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Abstract 

This article cover the significant linkage between equity market and commodity market, both are the 

important component of capital market. Generally, both market target different class of investor who has 

different view regarding this market. Risk and Return rate are also different in both market, at a same time 

equity market behave due to performance of company and commodity market behave supply of the 

commodity. There are also some other causes which affected the market. This paper aims to evaluate 

portfolio return and portfolio risk of stock market and commodity market for the period of 2011 to 2016. 

This article also elaborates the coefficient of degree and direction of the relationship between stock market 

and commodity market. There is various research tools which can be used for finding the relationship 

involved in these two markets. These tools are Regression, Correlation, Mean, and Moving Average 

method, Relative Strength Index (RSI), Standard Deviation and Risk-Return Analysis. To finding the 

relationship it is necessary to evaluate the performance of exchange of these two markets, so this paper also 

focus on performance of Multi commodity Exchange (MCX), NSE and BSE. It is an effort to analyze the 

overall relationship between Indian Commodity market and Equity market. 

 
Key words: Commodity Market, Equity Market, Portfolio Risk -Return, RSI, Moving Average  

 



International Journal of Research in Management                                                                                                       ISSN 2249-5908  

Available online on http://www.rspublication.com/ijrm/ijrm_index.htm                                                     Issue 7, Vol. 3 (May 2017) 

©2017 RS Publication, rspublicationhouse@gmail.com Page 16 
 

INTRODUCTION                                                                                                                       
Indian markets have already thrown open an avenue for Foreign Institutional Investor(FII), Domestic 

Institutional Investor(DII),retail investors and traders to participate in stock market and derivative market. 

Those investors who want to diversify their portfolios, they should invest in commodity market as well as 

stock market. It is a common perception of retail investors, to understand the commodity market is very 

difficult and it carries more risk compare to equity market, but commodities are very easy to understand 

because it depends on demand and supply of a specific commodity. Retail investors should understand the 

risks and advantages of trading in commodities and equity before making an investment. Historically, 

pricing in commodity market has been less volatile compared with equity and bonds, thus providing an 

efficient portfolio diversification option. Like any other market, the one for commodity futures plays a 

significant role in information pooling and risk sharing. The market mediates between buyers and sellers of 

commodities, and facilitates decisions related to storage and consumption of commodities. In the process, 

they make the underlying market more liquid. There is a phenomenal change in the history of commodity 

derivate operations, Forward Market Commission; the Regulator of Commodity market in India has merged 

with Stock market regulator Securities Exchange Board of India on 28
th

 Sep. 2015. After the merger of 

regulator, it is necessary to study the relationship of both markets which are earlier regulated by two separate 

bodies. In a growing market context like India, the growth of stock and commodity market would depend on 

effectiveness of derivatives trading, where market is transparent and risk would be minable.  For managing 

risk, understanding optimal hedge ratio is critical for devising effective hedging strategy. This paper is an 

attempt to compare the operating procedures of stock market and commodity market, examines hedging 

effectiveness of futures contract on a financial asset and commodities in Indian markets. The existence of the 

Indian commodity market dates back to ancient times. This market is known for influence the dynamics of 

production and resource allocation in the primary sector, along with pricing system of this market. Indian 

Stock Market is highly volatile market which based on the performance of Company and political system of 

country along with some other reason. This is a market where investor can get unlimited profit and same 

appear a huge risk.  The greatest achievement of this system was the establishment of the focused market. 

The prime input of this market is to provide a mechanism to determine the prospects of the future production 

and consumption which shall be brought to bear on the present prices. Thus, this market established a link 

between the present and future production and consumption cycles thereby facilitating the inter-temporal 

smoothing of prices. At present the Indian commodity market adopts a two-tier structure, Regional structures 

and Country wide structure. Regional exchanges are permitted to only a limited number of contracts whose 

membership is local. The country wide national exchanges are multi-commodity electronic exchanges with a 

decentralised ownership pattern. Currently there are nineteen exchanges market working at country level in 

our country, out of which six markets are the prime regulators. They are Multi Commodity Exchange 

(MCX) Mumbai, National Commodity and Derivatives Exchange (NCDEX) Mumbai, National Multi-

Commodity Exchange (NMCX) Ahmadabad, Indian Commodity Exchange, the ACE Derivatives Exchange 

and the Universal Commodity Exchange. The commodity markets in India are regulated by the Forward 

Markets Commission of India established in 1953.  There are twenty three stock exchange are working in 

India. National Stock Exchange (NSE) and Bombay Stock Exchange (BSE) are national exchanges which 

are working with a big volume of transactions. The turnover of the commodity market and stock market in 

our country has grown potentially in a short span of time. Both markets are favourable for investors and 

speculators. 
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 LITERATURE REVIEW                                                                                              
           There have been number of scholars who have done theoretical and empirical studies on the 

relationship between Indian Stock Market and Indian Commodity Market. The research and findings of the same had 

been carefully analyzed and in support of this paper, study had been obtained. Brock, Lakonishok and LeBaron (1992) 

analyzed moving average trading rules for 1985-1986 dataset on Dow Jones Industrial average and concluded that on 

average, the strategies were profitable. They explained that Long (short) positions mean returns were higher (lower) 

than unconditional returns. Commonly used return generating models cannot explain the rules profitability.  Wong, 

Manzur and Chew (2003) used Moving Average and RSI tools for Singapore Index for dataset ranging from 1974 to 

1994. They show that the confidence levels of excess returns decrease from between 1% and 5% during the first half 

of the sample to a level of 10% during the most recent period.  Ram kumar kakani investigated the Simple Moving 

Average (SMA) and the Displaced Moving Average (DMA) trading rules to test the weak form efficiency of the 

Indian equity markets. They have taken multiple individual stocks for a time period spanning 15 years (1991-2005). 

They conclude that the DMA indicator is a highly successful trading rule that generated profitable signals even after 

adjusting for transaction and other costs.  

S K Mitra analyzed the benefits of moving average based trading rules in India for the period December 

2004 -2014, covering a period of ten years. She used two stock indices namely Nifty and Junior nifty and 

cover top 100 stocks traded in Indian market. It is found that many trading rules offer profit opportunity 

without trading costs, but the profit vanishes when trading costs are accounted. Michel Robe (2008) studied 

the relationship between Stock Market and Commodity Market, where he called Commodities and Equities: 

A “Market One”. He used dynamic correlation and recursive co-integration techniques and found that the 

relationship between the returns on the investable Commodity and Equity indices has not changed 

significantly in the last fifteen years. Sakthi Vel Rani Jr. & Mariappan Selvarani  has concluded on 

September, 2010, An Analysis of the Dynamic Relationship between Commodity Market and Financial 

Market: Indian security market has seen a boom that started in December 2005 and rallied 2006-07, reached 

the highest in January 8, 2008, then started declining from October 2008, but is recovering now. India’s 

industrial growth attracted more foreign investment which was the major reason behind the boom. The 

current global economic recession has affected the Indian market worst by low participation in the market 

due to sharp demand for liquidity and a corresponding tendency to disengage from risk-taking.  Sushmita 

Bose (2008) in his study called Commodity Future Market in India – A Study of Trends in the National 

Multi Commodity Indices found that there is similar price movement in the Indian Commodity derivatives 

Market He also found that as for correlation with the Indian Stock Market index by the Indian Commodity 

Market the degree of correlation is positive & fairly high around 70%. He further find that Multi commodity 

indices, which have higher exposure to metals and energy products, with clear and efficient price 

dissemination in national and international markets, behave like the Equity indices in terms of efficiency and 

flow of information.  

 

OBJECTIVES OF STUDY 

The study has been covered with the following objectives:  

1. To provide a detailed overview of the Linkage between stock market and commodity  

2. Analysis of the risk and return movement in equity market and commodity future market. 

3. To analyze the performance of NSE, BSE and Multi Commodity Exchange(MCX) 

4. To evaluate overall relationship between Indian Commodity Market and Equity Market.  
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RESEARCH METHODOLOGY                                                                           
The present study is conducted on the performance of Indian Commodity Market and Stock Market. The 

research design is descriptive in nature and data has been collected from secondary sources. Data has 

been collected from various sources which are consider as true source of information such as website of 

NSE , BSE, SEBI MCX and FMC(Forward Market Commission). It constitutes the blue print for the 

collection measurement for analysis of the data this study is analytical research the researcher use the 

facts or information is already available and analyze these to make critical evaluation of the study. 

Secondary data is collected from the main sources of annual reports of the company from 2011-12 to 

2015-16. Researcher has taken the data from the two markets for five years as a sample for establishing 

the relationship. Correlation Analysis methodology has been used for this study. The values of major 

indices such as BSE (SENSEX) and NSE (NIFTY) of Indian stock market and value of major listed 

commodities such as Gold, Copper, Aluminium & Crude Oil of Multi Commodity Exchange of India 

Limited are taken as sample for this study. In order to analyze the risk of both past five years historical 

data in equity market and commodity market, following statistical tools has used: 

A. Relative Strength Index(RSI) 

B. Portfolio Risk and Portfolio Return, 

C. Simple Moving Average 

 

ANALYSIS OF DATA & INTERPRETATION 

Following are the interpretation of data collected by researcher: 

I. Analysis of risk at BSE & NSE 
Researcher has collected data from annual reports published by NSE and BSE.  Following Chart show the 

risk pattern of National Stock Exchange and Bombay Stock Exchange in last five years. 

                                 

 

                                           Chart-I (Analysis of risk at BSE & NSE) 

 

After the study of above chart, we can draw some conclusions that, BSE holds maximum risk of 0.2530041 

and NSE holds maximum risk 0.2560039 in the year 2011-12. BSE and NSE hold a minimum risk of 

0.17846 and 0.17743 respectively in the year 2015-16. If we calculate the overall Average risk of NSE and 

BSE, it is 0.118911 and 0.119813 respectively. Generally, it reflects a trend year after year risk is decreasing 

in both market. Decline in risk indicate that market is transparent and regulatory bodies doing their work 

effectively. But, sometimes market act rationally and any negative news or uncertain political environment 

enhance the risk. 

II. Risk Analysis at MCX & NCDEX 

Multi Commodity Exchange (MCX) and National Commodity & Derivative Exchange (NCDEX) are two 

important exchanges of commodity and derivative market. Following image is a composite chart, defining 

the risk of last five years at MCX and NCDEX. 
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Chart-II (Analysis of risk at MCX & NCDEX) 

After analyzing of above diagram it is clear that, MCX holds the maximum risk of 0.168657 in the year 

2011-12 and it holds a minimum risk of 0.077114 in 2015-16. The overall Average risk is 0.1023971. It 

shows a decline pattern of chart in every succeeding year but due to natural problems risk has also increased 

in year 2014-15. At the same time if we focus on NCDEX, it also act as MCX pattern and risk is little bit 

differ due to volume of transaction. NCDEX holds the maximum risk of 0.168759 in year 2011-12 and 

minimum risk is 0.077112 in year 2015-16. 

III. Relative Strength Index (RSI) of NSE & BSE 

 

Relative strength index (RSI) is a technical indicator which is used to analysis of financial markets. It is 

intended to chart the current and historical strength or weakness of a stock or market based on the closing 

prices of a recent trading period. The RSI is known as a momentum oscillator and it measures the velocity 

and magnitude of directional price movements. Momentum is the rate of price rise or fall. The RSI computes 

momentum as the ratio of higher closes to lower closes: stocks which have had more or stronger positive 

changes have a higher RSI than stocks which have had more or stronger negative changes. It is mostly used 

on a 14-day timeframe, measured on a scale from 0 to 100, with high and low levels marked at 70 and 30, 

respectively. Shorter or longer timeframes are used for alternately shorter or longer outlooks. More extreme 

high and low levels—80 and 20, or 90 and 10—occur less frequently but indicate stronger momentum. 

                                        

                                         Relative Strength Index(RSI) Chart of NSE 

 

 
 

After the analysis of above chart it is inferred that RSI of NSE shows that during the year 2011-12,  RSI 

touched 20 mark line at bottom side and 92 at upside.  RSI give signal to investor for making decision to buy 

and sell of stocks. When the RSI crosses 30 it is a best time to buy the scrip and when the RSI crosses 70 it 

is a best time to sell the scrip. On September 2015, RSI crossed 80- mark line from downwards, it indicated 

over bought market for the scrip. It signified that soon peak would be generated and then market will fall, 
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and on August it came down. Peak was generated on February 2014, August 2014, October 2014, & 

September 2015. When market comes down to 30 mark line these periods were July 2011, April 2012, 

October 2012,  June 2013, July 2014,  December 2014, August 2015. NSE & BSE has similar trend and 

there is a minor difference in the chart. So, we can treat same RSI chart for BSE. RSI chart is a excellent 

parameter to find the right time and stock for investment. 

IV. Relative Strength Index (RSI) Chart for MCX and NCDEX 

Relative Strength Index is parameter to invest in financial market. Generally, RSI chart of MCX and 

NCDEX follow same pattern due to the same product profile and approx similar volume of transaction. 

Following chart represent the status of RSI during last five year. It is very difficult to show all the data of 

five years in a single chart because index moves everyday either upside or downside. This chart is prepared 

for the study of trend in different years. 

                                                        

Year-2012 to 2016 

After the study of above chart, investors can make the decision to buy and sell with the help of prices and 

relative strength index. MCX shows that during the year 2011-12, RSI crosses 32 in the month of September 

and it is a best time to buy the scrip. When the RSI of MCX crosses 73 it is a best time to sell the scrip. On 

August 2014, RSI crossed 78- mark line from downwards, it indicated over bought market for the scrip. It 

signified that soon peak would be generated and then market will fall, and on December it came down. Peak 

was generated on January 2014, April 2014, July 2014, & September 2015. When market comes down to 30 

mark line these periods were June 2011, October 2012, February 2013,  June 2013, July 2015,  December 

2015, January 2016.MCX & NCDEX has similar trend and there is a minor difference in the chart. So, we 

can treat same RSI chart for NCDEX. 

V. Simple Moving Averages Chart of NSE & BSE 

A simple moving average is used as a linear moving average of 26 and 12 days. However, we can take any 

moving averages model which suits our scrip. Following is the chart of NSE which is explained below: 
                

 

Above chart gives some clear indication that the investors can make the decision to invest in stock with the 

help of prices and simple moving average. There is sharp increase and an immediate dip in prices in the year 

2011-12. There is an increase again followed by a sharp drop which extends nearly throughout the year. In 
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2012-13, prices in the graph keeps rising steady apart from a few dips at long intervals it is steady 

throughout the year. There is a further steep increase, slight drop, again a big rise, and fall, but the prices 

have always been on the rising position in the year 2013-14. In the year 2014-15, can be considered as 

prosperous year for investors, because market is on boom position and everyone getting return from the 

market. The year 2015-16 starts with a drop, but slowly and immediately graph moves on the up side and the 

year end with a sharp increase and a small fall. To wind up the year 2015-16 starts with an increase in prices, 

and then a sharp fall, but it increase again and then moves on moderately without more fluctuations. NSE 

and BSE deal in same market and they are national stock exchange of Indian stock market. Generally, trends 

are same for both markets, only the difference of volume. So we can consider above chart for the analysis of 

moving average of BSE. 

V. Simple Moving Averages Chart of MCX and NCDEX 

Multi Commodity Exchage is big platform for future commodity trading. Investor can take rational decision 

after studying the price of commodity and simple moving average.  

               
The year 2011-12 starts with a drop and slowly graph moves on the increase till the year end. Graph pattern 

give the hint about bottom side and up side. In the year 2012-13, it starts with an increase in prices, and then 

a sudden drop, but it rises again and then moves on moderately, without much fluctuations. In 2013-14, there 

is a sharp increase and an immediate dip in prices and there is an increase again followed by a sharp drop 

which extends nearly throughout the year. For the year 2014-15, there is a rise in prices and graph keeps 

rising steady apart from a few dips at long intervals, it is steady throughout the year. For the year 2015-16, 

there is a further steep increase, a slight drop, again a big rise, and a fall, but the prices have always been on 

the upside. Lat two years 2014 and 2015, prices of some commodity are high due to monsoon factor. So, 

market is on volatile mode and fluctuates. NCDEX & MCX deal with same product line in the same class of 

customer. There is a fluctuation in market due to supply and demand of commodity in national and 

international market. Trend of NCDEX is similar to MCX, so we can take above graph for the study of 

NCDEX. 

CONCLUSION 

Commodity market and equity market are essential component of financial market, carries two different 

class of financial product. Both markets closely follow each other and movements are same at a specific 

news or time. Based on above statistical tools and chart, stakeholder can go through the sample of study and 

take rational decision during the time of investment. A panic investor or impatient investor cannot make 

good profit in this market because market is volatile and fluctuating mode. After the study of above 

parameters, we can conclude that Indian Commodity Market and Indian Stock market are closely link to 

each other. It shows the positive and healthy relationship between them. Investor should optimistic before 

investment and at low price go for buy and high price go for sell. This strategy differs scrip to scrip because 

there is no limitation on bottom side and upside of chart movement.  
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Upward movement in commodity market in MCX or NCDEX would be a strong reason to predict an upward 

trend in BSE and NSE. This study gives a strong focus on bearish market and bullish market. It means 

bearish market and bullish market are major indicator and they have a temporarily existence for a specific 

time. They will repeat them after getting positive or negative news.  
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