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Abstract- Foreign Exchange rates affects to most of the
variables of the economy. In this article an attempt has been
made to examine the linkages and impact of the foreign
exchange rates on Spot and Futures prices of Nifty Bank NSE
Index. The analysis has been carried out with the
econometrics techniques such as ADF Test, Co-integration
Approach, Variance Decomposition, Granger Causality Test
and Ordinary Least Square Regression Model (OLS). The
Nifty Bank Index Spot and Futures prices and the foreign
exchange rates (USD/INR, EURO/INR, YEN/INR and
GBP/INR) have been taken as a sample of the study for a
period ranging from June 2005 to January 2018. The results
has showed that there is an absence of co-integration between
Spot, Futures and Foreign exchange rates markets in most of
the instances. The result also showed that there is an impact of
Foreign exchange rates with an exception of EURO/INR rates
on Spot and Futures Markets of Nifty Bank NSE Index. The
outcome of this article will be the significant contribution to
the Policy Makers, Spot market and Futures market traders
and other investors.

Keywords- Foreign exchange rates market, Spot market,
Futures markets, co-integration, OLS

1. INTRODUCTION

The fruits of the reforms in financial markets of India
since 1991 are continued to upsurge towards its peak level.
The unstoppable growth in the Stock and other segments of
the financial market is the opportunity signal to march towards
the progress of country’s economy. But this Stock market are
also the most sensitive or volatile segment among many other
segments of the financial markets. The various financial and
economic factors are the main drivers of the volatility in the
Stock market. The foreign exchange rates are one of such
driver which is responsible to create fluctuation in the cash
flows of Stock market.
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Along with the Stock Spot prices, the Futures prices
of that Stock are also tend to fluctuate due to variability in the
foreign exchange rates. The Spot prices of the index are the
market forces expressed prices and the Futures prices are the

sum of Spot prices plus cost of carrying from o date till tw
date.

to tn

Futures Price= Spot Price +

‘Cost of Carry till £, date

Where, tais the today’s price or Current Market Spot
price,

En is the Futures price which includes today’s Spot Prices plus
cost of carrying till future date.

This study will examine the effect of foreign
exchange rate on the Spot and Futures prices of Nifty Bank
NSE Index. This Index Spot and Futures cash flows are more
sensitive to Exchange rates like all other Indices of NSE.

The study runs into five sections including
introduction, the Objectives and Hypothesis of the study,
Methodology and Data collection, Empirical Analysis and last
section gives the concluding mark of the study.

1. REVIEW OF LITERATURE

(Gulati & Kakhani, 2012), analysed the Indian Stock market
and Foreign exchange market to examine the relationship by
taking a Indian BSE SENSEX and NSE NIFTYFIFTY Indices
and INR/$ exchange rate. They employed the Granger
Causality and Correlation test for a data span of 2004 to 2012.
The analysis has shown an absence of relationship between the
two selected markets.
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(K. & M., 2012),by using a Co-integration and Granger
Causality test to analyse the relationship between CNX Nifty
NSE Index and Exchange rate INR/$ for the sample period
April 2001 to March 2011 and reported the existence of bi-
directional relationship between the variables.

(Kumarasamy & P., 2015), examined the relationship
between Indian Stock Market (CNX Nifty) and exchange rate
(INR/$). In the selected study period, the existence of
correlation between the Nifty returns and exchange rate
(INR/$) has been concluded.

(Koy & Ersan, 2016),assessed the effect of Exchange rates on
Spot and Futures equity index market with reference to Borsa
Istanbul Stock market. The analysis has been done with
econometrics tools such as VAR Model, Impulse-response
functions, Variance Decomposition and Granger Causality test
for a data period of Index from January 2011 to December
2014. From the study it has found that an equity market drives
the foreign exchange rate market in Turkey.

(Polisetty, Kumar, & Kurian, 2016), assessed the influence
of exchange rate on BSE SENSEX and NSE Nifty Index. The
absence of cause and effect relationship between the selected
variables has been noted down in the study.

(P. Sri Ram, 2017), an empirical study has been made on the
interdependency of index Futures market and exchange rate
market. The analysis of CNX Nifty NSE Index has been
carried out for a period starting from January 1, 2015 to
December 31, 2013. The existence of bi-directional
relationship between the foreign exchange market and Stock
Cash and Futures market has been reported in the study.

111. OBJECTIVES AND METHODOLOGY
OBJECTIVES

The purpose of this study is to give an evidence of
whether there exists the relationship and impact of Foreign
exchange rates market on Spot and Futures markets of Nifty
Bank NSE Index. The causality relationship between these
variables will also be examined in this study.

HYPOTHESIS

The null hypotheses of the study are:
Hy: Sample data are non-stationary.
Hy: Absence of Co-integration between the selected variables.

Ho: There is no Causality relationship between the selected
variables.
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Hp: There is no influence of Foreign exchange rates market on
Spot and Futures Market.

The relationship and impact of Foreign exchange
rates on Spot and Futures markets has been analysed for a data
period starting from June 2005 to January 2018. The daily
Spot, Futures (1-Month, 2-Month and 3-Month Futures
Contracts) of Nifty Bank Index, and Foreign Exchange rates
(USD/INR, EURO/INR, YEN/INR and GBP/INR) has been
used as a sample in the study. For the purpose of analysis a log
series data has been calculated with;

Returns= Ln (Pt/Pt-:l)
Ln is a natural logarithm series.

P is the today’s price of Spot, Futures and Foreign exchange
rates.

Pio1 s the Yesterday’s price of Spot, Futures and Foreign
exchange rates.

The analysis has been started with Descriptive
Statistics to find the Characteristics of the data. To identify the
Stationarity property of the data the Stationarity test i.e. under
Unit root test ADF test has been used. Having a noted down
Stationarity and integrity property, the Co-integration
approach has been employed to examine the long run
association between the selected markets. To examine the
explanatory power of variation of one variable in another
variable for a forecasted period Variance Decomposition has
been derived from VAR and VECM model. The study had
employed Granger Causality test to assess the causality
relationship between Spot, Futures and Foreign Exchange
markets. To examine the influence of one variable i.e. Foreign
exchange rates on Spot and Futures markets of Index the
Ordinary Least Square regression Model has been used.

IV. EMPIRICAL ANALYSIS

Table 1 Descriptive Statistics and Normality Test of the Spot,
Futures and Foreign Exchange rates

3Aonth |
Futures USD | EURO | GEP YEN

0.021756 | 0.011989 | 0.012929 | 0.004518 | 0.011926
2647065 0.48700%9 0.643605 [ 0.664091 0.862349
-0.194571 -0.758327 0.231553 0.017470 | -0.742294 | 0.229227
23.69362 49.26329 §.437275 6.32234 | 1122738 6.659979
Jarque-Bera 3617357 | 3810.153 1112211 829093 3886.084 1440623 | 9121.148 1775.534
Probability 0.0000% | 0.0000%= 0.0000%= 0.0000*= 0.0000** 0.0000%* | 0.0000%* 0.0000*=

Observations 3132 3132 6230 9287 3132 3132 3132 3132

Note: ** indicate rejected hypotheses at 0.05 level.

1-Month
Spot Futures
Mean 006477 | 0.064707
Standard Devistion | 1897172 | 1943923
Skewnsss 0.067608 | 0.027745
K 8.263167 | 8403101

2-Month
Futures

0.032305
2469334

The Table 1 highlighted the summary statistics of
Spot market, Futures markets (1-Month, 2-Month and 3-
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Month Futures Contracts) and Foreign Exchange rates
markets. The average daily returns of the Spot market of Nifty
Bank Index have reported 0.065%. In terms of Futures Market
of Nifty Bank Index out of Three Futures Contracts, the Near
or 1-Month Futures Contracts have depicted higher mean
returns. Similarly in the Foreign Exchange rates markets the
highest mean value noticed in EURO/INR (0.012929%).

The standard deviation is the indicator of fluctuation
in the Market returns or prices. Amongst the Spot and Futures
market, the highest volatility displayed in the 3- month
Futures market and in the case of Foreign exchange rates
market, the highest volatility reported by YEN/INR. The
degrees of symmetry in all three markets are seen to be
moderate as the Skewness values falls within a range of +/- 1.
The kurtosis shows the conducts of the data. The value of the
kurtosis of Spot, Futures and Foreign exchange rates markets
lies above three which means that the behaviour of the data
follows Leptokurtic curve. Jarque-Bera test has depicted very
high values in all three contracts with a significant p-value
0.000000 which states that data are asymmetric and not
normally distributed.
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Table 4 Cointegration Test for Spot, Futures and Foreign
Exchange Rates Markets

Table 4 (a) Cointegration result of Spot and Foreign Exchange Rates

Unrestricted Comtegration Rank Test (Trace)

Nooof CE(s) | Figenvalue | Trace Statistic | 0.05 Critical Value | Prob.=~
None 0.002891 2427498 69.81889 1.00040
Al most 1 0.002308 15.21781 47.85613 0.9998
Al miost 2 0.001780 1990776 29.79707 0.9970
Al most 3 0.000750 2415583 1549471 0.9871
At most 4 2 33E-05 0.072859 3.841466 0.7871

Trace test indscates no Comntegration af the 0.05 level

* denotes rejection of the livpothesis at the 0.05 level

Table 4 (b} Caintegration result of 1-Month Futures and Foreign Exchange Rates
| Unrestricted Comtegration Rank Tet (Trace)

No. of CE(s) | Eigenvalue | Trace Statistic | 0.05 Critical Value | Prob™~
Mone 0.002910 24 34380 69 81889 1.0000

At most 1 Q02104 1321728 4785613 10,5993
At most 2 0001800 8.042607 2079707 0.5%68
Al most 3 0000750 2406379 1545471 09874
At most 4 1.8TE-05 0058443 3.341466 03090

Trace test indicates no Comtepration at the 0.05 level
* demotes rejection of the hypothesas af the 0,05 Jevel

Tabte 4 {c) Cointegration results of 2-Month Futures and Foreign Exchange Eates

Table 2 Stationarity Test (ADF) for Spot and Futures Markets Unrestricted Comtegration Rank Test (Trace)
Variables ADF (level)- 1(0) ADEF (1" Difference)- I{T) No.of CE(s) | Eigenvalue | Trace Statistic | 0.0%5 Critical Value | Prob.==
t-statistics | Prob. t-statistics Proh. N | -
“ADF toat TIRI9IE | 09887 AFD ot SUII9ET | U000 Nome I 0.002564 4621001 69.81889 0.7900
feet Tast Critical Values @5% - Tast Critical Values @3% | 2002267 Al most 1 0.002237 30 22EB5 4785813 0.7073
| Mot Futes [ ADE st il Il I — Atmost2 | 0001948 1628389 29.79707 0.6922
Tast Critical Valuas @5% 1‘ 6‘6‘16 — Tast Critical Values @5% _‘4 1“ 1 N A o 3 1:| 3 1 14‘4'-'6 |‘§. 494?1 0 89-]_..1
2-Month Futures ADFrstat T — ADFtstst T R st 3 (056, b 54547 .
Test Critical Values @3% 1_.439 - T Test Critical Values @5% 'g v AR AI l'lmT l* : Fg'E IN |:| ﬂ l w?ﬂ ; 1’0’4 14,66 ‘:I m":s
ADF t-stat ADF t-stat e
el [ — s £ Tast Coitinal Values @37 | 2 E01630 Trace test mdscates no Comtegration at the 0.05 level
A . . L] " £
Note: ** indicate rejected hypotheses at 0.05 level. denotes rejection of the hypothests at the 0.05 level

Table 3 Stationarity Test (ADF) for Foreign Exchange rates
Markets

e eamnna) 4 gemes g ave s e g aman
ADF (level)-I(0)
tstatistics | Prob.

"ADF (1% Difference) I
t-statistics Prob.

Variables

~0TIOHET T
BRI R L]
-Te33799 LESEE]
-1 F8IT6T

AFD t-stat 0000

Tast Critical Valuss @3%
ADF t-stat

Tast Critical Valuss @5%
ADF t-stat

Tast Critical Valuas @3%
ADF t-stat

Tast Critical Valuss @5%

Note: ** indicate rejected hypotheses at 0.05 level.

AFD t-stat
Test Critical Valuas @35%
ADF t-stat
Test Critical Valuas @5%
-LedIITs T4el7 ADF ostat

-2 35ITEY Test Critical Valuzs @5%

-L3T598T 03235 ADF totat BERES T
-1FeITed

Test Critical Values @5%

UsD

U000
EURO

0000
GEP

0.000T%=
YEN

The above Table 2 and 3 disclosed the Stationarity
result of the Spot, Futures and Foreign exchange rates market.
The employed ADF test has clearly given the result of non-
Stationarity at level and data Stationarity at first difference for
all three markets. Thus the data series are co-integrated at
order 1 (I) at level and have no unit rootor Stationarityat first
differences.
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Table 4 () Cointegration vesults of 3-Month Futures and Foreign Exchange Rates

Unrestrcted Comtegration Rank Test (Trace)
No,of CE(s) | Eigenvalue | Trace Statistic | 0,05 Critical Value | Prob,”~
None # 0003245 84.72467 6981889 00021 +*

Al most 1 * 0002877 54 55009 4755613 00103+
Al most 2 0002263 27 80222 29.79707 00833
Al most 3 0000718 6.755118 1540471 06063
Al most 4 & 50E-06 0.038169 3841466 0.7665

Trace test idhcates 2 Comtegrating equations af the 0.05 level

* denotes rejection of the hypothesis at the .05 level

Note: ** indicates rejection of hypotheses at 5% level

The Johansen’s co-integration test supported further
to examine the existence of long-run co-integration between
the variables. The Table 4 has reported under the Trace Test,
theco-integration results of Spot and Foreign exchange market
and Futures and Foreign exchange markets. The result has
shown an absence of co-integration or long run relationship
between Spot and Foreign exchange rates markets which has
supported by rejecting null hypotheses at 0.05 level. Further
the 1- Month and 2-Month Futures markets and Foreign
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exchange markets are not co-integrated are also reported by
Trace co-integration test.Thus from the above table only 3-
Month Futures markets are having a long run relationship with
Foreign exchange market(obtained, 2 co-integrating equation
at the 0.05 level).

Table 5 Variance Decomposition for Spot, Futures and

Foreign Exchange Rates Markets
Table 5 (a) Variance Decomposition of Spot and Foreign Exchange rates

Period SE IN1MS | INFURO | INGBP | LN USD | LN_YEN
1 1.882107_ | 100.0000 0.000000 | 0.000000 | 0.000000 | 0.000000
2 1807380 |  99.95636 0.000156 | 0015920 | 0022354 | 0005212
3 1.000632 |  99.64473 0081723 | 0044006 | 0221693 | 0.007759
4 1000692 | 09.64218 0083033 | 0.044807 | 0222124 | 0.007769
5 1000696 |  99.64187 0.083035 | 0044901 | 0222284 | 0007914
6 1000696 | 99.64186 0.083041 | 0.044903 | 0222284 | 0007914
7 1000696 | 99.64186 0083041 | 0.044003 | 0222285 | 0.007914
8 1000696 | 99.64186 0083041 | 0044903 | 0222285 | 0007914
9 1.000696 | 90.64186 0.083041 | 0.044003 | 0.222285 | 0.007914
10 1000696 | 90.64186 0.083041 | 0.044003 | 0.222285 | 0.007914

Table 5 (b) Variance Decomposition of 1-Month Futures and Foreign Exchange rates

Period SE. LN1TMF LN EURO LN GBP LN USD LN YEN
1 1.933562 100.0000 0.000000 0.000000 0.000000 0.000000
2 1.944505 99.89148 0.000570 0.023858 0.063410 0.020684
3 1.947515 99.59485 0082230 0089731 0.230112 0.023081
4 1.947550 99.59265 0.083484 0.070628 0.230147 0.023091
5 1.947552 99.59246 0.083485 0.070642 0.230174 0.023241
6 1.947552 99.59245 0.083490 0.070645 0.230174 0.023241
T 1.947552 99.59245 0.083430 0070645 0.230174 0.023241
8 1.947552 99.59245 0.083430 0070645 0.230174 0.023241
9 1.947552 99.59245 0.083490 0.070645 0.230174 0.023241
10 1.947552 99.59245 0.083490 0070645 0.230174 0.023241

Table 5 (c) Variance Decomposition of 2-Month Futures and Foreign Exchange rates

Period SE LN 2 MF LN _EURO LN GBP LN_USD LN_YEN
1 2464331 100.0000 0.000000 0.000000 0.000000 0.000000
2 2466281 99.91125 0.013507 0.030183 0.030004 0.015060
3 2471663 99.53932 0.099474 0.060601 0.265429 0.035179
4 2471684 99.53770 0.099768 0.060647 0.266623 0.035260
5 2471699 99.53668 0.099849 0.060852 0.267198 0.035425
6 2471700 99.53665 0.099852 0.060852 0.267213 0.035430
i 2471700 99.53665 0.099853 0.060852 0.267215 0.035431
8 2471700 99.53665 0.099653 0.060852 0.267215 0.035431
9 2471700 99.53665 0.099853 0.060852 0.267215 0.035431
10 2471700 99.53665 0.099853 0.060852 0.267215 0.035431

Table 5 (c) Variance Decomposition of 3-Month Futures and Foreign Exchange rates
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rates plays a minor role in explaining variance decomposition
in Spot and Foreign exchange markets.

Note: ** indicate rejected hypotheses at 0.05 level.
Note: ** indicate rejected hypotheses at 0.05 level.

Table 7 Causality Test of Futures and Foreign Exchange rates

Markets
F- Prob.
Variables Null hypotheses Statistics

LN _EURO/INR. does not granger cause to LN_I-MonthFutures | 128363 [ 02772
LN_I-Month Futures does not granger cause to LN EURO/INR. | 364736 | 2E-16**

IN_GEP/INR does not granger cause to LN_ 1-Month Futures 210047 | 0.1120
OneMonth Futures Market TN_1-Month Futures does not granger cause to LN_GBPINR | 775456 | LE.12**

andForcign Exchange Rate | TN (75D TR does mot granger cause to [N [- Mot Futuzss | 154647 | 03130
LN_I-Month Futures does not granger cause to LN_USD/INE. 818053 | 2E-35%=

LN_YENINE doss not granger cause to LN_ 1-Month Futurss 0.78038 [ 0.4341
LN_1-Month Futures does not granger cause to LN_YEN/INE. 78.5487 | 5E-34%*
LN_EURO/INF. does notgranger cause to LN_2-MonthFutures | 299821 [ 0.0499>=
LN_2 -Month Futures does not granger causze to LN_EUROTNE. | 2643350 | 4E-12%
IN_GEP/INR does not granger cause to LN_ 2-Month Futures 433307 | 0.0132%*
TN_2-Month Futures does not granger cause to LN_GBP/INR. 17.7920 | 2E08%*
;}%ﬁ?ﬁgﬁ:ﬁ;ﬁé L\:_USD TNE does not granger cause to LN _ ]-Mf)nt!iFuﬂJ.res 3.60148 | 0.0250%=
Markst - LN_2-Month Futures does not granger cause to LN_USD/INR 67.2683 [ 1E-20%*

LN_YEN/INF. does netgranger cause to LN_ 2-Month Futures 147046 | 0.2278
LN_2-Month Futures does not granger cause to LN_YENINE. 71.6881 | 1.E-29*=

LN_EUFR.O/INF. does notgranger canse to LN_3-MonthFumures | 267416 | 02278
LN_3-Month Futures does not granger causze to LN_EUROTNE. | 176280 | 2E-31%*
LN _GEP/INR does not granger cause to LN_3-Month Futures 333474 | 0.0350%#
ﬁ?ﬂgﬁﬂ; ;Eln:,:: LN_3-honth Futures does not granger cause to LN_GBP/INR 1439030 | §E-07*=
Exchange Rate Market L\__L SD/INR does not granger cause to LN_ S-M_ontium.res 6.90666 [ 0.0000%*
- LN_3-Month Futures does not granger cause to LN_USD/INE. 464915 | 8E21%*
LN_VYEN/INE. doss not granger czuse to LN_ 3-Month Futures 371117 | 0.0033*=
LN_3-Month Fumires does not granger cause to LN_YEN/TNE. 364204 | 4E-25%=

The Table 6 and 7 denoted the outcome of causality
relationship between Spot, Futures and Foreign Exchange
rates markets. From the Table 6 the hypotheses LN_EURO,
LN_GBP, LN_USD/INR, LN_YEN/INR does not Granger
Cause LN_1 M_S has been accepted and LN_1_M_S does
not Granger Cause LN_EURO/INR, LN_GBP/INR,
LN_USD/INR, LN_YEN/INRhas been rejected at 0.05 level
which means that there flows an unidirectional causality from
Spot to foreign exchange rates markets. In the case of Futures
and Foreign Exchange rates markets in Table 7, there is a
unidirectional causality between 1-Month Futures and Foreign
exchange rates and for 2- Month and 3-Month Futures and
Foreign exchange rates there is a flow of Bi-directional
causality except YEN/INR does not granger cause to 2-Month
Futures and EURO/INR does not granger cause to 3-Month

Variance Decomposition Function used to depict the
dynamic interaction between Spot, Futures and Foreign
Exchange rates markets. The analysis in the Table 5 has
shown that the most of the Variance Decomposition in the
case of Spot and Futures markets of Nifty Bank Index has
been explained by its own nature and that of foreign exchange
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Period SE. IN3MF | INEURO | INGBP | LNUSD | LN YEN Futures market.

1 3.009084 100.0000 0000000 | 0.000000 | 0.000000 | 0.000000

2 3202641 98.34204 0211669 | 0354196 | 0966899 | 012430 _

3 3436505 | 0671384 | 0244553 | 0503004 | 2315960 | (0.131658 Lable 8 OF3 Regresilon Ouiput of Spor and Forvign Exshange raies Markers

4 3847030 | 0460736 0449207 | 1.083732 | 3586702 | 0272095 = 0.000792 0.000319 2483260 0.0131*
ILN_EURO -0.011070 0064624 -0.171293 0.8640

h 4091413 04 09758 0500998 1.208090 3.900017 0293310 LN _GBP 0.177689 0.062388 2.848137 0.0044%%
IN _USD -0.941586 0.085651 -10.99333 0.0000**

6 4336521 93.58778 0514130 | 1298574 | 4296697 | 0302819 TN YEN 0345568 047447 7304371 0.0000%%

& 4593285 93.08961 0.560350 1.405606 4615559 0.326879 R-squared 0.115905 Akaike info criterion -5.212051

8 48‘ 827‘ 9272858 058755'] 1 484801 4856627 0342436 A.d]l.\\ted R-squared 0.114774 Durbin-Watson stat 1.922925

2 eidels . O0doR0 . 0BRGN . ASI0 L SSOMB3: ) 035007 Note: All compiled analytical work is the Author’s Source.

10 5248754 | 9216011 0625577 | 1602178 | 5248036 | 0364100

From the Table 8, we rejected the null hypothesis at
0.05 levels and accepted the hypothesis of having an impact of
Foreign exchange rates (except EURO/INR) on Spot market
of Nifty Bank NSE Index. From the Table 9 the impact of
Foreign exchange rates on Futures Market is seen to be

Www.ijsart.com



IJSART - Volume 4 Issue 3 - MARCH 2018

significant (except EURO/INR does not have influence to 1-
Month and 2-Month Nifty Bank Index futures).

006666
0 06436
0.08835
0.048947
Akaike info cr
Durbin-Watso
stures and Foreign Exchange E
- 1 | Frob. |
0.1448

-5.149788
1.973296

0.0214%+ |
©.0006%*
©0.0000%+
©0.0000**
4.747863
2 099306

R-squared
Adjusted R-squared

Nariable Prob.
0.2577
0.5712

0“5)660-'-‘
O_0000**
|_0.0000%+
4.617128
> 063150

Akaike info criterion
Durbin-Watson stat

R-squared
Adjusted 1 R-squared

The coefficient result from the table showed that for
every 1% change in Foreign exchange rates values, it creates
changes around +/-1 t0o1.50 in Spot and Futures values of
Nifty Bank Index. The reliability quota R-Squared showed
that only11.47% of variation in Spot prices has been explained
by Foreign exchange rates. And foreign exchange rates had
explained around 10.38%, 16.87% and 17.51 % of Variation
in 1-Month, 2-Month and 3-Month Futures. So it means that
majority of the reliability or variation in the Spot and Future
market are caused through other factors.

V. CONCLUSION

A number of researcher and academicians had
examined the Stock markets and Foreign exchange rates
linkages and impact. But there is a scope left to make a study
on Spot, Futures and Foreign exchange rates markets. This
article has examined the impact of Foreign exchange rates on
Spot and Futures markets of Nifty Bank NSE Index. The
findings of the study imply that (1) the co-integration result is
insignificant between Spot and Foreign exchange rates
markets. The absence of co-integration has also found between
Futures markets and Foreign exchange rates markets (except
3-Month Futures and Foreign exchange rates markets are
significantly co-integrated). (2) The maximum extend of
Variance Decomposition in Spot and a Futures market has
been explained by its own nature and that of Foreign exchange
rates play’s a minor role in explaining Variance
decomposition. (3) There flows a unidirectional causality
relationship from Spot markets to Foreign exchange rates
markets. Similarly there is a unidirectional causality flow from
1-Month Futures to Foreign exchange rates markets and Bi-
directional causality relationship flow between 2-Month, 3-
Month Futures markets and Foreign exchange rates markets
except YEN/INR and EURO/INR does not granger cause to 2-
Month and 3-Month Futures markets. (4) From regression
output the findings displayed that exchange rates except
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EURO/INR have an impact on Spot market. Similarly
Exchange rates also influencing tol-Month, 2-Month and 3-
Month Futures markets (except EURO/INR exchange rate do
not have influence to 1-Month and 3-Month Future markets).
This analytical result has been supported by previously
conducted studies by(P. Sri Ram, 2017)and(Koy & Ersan,
2016). The outcome of this study will be the significant
implications to the Policy Makers, Spot and Futures markets
traders and other investors.
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