585 | 232 | 29 | 0.028 | Rejected
Source: www.bsgindic.com
Table 4 shows the descriptive statistic as well os octuol result ~ Conclusion

of paired somple t test to understond the performonce of BSE
index price movement before ond ofter the announcement of
repo rote. The first, second ond fourth quorters hove
significant difference between the price movements before
ond ofter the repo rate onnouncement hence the P value is
below the significont level of 0.05 hence null hypothesis
rejected. Third quorter P valug is 0.723 it is more thon the
significonce level of 0.05 hence the null hypothesis is
occepted.
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Stock morket deols with vorious industries stock ond other
finoncial instruments ond so on.Stock index value indicotes
the performonce of industries or compomies listed in
themorket. Every business orgonisation has such deol ond
contribution on the economic development. Every nation
has such system to control over the economic condition. So
that, if ony chonge in economic control foctors that will
moke such influenceson the economic conditions ond which
con becreote vibront on the stock markets. During such time
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interval, RBI toakes monetory control octivities of the nation
like chonges in CRR, SLR, repo rate, reverse repo rate ond so
on. This study helps to understond whether ony positive or
negotive impoct on the stock market by the onnouncement of
repo rote. The result of the study showed thot the NSE ond
BSE index prices reacted by the repo rate onnouncement. In
this study, repo rate onnouncement hos the positive impoct
on the stock morket index becouse the rote hos consistently
decreased by the RBI. The stock market index has the
positive performonce after the repo rote onnouncement ond
the effect hos not continued os for long timg. The investor
hos to consider this onnouncement before moking their
investment on the stock becouse it will help them to gorn
more return or sofe their investment.
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