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Abstract: The information about changes in economic policies 

in a country may influence its stock market. The demonetisation 

has its impact on various segments of the economy. Thus the study 

aims to analyse the price movement of Indian sectoral indices 

around the demonetisation announcements. The daily price 

returns were tested using GARCH (1, 1) Model and it found that 

low volatility was found in the post announcement period 

compared to the pre-announcement period. Thus the present study 

confirmed that Indian sectoral indices were influenced by the 

demonetization announcement. Therefore, investors should be 

aware of economic events while investing in the stock market.  

 

Key Words: Demonetisation, Price Movement, Sectoral Indices, 

Stock Market Volatility. 

I. INTRODUCTION 

 

Whenever economic reforms are implemented by the 

government or any other agencies, it always has some 

negative impact on the particular countries’ capital markets. 

In India, 8
th

 November 2016, the Indian government has 

implemented the demonetization. It was mainly suffered by 

the Indian people towards the day to day activities in a 

negative way but ultimately the overall reactions of the 

common man became positive at later period (Prabhsimran 

Singh (2018). The implementation of demonetization reduced 

the indices to lowest among the half yearly period in the 

announcement week (Kumar (2017). Hence the study 

analysed the indices around the demonetisation 

announcements.  
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II. REVIEW OF LITERATURE 

In this section, the study presented various national and 

international levels of existing literatures. Srinivasan P. and 

Kalaivani M.(2013) tested the effect of information flow on 

Indian stock market, the results of the study confirmed that the 

asymmetric effects were employed in Indian benchmark 

indices, namely, NSE-Nifty and BSE-SENSEX. 

 

Aguda niyi, (2016) found that the significant volatility effect 

of exchange rate in West African Economies. Gang-Jin Wang 

et al, (2016) examine the world gold markets for spillover 

effects and it concluded that the risk and its spillover effects 

are controlled. Davies and Studnicka (2017) concluded that 

UK firms recorded negative market reactions, during the 

periods of various economic events of the UK nations. Rashi 

Gupta (2017), Lourdunathan F and Xavier P (2017) found that 

the GST implementation has influenced the Indian economy. 

Veerangna Singh (2017) has found significant price 

fluctuations in the Indian stock market around 

demonetization. Madhu Iyengar (2017) found that the long 

term effect of demonetization on the Indian capital market. 

Zeckhauser and Ziegler (2018) concluded that 2016 US 

Presidential election influenced the stock market fluctuations. 

Ch. Balaji (2018) examine the influences of general election 

results on Indian stock market. It was found that Indian 

general election results have a short term effect in the stock 

market. 

III. AIM OF THE STUDY 

The aim of the study is to analyse the price volatility of 

sectoral indices, during pre and post demonetisation period. 

The present study also formulated the following objectives for 

the analysis. 

i) To test the normality and stationarity in sample sectoral 

indices.  

ii) To analyse the volatility in sample sectoral indices.  
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IV. NULL HYPOTHESES OF THE STUDY 

NH01: Daily price returns of sample sectoral indices are not 

normally distributed and not attained stationarity NH02: There 

is no volatility in daily price returns of sample sectoral 

indices. 

V. METHODOLOGY 

 

A. SAMPLE SELECTION 

 The present study used the eleven sectoral indices 

selected from NSE India Ltd. The list of sample sectoral 

indices was presented in the Table – I. 

B. SOURCES OF DATA 

The study used the daily prices of the sample sectoral 

indices, which were collected from the official website of 

National Stock Exchanges of India Ltd. Finally, the daily 

closing prices were transformed, by taking the natural log of 

the return data. The returns, used in each of the time series, 

were computed as follows:  

 
Where 

rt : the day return 

Pt : the value of the index 

Ppt: the value of the index the previous working day 

C. PERIOD OF STUDY 

The study covered four year period from 9
th

 November 

2014 to 7
th

 November 2018. The study period was split into 

two parts, based on the date of demonetisation announcement 

(8
th

 November 2016). The period from 9
th

 November 2014 to 

7
th

 November 2016 was considered as the pre-demonetisation 

announcement period and from 9th November 2016 to 7
th

 

November 2018 was considered as the post-demonetisation 

announcement period.  

D. TOOLS USED FOR THE STUDY 

The study used the following statistical tools for testing the 

price behaviour of Indian stock market, during the period of 

pre and post demonetisation announcement. 

a) Descriptive Statistics – it was used for testing the 

nature of the sample data. 

b) Augmented Dickey-Fuller (ADF) Test – this test 

was used for knowing the stationarity of the 

sample data. 

c) GARCH (1, 1) Model – it was used for testing the 

Indian stock market volatility, during the pre and 

post demonetisation announcement.  

VI. LIMITATIONS OF THE STUDY 

The study was confined to only Sectoral Indices of NSE 

India Ltd. The study was undertaken only for the 

pre-demonetisation announcement period of two years and 

post-demonetisation announcement period of two years. The 

study fully depended on secondary data, it may have some 

limitations in accuracy of the data.  

VII. RESULTS AND DISCUSSION 

The results of the Normality Test, Unit root Test and 

Volatility Test are covered in the results and discussion.  

 

a) Results of Normality and Unit Root Test 

Descriptive Statistics results for the sample indices, during 

the Pre and Post Demonetisation period are exhibited in Table 

– II. In the pre-demonetisation period, Nifty Pharma index 

(-0.000372) and Nifty IT Index (-0.000612) recorded 

negative mean return value, at the same time, the highest 

standard deviation values  (risk) were found in Nifty Metal 

Index and Nifty PSU Bank Index with the higher mean return 

at 0.002788 and 0.002013. In the same way, all the sample 

sectoral indices had a positive mean return value, except the 

Nifty Pharma index (0.00095), during the post announcement 

period. In the pre announcement period, the values of the 

Skewness for daily returns of Nifty IT Index, Nifty PHARMA 

Index and Nifty REALTY Index were negatively skewed and 

in post-demonetisation period, Nifty AUTO, Nifty FMCG, 

Nifty MEDIA, Nifty PHARMA and Nifty REALTY were 

negatively skewed. The values of Kurtosis for the daily 

returns of all the sample sectoral indices were greater than 

three and it indicated leptokurtic distribution. Jarque-Bera 

indicates normal distribution during both the periods. 

 

The Augmented Dickey-Fuller Test values in Table –III 

were less than the test critical values at all levels which 

indicated the stationarity, at the level difference, during pre 

and post-demonetisation periods. 

 

The results of Descriptive Statistics and Augmented 

Dickey Fuller Test denoted that daily price returns of sample 

sectoral indices were normally distributed and attained 

stationarity during the pre and post-demonetisation periods, 

Hence the study rejected the null hypothesis, NH01, “Daily 

price returns of sample sectoral indices are not normally 

distributed and not attained stationarity during the pre and 

post Demonetisation periods”. These results confirmed that 

sample data can be used for further analysis. 

 

b) Results Volatility Test 

Table- IV reveals that the alpha (α or ARCH (1)) and beta 

(β or GARCH (1)) values confirmed volatility of daily price 

returns of the sample sectoral indices around demonetisation 

announcement. During pre announcement PSU Bank index 

recorded high volatility compared to other sample indices and 

Low volatility was found in IT Index.  

At the same time, Nifty Private Bank index price return 

was highly volatile than the other sample sectoral indices and 

lowest volatility was noted in Nifty FMCG Index. Normally, 

when price fluctuations are high, investors can make more 

returns from the investment. Daily price returns' volatility of 

sample sectoral indices was low in post-demonetisation 

period compared to pre-period. Hence, the study rejected the 

Null Hypothesis NH02, "There 
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is no volatility in daily price returns of sample sectoral indices 

during the Pre and Post Demonetisation periods".
 

VIII. CONCLUSION 

1. The study used GARCH (1, 1) model to analyse the price 

fluctuations (volatility) of sample sectoral indices, during 

the pre and post-demonetization period. The results of the 

GARCH (1,1) Model revealed that the sample sectoral 

indices of NSE India Ltd was volatile, in both pre and 

post-demonetisation periods. Among the sample sectoral 

indices, Nifty PSU Bank, Nifty Auto, Nifty Bank, Nifty 

Financial Service sectors recorded high volatility during 

the pre and post-demonetisation periods. It is interesting 

to note that between the pre and post-demonetisation 

periods, the volatility was low in the post-demonetisation 

period. In general, when the price volatility was high, the 

investor may get more return. Therefore the investors 

should monitor the day to day market movements, while 

investing their funds into the stock market, especially 

during this type of economic events. 

S.No 
Sample 

Indices 
S.No Sample Indices 

1 Nifty Auto 7 Nifty Metal 

2 Nifty Bank 8 Nifty Pharma 

3 

Nifty 

Financial 

Services 

9 
Nifty Private 

Bank 

4 Nifty FMCG 10 Nifty PSU Bank 

5 Nifty IT 11 Nifty Realty 

6 Nifty Media   

Table- II: Results of Descriptive statistics for daily 

returns of sample sectoral indices of Indian stock market 

during pre and post Demonetisation period 
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