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ABSTRACT

The literature on investor’s behaviour has indicated that there are several factors that
affect their behaviour, which may be both internal and external. Internal factors include
behavioural bias and external factors may include information from financial markets, firm,
and other relevant information. This may include the effect of various market factors,
corporate actions, information in financial markets, and opinion from brokers, friends and
relatives as the external factors. The personal aspect of investor behaviour include his
personal traits, stage of life cycle, education level, income level financial objectives, risk
taking ability etc. among all other behavioral aspects. There is lot of ambiguity in
understanding which aspect of individual investor plays a significant role in determining their
investment behaviour.

This study has been designed in an endeavour to understand the various factors which
according to literature have been found to have some influence on individual investors with
respect to equity investments. The direction of the study involves understanding the effect of
these factors through literature review and further analysis created through descriptive and
exploratory research. Five objectives have been framed with relevant sub-objectives and
hypotheses, wherever required to understand the effect of various factors which have an
impact on individual investor’s decisions. The objectives of the study are as follows:

1) To examine the association between macroeconomic variables with stock market

prices and perceptions of investors.
2 To study the effect of corporate actions on stock returns of Nifty 50 companies and

perceptions of investors.

viii



3 To examine the association between investors preference of investment instruments
and their demographic characteristics.
4) To study the relation between investor perceptions on the importance of stock market
information and their demographic characteristics.
5) To determine and study the investment profile of investors from Hyderabad and
Mumbai.
To fulfill the objectives of the study, the data has been collected from various secondary
sources as well as through survey of individual investors. To have an insight about the
influence of location of investor and other demographic characteristics, study has been
spread across two cities (i.e.) Hyderabad and Mumbai. Survey was conducted using
questionnaires by the researcher which was personally administered. The location selected
for approaching individual investors were depository participants, which included banks and
brokerage houses. In addition to these locations, investors were also contacted during the
Investor Awareness Programs for data collection.
Factors effecting investor decisions were broadly classified under three categories namely
macroeconomic variables, corporate actions and investor demographic related attributes, to
fulfill the objectives of the present study. Secondary data analysis has been performed using
six macroeconomic variables, by testing for their causal relationship with price movements
of Nifty 50 index. Granger causality technique which is one of the most popular techniques
in econometrics have been used for understanding the causal relation between variables using
E-views 8 software. The study of four corporate actions which have been identified to be
important through review of literature has been included in the study. These include impact

of dividend announcement, bonus issue announcement; rights issue announcement and stock
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splits announcement.  All corporate announcements related to these four events by
companies listed under Nifty 50, during the period 2011-2015 have been included for the
study Primary data comprised of questionnaire which consisted of 53 items, which included
questions related to demographics, preference of investment instrument, macroeconomic
variables, corporate actions, 11 questions related to investment objective, risk taking ability
and choice of investment portfolio, sources of market information and frequency of
acquisition of information. For most of the questions feedback was collected on five point
likert scale where the value of one indicates "strongly disagree” and value of five was for
“strongly agree”. The final sample included only such investors who had at least two years
of investment experience, as indicated by response to question related to number of years of
holding demat account (Q.No.4).

Cronbach’s Alpha which is used for confirming the reliability of questionnaire was checked
using SPSS 20 software. It was found to be within acceptable limits with a value of 0.731 for
overall scale reliability. Statistical tools used for the analysis of data were Chi-Square Test,
Paired t-test, Granger Causality Test, and Event Study Methodology.

The results from the analysis of data revealed that investor returns from equity
investments are found to be dependent upon corporate actions to some extent and
macroeconomic variables apart from investor’s demographic and personal characteristics.
Macroeconomic variables had significant correlation with Nifty 50 index; however the causal
relationship with many variables could not be established. Study of corporate actions it was
concluded that except in the case of dividend and stock split announcement other two
announcements had a significant effect on stock prices for almost all the event windows, thus

indicating existence of semi-strong form of market efficiency. Study on the perceptions of
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investors on corporate actions, revealed that investors followed the information on bonus
issue, stock splits and rights issue more seriously when compared to that on dividend
announcement. It was also found that education level of investors did not have an
association with their perception on the importance of information about corporate actions.

Preference of investment instrument by individual investors were found to be
associated with the demographic variables such as city of residence, income level of
investors as well as the education level of investors. Post office deposits and bank deposits
were found to be more attractive options among majority of investors. Investors from
different income groups perceived them to be equally important. It was also observed that
equity investment avenue was mostly preferred by investors from income group with income
level of Rs.15,000 to 30,000 p.m. as well as Rs.50,000 to Rs.1,00,000 per month.

Education level of individual investors from Hyderabad was found to have
statistically significant association with investor’s preference of investment instrument,
whereas in case of Mumbai investors such association was not observed. It was also found
that education level did not have much standing in selection of investment instrument for
investors group from Mumbai.

The fifth objective of the study was to determine the investors investment profile
based on investor’s feedback related to questions on investment objective, risk taking ability
and portfolio volatility. Investors were classified into four categories as conservative,
moderate, balanced and advanced. Most of the investors surveyed from both cities belonged
to moderate category. Investment profile of these investors was also found to be associated
with city of residence. Theoretical and practical implications of the study and its limitations

and suggestions for future are also discussed.
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CHAPTER-I

AN INTRODUCTION TO INDIAN FINANCIAL MARKETS
1.1 An Overview of Indian Financial Markets

The economic history of India is well known since Indus Valley Civilisation.
During the Indus Valley Civilisation economy of India was well developed and the
presence of coins from various sites of Indus Valley cited an evidence for the same.
Among the largest economies of the world, India occupies third place with United States
being the first and China in second place. Economic growth has created investment
opportunities in India, leading to wealth creation which is the key element for the
development of any nation.

Stock markets are the arrangements which function in facilitating purchase and sale
of financial securities such as equities and bonds to investors and corporates. It functions
under the rules and regulations of SEBI (Securities and Exchange Board of India) in India.
They gain prominence as they provide convenient platform to corporate, individual and
government to access new capital and realise their investments. Through such
arrangement, corporates gain public access whereas investors find new instruments to
maximise their returns.

Shareholder’s returns are derived in the form of capital gains and dividends over a
given time frame. Returns of investors are also influenced by factors such as decision skills
and choice of investment instrument, depending upon their expected rate of return.
Information asymmetry of investors about market factors and firm performance sometimes
helps in deriving better returns. Unlike other instruments of investing, stock market

investment is a different game, past success and performance of stocks does not always

[1]



imply future success as observed in case of other investments. It is also found to be
influenced by various other factors and sometimes luck may also play a significant role.

Indian economy no doubt is considered to be one among the fastest developing
economies of the world. It’s financial markets are now in their buoyant stage enjoying
investor optimism in the form of huge investments. Most of the investments in recent
times are flowing in the form of Foreign Direct Investments (FDI), which has made
domestic investors very optimistic. However, it is not possible that all expectations made
by investors shall be fulfilled, but yes the roadmap for their aspirations has definitely been
laid.

After the implementation of liberalisation, privatisation and digitisation in India a
demonstrable change has been observed. There has been a considerable advance in all
sectors, one such change is the dematerialisation of securities. Investors today are not
much scared to invest their hard earned money through the market securities. On account
of new reforms and regulations brought in by the Indian government, the doors for more
and more individuals to participate in securities markets have opened. It is also a known
fact that the increased aggregate income has created scope for higher savings and thereby
made way for higher investments.

Burton Malkiel (2011) in his book defines “investing as a method of purchasing
assets to gain profit in the form of reasonably predictable income (dividend, interest, or
rentals) and/or appreciation over the long term. It is the definition of the time period for
the investment return and the predictability of the returns that often distinguish an
investment from a speculation. All investment returns whether from common stocks or

exceptional diamonds are dependent, to varying degrees, on future events. That's what
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makes the fascination of investing: It's a gamble whose success depends on an ability to
predict the future.” Most of the dictionaries also define investment as the process of
investing for profit. In an economic sense, it implies utilisation of resources in order to
increase income or production output in future. In finance terms, it refers to the process of
buying a financial product with an anticipation of positive returns in future.

In this new era of economic development, complemented by the development of
internet and telecommunication, investment in stock markets is gaining significant support
from the government. It has also become a significant medium of channelising savings
from deficit sector to surplus sector in the economy. Researchers, economist and policy
makers have always regarded stock markets to be a subject of great concern. It is
considered to be the barometer of any nation’s development.

Capital Markets in India

It is a part of Indian financial system which majorly deals with raising capital
through shares, bonds and other instruments. It is further segregated into primary and
secondary markets. During the pre-independence era, Indian Capital Markets were almost
non-existent as most of the revenue was from agricultural sector, there were very few
companies which operated and not a few amongst them traded on exchanges, and
moreover, the investors in these companies were from prosperous communities from rural
and urban areas.

Indian capital markets have been adequately strengthened and regularised through
legislative acts from time to time. SEBI which is the statutory market regulator since 1992
was further empowered on account of several other amendments in 1999. Further in 2002

with SEBI Act, it was endowed with compliance and enforcement powers along with
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search and seizure powers. On account of rigorous efforts by SEBI today Indian indices
like Nifty and Sensex have gained a place among major global indices.

Capital markets include various institutions operating in primary and secondary
markets which have the following structure. Each segment has a distinct feature and

contribution. Figure 1.1 presents the structure of capital markets in India.

India Capital market

Government Industrial Development Financial

Securities Securities Financial Intermediaries
Market Institutions

New Issues Old Issues
Market Market

EIEIE) LN LN KN

Merchant Mutual Leasing Venture Capital

banks Banks Companies Companies

Figure 1.1 Structure of Capital Market of India

Source: http://www.civilserviceindia.com/subject/Management/notes/recent-reforms-in-
financial-sector.html

Figure 1.1 illustrates that the capital markets are divided broadly into four
segments. The first classification comprises of the Government Securities Markets which

are also known as Gilt edged markets. These are market securities which are supported by

[4]


http://www.civilserviceindia.com/subject/Management/notes/recent-reforms-in-%09financial-sector.html
http://www.civilserviceindia.com/subject/Management/notes/recent-reforms-in-%09financial-sector.html

the Reserve Bank of India (RBI). The second classification comprises of Industrial
Securities Market which involves trading of shares and debentures of existing and new
corporate firms. The trading takes place through registered stock exchanges. In the third
category are present the Development Financial Institutions which are special financial
institutions to provide long term finances for the purpose for which they have been set up.
Fourth are the Financial Intermediates which are an important segment of Indian capital
markets. They include merchant banking institutions, mutual funds, leasing financial

institutions etc.

1.2 Stock Exchanges in India

A Stock exchange is a platform from where stock brokers and traders can sell and
buy their stocks, bonds, and other securities. Stock exchanges are part of stock markets
which includes trading of shares from all listed firms. They are organisations where it’s
members gather to trade company stocks or other securities. There are 19 recognised stock
exchanges in India according to SEBI publications of May 2016 from “The Handbook of
Statistics on Indian Securities Market.”

“A dematerialised exchange is where the functions of management, ownership, and
trading are clearly segregated, that is to mean they are in different hands. The two most
important stock exchanges are the Bombay Stock Exchange (BSE) and National Stock
Exchange (NSE). BSE is one of the oldest stock exchanges in India and is existent since
1875; NSE was founded in 1992 and started trading from 1994. They follow the same
trading system, settlement process, trading hours etc. All major firms are listed in these
two exchanges with about 5,835 companies listed during (April — December) 2015 with

BSE and 1,794 securities from NSE according to SEBI.”
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BSE has 30 most prominent companies listed under BSE SENSEX index and also
comprises of other major indices such as BSE Small Cap, BSE Mid Cap and BSE 500.
Nifty comprises of major indices namely Nifty 50 with 50 companies listed under it, and
other indices such as Nifty Junior and Nifty 500 with most popular companies listed under
it. While BSE is one among the oldest stock exchanges in Asia, NSE is believed to be the
largest stock exchange in Asia in terms of daily turnover and number of trades.

SEBI has been successful in improving the functioning of Indian stock markets to
some extent; however, there is a long way to go. There have been many changes brought
on account of reforms introduced by SEBI. Indian capital markets consist of stocks from
large financial sectors, FMCG (Fast Moving Consumer Goods) companies, pharmaceutical
companies and other such corporates. Thereby it provides an array of choice to investors,
to select portfolio for equity investments.

Securities Traded in Capital Markets

Capital markets broadly comprise various financial institutions and instruments.
Government securities are mostly bonds or any other form of a debt obligation issued by
the government with a promise to repay at the date of maturity. These are low-risk
investments as they are backed by the government.

Industrial securities market comprises of securities in the form of shares and
debentures from various companies across industries. It is further divided into primary and
secondary markets. The major difference between primary and secondary markets is that
in primary market’s investors buy securities directly from companies during the new issue
or Initial Public Offering (IPO), whereas a secondary market exists when the investors

trade securities among themselves. Secondary markets comprise of equity and debt
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markets which are traded by investors after IPO (Initial Public Offering) and listing of
firms on the stock exchange. Secondary markets are a good avenue of investment for
individual investors along with corporate investors. The financial products that are traded
are defined by SEBI.

Equity Shares: The word equity implies “quality of being fair and impartial.” It may also
be explained as the stock or any other security representing ownership interest. Pandey,
I.M. (2015) ordinary shares, preference shares, and debentures are three important
securities used by the firms to raise funds to finance their activities. Ordinary shares
provide ownership rights to ordinary shareholders. They are the legal owners of the
company. As a result, they have residual claims on income and assets of the company.
They have the right to elect the board of directors and maintain their proportionate
ownership in the company, which are called the pre-emptive rights. These rights of the
ordinary shareholders are maintained by raising new equity funds through rights offering.
Rights issue does not affect the wealth of a shareholder. The price of the share with rights-
on gets divided into the ex-rights. So what the shareholder gains in terms of the value of
right, he loses in terms of the low ex-rights price. However, he will also lose if he does not
exercise his rights.

Debenture is a long-term promissory note. The debenture trust deed or indenture defines
the legal relationship between the issuing company and the debenture trustee who
represents the debenture holders. Debenture holders have a prior claim on the company’s
income and assets. They will be paid before others.

Convertible Security is either a debenture or a preference share that can be exchanged for a

stated number of ordinary shares at the option of the investor. Companies offer convertible
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securities to sweeten debt and thereby make it attractive. It is a form of deferred equity
financing which provides low-cost funds during the early stage of the investment project.
Bonds are debt instruments or securities. In the case of bonds, the stream of cash flows
consists of annual interest payments and repayment of principal on maturity. These flows
are fixed and known.

Commercial Paper: It is a short-term promise to repay a fixed sum that is placed on the
market either directly or through a specialised intermediary. It is usually issued by firms
with a high credit standing in the form of a promissory note which is redeemable at par to
the holder at maturity. Therefore, it doesn’t require any guarantee. Commercial paper is a
money-market instrument issued normally for tenure of 90 days.

Treasury Bills: These are short-term (up to 91 days) bearer discount security issued by the
government as a means of financing it’s cash requirements to interested parties. The
auction of treasury bills is made by Reserve Bank of India at a discount on face value at
regular intervals. For an individual to meet the future requirements such as child
education, marriage, old age financial support or any other requirements, implementing a
planned investment strategy may help in meeting their goals.

Apart from above-mentioned investment options, there are other investment
avenues open for investment in stock markets. They can further be classified under
various segments such as (i) Mutual Funds (ii) Initial Public Offerings (iii) Security
lending and borrowing schemes (iv) Derivatives in equity or currency (v) Post Office
Savings Schemes (vi) Bank deposits (vii) Provident Fund etc.

After the introduction of depository system in 1996 under Depository act, trading

began on National Stock Exchange (NSE) with shares in demat form for the first time.
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Dematerialisation of accounts has helped investors to get rid of physical possession of
certificates and shortened the time of delivery. Now, an electronic settlement of trades
takes place with various benefits such as immediate transfers, without any stamp duty on
the transmission of securities, no risk related with physical certificates such as bad
delivery, no security thefts, postponements, reduced deal cost, automatic credit, etc. These
benefits not only help investors but are also a blessing for companies and brokerage
houses.

Government policies and laws have played an important role in encouraging the
habit of saving among the Indians. One of the major reasons for an Indian to save could be
on account of the absence of inheritance tax or estate tax in India. It is a tax which is
levied at the time of inheriting any asset; it is not existent in India as it is exempted under
section 56(ii) Income Tax Act, 1961.

1.3 Importance of Household Sector

For economic development of a nation Gross Domestic Product (GDP) is one of the
major indicators, it measures the total value of goods and services produced in a country
for a given period of time. It is the total of consumption, investment, government
expenditure and the surplus/deficit from the activity of imports and exports. Gross
Domestic Saving is derived by deducting the final consumption from Gross Domestic
Product. These savings are lying either with public or government and re-enter the
economy in the form of investments made by government or households.

Figure 1.2 illustrates the sources of Gross Savings. Gross savings accumulate from
three sectors viz. (i) Government and public sector (ii) Private corporate sector and (iii)

Household sector.
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~ - Financial

Figure 1.2 Sources of Gross Savings

Source: http://www.gktoday.in/blog/savings-investment-and-capital-formation/

Government sector includes government administration, departmental undertaking
and other government companies and corporates. The Private sector includes enterprises
which are non-government and non-financial corporates. The household sector is a
residual sector and comprises of savings accumulating from three types of assets (i)
Physical assets, (ii) Financial assets and (iii) Uncounted savings of the household sector.

Gross savings in an economy are a source of large investments, and hence an
important condition for economic development. In some open economies as in the case of
India they are also supplemented by foreign investments. In the opinion of few economists
a rise in savings is on account of factors such as (i) Rising per capita income (ii) Continued
development of financial system and (iii) Weakening share of agriculture in Gross

Domestic Product (GDP).
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Table 1.1 shows the trend in the growth of Household Savings Rate as a percentage of
GDP during 2011 to 2016.
Table 1.1

Projections of Household Savings Rate (in percent of GDP)

2011- | 2012-| 2013- | 2014-| 2015- | 2016- | 12* Plan
12 13 14 15 16 17 | Average

Household 23.2| 23.6| 240| 244| 2438| 252 244
savings rate

Source: Report given by the planning commission on savings during the 12" five-year plan

Table 1.1 indicates the projections of household savings rate from the 12th five-
year plan (2012-13 to 2016-17) by use of three years moving averages. It indicates that the
household savings rate have been consistently growing between 2011 to 2016. As reported
by the working group on savings this increase was felt due to the impact of average and
annual savings of household sector and the projected age structure of population in India.
There was sharp pick up during 2005-06 to 2007-08 possibly due to the growth phases and
contrasting movements which were observed in the proportion of assets constituted from
gross domestic savings and public sector savings. This trend was reported to be on
account of increase in bank deposits. Bank deposits are perceived to be the safest

investment in case of financial crisis.”
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The information on the average annual savings per household was provided by the survey
conducted by Max Life New York and NCAER jointly which has been presented in table
1.2.

Table 1.2

Average Annual Savings per Household

Age of Chief Earner of Household Average Annual Savings per
(in years) Household (in Rupees)
Less than 25 8.515

26-35 13,465

36-45 15,522

46-55 20.444

56-65 21,196

More than 65 17,011

Average 10,136°

Source: Max Life New York - NCAER Survey (2007)

Source: Report of the working group on savings during the 12" five-year plan

From the above table 1.1 it is found that the average annual savings of the chief
earner of household on average is approximately Rs.16,139 per annnum (p.a.). The
highest average annual savings are by chief earners who are in the age group of 56 to 65
years, and the lowest is saved by those who are of age less than 25 years. It can also be
noticed that the average annual savings of chief household earner from the age group of
less than 45 years are less than the average of Rs. 16,139 p.a. Therefore, it may be
concluded from above table that a majority of individual’s annual savings are less than the
average annual savings.

Investments of individuals are sourced from their savings and these decisions of
individual investor are influenced to a large extent by their aspiration for future return.
These motivations may be linked to personal characteristics, demographics and socio-
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economic environment.

1.4 Individual Investors and Investment Decisions

There are various indigenous methods adopted for financial investment in India
such as financing on daily interest rates (which is a popular practice in most urban and
rural areas) and Chit fund companies. There are clusters of few favourite chit fund
companies among all incomes groups as the investment destination. Ministry of Corporate
Affairs reports reveal about the existence of 5,836 chit fund companies throughout India at
the end of December 2012 according to the latest statistics available on the website.
However, investment in chit funds is not actually investment but it is a form of pooling
money in small proportions for a given timeframe and getting it back in the form of lump-
sum amount. This money is majorly sourced through individual’s savings Or someone
else’s money.

An investment means the process of investing money. From an individual’s
perspective, it refers to commitment of money with certain expectation. Investments by
individual investors can be classified into two broad categories as financial assets and non-
financial assets. Financial assets are such assets that are non-physical by nature and derive
value from a contractual claim. Example: bonds, stocks, bank deposits etc. They may be
traded on financial markets and are more liquid compared to other tangible assets. Non-
financial assets are such assets which are tangible, have a useful economic life and loose
value on account of depreciation in most cases; examples are precious metals, machinery,
land, tools etc. The need for investing in the present times has increased on account of

higher income, higher rate of inflation, tax incidence and interest rate.
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Definition of Retail Investor

According to SEBI, Retail Individual Investor in a public issue is defined as per
DIP (Disclosure and Investor Protection) guidelines as follows: “Retail Individual Investor
in a public issue who applies or bids for securities for a value of not more than
Rs.2,00,000” with effect from September, 2011 which is the latest amendment (Annexure-
3). They are such investors who own/purchase securities for personal use and not for any
organisation. In comparison to institutional investors they trade in small amounts.

Indians are traditionally found to be good savers and the habit of saving is imbibed
in them culturally. National Council for Applied Economic Research (NCAER) in it’s
survey report titled “How households save and Invest: Evidence from NCAER Household
survey 2011 found that distribution of savers in India from urban locations was 15.23
million investors which constituted 21% of urban households. This shows that majority of
household savers belong to the urban area.”

There have been studies in the area of understanding the market behaviour and
research articles published in support of Efficient Market Hypothesis as well as Random
Walk Theory, they are particularly oriented towards understanding stock market behaviour.
Nevertheless, there is no solution to this question as to what factors direct the movement of
stock prices.

Investor’s age, income, education, gender, city of residence and other socio-
economic factors influence investor decisions on equity investment. NCAER reports
suggest that the major reason for non-participation of households in financial markets is on
account of perceived non-safety of returns apart from other reasons such as budget

constraints and inadequacy of returns.
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Some of the most popular investment options in India which are an easy destination
for individuals are Post Office Savings Schemes (POSS), Public Provident Fund (PPF),
Company Fixed Deposits, Mutual Fund Investment, Investing in Gold, and Chit Funds
Investment. Equity investment is one such investment option which is believed to yield
high returns although there is not much awareness about it in India. When investing in
equity it requires awareness about procedures and information on market movements. It is
unlike other investment options and may require awareness and information on market
movements.

1.5  Statement of the Problem

With the rising number of dematerialisation accounts, it is implied that more and
more investors are participating in the capital markets. But are they able to make good
returns and meet their expectations from this investment still remains’ a question.

With the rising number of scams, the SEBI has brought in many amendments and
regulations to control financial markets and protect investors. Despite all it’s efforts, there
are a large number of complaints that are received every year. An additional problem for
demotivation of equity investing by small investors seems to be the burden of high
transaction charges. Small investors have a different trading pattern as compared to High
Net-worth Investors and speculators, their needs and objectives are different but the
charges levied are same for all categories of investors.

It is therefore implied that in most of the cases, individual investors fall prey to
brokers or financial intermediaries in hope of making some quick money from trading in
shares. The only way to come out of this is by means of gaining awareness and

information before anyone starts investing. Therefore, an investor needs to understand the
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formalities before starting to invest and the right decision should be taken while buying
and selling securities. Although most of the finance theories are based on the assumption
of rational investor and perfect market information, yet it may not be true practically. It is
good to make an evaluation for following questions before making any equity investment
decision:
» What are the investment objectives of individual investors?
» What are the time horizons of individual investors?
> Why does an investor think it is the right time to sell/buy a stock?
» Do the investors have proper background information about the market conditions
and firms in which they wish to invest?
» What is the risk taking ability of investors?
> Is the source of information of investors completely reliable?
1.5  Need for the Study
With the rising working population in India and growing urban habitat, markets
have become more dynamic. Technological advancement has brought in various
investment options at the tip of fingers for most of the individual investors. The major
questions which the present research attempts to answer are as follows:
(1) What are the most important aspects that would influence an investors returns from
equity investments?
(2) Which specific factors cannot be ignored and need to be evaluated in the process of
equity investments?
(3) Do the demographic characteristics of investors have an association with their choice of

investment instruments?
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(4) Do the investor’s personal characteristics such as age, income, education level, city of
residence and investing experience have an association with their perception on
importance of corporate actions and macroeconomic variables?

(5) Is there a difference in the individual investors profile across Hyderabad and Mumbai?
With limited access to information and limited knowledge about finance

terminology an investor is scared and has his own inhibitions before he starts investing.

As per the reports from NCAER report (2015) “a significant percentage of respondents

(household investors) stated that they are unable to understand the demat system and they

find the procedure complicated.”

Investment decisions are backed by the traditional economic theory which says that
“markets are efficient and that people make rational decisions to maximiSe profits”.
Individual investor decisions on equity investment are influenced by their demographic
characteristics and external financial environment. As per a survey conducted by L. C.
Gupta (1980) and team funded by Society for Capital Market Research and Development it
was found that “investment decision of investors is to a large extent influenced by their
needs and expectations.”

Equity investments are unlike other investment avenues in a sense that a retail
investor places his investment in someone else’s business without any guarantee of return.
Further, there is a need to wait and watch how the company performs and possibly get
back the equity returns at right time in the form of capital gain or dividend. With the
abundance of information available to the investor, being selective for monitoring
information becomes important for an investor. To make the right decision at right time; it

is not possible to monitor all the information that is available.
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The Government has also introduced “Rajiv Gandhi Equity Savings Scheme”
(RGESS) in 2012 to motivate more and more investors to enter domestic capital markets.
As reported by SEBI “this scheme was introduced to attract new investors into equity
investments and was exclusively for investors with an annual income less than Rs.12 lakhs
per annum. Tax exemption up to Rs.50,000 worth equity investments is the most
important attraction of this scheme.” Other important and difficult question for investors is
what factors he needs to monitor once he/she starts investment to gain better returns. It is
also a challenge for an investor to decide on the selection of investment portfolio with the
future risks involved.

Therefore, there is a need to explore all the factors which may affect retail
investor’s equity returns. Further, there is a need to understand these factors from the
perspective of individual priority. These factors can be understood from different
dimensions such as macroeconomic factors, firm related factors, demographics and
individual’s investment profile.

The present study is an effort to analyse and summarise the importance of these
factors depending upon both secondary data analysis and survey of investor’s perceptions.
The study is unique in nature as it attempts to study the perceptions of investors from two
major cities in India (i.e.) Mumbai and Hyderabad. Mumbai being the hub for investors
with largest investor accounts, and Hyderabad which is among the fast developing cities
with a lot of scope to attract higher investments in equity segment. The study is also an
endeavour to understand the differences in demographic attributes and investor perceptions
on account of the location.

There is a need to understand these factors using statistical tools using both primary
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and secondary data sources and detailed study of perceptions of investors. Present research
is motivated by the documented evidence from literature where factors related to each
aspect of retail investors are researched upon from different dimensions. There has been
not much study which has been able to compile all these factors together. There is a need
to understand the investment profile of investors in terms of their risk taking ability,
financial objective and choice of the portfolio from time to time. Such an assessment may
enable financial intermediaries in understanding the expectations of investors from their
equity investments and clearly define those factors which affect them the most.

Conclusions of the study will be instrumental for usage by policy makers,
brokerage firms, portfolio managers, and individual investors for designing products for
investors. As most of the financial investment products are designed generally and
sometimes depending upon the tax regime, but if financial investment products are
specifically designed depending upon the investment profile by customising financial
services there is an opportunity for higher investor participation.

The focus of the present study is to understand ‘what are the most prominent
factors that influence the equity investments in Indian markets’. These three dimensions
have been identified from literature as macroeconomic factors, corporate actions of firms
and individual’s demographic characteristics. This study fills the gap in literature through
the study of individual investors’ perceptions on the importance of macroeconomic factors
and corporate actions of firms and individuals’ investment profile.

Another segment of literature connects to relation between investor’s
demographics and their investment decisions. Rajarajan V. (1997, 1998, 2000 & 2003)

“Investment Size based segmentation of Individual Investors, Study of lifecycle and
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Investment pattern, Investor’s Lifestyles and Investment characteristics, Investors
Demographics and Risk bearing capacity”; Mittal & Vyas (2008), “Demographics and
Investment Choice among Indian Investors”; Gupta L.C (2012) “Long Term Rates of
Return on Industrial Equities in India” are some of the prominent studies with reference to
India in recent times which have been conducted on Individual investors to understand the
relationship between different demographic factors and perceptions of investors from
different regions. Abreu, M & Mendes, V (2011) there is no direct evidence of the impact
of sources of information in investor’s financial choices and frequency of information
acquisition.

A survey conducted by SEBI and NCAER titled “Urban Saving Survey” in 2015
to identify and understand investor perceptions regarding investment choices and savings
instruments and to probe further into the decision-making processes of non-investors,
particularly by attempting to understand their non-participation in market instruments and
their approaches to saving.

1.7 Conclusion

Throughout the present chapter, a brief introduction of capital markets in India is
made with an understanding of different types of securities traded and various investment
options available with particular reference to individuals. The emergence of first stock
exchange in India and the success story of financial markets are also presented in a bird’s
eye view.

Investment decisions of individual investors are discussed, as being influenced,
either on account of demographic attributes or personality traits. It is found that Indian

households have a good proportion of their savings attributed towards investments. They
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form an important component of GDP of our country.  With limited information and
knowledge of financial markets, investors are found to be keen in equity investing.

The focus of the present study is to understand what factors most prominently
influence the equity returns and stock prices from three major dimensions (i.e.)
macroeconomic factor, corporate actions of the firm, and individual’s demographic
characteristics. Further, there is a need to understand these factors from the perspective of
individuals’ priority and impact of these factors according to the perceptions of investors.

The above-mentioned discussions are elaborately presented in the following chapters.
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CHAPTER - 11
REVIEW OF LITERATURE

2.1  Introduction

In this chapter ‘Review of the literature’, relevant information on various
dimensions of the study is included. It is organised according to the contents, which are
categorised into three sections depending on the factors influencing individual’s equity
investment. These are the factors related to the macroeconomic variables, corporate
actions, demographics, and investor’s behavioural attributes. Other influencing factors
such as demographic characteristics and it’s relation to individual investment decisions are
also focused.

The literature is collected from various books, conceptual papers and journal
publications of national and international repute. More than 180 research articles have
been systematically examined to gain critical insights on these different dimensions, which
influence individual investor’s decisions on equity investment. These materials have been
collected from different databases such as EMERALD, Springer, Scopus, ProQuest, Wiley,
Taylor and Francis, JSTOR, Sage, etc. Articles were explored based on keywords such as
in “individual investor, equity returns, macroeconomic variables, efficient market
hypothesis, corporate announcements/actions, behavioural finance theories of economics
etc.” Literature has been collected by visiting libraries of various universities which are
University of Hyderabad, Osmania University, Institute of Public Enterprise, ICFAI
Business School located at Hyderabad. Various reference resources were also collected
from Indian Institute of Management — Ahmedabad, Indian Institute of Management-

Indore, Pune University, Indian Institute of Technology — Roorkee and Mumbai.
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2.2  Macroeconomic Variables and Stock Prices

There are various factors which are believed to affect the stock prices and thus the
research on this subject is extensive and debatable. As stock markets are a part of a
nation’s economy and there is a great scope for capital markets to be influenced by
changes in such macroeconomic variables. This change is active due to it’s dynamic
nature; therefore in spite of existent literature in the same area, there is further scope for
research.

From the literature, it can be known that equity markets may be under the influence
by various macroeconomic factors such as Index of Industrial Production (IIP), Money
Supply, Exchange rate, Treasury Bill Rates, Inflation and other factors. There has been
research conducted by scholars across nations on this topic from different dimensions,
different methodologies, short-run interactions, long-run interactions and different
geographic locations. Various models such as “Capital Asset Pricing Model (CAPM),
Arbitrage Pricing Theory (APT), and Discounted Cash Flow Method (DCFM)” are very
popular regardless of their limitations. The application of each of these models depends on
the relevant assumptions laid in the countries where they have initially been tested and also
the availability of data.

Changes do occur in the inter-relationship in macroeconomic variables in changing
market conditions from time to time on account of developments in the financial
atmosphere and advancement of technology. It is, therefore, a good idea to test the
application of these models in different market conditions.

Capital Market Efficiency: The firm-specific variables that affect the investor return or the

stock prices come in the form of public information shared by the firms through
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announcements through media in the form of news or reports. While the financial
economists from their research very generally agreed to the presence of Random Walk
Hypothesis; Malkiel (2011) argues that “asset prices typically exhibit signs of random
walk and that one cannot consistently outperform market averages.” On examination of
modern investing techniques including technical and fundamental analysis in light of
academic research studies of these methods, an observation was made that for most
investors adoption of above methods has produced inferior returns. The random walk
theory believes it’s impossible to outperform market without assuming additional risk.

Fama (1970) developed “Efficient Market Theory which states that asset prices
fully reflect all available information, which implies that it is impossible to beat the
markets by following market news or expert stock selection or timing and the only way an
investor can obtain higher returns are by purchasing riskier investments.”

Market risk can be classified as systematic and unsystematic risk. Examples of the

same are presented in the following figure 2.1.

SYSTEMATIC RISK UNSYSTEMATIC RISK

A war among the oil producing + Death of a company's CEO
countries « Entry of a market competitor
Ruling party votes for a huge tax cut. « Discovery of natural reserve (ex.Oil,

Reserve bank bringing changes in Gold) on a company's territory
repo rate and reverse repo rate.

Figure 2.1 Systematic and Unsystematic Risks (Examples)
Source: http://www.accaglobal.com/us
Systematic risk is also known as diversifiable or market risk. It occurs on

account of uncertainty inherent to the entire market. While unsystematic risk is also
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known as specific/diversifiable/residual risk. It occurs on account of the risk involved with

the industry or company. It can be reduced through diversification of portfolio.

Capital Asset Pricing Model (CAPM) was first presented by Sharpe (1964)
however even before him the foundations of asset pricing models were laid. Markowitz
(1952), and Tobin (1958) these studies suggest that the risk of an individual security is on
account of it’s volatility (i.e.) it’s standard deviations. Therefore, risk increases with the
increase in the standard deviation of the securities returns. For an individual investor, the
risk involves the total risk of all his securities (i.e.) his portfolio. The following
suggestions were made:

Q) When two risky assets are consistent, their standard deviation is not additive,
provided the returns from the two assets are perfectly and positively correlated.

(i)  And when a portfolio of risky assets is formed, the standard deviation risk of the
portfolio is less than the sum of the standard deviation of it’s constituents.

Markowitz also suggested “efficient frontier of portfolios and suggested that the
investors are expected to select a portfolio, which is most appropriate for them, from the
useful set of securities available to them to take appropriate portfolio diversification
decision. Therefore, it is important to possess adequate market information. Sharpe (1964)

Capital Asset Pricing Model has various assumptions:

> Security Markets are perfectly competitive. (many small investors are price takers)
> Markets are frictionless. (no taxes and transaction costs)

> All investors have the same holding period.

> Investments are restricted to openly traded assets with limitless borrowing and

lending at the risk-free rate.
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> Stockholders use Markowitz model for portfolio choice.

> All stockholders have the similar information and use it in a similar manner.

> All investors use the same estimates of expected returns and same
variance/covariance matrix.”

2.3  Effect of Macroeconomic Variables on Stock Markets in India

As an investor is a part of the nation and economy at large, his stock holding
decision is influenced by many independent factors. The relationship of equity markets
and macroeconomic performance has been empirically analysed with the help of “Capital
Asset Pricing Model (CAPM) and Arbitrage Pricing Model (APT).”

An understanding of the effect of these macroeconomic factors and various
indicators guide us forward. In this context, an analysis of the economic survey released
by the Reserve Bank of India, and CMIE has made various publications. These studies
are related to leading indicators like rainfall, unemployment, corporate profit, money
supply, stock market indices, indicators like GDP/GNP (Gross National Product), sectoral
output, Index of Industrial production, etc., Many other Lagging Indicators like piled up
inventories, large-scale unemployment, outstanding debt, the interest rate on commercial
loans, etc., help us to predict the likely performance of the economy.

Through present research, an attempt is made to understand key implication which
these macroeconomic variables may have on the stock price movement with specific

reference to Nifty 50 index.

Nair & Ladha (2013) suggest that “Behavioural Portfolio Theory (BPT) was in
existence even before the more famous Modern Portfolio Theory (MPT) was developed by

(Markowitz, 1952). According to BPT, investment choices are affected by the investor’s
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cognitive biases and emotions, because unlike MPT, in BPT, investors seek both
‘utilitarian’ (maximising return and minimising risk) and ‘expressive’ benefits (investment
as a means of expressing personal values) from their investments. Thus, investment choice
may be determined by a tradeoff between financial (practical) benefits and psychological
(emotional) benefits derived by an investor. In the late 1970s and early 1980s, discussions
on the environment and the negative impact of certain actions of individuals on the

situation gained impetus.”

Srivastava (2010) study concludes that emerging economies like India are more affected by
domestic macroeconomic factors when compared to changes in global markets. Industrial
production, interest rate and Wholesale Price Index (WPI) are the most important variables
affecting in the long-run. Naka A, Mukherjee T, Tufte. D, (1998) found through their study
that three long-term equilibrium relationships exist among stock prices and
macroeconomic variables. Domestic inflation is the most severe deterrent to Indian equity

markets performance, and national output growth is it’s predominant driving force.

“Three among seven variables studied are more important and are expected to
influence stock markets, these factors are call rate, foreign institutional investors, and
exchange rate; other factors are index of industrial production, consumer price index,
dollar price, crude oil price.” (Makan.C, Ahuja, A & Chauhan. S, 2012; Bhatia, 2015).
The study also investigated the impact of macroeconomic variables on the functioning of
Indian Stock Market. The monthly data of ten macroeconomic variables, namely Broad
Money, Call Money Rate, Crude Oil Price, Exchange Rate, Foreign Exchange Reserve,

Foreign Institutional Investors, Gross Fiscal Deficit, Index of Industrial Production,
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Inflation Rate and Trade Balance and one stock market index i.e. BSE 500, were used.

The results indicated towards existence of causal relation with exchange rate.

Naik, K.P. (2012) in his study on the significance of five macroeconomic variables
on BSE index during 1994:2004 using monthly data has indicated that the short-term
interest rate and exchange rate were insignificant to determine stock prices. The
bidirectional causality exits between industrial production index and stock prices, whereas,
unidirectional causality from stock prices to inflation, long run interest rates to stock prices
and money supply to stock prices. Sankar, De (1975), provides evidence how the marginal
investor is indifferent between dividend yields and capital appreciation through retained
earnings. The study was conducted on selected segment of industries for data of 9 years’

duration.

It is also opined by various researchers that these models suffer from many
limitations; assumptions and the existence of perfect market condition are far from reality.
As it can be observed that market imperfections in many developing markets can be
understood and each market has it’s own market characteristics, which makes these models

unsuitable for developing country like India.

Sharma and Kennedy (1977) tested for the weak form efficiency of Bombay Stock
Exchange during 1963-1973 based on quarterly data and confirmed from their analysis that

Indian stock markets follow random walk theory.

Gujarati, D (2004) considered macroeconomic variables which are in time series
assuming that the presence of non-stationary data leads to autocorrelation. Yadav and

Lagesh (2011) considered the application of co-integration that requires the determination
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of the order of co-integration of each of time series which is done by using unit root, the
first differencing of variables of such time series are stationary and integrated into order
1(1). The primary purpose of the co-integration analysis is to obtain the presence of long-
run coefficients of the co-integrated variables. But using this method of differencing
usually confiscates the existing long-term relationship between the underlying time series
and end up providing short run causal relationship. In absence of meeting the assumptions
of econometric tests criteria, regression analysis has been found to be the best tool to

understand the relationship between these macroeconomic variables and stock prices.

2.4  Effect of Corporate Actions on Stock Prices

The firm-specific variables that affect the investor return from equity stocks are
of different nature, they can be related to various accounting information or may gain
source from corporate actions.

Corporate Actions

Corporate actions are such changes brought in by corporate which cause material
changes to the company and affect shareholders and all stakeholders of the company.
Events of such nature are made public through announcements made formally and to the
public through mass media. Changes are brought in after being approved by the board of
directors of the company. Fama and French (1992, 1993, 1996) study reveals that in
United States stock returns can be predicted by use of price to earnings ratio. They also
have concluded that price to book value and size of the firm can be used to explain cross-
sectional variation in stock returns in any country including India.

Few corporate actions which are pursued by investors and affect shareholders’

returns are dividend issue, rights issue, stock split, mergers, and acquisitions etc.
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Corporate action is one of the most sought after market information. There are four
different corporate actions which created momentum in stock prices namely dividends,
rights Issue, bonus and share splits according to literature. Corporate announcements are
statements which can be broadly listed under the following categories:

Dividend Issue Announcement

Dividends have been a means of attracting investors as it increases overall returns.
Information about dividend is one of the most awaited information by stockholders, and it
is found that market reaction starts much before the ex-dividend date. According to SEBI
“companies announce dividend payment and ex-dividend dates during Annual General
Meeting (AGM) along with other important and relevant information.” All companies
during AGM present details on the declaration of dividends, dividend payout ratio; ex-
dividend dates after the consent of board members/shareholders and publish such
information through different channels of information. Now, this becomes public
information.

Dividends are a share of profits regularly paid by the company to all the equity
shareholders. Ex-Dividend Date: Once dividend payment is announced by the company,
this date is decided. It is also known as record date. It is the time/date on and after which
stocks do not carry any dividend.

Aamir & Shah (2011) conducted a study to understand the impact of dividend
announcements for the companies belonging to cement oil and gas companies listed on
Karachi Stock Exchange (Pakistan) during the period 2004-2008. A total of 26 dividend
announcements were included in the sample and their Cumulative Average Abnormal

Returns (CAAR), for the event window of 21 days prior to the announcement and 21 days
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after the announcement were analysed. The results show evidence that for some firms;
abnormal returns were negative on the dividend announcement date but became positive
immediately after the dividend announcement date. Glan, et. al. (1995) findings reveal that
in the emerging markets firms have target dividend payout rates but exhibit high volatility
of dividend over time. Overall results indicate a positive impact of dividend
announcement.

Other studies in emerging markets like India conducted by Singh, S & Kumari, S
(2011) show mixed results for turnover and average traded quantity during the period of
study for the A-Listed companies of BSE Sensex. The study was conducted by examining
the stock return behaviour around dividend announcements in India during the period
2006-2007 and 2009-2010. There were 427 observations using event study methodology,
and the results indicate that Average Abnormal Returns (AAR’s) were not found
significant on event date during the period of study.

(Rahman, L et al., 2012) through his study analysed the impact of different types of
dividend declarations like cash and stock dividends using event study methodology based
upon 16 firms which declared only stock dividends and 23 companies which declared the
cash dividend for the period between 1st January 2007 and 31 December 2007. The
findings show that record date is a critical indicator for realising abnormal returns for the
stock dividend. The above study supports that dividend announcement do have an impact
on the stock prices and investors can use this information to their favour by trading on the
significant active days of the study period.

Another study conducted on NSE listed companies in India by Bhunia. A. (2012)

using event study methodology with an event window of 15 days pre and 15 days’ post-
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announcement period indicates that payment of the dividend does not convey any useful
information to the investing community.
Bonus Issue and Ex-Bonus Date

A company issues bonus shares to capitalise on it’s free reserves; this does not
change the net worth of the company. Free reserves being added to equity capital will
reflect the same value of liability, but it brings in a positive sentiment in the market
especially the retail investors.

Ex-Bonus Date: It is the date on and after which the shares do not carry bonus.

(M, Malhotra et al.,., 2013) short and long-term price volatility was observed using
generalized autoregressive conditional heteroscedasticity (GARCH) model. The data for
the study included manufacturing and services sector industries which made rights and
bonus announcements during the period 2000-2008. The results of analysis state that
historical volatility around bonus and rights issue announcement has increased around 20
to 100 days of the announcement.

Guo, et al., (2006) a study in Taiwan Stock Markets reveals that there exist a
positive association between the amount of stock bonus and firms operating performance.
It was also found that companies with larger company size and high growth opportunity
tend to adopt stock bonus, it also implies a positive association between stock bonus and
firm’s operating performance. Sometimes well-designed bonus compensation may lead to
better performance of the company.

Fernando & Guneratne (2009) through their study on stock price performance
around bonus issue announcements in Colombo Stock Exchange (CSE) over period 1991

to 2007 using alternative return-generating models; market-adjusted model, mean-adjusted

[32]



model and risk-adjusted model with the intention of providing a methodological
triangulation for the context of event study was performed. It was found that security price
performance had an effect by the bonus issue of shares in CSE.

Rights Issue Announcements

Companies issue rights to existing shareholders when in need of additional capital
and scarcity of any other debt opportunities. Therefore, a rights issue is an invitation to
existing shareholders to purchase additional shares of a company. As a shareholder, there
are three options which can be considered in response to the rights issue (1) Subscribe to
the rights issue in full, (2) Sell the rights to someone else or (3) Ignore your rights.
Ex-rights date is the date on and after which the shares do not carry rights to purchase
additional shares.

Adnan (2013) study on 30 companies listed on Karachi Stock Exchange from 2008
to 2011 for rights issue announcement event was done, and it was found that there was no
effect of the event i.e. any wealth maximization of investors on account of changes in stock
prices. Pathak & Giri (2008) this research was done with two primary research objectives
that were to understand the characteristics of the rights offering of listed companies and
share price movement associated with the rights offering. The findings of this study
indicate towards an increasing trend in rights issue, a large number of shareholders who
were holding small quantities of share, (i.e.) more than 50% of investors were prepared to
subscribe for rights issue just to increase the number of shares held.

Abhay, R. (2012) study on BSE 100 stocks during 2004 — 2009, was conducted.
There were eight rights issues included in the sample. Using the Market Beta Model and

CAPM model it was found that there was a lot of trading interest around the right issue in
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some stocks. From the analysis, it could be concluded that there were excess returns
generated by investors at the time of rights issue. It was also found that the generated
excess returns were not statistically significant.

Stock Splits Announcement

It is a procedure which may increase or decrease the number of shares held by a
company without changing it’s market capitalisation. Jensen, Roll, & Fama (1995) this
seminal paper included splits of all stock dividends with companies listed with New York
Stock Exchange from January 1927 to 1959. The study was concerned with the process of
splitting and it’s association with specific types of return behaviour. It was further
concluded that companies tend to split their shares during “abnormally” good times — that
is during phases of time when the prices of their shares have improved much further than
would be implied by the strong relationship between their stock prices and general market
price performance.

The evidence also indicates that the market realises and uses the announcement of
the split to re-evaluate the stream of expected income from the shares. Moreover, the
evidence shows that on an average the market’s judgment concerning the information
implications of a split are fully reflected in the price of a share at least by the end of the
split month but most probably almost immediately after the announcement date. Aduda,
J.0. (2010) study examines the effect of stock splits at the Nairobi Stock Exchange using
data from nine companies for event window of 101 days using t-test. Findings of the study
indicate towards the presence of signaling hypothesis which also suggests that stock splits

are signal to investors and other stockholders regarding the good performance.
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Miller & Bruce (1973) conclude from their study of companies listed on New York
Stock Exchange that stock prices are not significantly affected by new capital distributions
per se whether or not these distributions are splits, stock dividends announced and whether
or not the distributions are processed during bull, bear, or in no-change markets. Banerjee
& Banerjee (2009) this paper investigates market reaction to stock splits using data from
Indian companies which announced stock splits during years 2000 to 2008, from the
analysis it has been found that abnormal returns have significantly attributed to the market
capitalisation of stocks.

It is found from the literature review of research papers related to corporate actions
and their effect on stock prices that event study methodology is used in most cases
followed by statistical techniques of econometrics or paired t-test for testing the
significance of abnormal returns. Ex-event dates have been considered to be the yardstick
to measure the effect of these corporate actions. However, any consensus regarding the
effect of the event on stock prices; in few cases, they seem to have a positive effect while

in other cases it is found to have a negative effect.

2.5 Individual Investor Perspective and Factors Affecting Equity Returns

As understood from earlier research that macroeconomic variables impact stock
markets, it is further understood that a study on the perception of individual equity
investors about the significance of these factors may provide further insights. Indian’s
traditionally are found to be good savers and habit of saving is believed to be imbibed
culturally. NCAER through the survey report titled “How Households Save and Invest:
Evidence from Indian Household Survey” in 2012 estimated “number of urban investor’s

households is 15.23 million which constitute 21 % of urban households”. It is implied that
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majority household savers belong to the urban area. It is a known fact that Indian markets
are highly volatile, and the herd mentality of investors creates over reactions or under
reactions towards information coming from the markets”.

Kremen & Block (2002) behavioural finance studies the psychological factors that
influence economic behaviour both at the level of the individual as well as from market
changes. It can be used to help individual investors to make optimal investment decisions.
Kahnman & Riepe (1998) are the first scholars challenging financial advisors to examine
the practice from a behavioural standpoint. They leverage the decision theory work of
Raiffa (1968) by categorising behavioural biases on three grounds “(1) biases on judgment
(2) errors of preference and (3) biases associated with living with the consequences of
decisions.”

According to Pompian (2006), it is better to adapt to emotional biases because they
result from intuition, which is hard to rectify. Therefore, a moderation of emotional biases
is needed only for investors with low levels of wealth. Cognitive biases would be
moderated unless the investor is very wealthy.

Parag, Parikh. (2010) mentions in his book on “Value Investing and Behavioural
Finance” that “people have been accustomed to making easy money from the stock
markets. The challenge ahead is to have the courage of a value investor and, of course
with it, the patience to hold on to investments. This calls for not only an active mind but
also healthy heart to enable one not to be influenced away by emotions. They will be much
stronger with the turbulent times ahead. Self-belief and conviction will sail you through.
Bull and bear markets always follow each other. It’s the investor’s ability always to keep

learning that will help them.” Therefore, it is implied that learning is a process of
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continuously gaining and using information, in particular, to wisely make buy and sell
decisions.

Bhatt, A. K. (2013) study of individual investor in Jamnagar city from eight social
classes categorised based on income level and occupation was conducted with a sample
size of 200 investors. It was found that bank deposits were most preferred investment
option among all classes, while investors from class Al also had a greater preference
towards insurance and mutual funds. The primary objective of investors behind
investment was to create assets followed by tax benefits and future expenditures. The
study concludes that investors’ preference will be changing with the change in education
level, income level, and occupation.

Kasilingam & Jayabal (2009) a study was conducted in Tamil Nadu to understand
the Investor’s Attitude in Stock Selection Decision, with 29 factors included in the
questionnaire. It was found that five variables (i.e.) the yield on equity, the excellence of
management, profit on investment, and price to earnings ratio and various ratios of the
business influenced the decision makers. The five least influencing variables were the
recommendation by the analyst, broker and research report, recommended by the friend,
family, and peer, the physical location of the company and social responsibility. The
analysis was conducted using factor analysis. The result also tells that factors such as
earning factors, decision-making factors, industry related factors, corporate governance
factors, positioning elements, image building factors, goodwill factors and industry
competition factors were not important between different age groups of sample investors in
the stock selection decision. But there was an important difference between the ages in the

case of fundamental and market factors.
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Kukreja, G. (2012) the research objective was to identify and evaluate the variables
impelling investor perceptions towards investments in National Capital Region (NCR) in
India.  Educational qualification has significant relation with the transparency of
transaction in the cash market, tax benefit in the cash market, past performance of the
business in cash market. It was found that profession had a significant influence on
investment pattern in cash market, services of the stock broker in cash market, risk and
uncertainty in future and option, the size of investment in future and option, services of the
stock broker in future and option. Age of investor was found to have a significant influence
in selection of financial instruments. Therefore, age and occupation were found to be the
major drivers of investor behaviour.

Mittal, M. and Vyas, R.K. (2008) explored the relationship between various
demographic factors and the investment personality exhibited by the investors. Empirical
evidence suggested that factors such as income, education and marital status affect an
individual’s investment decision. Rajarajan V (1997, 1998 and 2000) in their study
classified investors based on their demographics characteristics. He found the investors'
characteristics by their investment size, and the percentage of risky assets to total financial
investments had declined as the investor moves up through various stages in the life cycle.
Further, he noted that investors' lifestyles are based on their demographic characteristics.

Sehgal, S. et al., (2009) this study focuses on the investor sentiments and it’s
relationship with certain economic, market and regulatory factors in addition to research on
the relationship between investor sentiment and stock returns. There was no clear
consensus among participants about the concept of investor sentiment. The key economic

factors that impact investor sentiment were real GDP, corporate profits, the rate of
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inflation, the level of interest rates and liquidity in the economy, while the market-based
factors were put call ratio, advance decline ratio, earning surprises, P/E ratio and price to
book value. A majority of respondents believe that better regulatory framework does
influence ‘Investor Sentiment' especially about legal provisions relating to corporate
governance and investor grievance redressal mechanism. Most of the respondents also felt
that investor sentiment and market returns were highly correlated and in fact influenced
each other.

Ruta, Khaparde & Anjali, Bhute. (2014) conducted a study on individual investors
in the area of Navi Mumbai, India to analyse the perceptions of investors on
macroeconomic variables. The methodology was simple cross tabs, and with as sample of
200 investors, the study concluded that there is a need to study many other variables apart
from those included in the study as they have an important role. It was also observed that
the perception of the investors differed towards the impact of macroeconomic performance
on stock market behaviour on different individual factors such as age and years of market
investment experience.

It can, therefore, be found that individual investor’s demographic characteristics do
have a significant relation with their investment decisions and returns. The major factors
were age, income, education level, gender, opinion of stock brokers and investment
experience. Information related to macroeconomic factors and firm related factors also
affects stock performance indirectly; however, this perspective has been ignored in most of

the studies.
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2.6 Need for the Study

From the above literature, it is evident that investor personal attributes, perceptions
and sentiments about various factors play a significant role in the process of his decision
making and equity returns from capital markets. Most of the study has been conducted in
an individual geographic location, and hence the demographic attributes of investors from
specific regions have an opportunity to influence the results of the survey. Hyderabad is
an upcoming city with all the required technological advancement and infrastructure
facility whereas; Mumbai is the financial capital of India. A comparative study on the

perceptions and choices of investors from these two cities may bring in new insights.

The present research is aimed to understand the importance of various firm related
and macroeconomic factors from the perspective of individual investors for which there
has been very little research done so far. With the changing financial markets, new
investment avenues and technological advances in stock markets more specifically equity
investment may be a source of excellent return for the retail investor. Research of this
nature wherein two developing cities are involved has not been taken up so far hence the

results may add to the existing literature.

The study is designed to interpret the relation between various factors influencing
equity investor decisions and behaviour. From figure 2.2 it can be observed that he first
dimension is from the perspective of investor’s demographic characteristics and attributes
which determine investment profile of individual investors. The second dimension relates
to various macroeconomic factors which influence stock returns; these factors are derived
based on literature. The third dimension is about corporate actions and their impact on

stock prices of Nifty 50 companies. There are four corporate actions which have been
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included in the study based on their significance according to literature; there are dividend,

bonus, rights issue and stock splits.

Individual Factors

Demographics

INDIVIDUAL
Adacro Ecomomic INVESTOR
Eactors RETURNS AND
Index of ind. Prdn. PERCEPTION ON

Crude O, Gold
Prices

Exchange Rates
Interest Rates etc.

Firm Related Factors

Corporate

Announcements

Dividaend Payout
Ratio

Age. CSR. Policies
atc.

Figure 2.2 Dimensions of Literature Review for Research

Through present research, an attempt is made to assess the investment profile of
individual equity investors from two different geographic locations in order to understand
what factors are perceived to be most important to them. Also before starting on this
endeavour a thorough literature review is made in order to select relevant factors for the
study.

In the presence of massive sources of information selecting the right information
for decision making is a strategic task, through the present study an attempt is made to
understand which of the factors need to be considered important during decision making.
Conclusions drawn from the results of the present study may be useful to retail investors to

understand the importance of various factors and enable them to make error free decisions.
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It is also useful for brokerage firms, investment consultants and regulatory bodies to create
awareness among investors towards a successful equity investment.

2.7  Objectives of the Study

(1) To examine the association between macroeconomic variables with stock market prices
and perceptions of investors.

(@ To study the relationship between macroeconomic variables and stock market
prices.

(b) To make a comparative analysis on perceptions of individual investors on the
importance of macroeconomic variables for equity investment decisions from
Hyderabad and Mumbai.

(2) To study the effect of corporate actions on stock returns of Nifty 50 companies and
perceptions of investors.

(@) To study the effect of corporate actions on stock returns of companies in Indian
markets. (Secondary Data)

(b) To make a comparative analysis on perceptions of individual investors on the
importance of corporate actions for equity investment decisions from
Hyderabad and Mumbai

(3) To examine association between investors preference of investment instrument and
their demographic characteristics.

(4) To study the relation between investor perceptions on the importance of stock market
information and their demographic characteristics.

(5) To determine and study the investment profile of investors from Hyderabad and

Mumbai.
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2.8 Conclusion

Literature has been reviewed from various dimensions of the study and is presented
in the similar order. It starts with studies related to macroeconomic variables and their
impact on stock indices which were published during recent years. Next dimension being
the effect of corporate actions on stock prices, relevant studies are reviewed and presented
starting with dividend announcement, bonus issue announcements, stock splits and rights
issue announcement. There are few studies which agree to the presence of efficient market
hypothesis whereas others differ. Investor perceptions on the importance of these
announcements, has not been studied so far and hence this element is added to the present

study.

The review of the literature also incorporates research related to the demographics
and individual personality factors which are mostly related to behavioural finance. These
two dimensions are found to be the important attributes that impact investment decisions of
the individual investor. This chapter also presents the need for the study and the research

objectives.
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RESEARCH METHODOLOGY



CHAPTER - 111

RESEARCH METHODOLOGY
3.1 Introduction

This chapter includes the description of the research methodology adopted to
achieve the objectives of the study and relevant hypotheses. It comprises of three sections
which have been divided based on the methodology applied for the analysis. A separate
section is created for the procedures adopted for data collection, analysis, and presentation
of results. The reason being that data used for the study is partly secondary, which is time
series data i.e. stock price data, and partly primary, which is collected through the survey
Section- | illustrates the methodology used for achievement and testing Hypotheses (1-6)
relevant to the objective 1(a) associated to study on the relation between macroeconomic
variables and stock price movement.

Section — 11 describes the methodology adopted for hypotheses relevant to objective 2(b),
which is secondary data for the study on the effect of corporate actions on stock returns of
companies listed under Nifty 50 Index using ‘Event Study Methodology’.

Section — Il is associated with the objective 1(b), objective 2(b), three, four, and five
which are related to the study depending on primary data collected through the survey from
individual investors. This section also explains data collection and analysis procedure

adopted for survey data collection.
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SECTION — |

With changes in the economy, leading to economic development on account of
changes in various macroeconomic variables there is a possibility that stock prices of
major companies are also influenced. Investor’s interest majorly lies in understanding the
expected effect of the change in stock prices due to changes in macroeconomic variables
sand such aspects in order to make appropriate decisions. It has been observed that equity
markets have always been in limelight on account of high volatility and turnover in present
times. Most of the market participants get attracted to equity investment in hope of
making quick money, either through day-trading or short term investments. While a group
of investors are those who ponder around with equity investments as a long-term
investment strategy. From the literature, it is understood that various market factors
influence the stock market returns from equity investment from time to time.

3.2  Variables Identified From the Existing Literature

The study on Nifty Stock Index price returns and other select macroeconomic
variables namely Index of Industrial Production (I1P), Crude Oil Prices (COP), Gold Prices
(GP), Exchange Rate of US Dollars to Indian Rupee (EDR), Exchange Rate of European
Pounds (EEP) to Indian Rupee and Wholesale Price Index (WPI), are used as independent
variables and Nifty 50 Index closing prices are used as proxy for stock market movement.
Based on the availability and accessibility of data an attempt has been made to include the
most prominent macroeconomic factors in the present study. Granger causality test which
is widely used for time series data analysis has been used for the present objective. The
need for using econometric analysis was on account of the nature of data which is time

series and opportunity to understand specific causal effect between independent and
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dependent variables. Most of the above-mentioned variables are available for monthly
frequency. Monthly data of all the variables have been included for period April 2006 to

December 2015 which comprises of 117 observations for each variable.

Causality test is most popularly used methodology to establish the existence of the
causal relation between two-time series variables. Granger Causality test by Engle &
Granger (1987) “has been used to find out the direction of causality between the
variables.” Present objective is to examine the causal relation between each of the above-
mentioned macroeconomic variable on stock returns of Nifty 50 Index.

Patel, S (2012) in his study on the effect of macroeconomic determinants on the
Performance of the Indian Stock Market used bivariate granger causality test. Kibria. et al.
(2014) study on Impact of Macroeconomic variables on stock market returns: A case of
Pakistan used descriptive analysis, correlation analysis, granger causality tests and
regression analysis. Chen.et al. (1986) was one of the first studies on the relation between
macroeconomic variables and stock prices using APT (Arbitrate Pricing Theory) model.

Other studies which have applied granger causality test for establishing the
presence of relation between macroeconomic variables and stock prices are (Darrat &
Mukherjee, 1987; Hamao, 1988; Brown & Otsuki, 1988; Darrat, 1990; Lee, 1992;
Mukherjee & Naka, 1995). The first part of the discussion in this section is related to the
methodology adopted for the fulfillment of objective 1(a) secondary sources of data have

been used for it.

[46]



3.3  Research Objectives and Hypotheses

(1) To examine the relationship between macroeconomic variables and equity

investment returns.

1(a) To study the relationship between macroeconomic variables and stock market
prices.

Hi: There is a causal relationship between monthly stock price movement of Nifty 50 and
Crude Oil Prices (COP)

H,: There is a causal relationship between monthly stock price movement of Nifty 50 and
Gold Prices (GP).

Hs: There is a causal relationship between monthly stock price movement of Nifty 50 and
Index of Industrial Production (I1P).

H,4: There is a causal relationship between monthly stock price movement of Nifty 50 and
Wholesale Price Index (WPI).

Hs: There is a causal relationship between monthly stock price movement of Nifty 50 and
US Dollar to Indian Rupee Exchange Rate (DER).

He: There is a causal relationship between monthly stock price movement of Nifty 50 and
European Euro to Indian Rupee Exchange Rate (EER).

1(b) To make a comparative analysis on perceptions of individual investors on the
importance of macroeconomic variables for equity investment decisions from

Hyderabad and Mumbai. (Hypotheses included in Section — 111).
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The figure 3.1 represents the conceptual framework designed for the fulfillment of

objective (1) which includes two sets of data (i.e.) primary and secondary.

. ~|
1(a)Stock Prices
. Hypotheses H, to H
g of Nifty 50
MACRO ECONOMIC
VARIABLES ’ - 1(b)P : e ) p -]
erceptions o
Individual Hypotheses H,
Investor's/Demographic (atoe)
S

Figure 3.1 Relations between Macroeconomic Variables and Stock Prices
Source: From primary data analysis using SPSS 20 software and MS- Excel

Changes in the regulations to monitor the financial markets of a nation are made by
government from time to time. Movement in stock markets occurs on account of both
domestic and international events. An assumption regarding the existence of causal
relation between macroeconomic variables Nifty 50 price movement is studied through
objective 1(a). Objective 1(b) is framed to understand the perception of individual
investors on the importance of macroeconomic variables for equity investment decisions.

It includes hypotheses as mentioned in figure 3.1.
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3.3.5 Methodology for Secondary Data Analysis

There are six macroeconomic variables selected for the study which are
independent variables and Nifty 50 Index is the dependent variables. The study is
conducted by using monthly data for all the variables. Before conducting final analysis all
the values have been converted to natural log.

Monthly data of all the variables chosen for the study as mentioned in table 3.1 has
been included for period during April 2006 to December 2015. Stock prices data for Nifty
50 data of stock prices are also collected for the same period using monthly closing prices
from NSE India website. All the data has been converted into natural log before
proceeding with any further analysis to maintain consistency.

3.4  Description of Variables for Objective 1(a)

Nifty Index: It comprises of 50 companies’ stocks from thirteen sectors of the economy and
is a well-diversified portfolio; it is based on derivatives and index funds. It is owned and
managed by India Index Services and Products Ltd., (IISL).  About 65% of free float
market capitalisation of stocks are linked to NSE as on March 31, 2016 as reported by
www.nseindia.com. From June 26, 2009, Nifty 50 is computed based on free float
methodology. It has been included as a proxy for market returns as it is the most popularly

followed index.

Crude Oil Prices: Crude oil is one of the most important natural resources and also known
as black gold. It’s prices influence the economy as most of the manufacturing and
industrial firms depend on it for their existence. As India is a heavy importer of crude oil,

and changes in oil prices affect the economy, in the present study this variable has been

[49]



considered important and hence has been included in the study. It is one such important
commodity that in present times influences Indian economy as well as other nations’
economies significantly. “In India, 80% of the oil used is imported which accounts for one-
third of the total inputs. A fall in global oil prices would therefore, imply a current account
deficit” as reported by Livemint.

Another important effect of changes in crude oil prices can be seen in the
transportation sector. A rise in oil prices would also lead to increase in prices of goods and
services in the transportation as the input cost of these businesses is influenced by crude oil
prices. The increase in input cost increases the overall cost and may lead to a fall in
consumer demands due to rising prices leading to retail inflation. This increase of input
cost leads to a fall in consumer demands due to rise in prices, which further may result in
retail inflation. As reported by moneycontrol.com “every $10 per barrel fall in crude oil

price helps reduce retail inflation by 0.2% and Wholesale Price inflation by 0.5%.”

Gold Prices: Gold is regarded to be one of the safest hedges against inflation. In India, it
is an age old practice to invest in gold. It has been considered as an important variable
whose prices have potential to drive financial markets. For the present study monthly
average closing prices of 10 grams of pure gold of 24 carats purity has been used for the
present study. It is one such commodity whole supply is limited. It’s price remains fairly
constant or increases over time hence investors feel that it is an ideal hedge against
inflation. Therefore, it is observed that investors switch most of their investment towards

gold when they expect a major crash in stock market.

Index of Industrial Production (11P): “IIP or the Index of Industrial Production is used to

denote the growth of industrial production during a certain period, based on figures of
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2004-2005 with an assigned index of 100. It is published by Centre for Statistical
Organisation (CSO) six weeks after the month ends. It is updated with broader coverage
of 682 items comprising 61 from mining and quarrying, 620 from manufacturing and one
from electricity sector having the weight of 14.16%, 75.53%, and 10.32% respectively in
the all-India 1P in 2004-2005.”

[P figures are found to be influential as they represent the direction of the growth among
the industries in Indian economy and higher growth is an attraction for better investment.
It is a statistical data, a measurement which indicates the status of production in the
Industrial sector for a given time frame with reference to the period of time. It is an
indicator for the rate of Industrial growth. “It can also be categorised as Index of Industrial
Production from the following classification:

Q) Manufacturing sector

(i) Electricity sector and

(iii) ~ Mining and Quarrying

Wholesale Price Index (WPI): “It is a price representative of the basket of wholesale
goods; it is released monthly since 2009 in India. It’s main concentration is on the price of
goods traded between corporations rather than goods bought by consumers. The main
drive for WPI is to monitor price movements that reflect supply and demand in industry,
manufacturing, and mining. It comprises of 676 items with 2004-2005 as the base year. It

is defined as the percentage change in the value of WPI on a year on year basis. In 1995
WPI inflation was 16.9% rising from 10.6% in the same month previous year, during same

time Sensex fell from 3,778 to 3,260 points.”
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In India, stock markets are sometimes found to be dependent on changes in wholesale price
index. Investing in stocks is sometimes believed to be the hedge against inflation. From
the past data it can be found that in March 2005, fuel inflation was 10.4%, with not much
effect on stock prices. This data implied that Sensex may have very little correlation with
Wholesale Price Index.

US Dollar Exchange Rate ($): The US Dollar is the most powerful currency of the world
and has highest recognition value. When goods are imported or exported from India the
payment is made in terms of dollars, therefore any change in the exchange rate of dollars
considerably influences the economy. It is a general belief that “if it’s value goes high
consumers may suffers, and if it value goes low exporters may suffer.” Similarly, the next
most popular currency is Euro (€). Hence the exchange rates of these two currencies have
been included in the study.

In this age of multinational corporations and increasingly globalized economy, the
influence of foreign exchange market on individual investors cannot be ignored. In the
present study apart from the domestic macroeconomic variables exchange rate of US
dollars and European Currency Euro are also included to get a better understanding of the

effect of changes in global markets on the movement of Nifty 50 prices.
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Data Sources and Variable Description

Table 3.1

Description of Macroeconomic Variables

Acronym Construction of Variable Data Source Values
Monthly average of daily | From NSE India official Mor!thly .
. . . . closing Price
NSE closing stock price, from Nifty | website, in Indian
50 Index. www.nseindia.com
Rupee INR.
Monthly averages of crude | Monthly
. . oil prices from commodity | average of
COP g:\:gge eSO'I Prices  monthly from Multi Commodity | crude oil price
g Exchange of India Ltd | per gallon in
(MCX) website. INR
. Actual
GOLD Monthly average price has be_en From MCX Metal and | monthly
calculated from daily closing
. - S Energy averages per
prices, of gold in which is the : - )
o https://www.mcxindia.com | 10 grams in
standard for Mumbai city INR
Monthly average of Index of The base year
Industrial production which | Monthly data for [1IP | 2004-2005
P measures the short- term | general from India Stat | =100
changes in the volume of | database
output of Ind. sector in India
Monthly average of Wholesale The base year
Price Index which is a measure | Moty 482 for WE | 2004 5005
WPI of changes in prices of all gommodities with  base =100
commodities at first transaction ear 2004-05=100
in bulk sale in Indian Markets. |~ B
Monthly average exchange Exchange rate
uUsD rates of US Dollars in terms of | From India Stat reports of  monthly
Indian rupee. avg. in INR
EURO | Monthly average exchange Exchange rate

rates of European Union Euros
in terms of Indian rupee.

From India Stat reports

of  monthly
average in
INR

Source: Compiled depending on the secondary data reviewed
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3.5 Tools Used for Analysis

Objective 1(a)

For the present objective which is to examine the presence of causal relationships
between macroeconomic variables and the price movement of Nifty 50 Index (which is
used as the market proxy), granger causality test has been adopted. Similar study in Indian
perspective have been conducted by (Naik & Padhi, 2012; Ray, 2011) to understand the
causal effect between two variables. The research has been carried on using granger
causality test for time series data. However, there are pre-requisites for conducting this

test.

Granger Causality Test

Granger (1969) and Sim (1972) introduced granger causality test to examine the
causality between variables in economics, it is a tool that determines the forecasting ability
of one-time series variable on other. It explains the direction of causality whether uni-
directional or bi-directional causality. The test is based on the following:

“The null hypothesis (Hp) that is tested in this case is that the X variable does not
Granger cause variable Y and variable Y does not Granger cause variable X. In summary,
one variable (X;) is said to granger cause another variable (¢) if the lagged values of X;
can predict Y and vice-versa. The test is based on the following regressions. Test for the
absence of Granger causality by estimating the following model:

Yi=a0+ a1 Y + ... +8pYep+t D1 Xes + .. + bpXip + Ut (@D

Xi=Co+ C1 Xp1 + ... + CoXip + U1 Y + ... +dpYep + (2)

Then, testing Ho: by = b, = ..... = b, = 0, against

Ha: 'Not Ho', is a test that X does not Granger-cause Y.
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Similarly, testing Ho: d; = dy = ..... =dp = 0, against Ha: 'Not Hy', is a test that Y
does not Granger-cause X. In each case, a rejection of the null implies there is Granger

causality. The null hypothesis is tested by using the standard F-test of joint significance.

Here RSSR & RSSUR are the Restricted and Unrestricted Residual Sum of Squares
respectively. M is the number of lags, n is the number of observations and k is the
parameters in the unrestricted equation. If the computed F-value exceeds the critical F-
value at the chosen level of significance, the null hypothesis is rejected. This would imply
that macroeconomic variable ‘Granger cause’ or improve the prediction in stock prices and
vice versa.”

(Note: That it has been taken one period lag in the above equation. In practice, the choice of
the lag is arbitrary.)

For the present study, granger causality has been used to test the causal relation
between Nifty Index and macroeconomic variables using E-Views 8 software.

“H,: Each macro economic variable do not granger cause Nifty Index Stock Prices”

Note: Lag of 2 years has been considered.

Prerequisites for conducting Granger Causality test: “Unit Root Test which uses
Augmented Dickey-Fuller Test (ADF) is being used to check the time series data for
stationarity. A prerequisite for using most of the econometric models based on time series
data, are the stationarity of data. ADF test has been widely adopted for testing
stationarity.”

“Stationarity of a data series implies that the means and variances are constant over a
given period of time and the covariance between the two extreme time periods does not

depend on the actual time at which it is computed but on lag between the two extreme time
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periods. E-Views software provides with a variety of powerful tools for testing a series (or
the first or second difference of the series) for the presence of a unit root. In addition to
Augmented Dickey & Fuller (1981) and Phillips & Perron (1988) tests, E-Views software
allows to compute the Generalised Least Square (GLS)-detrended Dickey Fuller as
mentioned in several studies. If the process has a unit root, then the times series is non-
stationary. The testing procedure for the ADF test is the same as for the Dickey—Fuller

test but it is applied to the model.”

Ay = o+ B+ YY1 + 0 QY1 + -+ 0p 1 AYipi1 + 8] 3)

Where,

¥ Is a constant

3 The coefficient on a time trend
P The lag order is of the autoregressive process.

“Imposing the constraints v = (Jand & = O corresponds to modeling a random

walk and using the constraint g=0 corresponds to modeling a random walk with a drift.
Consequently, there are three main versions of the test, analogous to the ones discussed
on Dickey—Fuller test.

By including lags of the order p the ADF formulation allows for higher order auto-
regressive processes. This means that the lag length p has to be determined when applying
the test. One possible approach is to test down from high orders and examine the t-
values of coefficients. An alternative approach is to examine information criteria such as

the Akaike information criterion (AIC) which is widely accepted” Gujarati, D (2004).”
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The unit root test is then carried out under the Null hypothesis 7 = Oa (Variable is not

stationary) Alternative hypothesis of 7 = D-(Variable is stationary)

=

SE (;) 4)

DF, =

Once computed it can be compared to the relevant critical value for the Dickey—
Fuller Test. If the test statistic is less (this test is non-symmetrical so, do not consider an

absolute value) than the (larger negative) critical value, then the null hypothesis

of ¥ = Ois rejected and no unit root is present. Further remains a question as to what is
the kind of relationship between these variables, (i.e.) is there any causation effect between
these variables. There are two types of causation effects that can be understood using
Granger Causality Test first one being Unidirectional that is one way (X—>Y) and second
Bidirectional that is both way (X —>Y) and (Y —X). Further results of data analysis is

presented in Section — | of chapter IV.
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SECTION -1

3.6  Objectives and relevant Hypotheses

To achieve the objective of the study few of the most popular stocks (i.e) fifty
companies listed under Nifty 50 have been found to be appropriate. As these are most
popularly traded stocks and attract attention in capital markets, in addition their
announcements are captured through most of the public media.
Figure 3.2 below shows that corporate actions and their effect are examined from two

perspectives. The relevant objectives and hypotheses are also indicated.

2(a)Nifty50 Index

s Hypotheses H, to H
(2011-2015) P B

-
1

CORPORATE ACTIONS

2(b)Perceptions of
Individual Investors  ———— Hypotheses H,, to H,,

(Hyderabad & Mumbai)

J k.

Figure 3.2 Corporate Actions, Stock Returns and Investor Perceptions
Figure 3.2 explains objective 2(a) which comprises an examination of the effect of
corporate actions on the stock returns of fifty firms listed with Nifty 50 during the period
2011 to 2015. It also explains that objective 2(b) is related to the study on the perceptions
of individual investors. An investigation is also made to understand these perceptions
dependent on demographic attributes of investors from two cities (i.e) Hyderabad and
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Mumbai using Hypotheses Hi, to Hyg,

2(a) To study the effect of corporate actions on stock returns of companies in Indian
Markets.

Hypotheses:

H8: There is an effect of the ex-dividend date on stock returns of Nifty firms

H8 (a): There is an effect of the ex-dividend date on stock returns of Nifty firms for 61days

event window.

H8(b): There is an effect of the ex-dividend date on stock returns of Nifty firms for 31

days event window.

Hg(c): There is an effect of the ex-dividend date on stock returns of Nifty firms for 11

days event window.

Hg: There is an effect of the ex-bonus date on stock returns of Nifty firms.

Hg(a): There is an effect of ex-bonus date on stock returns of Nifty for 61 days’ event

window.

Hg(b): There is an effect of the ex-bonus date on stock returns of Nifty for 31 days’ event

window.

Hg(c): There is an effect of the ex-bonus date on stock returns of Nifty firms for 11 days

event window.
Hio: There is an effect of the ex-rights date on stock returns of Nifty firms.
Hio@): There is an effect of the ex-rights date on stock returns of Nifty firms for 61 days

event window.
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Hiom): There is an effect of the ex-rights date on stock returns of Nifty firms for 31 days
event window.

Hio(): There is an effect of the ex-rights date on stock returns of Nifty firms for 11 days
event window.

Hi1: There is an effect of the ex-splits date on stock returns of Nifty firms.

Hi1s): There is an effect of the ex-splits date on stock returns of Nifty firms for 61 days
event window.

Hi1w): There is an effect of the ex-splits date on stock returns of Nifty firms for 31 days
event window.

Hi1¢): There is an effect of the ex-splits date on stock returns of Nifty firms for 11 days

event window.

3.7  Description of Variables

Corporate Actions: These are such actions which may affect the stakeholders,
shareholders, or bond holders as it may bring some material change in the stock returns of
these stocks. These events are announced after approval of the board members of the
company and widely published through different media. The information on such
corporate actions is publicly available to all. Four major corporate actions are included in
the present study which is explained further:

Dividends Issue Announcement: It is a share of profits regularly paid by the company to
the entire equity shareholders. Ex-Dividend Date: Once dividend payment is announced
by company, a date is decided which also known as ex-dividend date. This is the time/date

on and after which stocks do not carry any dividend. Therefore indicating that to make the
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benefit from dividend announcement an investor should be holding the shares of such
stocks on the ex-dividend date.
Bonus Shares Issue Announcement: A company issues bonus shares to capitalise on it’s
free reserves; this does not change the net worth of the company. Free reserves being
added to equity capital will reflect same value of liability, but it brings in a positive
sentiment in the market especially for the retail investors.
Ex-Bonus Date: It is the date on and after which the shares do not carry any bonus on
shares.
Rights Issue Announcement: Companies issue rights to existing shareholders when in
need of additional capital and in the scarcity of any other debt opportunities. Therefore, a
rights issue is an invitation to existing shareholders to make the purchase of additional
shares of a company. As a shareholder, they have three options when considering what to
do in response to the rights issue. They can (1) subscribe to the rights issue in full, (2)
ignore your rights or (3) sell the rights to someone else.
Ex-Rights Date: It is the date on and after which the shares do not carry rights to purchase
additional shares.
Stock Splits Announcement: It is company’s decision to increase the number of shares
owned by shareholders, whereby the existing shareholders get additional shares. After a
share split, stock prices decrease as the existing shares are split in a certain ratio. The ex-
split date is the date on and after which the share prices reflect the new split prices.
Relevant research

The importance of corporate actions and study on market efficiency in Capital

Markets has been researched separately for each announcement as a sectoral effect of an
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announcement in Indian perspective. Most of the studies conducted have used event study
methodology to understand the effect of corporate announcement on stock returns in Indian
markets (Conroy & Harris, 1999; Pandey, I.M. 2001; Garrett & Priestley, 2000; Raja,

2012; Barnes, 2012; Malhotra & Thenmozhi, 2012; Naidu & Suresh, 2012; Bashir, 2013).

3.8  Statistical Techniques for Evaluation

Obijective two comprises of two sub objectives based on the type of data used. The
major objective is to understand the role of corporate actions from the perspective of
individual investors through the study of both secondary data analysis and study on
perceptions of investors through primary data. According to the demand of the objective

different statistical techniques are adopted for each sub objective, for:

2(a) Event Study Methodology is used whereas for 2(b) Chi—square test of association is

found appropriate.

Event Study Methodology

One of the most popularly used methods is event study analysis, to capture the
effect of an event on stock returns. Brown & Warner (1980) “event study methodology is
one of the most popular methods used worldwide to capture the effect of events.”
Description of Terms
Event: “It is the occurrence of a particular action occurring at a specific time, and is
expected to convey some information. Day “0” is the event day for each
announcement/security in the present context. It is the ex-date which is announced by the
corporates for four different events being studied namely dividends, bonus share, rights

issue and share splits.”
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Estimation Period
It is the period for which daily returns observations for the period before the event window
are drawn and used for estimating expected returns. In the present case 250 days’ event
period which is commonly used in most of the event study analysis.
Event Window
“It is the time duration selected before and after the event being considered to study the
variance in abnormal return.” In present study, three different event windows that are 61
days, 31 days and 11 days. An observation period of 11 days is shorter when compared to
31 days and 61 days; three different event windows have been studied in expectation of
capturing market reaction to corporate actions during different event windows. The study
included +30 days to -30 days, +15 days to -15 days and lastly, +5 days to -5 days.
Estimation Model

The model which is used to calculate estimated returns for each security is the
estimation model. Market model is a statistical model which relates to the return of any
given security to the return of the market portfolio. Models with linear specification
follow from the assumed joint normality of asset returns. For any security ‘i’ the market
models abnormal returns are calculated using the market model, which is commonly used
in event studies to measure abnormal returns (Norman, Strong 1992).

Figure 3.3 illustrates the estimation model used for conducting event study

analysis.
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Figure 3.3 Event Study Model
Source : http://eventstudymetrics.com/index.php/event-study-methodology/

Study on corporate announcements using event study methodology with Market Model for
estimation of returns has been used extensively (C. MacKinlay, 1997; Mitchell and Netter,
1994; Williams & Siegel, 1997). This model is used to calculate the estimated returns of
stocks depending upon the market returns. The difference between actual returns and
estimated returns are the abnormal returns. It signifies the deviation from the expected
returns and hence is capable of demonstrating the market reaction to a particular event.

For the present study single factor market model is used for estimating the expected
returns. The estimation period of 250 days prior to 30 days of the ex-event date is used for
each of the announcement. Daily returns are calculated for each day using data of closing
prices from NSE website for 50 companies listed in Table: 1 in the appendix. Daily
returns are first calculated for each stock and Nifty 50 Index using the formula. All the

returns have been calculated using the natural log of closing prices of security.
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Where,
Ri: = Return on Stock i, for time t
P1 =Price of Stock i for present day

Po =Price of Stock i for previous day

The equationused is: Rit= i+ Bi*Rm+ Eideeverrnriiiiniiiii, (6)

Where, R;  is the expected return from stock i at time t, a; and B; are the estimated values
and € i is the error term which is assumed to be ‘0’.

Abnormal returns are calculated using following:

ARt = Rit— (0 + Bi* R oo (7)

Cumulative Average Abnormal Returns (CAAR)
CAAR; (11, t;) where ti1<t; <tz <...n

Abnormal Returns must be aggregated to draw overall inference for each
announcement across two dimensions, through time and across securities. CAAR is used
to accommodate multiple period event windows.
Testing for Significance of Abnormal Returns

Using parametric tests such as t-test with the assumption of normality is difficult to
test. The assumption of normality of standard deviation of the average abnormal returns
may not be fulfilled hence non-parametric tests is also used to measure the significance of
abnormal returns. Non-parametric tests reject the hypothesis of positive abnormal,
Wilcoxon signed ranks test is used for testing significance of abnormal returns. It connects

both sign and magnitude of abnormal returns. The assumption of Wilcoxon test is that
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“numbers of absolute values are equal and each is different from zero.” Paired sample t-

test, Serra (1999) and Wilcoxen test, Corrado (1989); have been used for testing abnormal

returns before and after event.

Criteria for Sample Selection

> Ex-event dates of only four corporate actions from companies listed with Nifty 50
during 2011 to 2015 depending upon availability of data.

» EXx-Event date’s data is published and is publicly available.

> Availability of the data on stock prices for each of the 50 companies from the sample.

> In cases where the ex-events dates are overlapping, such events are not included in the
study.

According to Arellano and Bond (1988) unbalanced panel data are commonly used in

financial and economic studies as they reduce the effect of self-selection of firms within a

sample. Companies of each sector keep changing semi-annually. However, the index is

maintained in such a manner that the changes in securities may not affect the overall

turnover. Such changes in the companies may have an impact on the returns from firm or

the sectoral performance.

Analysis for ex-events, abnormal returns has been done using both parametric and non-
parametric tests. ARs are tested for three different event windows comprising of AR’s for
pre-event and post-event period.

3.9 Data Collection and Purification Process

Data sources

Data used is secondary in nature and is related to stock prices. Following sources were

accessible and appropriate for data collection such as www.moneycontrol.com,
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www.yahoofinance.com, www.nseindia.com. All ex-dividend dates, ex-bonus dates, ex-
split dates and ex-rights dates have been extracted after verification from respective
websites. Data on daily closing prices for companies listed on Nifty 50 index and the
Index daily prices have also been taken for period January 1%, 2011 to December, 31*
2015. Rigorous data cleaning was performed to check for announcements made by each
company each year around the same dates in the following manner:

» Data downloaded from the websites were checked for the similarity of dates for each year
for an equal number of days for all 50 companies. As there was no consistency and the
downloaded data had some dates repeated. Excel was used for cleaning the data.

» The database of all the ex-event dates for dividends, bonus, share split and the rights issue
was categorised in the order of the year between 2011 to 2015, after which common event
dates were identified and deleted from the sample, most of the overlapping occurred in the
case of dividend announcement and bonus issue announcements. It was found that out of
224 dividend announcements from all the 50 companies only 104 were usable for final
sample as there was an overlap in many cases.

» In cases where ex-event dates which were very close in terms of time (i.e.) as near as 15
days only one event was included in the final sample. Each event was analysed separately
to derive the abnormal return for it based on the market model formula using Nifty 50
index as a proxy for market returns.

» After calculating abnormal returns for each event they were categorised under respective
categories as dividend, bonus, rights and split as events. AAR was calculated using the
simple average from excel worksheet, these Average Abnormal Returns were used further

to calculate Cumulative Average Abnormal Returns (CAAR).
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SECTION - 111

3.10 Methodology for Primary Data Analysis

In the present section the content is arranged in the order of objectives, relevant
hypotheses for objectives 1(b), 2(b), 3, 4 and 5. After which the study presents the
explanation of variables included followed by data collection tools and sample collection
methodology and finally statistical technique adopted for achieving the objectives.

3.11 Objectives and Hypotheses

1(b) To make a comparative analysis on perceptions of individual investors on the
importance of Macroeconomic variables in equity investment decisions from

Hyderabad and Mumbai.

H7): City of residence has an association with investor perception on the importance of
awareness about the macroeconomic variables for equity investment decisions.

H7 ): Age of the investor has an association with their perception on the importance of
awareness about the macroeconomic variables for equity investment decisions from
Hyderabad and Mumbai.

H; . Education level of the investor has an association with their perception on the
importance of awareness about macroeconomic variables for equity investment
decisions from Hyderabad and Mumbai.

H7 @): Income level of investor has an association with their perception on the importance
of awareness about macroeconomic variables for equity investment decisions from

Hyderabad and Mumbai.
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H7 - Investing experience of investor has an association with their perception on the
importance on awareness about macroeconomic variables for equity investment
decisions from Hyderabad and Mumbai.

2(b) To make a comparative analysis on perceptions of individual investors on the
importance of awareness on corporate actions for equity investment decisions
from Hyderabad and Mumbai

Hi,: City of residence of investor has an association with their perception on the
importance of awareness about corporate actions for equity investment decisions
from Hyderabad and Mumbai.

His: Age of an investor has an association with their perception on importance of
awareness on corporate actions from Hyderabad and Mumbai.

Hi4: Education level of an investor has an association with their perception on importance
of awareness on corporate actions from Hyderabad and Mumbai.

His: Income level of an investor has an association with their perception on importance
of awareness on corporate actions from Hyderabad and Mumbai.

Hie. Investing experience of an investor has an association with their perception on
importance of awareness on corporate actions from Hyderabad and Mumbai.

(3) To examine association between investors preference of investment instrument
and their demographic characteristics.

Hi7: There is an association between investor’s preference of the investment
instrument and their demographic characteristics from Hyderabad and

Mumbai.
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Hi7@): There is an association between investor’s preference of the investment instrument
their city of residence.

Hi7p): There is an association between investor’s preference of the investment instrument
and their age.

Hi7(): There is an association between investor’s preference of the investment instrument
and their education level.

Hi7@): There is an association between investor’s preference of the investment instrument
and their income level.

Hi7@: There is an association between investor’s preference of the investment instrument
and their investing experience.

4) To study the relation between investor perceptions on the importance of stock
market information and their demographic characteristics.

Hig: There is an association between frequency of trade and the demographic
characteristics of investors across two cities.

Hig@): There is an association between frequency of information acquisition and city of
residence of investors.

Higw): There is an association between frequency of information acquisition and the age of
investor across two cities.

Higc): There is an association between frequency of information acquisition and the
income level of investors across two cities.

Hig@: There is an association between frequency of information acquisition and the

education level of investors across two cities.
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Hige: There is an association between frequency of information acquisition and the
investing experience of investors across two cities.

Hio: There is an association between sources of information used and the
demographic characteristics of investors across two cities.

Hig@: There is an association between sources of information used and the city of
residence of investors.

Hig): There is an association between sources of information used and the age of investor
across two cities.

Hig(): There is an association between sources of information used and the income level of
investors across two cities.

Haigg): There is an association between sources of information used and the education level
of investors across two cities.

Haig): There is an association between sources of information used and the investing
experience of investors across two cities.

(5) To determine and study the investment profile of investors from Hyderabad and
Mumbai.

Hzo: There is a significant difference in the investment objective of investors from
Hyderabad and Mumbai.

H,:: There is a significant difference in the risk tolerance levels of investors from
Hyderabad and Mumbai.

Hy,: There is a significant difference in the expectation about portfolio return by investors

from Hyderabad and Mumbai.
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H,s: There is a significant difference in the investment personality of investors from
Hyderabad and Mumbai.

3.12 Description of Variables

Marikas,et al.(2003) indicated that investors made their decisions based on
fluctuation in the stock price index, recent price movements in firms’ stocks, and current
economic indicators. Tapia & Yermo (2007) investors believe that they can outperform
markets; there is evidence which also suggests that “overconfidence results in the excess
trade with trading costs denting profits”. To capture the perceptions of individual
investor’s eleven macroeconomic variables are included in the questionnaire using a Likert
scale for measuring their perceptions.

Due to their impersonal nature, structured closed-ended questionnaire are mostly
preferred in social sciences. This also reduces the influence of researcher on respondents.
A questionnaire method of data collection is also a method of collecting information from
appropriate respondents without being identified. They are presented as subscale item with
the request to respondents to indicate their perception towards each of these variables for
receiving better success from equity investing.

3.4.5 Developing Questionnaire

The data was collected by use of a self-administered questionnaire which was finalised
after the following stages:

» Development of the first draft after identifying variables

» Pilot Survey

» Finalising the questionnaire

Definition of Variables for Objective 2(b) has been included in chapter four.
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Choice of Investment Instrument: Q No. 8

From the perspective of individual investor, there are multiple investment options
available for investment depending upon, risk, time, the incidence of tax and objective.
The decision of investor for selection of an investment option, therefore, is derived from
their requirements. To understand the relation between the demographic variables
(Income, Education and location) of investor and selection of investment option few
investment instruments has been included in the present study depending upon the
literature. Eleven such investment options which were found to be popular among
individual investors based on previous studies have been included. Preference of
investment option is measured according a five point Likert scale.
Description of Investment Instruments

For an individual to meet the future requirements such as child education, marriage,
old age financial support or any such requirement a planned investment strategy may help
in meeting goals. There are various means of investment among which a few select and
popular instruments are discussed below.
Savings Bank Deposits: “Basically banks act as intermediaries to resource funds from
individuals and corporates. Bank deposits account is an account opened in the name of
individual or corporate to deposit and withdraw funds according to their requirements,
along with this there are many other services which can be utilised by using a bank
account.”
There are two basic types of bank accounts a current account and savings account. Savings
bank accounts are most popular among individual investors. “Reserve Bank of India w.e.f.

25™ October 2011 has deregulated payment of fixed rate of interest on savings bank

[73]



deposits and banks are free to decide the interest rate under certain conditions imposed by
Reserve Bank of India. Most of the public banks pay 4% interest per annum, while some
private banks pay a higher rate of interest”.

Post Office Savings Schemes (POSS): “Post office has been one of the oldest systems of
investment in India which serves both urban and rural India. These financial services are
offered by Ministry of Finance as an agency serves through Post offices. There are about
1,55,000 post offices across India offering various services. India Post offers a range of
financial services which includes various saving schemes which have been popular among
investors.”

Public Provident Fund (PPF): It is one of the most important investments in India since a
long-time and is completely tax-free, only resident Indian individuals avail it. It is a 15
years scheme with a minimum deposit of Rs.500 and maximum of Rs.1,50,000 per annum
and is extendable beyond 15 years by blocks of 5 years each time. The interest rate was
fixed on a yearly basis until April 1, 2016, but since then it is fixed on a quarterly basis.
There is provision for withdrawal and loan on PPF subjected to regulation.

Chit Funds: It is both investment and borrowing option, an investor pays an amount at
specific time frame usually every month for a fixed period. The amount collected in this
manner from a group of investors forms a fund and is given to a person on the basis of
auction or lucky draw. In the case of auction, the difference between auction and the full
amount is distributed to all the members equally. The promoter charges a nominal
commission for his services. “Organised chit fund companies are required to register with

government according to Chit Funds act 1982.”
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Above mentioned are a few popular investment options popular among individual
investors in India. Equity investment is one such investment option which gives
competitive returns although there is not much awareness about it in India. When
investing in equity it requires little awareness about procedures and information on market
movements. Investment decisions are backed by the traditional economic theory which
says that markets are efficient and that people make rational decisions to maximise profits.
Procedure adopted for Determining Investment Personality of Investors

The economic development of India is marked by various macroeconomic
indicators, such as GDP, IIP, and Per Capita Income etc. These parameters are
assessments made at a more superior level and if you dwell into the single unit of
assessment, there is a requirement to assess individuals of the nation from an investor’s
standpoint. Investor’s behaviour is also affected by various factors which are demographic

factors and the environment around them to a large extent.

As understood from literature, demographics include factors related to an individual’s
personality, such as age, gender, marital status, race, education, income, and occupation.
Investment personality of an individual investor depends upon various factors and is
dynamic. Therefore, investment profile is determined based on specific information
provided by investors which helps in determining the right portfolio mix for investment. It
changes from time to time as per the requirements of the investors.

For measuring the above-mentioned aspects questions have been developed based on
surveys popularly used by financial advisory firms to assess the investment objective of
investors. In India, such trend is not popular so far, which is designed as per the investor

requirement.
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Investment profile of individual investors depends upon various factors and is dynamic.
Assessment of investment profile of individual investors has a use for both individual as
well as the advisory firms (if any) to determine specific portfolio mix that suits the
individuals’ requirement.
Investment Objective
It helps determine investor’s goal from investment, in a specific time frame. From the
Investment Personality Questionnaire developed and used extensively by most of the
financial advisory companies few questions have been redrafted and included in the
questionnaire for the present study. Feedback for each question has been coded before
proceeding with the analysis.
The following variables help to determine Investment Objective

» Primary Financial Goal (Q.Number 11)

» Investing and Stability of Returns (Q.Number13)

» Usage of Income generated from Return on Investment (Q.Number14)
After coding the feedback from the responses for Q. Number (13, 14 and 15 from
questionnaire) investors have been categorised as follows:
Type 1: Investors with a primary goal of income generation with stable returns and no

further contributions.
Type 2: Investors with the primary goal to generate income for future with fluctuation,
potential growth and plans of making both contribution and withdrawals.

Type 3: Investors who want to fund large future expense, with long-term growth in returns

likely to make regular contribution.

[76]



Risk Tolerance
Risk tolerance helps to determine the investor’s investment rational with respect to
changes in basic investment and tolerance of ups and downs in the returns in long and
short- run period. It also helps determine perception of investor about his knowledge of
financial markets. Risk tolerance level also helps to understand how risk averse an investor
is in case of fluctuations in basic investment level. The following variables have been used
to determine Risk Tolerance of individual investors by using questions related to following
aspects:

» Knowledge on Investment (Q.No.15)

» Portfolio Holding Period in case of loss (Q.No.16)

» Comfort level in case of drop in portfolio value (Q.No0.17)

> Investment rational (Q.No0.19)

Based on the above-mentioned variables investors can be categorised under
following types:
Type 1: Investor not prepared for any change in basic investment with chance of any long
term returns
Type 2: Investors who are ready for least fluctuation in the portfolio with safe returns and
minimum loss.
Type 3: Investor ready to accept some fluctuation in portfolio value with high overall long
run returns.

Type 4: Investor targeting high long run returns and prepared for large and frequent

decline with chance of high long term returns.
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Choice of Portfolio
It includes characteristics majorly inclined towards the investor goal of achieving target
returns and the amount of chance they are prepared to take. This type of portfolio mix
shows that an investor is comfortable in order to achieve their goals and further depending
on these aspects they are categorised under three levels.

> Acceptable Portfolio Mix (Q.No.20)

> Risk taking Capacity (Q.No.21)
Investors Investment Profile
With the above-mentioned variables information Investment personality of each investor
has been determined, depending upon the total scores after coding for the type of investor
for each determinant. Four types of investor personality have been categorised based on
literature.
Conservative: The most important goal is income generation within short time frame.
They are interested in regular income and concerned about volatility with very low risk.
Moderate: They are interested in more income than growth of their investment with a time
frame of about less than 3 years. They are prepared for low volatility and low risk.
Balanced: They are interested in long term balance between growth and income with low
volatility.
Advanced: They are concerned about growth of their investment with capital appreciation
for a long term. They are little concerned about short- term fluctuation and are only

interested in returns after a long time frame.
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3.13 Primary Data Sources
Individual Investor

According to Ministry of Corporate Affairs Categories of Investors for Initial
Public Offering subscription are defined as follows: “Retail individual investor’ means an
investor who applies or bids for securities of or for a value of not more than Rs. 2,00,000”.
Non Institutional Investors are “All applicants, other than qualified institutional buyer
(QIB) or individuals applying for less than Rs. 2,00,000 are considered as Non Institutional
Investors (NII). Typically, this category includes High Net worth Individuals (HNIs) and
corporate bodies.”
Qualified Institutional Buyers (QIB’s) “are those institutional investors who are perceived
to possess expertise and the financial strength to evaluate and invest in the capital
markets.” SEBI’s definition for retail investor in capital markets has been changing with
time. Until August, 2003 it was defined as an investor applying for allotment of 10 or less
marketable lots in a fixed issue or up to 1000 units in a book built issue. After which it
was amended to include all investors applying for securities worth Rs.50,000 or less, this
value was revised to Rs.1,00,000 in year 2005 and Rs.2,00,000 in year 2010 as per the
latest changes.
Operational definition for Individual Equity Investor: (Sample chosen for study)
> An individual holding a Demat a/c of a beneficiary Account type with any of the

two depositories (i.e.) CDSL and NSDL.
> An investor with an active Demat account which has been operated at least two

years at the time of survey and holding an investment in equity.
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> Investors located in Hyderabad and Mumbai, as these two cities are the geographic
location for data collection.
> Investors visiting the Depository Participants (DP), (Ex. Banks, Brokerage Houses
etc.) or participating Investor Awareness Programs.

In India, a DP is described as “an agent of the depository. They are the intermediaries
between the depository and the investors. The relationship between the DPs and
the depository is governed by an agreement made between the two under the Depositories
Act.”
Feedback for questionnaire were obtained from individual investors located in Hyderabad
and Mumbai using questionnaire compiled based on literature review (Francis, 2013;
Gupta, L.C., 2012; Hillman & Keim, 2001; Bhatt, 2013) and sample questionnaire of
brokerage firms used for determining investor personality type. Discussion with officials
from CDSL Hyd., SEBI Regional Manager, CDSL Mumbai and subject experts from
academics and capital markets.
Sampling Technique and Data Collection

» Non-Probability sampling technique of purposive sampling has been found most

appropriate for the present study.
» Equity investors who visited the DP for any work (KYC, other queries) located in
Hyderabad and Mumbai regions were approached for receiving feedback.
» Equity investors attending Investor Awareness Programs (IAP) organised by

Depository participants at various locations in Hyderabad and Mumbai
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Data Collection Procedure
A personally administered questionnaire was used for data collection from the

investors within two geographic locations. To make the sample more representative
feedback of investors holding demat account for at least two years at the time of data
collection were included in the final analysis. Two years’ time was considered appropriate
assuming invertor gain sufficient knowledge by this time.
Description of the Survey Instrument: Questionnaire
The purpose of the survey conducted on individual investors was to understand their
perception and awareness level across two different cities (i.e.) Hyderabad and Mumbai in
English. The questionnaire developed was same for both the cities. The factors included
in the questionnaire were based on literature review and discussions with
academic/corporate personnel working in the similar area. The initial parts of the
questionnaire consisting of questions one to seven related to demographics and were close-
ended question. The first question in the questionnaire helped in segregation of equity
investors from non-investors. There was another question on the duration of holding
Demat a/c which helped in filtering the target sample from all the respondents. There were
sub-scale questions on the following variables:

1) Perception towards the preference of investment instrument

2) Awareness on importance of macroeconomic variables

3) Perception on the importance of corporate announcements/actions.

4) Assessment of investors investment profile through eleven questions based

on investment objective, risk taking ability and portfolio selection.
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Description of Sample and Pilot Study

A pilot study was conducted by collecting feedback from approximately 50 individual
investors located in Hyderabad city. The respondents were identified through snowball
sampling method as convenient sampling. For the purpose of content validity, the survey
instrument was revised and altered based on the comments from academicians and
personnel working in association with brokerage firms.

The present study includes a survey of individual equity investors from Hyderabad
and Mumbai. Final feedback from the sample has been collected during June 2014 to
October 2015 simultaneously from both the places.

For data collection process two methods were adopted the first one was through

approaching Dematerialisation sections of financial institutions. This was possible after
seeking permission from the branch manager. Using this method, it was found that only
60-80% of questionnaire feedback could be received. The reason for not receiving
sufficient filled in questionnaires was either misplacement of document or poor investor
response. All the questionnaires were coded with numbers before distribution.
In some cases where the bank representatives of the demat section were not ready to
receive the questionnaire for data collection, it was personally administered by the
researcher. In this process it was found that few respondents were not prepared to fill the
questionnaire due to various reasons such as time constraint or lack of interest.

The other method adopted for data collection was through Investor Awareness
Programs. During these programs, questionnaire was distributed to all the visiting
investors as they entered the venue for investor awareness program and the same was

collected at the end of the program. However, it was not possible to collect the hardcopy
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from all, as few of them left before completion of the program, and few others who were
coming late to the program could not find time to fill the questionnaire during the program.
A total of 861 feedbacks were collected from both the cities out of 1250. The final sample
consists of 662 responses which include 353 from Mumbai and 309 from Hyderabad from
662 responses.
Sample Size Justification

As the data related to retail investor categorisation for equity investments and the
number of equity investors are not available for each city in India. One method of deriving
sample size for unknown population size was proposed by study conducted by Godden
(2004). The following formula for sample size calculation

Where, the sample size is more than 50,000 and infinite.

Sample size (N) = Z% X (D) X (1-P)...eevvennn.. (8)
M

Source: (http://williamgodden.com/samplesizeformula.pdf)

In the present case (n) = (1.645)*x (0.05) x (1-0.05) = 257

(0.05)
Where:
n = Sample Size for infinite population
Z = Zvalue (e.g. 1.645 for 90% confidence level)
P = Population proportion (expressed as decimal) (assumed to be 0.05 (5%)
M = Margin of Error at 5% (0.05)

Using the above formula for a margin of error of 5% a sample size more than 257 is
adequate for each city. (2) Linda, Suskie (1994) in her book ‘Questionnaire Survey
Research What Works’, provides a guide to determine how many people need to be
surveyed based on sampling error alone, when non-standardized instruments are used. “A

sampling error of 5% would mean that you can be 95% sure that you have the correct
[83]




statistics. For a sampling error of 7% for 196 random sample sizes, for 6% for 264 sample
sizes, for 5% for 364 sample sizes were suggested to be appropriate.”

(3) Gay, L.R., (1996) suggested guidelines for selecting a sample size for small
population “if (N<100), there is little point in sampling survey for the entire population.
If the population size is around 500, 50% of the population should be sampled. If the
population size is 1,500, 20% should be sampled. Beyond a certain point (at approximately
N=5,000), the population size is almost irrelevant, and a sample size of 400 will be
adequate. Thus, larger the population the smaller the percentage, one need to get a
representative sample.”

Literature also indicates that most of the previous study on individual investors has
been prepared with a sample of at least 100. Varghese (1999) study on individual
investor’s in Kerala to understand the problems and perceptions in capital market
investments. Pandian & Thangadurai (2013) conducted a study on individual investors
from Dehradun district of Uttarakhand, India to recognize their preference of Investment
Instrument with a sample of 120 investors. Bhatt & Bhatt (2012) conducted a study with
200 investor respondents from Jamnagar city to study the effect of occupation and
education on choices of Investment Instrument.

Wen, Lin (2011) study published with “World Academy of Science, Engineering,
and Technology” study on “Influence of Demographics and Psychological Traits on
Investment Biases” with a sample of 554 valid convenient sample from Taiwan stock
market. The present study included 662 respondents which comprised of 309 investors

from Hyderabad and 353 investors from Mumbai after filtering raw data.
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Table 3.2 to 3.6 which are presented below are used to describe the distribution of

investors from both the cities based on the age, education level, income and investing

experience.
Table 3.2
Sample Size Distribution According to City
Location Sample distributed Valid Sample Response Rate
Hyderabad 600 309 51.50%
Mumbai 650 353 54.30%
Total 1250 662 52.96%

Source: Compiled from primary data using MS-Excel

Table 3.3 presents the frequency analysis for investors from both cities depending on age.

Table 3.3

Summary of Demographic Profile (Age Group) of Respondents from Both Cities

Variable Categorisation Frequency and Percentage
Hyderabad Mumbai
Age Group
(% within City) (% within City)

Between (18- 25) years 24(7.8%) 15(4.2%)
Between (26-35) years 78(25.2%) 114(32.3%)
Between (36-45) years 83(26.9%) 85(24.1%)
Between (46-55) years 60(19.4%) 78(22.1%)
Above 55 years 64(20.7%) 61(17.3%)
Total 309(100) 353(100)

Source: Compiled from primary data using MS-Excel

From the frequency analysis of age of investors across two cities it can be found
that most investors from Hyderabad belong to age group of 36 to 45 years (26.9%). In
case of Mumbai (32.3%) of investors are in the age group of 26 to 35 years. Overall, it is
found that 29% of investors are in the age bracket of 26 to 35 years, there are very few
young investors who are in age group of (18 to 25) years. One noticeable aspect is that

approximately 19% of investors are above the age of 55 years, it is implied from data that a

[85]



considerable proportion of the sample belongs to individuals who are old and yet interested
in equity investing.
Table 3.4 presents the frequency analysis for investors from both cities depending on their
income level.

Table 3.4

Summary of Demographic Profile (Income Level) of Respondents from Both Cities

Level City HYDERABAD MUMBAI TOTAL

Income Level of Investor | Frequency | (%) | Frequency | (%) | Frequency | (%)

1 | BelowRs. 15000 per 38 | 123 | 39 11 77 | 116
month
Between Rs. 15,001 to

2 Rs.30,000 per month 87 28.2 118 33 205 31
Between Rs. 30,001 to

3 Rs.50,000 per month 95 30.7 144 41 239 36.1
Between Rs. 50,001 to

4 Rs.1,00,000 per month 76 24.6 45 12 121 18.3
Between Rs. 1,00,001 to

> Rs.2,00,000 per month 12 42 ! 2 20 3
Total 309 100 353 100 662 100

Table 3.4 presents frequency analysis of the income level of investors in two cities across
five levels of segmentation. It is found that for Hyderabad majority of investors are from
level two and three, for Mumbai also a similar trend is observed. It can also be noticed

that investors from income level five are very few in percentage from both the cities.
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Table 3.5 presents the frequency analysis for investors from both cities depending on their

education level.

Table 3.5

Summary of Demographic Profile (Education Level) of Respondents from Both Cities

City Hyderabad | Mumbai Hyderabad | Mumbai
Education Level Frequency | Frequency | Total | Percentage | Percentage
Primary (up to class 5) 12 6 18 1.8% 0.9%
Class 10 18 8 26 2.7% 1.2%
Intermediate (plus 2) 48 36 84 7.3% 5.4%
Graduation 127 175 302 19.2% 26.4%
Post-Graduation 75 101 176 11.3% 15.3%
Technical/Professional 18 21 39 2.71% 3.2%
Others 11 6 17 1.7% 0.9%
Total 309 353 662 100%

*Source: Compiled from primary data using MS-Excel

From the table 3.6 which presents the frequency analysis of education level of investors

from two cities and across eight levels it can be found that, overall most of investors are

from level 5 (i.e.) have graduation level of education. For Hyderabad and Mumbai also

similar trend is observed. There are very few investors who belong to either category 1 or

7 (i.e.) with no formal education and also those who do not belong to any of the mentioned

categories. From the data it can be noticed that most of the investors are well qualified, at

least have education level from intermediate to post-graduation.
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Table 3.6 presents the frequency analysis for investors from both cities depending on their
investment experience.

Table 3.6

Frequency Analysis of Equity Investing Experience of Investors

Categ City HYDERABAD MUMBAI TOTAL
oY | Investing Experience | Frequency | (%) | Frequency | (%) | Frequency | (%)
1 | Between (2-3) years 113 37 108 31 221 33
2 310 7 years 132 43 151 43 283 43
3 8 to 10 years 40 12 40 11 80 12
4 | Above 10 yrs. 24 8 54 15 78 12
Total 309 100 353 100 662 100

Note * at 5% level of significance
Source: From analysis of primary data using SPSS 20 and MS-Excel software

Table 3.6 shows the frequency and number of years of equity investing experience of
investors across two cities. Investing experience of investors is based on the feedback
received for the feedback for numbers of years of holding demat account, which was an
open end question. Depending upon the feedback received investing experience is
categorised into four levels as mentioned in table 3.7. It is found that majority of investors
across two cities (i.e.) around 43% have been investing for minimum of 3 years and
maximum of 7 years. It can also be noticed that number of investors having above 10
years of experience are of higher proportion in Mumbai (15%) when compared to
Hyderabad (8%). It can be understood that investing in equity has been practiced since

long duration by Mumbai investors.
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Statistical Technique

“y? statistic is a function used to identify the relation between two categorical
variables. This statistic can be adjusted in various ways, in order to produce a measure of
association. It is used to check for the relationship between two categorical variables.
Pearson’s Chi square test Fisher (1922) & Pearson (1900) is an extremely elegant statistic
based on the simple idea of comparing the frequencies that are observed in certain
categories to the frequencies you might expect to get in those categories by chance”.

(Observed —model)2................ccceen.e, )

Using Chi-square test of association to discover the relationship between two
categorical variables requires fulfillment of two assumptions “(1) Two variables should be
measured at an ordinal or nominal level (i.e., categorical data) and (2) Two variables
should consist of two or more categorical, independent groups”. For the present study chi-
square was found appropriate due to satisfaction of both the assumptions. Other tools such
as graphs and frequency tables are also used to narrate relation between variables.

3.14 Conclusion

Through the present chapter, the methodologies followed for the fulfillment of the
objectives of the study are described. It has been divided into three sections based on
objectives and relevant hypotheses.

The first section discusses about the definitions of six macroeconomic variables and Nifty
index. It also illustrated the econometric test utilised for the study and it’s assumptions
and data selection, and cleaning procedure.

The second section of the study explained the methodology, sample, and data cleaning

process, criteria for sample selection for objective 2(a) and it’s sources are discussed in
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detail, used for the achievement of objective 2(b). The definitions for variables and sample
selected for the immediate have been presented.

The third section included discussions on primary data, survey instrument,
sampling technique and data collection procedure, and sample size justification for
objective 1(b), 2(b), three, four and five. The methodology adopted for the fulfillment of
these hypothesis framed under above-mentioned objectives are also illustrated. Overall the
present chapter represents the methodology adopted for the analysis of variables depending

upon the objectives of the study.
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CHAPTER - IV
STUDY ON IMPACT OF MACROECONOMIC VARIABLES ON
STOCK PRICES AND INVESTORS AWARENESS
4.1  Introduction

The present chapter illustrates the effect of macroeconomic factors on stock returns.
The study on macroeconomic factors has been conducted from two dimensions which are
framed as two sub-objectives 1(a) and 1(b). The analysis and results are presented in two
sections (i.e.) I, and Il. These sections contain the discussion on the description of the

statistical analysis, and outcomes.

SECTION -1

4.2  Studies on Macroeconomic Variables

Srivastava, A (2010) study explains that emerging economies like India are largely
influenced by changing domestic macroeconomic factors than global ones. Industrial
production, interest rate and WPI are the most important variables causing changes in the
stock price movements in times to come. Naka, Mukherjee & Tufte (1998) found through
their study that a long term equilibrium relationship exists among stock prices and
macroeconomic variables. Domestic inflation is the most severe deterrent for the Indian
stock market performance and domestic output growth is it’s predominant driving force.
This behaviour coincidentally is the result of the misunderstanding of macroeconomic
variables among stockholders, specifically, most individual investors. SEBI has been
successful in improving the functioning of Indian stock markets to some extent through the

enactment of various reforms and regulations; however, there is a long way to go.
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The present objective of the study is directed to find the relationship between Nifty stock
prices movement and macroeconomic variables using time series panel data. The data
collected for the study is for a period of nine years i.e. from April 2006 to December 2015.
As the economic changes are dynamic in nature, there is a need to study them from time to
time to capture new trends.

4.2  Objectives and Hypotheses

I(a) To examine the association between macroeconomic variables and stock market
prices.

H_: There is a causal relationship between monthly stock prices of Nifty 50 stocks
and crude oil prices.

H_: There is a causal relationship between monthly stock prices of Nifty 50 stocks

and gold prices.

H.:. There is a causal relationship between monthly stock prices of Nifty 50 stocks

and index of industrial production.

H : There is a causal relationship between monthly stock prices of Nifty 50 stocks

and Wholesale Price Index.

H_: There is a causal relationship between monthly stock prices of Nifty 50 stocks

and US dollar exchange rate.

H_: There is a causal relationship between monthly stock prices of Nifty 50 stocks

and Euro Exchange Rate.

Statistical Tool Applied: For finding the relation between price movement of Nifty 50
Index and macroeconomic variables Correlation Method and Granger Causality Tests have

been applied.
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Correlation Method

“Correlation is computed using the correlation coefficient that ranges between -1 to
+1. A correlation coefficient of +1 is read as perfect positive correlation and implies that
the variables move up or down in the same direction. Alternatively, a correlation
coefficient of -1 is read as perfect negative correlation and implies that the variables move
up or down in opposite direction. If the coefficient is ‘0’ the variables are having no
relation, their movement is completely random.”

The formula for correlation is as follows:

_ n(Txy) - (Xx)(Xy)
V [ nEx2 - (Ex)2] [ nZy? - (Ty)?]

r

9)

Granger causality tests seek to answer questions such as “Do changes in y1 variable cause
changes in y2? If y1 causes y2, lags of y1 should be significant in the equation for y2. It is
a test which is sensitive to the number of lags used in the model. The assumption of
stationarity of data is followed.” Gujarati (2009) in economics, the dependence of a
variable Y (the dependent variable) on another variable(s) X (the explanatory variable) is
seldom instantaneous. Very often, Y responds to X with a gap of time. Such a lapse of

time is called a lag. The test involves estimating the following pair of regressions:

P P
Nalt) =D A Nalt— 7))+ D Asa; Xalt — )+ Ex(2) (10)
F=1 =1
" p - P " N
Na(t) =D Aoy, Xt — 3) + >0 Asa; Xaft — 5) + Ex(2)
i i (11)
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Where, it is assumed that the disturbances E; (t) and E; (t) are uncorrelated. In passing,
note that, since there are two variables, study is dealing with bilateral causality.

“There could be four cases of causality as mentioned below:
1. “Unidirectional causality from Xi 10 Xz is indicated if the estimated coefficients on the
lagged X; in (1) are statistically different from zero as a group (i.e., £ ai # 0) and the set of
estimated coefficients on the lagged X; in (2 ) is not statistically different from zero (i.e. ,X
0j =0).
2. Conversely, unidirectional causality from X, to X; exists if the set of lagged X;
coefficients in (1) is not statistically different from zero (i.e. Xai = 0) and the set of the
lagged X; coefficients in (2) is statistically different from zero (i.e. £dj # 0).
3. Feedback, or bilateral causality, is suggested when the sets of X; and X coefficients are
statistically significant and different from zero in both regressions.
4. Finally, independence is suggested when the sets of X; and X, coefficients are not
statistically significant in both the regressions” Gujarati (2004).
The Hypothesis can be tested using F-test framework since each set of restrictions contains

only parameters drawn from one equation.

F= ([(IRSS] r— [RSS] unr)] /m)
( [RSS] _w/ ((wm)) ) (12)

To examine the presence of causal relationships between macroeconomic variables
and the price movement of Nifty Index (which is used as the market proxy), similar
methodology has been adopted for study in Indian perspective by (Naik & Padhi, 2012;
Ray & Kothari, 1991). To understand the causal effect between two variables most of the
research has been carried on using Granger Causality test for time series data. However,
there are prerequisites for conducting this test.
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Stationarity of a data series implies that the variances are constant over a given period of
time and the co-variance between the two extreme time periods does not depend on the

actual time at which it is computed but on the lag between the two extreme time periods.

4.3  Discussion on Results from Analysis for Objective 1(a)

Table 4.1 represents the summary of descriptive statistics of all variables from April 2006

to December 2015.

Table 4.1
Descriptive statistics for Macroeconomic Variables

S.No Variable Range Min Max Mean Standard
o ' ' Deviation
1 Crude Oil Prices 98.32 41.68 140.00 83.15 19.80
2 Gold Prices 22942.18 | 8690.27 | 31632.44 | 19696.26 | 7541.20
3 P 89.26 108.84 198.10 158.63 19.56
4 WPI 71.40 114.50 185.90 153.84 23.37
5 Dollar Exc. Rate 25.63 39.35 64.99 50.43 7.48
6 EURO Exc. Rate 30.21 54.76 84.97 67.02 8.12
7 NSE Prices 6146.75 | 2755.10 8901.85 5404.08 1472.36
Valid N (list wise) 117 117 117 117 117

Note. Statistics have been calculated on real values for all variables
Source: From analysis of secondary data for each variable between April 2006 to
December 2015
Table 4.1 presents the sample range; minimum, maximum, mean and standard
Deviation have been reported for 117 observations from each variable. Standard deviation
as a measure of dispersion explains how distant or near is the data spread from it’s mean.

Low standard deviation describes that the data is closer to the mean and a high standard

deviation implies that the spread of data is far from it’s mean. From the above table 4.1 it
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can be understood that: Crude Oil Prices had a mean of 83.15 with low standard deviation
when compared to other macroeconomic variables such as Gold rates and Nifty index. The

range value between minimum and maximum also indicates high fluctuation in crude oil

prices.

> Dollar Exchange Rate with Indian Rupee the range was Rs. 25.63, indicating low
fluctuation in the exchange rates. It is also found that the standard deviation is
quite low and is close to mean of Rs. 50.43

> Euro Exchange Rate with Indian Rupee also indicated a low standard deviation and
did not reflect many diversions from the mean.

> Gold prices had a very high standard deviation and indicate high fluctuation in their
prices during the period of study. The range was Rs. 22,942.18 which is a very
high value.

> Index of Industrial Production did not show very high standard deviation and was

around the mean of 158.63 during the period of study.

> Wholesale price index also does indicate very high fluctuation in values and had a
low standard deviation.

> Nifty closing prices had a very high standard deviation and indicate high
fluctuation in their prices during the period of study. The observed range was
Rs. 6,146.75 which seems to be quite high.

Table 4.2 presents the results from correlation analysis and descriptive statistics for all

macroeconomic variables.
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Table 4.2

Correlation and Descriptive Statistics of Macroeconomic variables

Descriptive Statistics

Type of Variables Mean | Std. Deviation | Correlations | Sig. (1-tailed)

Crude Oil Prices(IV)* 1.91 0.11 0.21 0.01
Exchange Rate For Dollar(1V) 1.82 0.05 0.54 0.00
Euro Exchange Rate(IV) 1.70 0.06 0.59 0.00
Gold Prices(1V) 4.26 0.19 0.65 0.00
Index of Industrial Production(1V) | 2.20 0.06 0.75 0.00
Wholesale Price Index(1V) 2.18 0.07 0.76 0.00
NSE Nifty Closing Prices(DV)* 3.72 0.12

*Note. IV means Independent variable and DV means dependent variables, values have

been calculated after converting data to iz’s natural log

Source: From analysis of secondary data for each variable between April 2006 to
December 2015 using SPSS 20 and MS-Excel

From the above analysis, it can be found that the USD exchange rate have the lowest range
and gold prices have the highest range indicating that there is a huge fluctuation in gold
prices and it is not the same in the case of for bank interest rates. It may be concluded that
for the given time frame and datasets of variables except in the case of gold all other
variables moved along with prices of NSE Index.

Correlation value indicates a connection between two variables; it also signifies the degree
to which two variables have a linear relationship. Correlation analysis provides a
preliminary understanding about the relationship between variables hence there is a need to
inspect it before proceeding with further analysis. From the above tables (4.2 and 4.3) it
can be observed that IIP, WPI, and gold have a high positive correlation with NSE closing
prices. However, in the case of crude oil prices, all other variables have a statistically

significant correlation with p-value < 0.001.
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All the correlation values are substantially less than 0.9, hence there is no multi co-
linearity in the data set. It can also be observed that IIP and WPI have (r =.752, p< .001)
and (r = .761, p < 0.001) which is highest among all the predictors in the model so it is

likely that these variables will predict NSE stock prices better.

Graphical Representation of Relation between Variables

Ghosh, Saidi, & Johnson. (1999), rationales pairs of financial time series data
according to financial theory hypothesis are projected to move together. It is also
estimated that short run deviations will be brought to equilibrium in the long run on
account of investor tastes and preferences, market forces and government regulations. By
understanding these short-term movements a better understanding the economic
relationship between these variables in markets can be drawn.
Figure 4.1 to 4.6 present the graphical representation for the movement of macroeconomic

variables with Nifty 50 prices during the study period.
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Figure 4.1 Movements of Nifty 50 Index and Crude Oil Prices*
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Figure 4.6 Movements of Nifty 50 Index and Euro Exchange Rate*

*Source: From analysis of secondary data for each variable between April 2006 to
December 2015 using SPSS 20 and MS-Excel

Observations from Graphical Representation of Data:

> It’s noticed from graphs that the gold and Nifty prices seem to move in an opposite
directions during the period of study

> It is also found that US Dollar exchange rate and Nifty closing prices also move in
sync with each other.

> In the case of other variables there does not seem to be any significant trend.

From the visual inspection of the line graph of each variable, it is difficult to make any

conclusions therefore next step of conducting the stationarity test using Augmented Dickey

Fuller Test (ADFT) using the E-Views software which is key assumption before granger

causality test for presence of stationarity is conducted. To understand the presence of any

causal relationship between these macroeconomic variables, and Nifty 50 Index, this test
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was found appropriate. Before using this test it is important to check for the presence of
unit root.

Unit Root Test for Stationarity: The Hypothesis for testing presence of stationarity using
ADF test in E-Views -8 software.

Ho: The time series has Unit Root (if sig. at 1% then presence of stationarity of data)

The summarised results of Unit Root test are presented in the table 4.3.

Table 4.3
Results of Unit Root Test — Using ADF TEST
Null Hypothesis t statistic | p-value Remark
Crude Oil Prices are not stationary -15.8 0.0000 | Variable is stationary
Gold Prices are not stationary -13.48 | 0.0000 | Variable is stationary
Index of Ind. Production are not stationary -9.26 0.0000 | Variable is stationary
Wholesale Price Index are not stationary -17.15 0.0000 | Variable is stationary

US Dollar Exchange Rate are not stationary | -10.29 0.0000 | Variable is stationary

Euro Exchange Rate are not stationary -12.93 | 0.0000 | Variable is stationary

Nifty Prices are not stationary -9.3 0.0000 | Variable is stationary

Sources: From the analysis of secondary data using E-Views and MS-Excel

It can be concluded from the above table 4.3 that all the variables have attained
stationarity in the time series. Basically, t-statistic is checked, and when its p-value is less
than the values at 1%. (i.e.) 99% confidence interval with a significant p-value (less than
0.01) null hypothesis of the presence of unit root (data series is non-stationary) can be
rejected. From the above table it can be concluded that all the data series are stationary

and proceed with Granger causality test.
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Econometric Regression Model
Sir Francis Galton was the first person to introduce the concept of regression analysis in
the 19" century. “The regression equation generally uses Granger Causality Test :
Yi=PBot BrXit Ui (13)
Where,
Yi = the dependent variable
Xi = the independent variable
B0 = the constant or intercept
B1 = the slope of the regression line which represents the strength of direction of
relation
ui = random error term”
Sign-F: “It is used to test whether the model is significant; (i.e.) is the R-square
significantly different from zero.
A pair-wise granger causality test is used by using Eviews-8 software and the results have

been presented in the following table 4.4”.

Table 4.4
Results of Granger Causality Test
F-
Null Hypotheses Ob_serv Statis P.r.Obib Type (.)f
ation tic ility Causality
H;: Crude Oil Prices does not Granger cause .
prices of Nifty Index Prices 117 1.493 | 0.229 No Causality
Prices of Nifty Index does not Granger cause No Causalit
crude oil prices 0.140 | 0.869 y

H,: Gold Prices does not Granger cause prices

of Nifty Index prices 117 | 0.526 | 0.592 | No Causality

Prices of Nifty Index prices does not Granger

cause Gold Prices 0.507 | 0.603 | No Causality

His:  Index of Industrial Production does not

Granger cause prices of Nifty Index 117-10.774 | 0.463 | No Causality
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Prices of Nifty Index does not Granger Cause

index of industrial production 3.114 1 0.048 | No Causality

H4: Wholesale Price Index does not Granger

cause Prices of Nifty Index 117 | 1.953 | 0.146 | No Causality

Prices of Nifty Index does not Granger cause

Wholesale Price Index 1.283 | 0.281 | No Causality

Hs: US Dollar Exchange Rate does not Granger Bi-Directional
cause NSE 117 | 5.305 | 0.006 | Causality
NSE does not Granger cause US Dollar Bi-Directional
Exchange Rate 3.791 | 0.025 | Causality

He: Euro Currency Exchange Rate does not

Granger cause Prices of Nifty Index 17| 1.749 | 0.178 | No Causality

Prices of Nifty Index does not Granger cause

Euro Currency Exchange Rate 0.023 | 0.976 | No Causality

Source: From the analysis of secondary data of macroeconomic variables using E-Views
and MS-Excel at Lag 2.*Note Reject H, when the p-value is >0.05.

From the table 4.4, it can be found that there exists no causal relation between Nifty 50
Index and macroeconomic variables except in the case of the exchange rate with USD
showing a bi-directional causal relationship. With the given values of F-statistic the p —
values are all more than 5%, therefore, accept the Null Hypothesis that there is no causal
relation between the variables.

SECTION - 11

4.4  Objectives and Hypotheses

1(b) To make a comparative analysis on perceptions of individual investors on the
importance of awareness about macroeconomic variables for equity
investment decisions from Hyderabad and Mumbai.

H7 a): City of residence has an association with investor perception on the importance of

awareness about the macroeconomic variables for equity investment decisions.
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H7 1): Age of the investor has an association with their perception on the importance of
awareness about the macroeconomic variables for equity investment decisions from
Hyderabad and Mumbai.

H7 ). Education level of the investor has an association with their perception on the
importance of awareness about macroeconomic variables for equity investment
decisions from Hyderabad and Mumbai.

H7 @): Income level of investor has an association with their perception on the importance
of awareness about macroeconomic variables for equity investment decisions from
Hyderabad and Mumbai.

H7 @ Investing experience of investor has an association with their perception on the
importance on awareness about macroeconomic variables for equity investment
decisions from Hyderabad and Mumbai.

Table 4.5 illustrates the meaning for each macroeconomic variable and the list which has

been included in the questionnaire for primary data collection.

Table 4.5

Description of Macroeconomic Variables (Included for Survey)

S.No. Macroeconomic Factors Description
1 Stock Market Fluctuations Changes in Stock prices, movement of Nifty and
Sensex.
5 Stock Market Sentiment General prevailing attitude of investors about
upward or downward movement of stocks
Unemployment Rate It’s the percentage of unemployed workers
3 L
divided by the total work force.
4 Inflation rate(WPI) It is the level at which the prices of goods and
services are rising/value of currency is falling
5 Corporate Earnings It is the level of profit earned by companies for a
given period of time
6 Gold/Silver/Crude Oil Prices | Changes in prices of these commodities
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7 Foreign Direct Investment Investment by foreign companies in India
Index for Industrial It is a measure of short- term changes in the
8 Production volume of output of Industrial sector in India.
Political Factors Activities related to govt. policy and general
9 administration.
10 Bank Interest Rate on Savings | Savings a/c interest rate on deposits with
nationalised banks
1 Exchange Rate of Dollar/Euro | Monthly average exchange rates of US
etc. Dollars/Euros in terms of Indian rupee

Source: Compiled depending on the secondary data reviewed

4.5  Discussion on Results from Analysis for Objective 1(b)

Reliability Test: “It is a measure of consistency between multiple measurements of
variables and is conducted to ensure that the responses are not widely varying. Cronbach’s
alpha is a measure to test the internal consistency of items in a scale. It is a measure of
scale reliability, or an efficiency of reliability states in his book on “Multivariate analysis
that Cronbach’s alpha is a measure of reliability that ranges from zero to one, with values
of 0.60 to 0.70 deemed to be the lower limit of acceptability using SPSS software” (Hair,

et al. 2011). Table 4.6 presents the details of the reliability test and the results obtained.

Table 4.6
Reliability Test for Macroeconomic Variables
Sub scale variables Cronbach's No. of items
Alpha
Macroeconomic Variables 0.804 11

Source: From the analysis of primary data using SPSS 20 software.

The results indicate that the value of Cronbach’s alpha for 11 items as sub scale variables
was within the acceptable limits. Demographic variables have been coded for further
analysis according to objectives of the study. Variables such as the city of residence, the

age of investor, education level of investor, the income level of investor and equity
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investing experience have been taken as independent variables and perceptions on
macroeconomic variables considered as dependent variable.

City of residence includes Hyderabad and Mumbai, for the purpose of analysis, Hyderabad
has been coded as one and Mumbai as two, the age of investor has been divided under five
categories, education level under seven categories, and income level under five categories.
Number of years after holding demat account has been taken as a proxy for equity
investing experience and is categorised under three levels. Above mentioned five
demographic variables are analysed for association with awareness level about each
Macroeconomic Variable.

Table 4.7

Mean Analysis of Perceptions on Macroeconomic Variable

Macroeconomic Variables Hyderabad Mumbai Overall
Mean | Rank | Mean | Rank | Mean | Rank
Stock Market fluctuation 3.98 1 4.03 1 4.006 1
Stock Market Sentiment 3.87 5 4.08 1 3.983 2
Unemployment Rate 3.81 7 3.60 3 3.699 3
Inflation Rate 3.89 4 3.96 4 3.927 4
Gold and Silver Prices 3.72 9 3.92 5 3.825 5
Foreign Direct Investment 3.77 8 4.00 6 3.896 6
Index of Industrial Prod. 3.72 9 3.93 7 3.831 7
Political Conditions 3.90 3 4.07 8 3.989 8
Bank Interest Rates 3.95 2 4.08 9 4.020 9
Foreign Currency Exchange Rate 3.87 5 3.98 10 3.929 10
Term Deposit Interest Rates 3.63 11 3.61 11 3.621 11

Source: From primary data analysis using SPSS 20 software.

From the table 4.7 it can be found that stock market fluctuations were most important
aspect according to investors across both cities. Whereas it can also be noticed that the

variable term deposit interest rates was not considered to be very important and was least
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preferred by investors as indicated by the mean of 3.63 for Hyderabad and 3.62 for

Mumbai.

Analysis for City of Residence and MEV

H7(): City of residence has an association with investor perception on the importance of
awareness about the macroeconomic variables for equity investment decisions.

To test for the above hypothesis chi-square test of association was conducted between each

macroeconomic variable and city of residence. Table 4.9 presents the summarised results

for the same.

Table 4.8

Summary from Analysis of Chi-Square test between Variables: City and
Macroeconomic Variables*

H,,): Macroeconomic Variables * City | Mean | S.D Ch\i/';ﬁuueal’e d.f. *Appx.sig.
Stock Market Fluctuation 401 | 0.92 8.151 4 0.086
Stock Market Sentiment 3.98 | 093 | 23.170 4 0.000
Unemployment Rate 3.70 | 0.99 | 25.024 4 0.000
Inflation 3.93 | 0.87 9.150 4 0.057
Gold/Silver/Crude Oil Prices 3.82 | 0.87 | 37.407 4 0.000
Foreign Direct Investment 3.90 | 0.95| 25.239 3 0.000
Index for Industrial Production 3.83 | 0.91| 46.862 4 0.000
Political Factors 399 | 0.85| 14.294 3 0.003
Bank Interest Rate on Savings 402 | 091 | 56.108 4 0.000
Exchange Rate of Dollar/Euro etc. 3.93 | 0.79 8.552 3 0.036
Corporate Earnings 3.90 | 091 | 26.597 4 0.000

*Note: tested at 5% level of significance
Source: From primary data analysis using SPSS 20 software.

Chi-square test of association between each of the macroeconomic variables and city of

residence of individual investors indicates that (see table 4.9) except in the case of two
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variables (i.e.) stock market fluctuations and inflation rate there is a statistically significant

association between for all variables. It was found that investor’s preference towards the

importance of awareness about the macroeconomic variables was different across both

cities.

Age of Investor and Macroeconomic Variables

Hz): Age of the investor has an association with their perception on the importance of
awareness about the macroeconomic variables for equity investment decisions from
Hyderabad and Mumbai.

Frequency distribution for age category of investor is presented in table 3.4 (page.82)

Table 4.9 shows the results for analysis of chi-square test of association between investor’s

age and perception about macroeconomic variables across two cities.

Table 4.9

Summary from Analysis of Chi-Square Test Between Variables: Investor Age and
Macroeconomic Variables*

H7(): Ma;:roeconomic Variables HYDERABAD MUMBAI
Investor Age
Chi- d.f. Chi- d.f.
VARIABLES square square

value *Appx.sig. | value *AppX.sig
Stock Market Fluctuation 37.468 | 12 | 0.000 83.634 | 12 | 0000
Stock Market Sentiment 85.733 | 12 0.000 46.686 9 0.000
Unemployment Rate 26.203 | 12 0.010 40.25 9 0.000
Inflation 38.343 | 12 0.000 36.377 | 9 0.000
Gold/Silver/Crude Oil Prices 50.106 | 12 0.000 39.724 | 9 0.000
Foreign Direct Investment 39.523 | 9 0.000 40.743 | 9 0.000
Index for Industrial Production 81.129 | 12 0.000 35.24 | 12 0.000
Political Factors 11093 | 9 0.000 44,628 | 9 0.000
Bank Interest Rate on Savings 92.38 | 12 0.000 71.787 | 12 0.000
Exchange Rate of Dollar/Euro etc. | 76.656 | 9 0.000 | 93.947 | 9 | 0.000
Corporate Earnings 80.781 | 12 0.000 128.6 | 12 0.000

*Note: tested at 5% level of significance
Source: From primary data analysis using SPSS 20 software and MS- Excel
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It is found from the summarised results that there is a statistically significant association
between investor age and awareness about macroeconomic variables in both cities as the p-
values are less than 0.05 for all the variables. It can, therefore, be concluded that investor

age has an impact on the investor awareness level in case of all macroeconomic variables.

Investor Education Level and Macro Economic Variables
H7): Education level of the investor has an association with their perception on the
importance of awareness about macroeconomic variables for equity investment
decisions from Hyderabad and Mumbai.
Table 4.10 presents the frequency analysis for investor’s education level based on seven
categories from both cities.
Table 4.10

Frequency Analysis of Education Level of Investors

City HYDERABAD MUMBAI TOTAL
Education Level of Investor Frequency | Percent | Frequency | Percent | Frequency | Percent
Primary (up to class 5) 12 3.9 1 0.3 13 2.0
Class 10 18 5.8 2 0.6 20 3.0
Intermediate (plus 2) 48 155 36 10.2 84 12.7
Graduation 125 40.5 181 51.3 306 46.2
Post-Graduation 74 23.9 105 29.6 179 27.0
Technical/Professional 20 6.5 25 7.1 45 6.8
Others 12 3.9 3 0.9 15 2.3
Total 309 100 353 100 662 100

Source: From primary data analysis using SPSS 20 software and MS- Excel

From the table 4.10 which presents the frequency analysis of education level of investors
from two cities categorised under seven levels, it can be found that most of the investors
are from level five (i.e.) with graduation level of education. A similar trend is observed in

both cities. From the data, it can be noticed that most of the investors are well qualified, at
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least have education level from intermediate to post-graduation. From Hyderabad about

79.9% of investors and for Mumbai, 80.9% of investors belong to either of two levels

mentioned earlier.

Table 4.11 presents a summary of results obtained for chi-square test conducted for testing

association between the education level of investor and awareness on macroeconomic

variables for each of two cities.

Table 4.11
Summary from Analysis of Chi-Square Test Between Variables:

Education Level of Investor and Macroeconomic Variables

H.: Investors Education Level and

Macroeconomic variables HYDERABAD MUMBAI
Chi- Chi-
VARIABLES square | d.f. square | d.f.

value *Appx.sig. | value *AppX.sig.
Stock Market Fluctuation 50.477 | 24 0.006 112.27 | 28 0.000
Stock Market Sentiment 72219 | 24 0.000 37.003 | 21 0.017
Unemployment Rate 68.053 | 24 0.000 38.537 | 21 0.011
Inflation 56.111 | 24 0.001 32.152 | 21 0.057
Gold/Silver/Crude Oil Prices 46.641 | 24 0.015 34271 | 21 0.034
Foreign Direct Investment 37.813 | 18 0.014 32112 | 21 0.057
Index for Industrial Production 34907 | 24 0.173 31.38 | 28 0.300
Political Factors 39.244 | 18 0.009 35.633 | 21 0.024
Bank Interest Rate on Savings 46.101 | 24 0.017 78.13 | 28 0.000
Exchange Rate of Dollar/Euro etc. | 47.772 | 18 0.001 28.399 | 21 0.129
Corporate Earnings 80.745 | 28 0.000 49.073 | 28 0.008

*Note: tested at 5% level of significance
Source: From primary data analysis using SPSS 20 software and MS- Excel

The summarised results indicate that there is a statistically significant association between

all variables except IIP in the case of Hyderabad city.

In the case of investors from

Mumbai city, it is found that for variables such as inflation, foreign direct investment,
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index of industrial production and currency exchange rates there is no association between
variables as the significance values are greater than 0.05.
It can, therefore, be concluded that education level of investors from Hyderabad has a
better association with macroeconomic variables when compared to those from Mumbai or
it can be supposed that irrespective of education level Mumbai investors have similar
perceptions about importance of majority of macroeconomic variables in the present study.
Investors Income Level and Macroeconomic Variables
H@: Income level of investor has an association with their perception on the importance
of awareness about macroeconomic variables for equity investment decisions from
Hyderabad and Mumbai.

Table 4.12 presents the frequency analysis for investor’s income level based on five levels

of segmentation from both cities.

Table 4.12

Frequency Analysis of Income Level of Investors

City HYDERABAD | MUMBAI TOTAL
Level | |ncome Level of Investor Frequency | (%) | Frequency | (%) | Frequency | (%)
1 Below Rs.15,000 per 38 123 39 11 77 116
month
2
Between Rs.15,001 -
Rs.30.000 per month 87 28.2 118 33 205 31.0

3 Between Rs.30,001 to

Rs.50,000 per month 9 307} 144 |41 239 1361

4
Between Rs.50,001 to 76 246 45 13 121 18.3

Rs.1,00,000 per month
5
Between Rs.1,00,001 to
Rs.2,00,000 per month 13 4.2 ! 2 20 3.0
Total 309 100 353 100 662 100

Source: From primary data analysis using SPSS 20 software and MS- Excel
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It is found that majority of investors belonged to level two and three of income level from
Hyderabad and Mumbai. It can also be noticed that investors from income level five are

very few in with an overall percentage (3%) from both the cities.

Table 4.13 presents the results from chi-square test conducted for testing the
association between income level of investor and their perception on importance of

awareness about macroeconomic variables.

Table 4.13

Summary from Analysis of Chi-Square test between Variables:
Income Level of Investor and Macroeconomic Variables

H7): Income

Level*Macroeconomic HYDERABAD MUMBAI
Variables
Chi- | d.f. Chi- | d.f.
VARIABLES square square

value *Appx.sig. | value *AppX.sig.
Stock Market Fluctuation 62.277 | 16 0.000 14.082 | 16 0.593
Stock Market Sentiment 52.739 | 16 0.000 28.953 | 12 0.004
Unemployment Rate 97.49 | 16 0.000 21.342 | 12 0.046

Gold/Silver/Crude Oil Prices | 83.493 | 16 0.000 21.331 | 12 0.046

Foreign Direct Investment 81.877 | 12 0.000 20.243 | 12 0.004

P 107.31 | 16 0.000 24.09 | 16 0.088

Political Factors 50.782 | 12 0.000 37.049 | 12 0.000

Bank Interest Rate on Savings | 95.154 | 16 0.000 20.338 | 16 0.205

Exchange Rate of Dollar/Euro 101.49 12 0.000 23.536 12 0.024

Corporate Earnings 95.252 | 16 0.000 32.267 | 16 0.009

*Note: tested at 5% level of significance
Source: From primary data analysis using SPSS 20 software and MS- Excel

It is found from the table 4.13 that for investors from Hyderabad income level has a
statistically significant effect, as the significance values were less than 0.05 in the case of

all macroeconomic variables. In case of investors from Mumbai, it is found that for four
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variables out of eleven (i.e.) stock market fluctuation, political factors, bank interest rate on

savings and exchange rate of currency there was no association with the income level of

investors. Thereby, it can be concluded that investor perception from different income

groups is not same in Hyderabad and Mumbai.

Investing Experience and Macroeconomic Variables

Hze): Investing experience of investor has an association with their perception on the
importance on awareness about macroeconomic variables for equity investment
decisions from Hyderabad and Mumbai.

Table 4.14 presents the summary of results obtained after analysing for chi-square test

between each macroeconomic variables and investing experience of investors across two

cities.

Table 4.14

Summary from Analysis of Chi-Square test between Variables: Investing Experience
and Macroeconomic Variables

Hy): Investing Experience*MEV HYDERABAD MUMBAI

Chi- | d.f. Chi- | d.f.

VARIABLES square square

value *Appx.sig. | value *AppX.sig.
Stock Market Fluctuation 16.07 | 12 0.188 32.517 | 12 0.001
Stock Market Sentiment 12554 | 12 0.402 27.519 9 0.001
Unemployment Rate 11.642 | 12 0.475 22643 | 9 0.007
Inflation 18.032 | 12 0.115 27.384 | 9 0.001
Gold/Silver/Crude Oil Prices 10.764 | 12 0.549 21.376 | 9 0.011
Foreign Direct Investment 7.607 | 9 0.574 20.076 | 9 0.017
P 19.049 | 12 0.087 21.652 | 12 0.042
Political Factors 11584 | 9 0.238 23.852 | 9 0.005
Bank Interest Rate on Savings 12.776 | 12 0.386 23.955 | 12 0.021
Exchange Rate of Dollar/Euro 16.824 | 9 0.052 559% | 9 0.780
Corporate Earnings 16.824 | 9 0.052 5596 | 9 0.780

*Note: tested at 5% level of significance
Source: From primary data analysis using SPSS 20 software and MS- Excel
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Table 4.14 indicates that investing experience has no association with the
perception on importance of awareness level of macroeconomic variables for investors
from Hyderabad. In case of Mumbai investors there is an association between all variables
with investing experience except in the case of currency exchange rate and corporate
earnings. For these two variables the significance p-values are higher than 0.05.

Therefore it may be concluded that investing experience of investors effect not have an
association with the awareness level of macroeconomic variables in case of Hyderabad
investors and for Mumbai investors, there is a statistically significant association in case of

nine out of eleven variables.

4.6 Conclusion

Chapter four presented brief literature on the association between investor’s
perception about the importance of macroeconomic variables on equity returns which are

related to objective 1(a) and 1(b) respectively from the investor perspective.

Obijective 1(a) comprised of six sub-hypotheses and has been tested using granger
causality test. The results indicate the presence of bi-directional causality between

exchange rate of USD to Rupee and Nifty stock movement.

Obijective 1(b) consisted of five hypotheses to test for the presence of association
between demographic variables and perception on importance of awareness on
macroeconomic variables. The analysis was conducted using descriptive statistics and chi-
square test of association. The results indicate that for Hyderabad investors, geographic

location, age, education level and income level had a significant association.
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For Mumbai investors, it was also noticed that location and age had association
with perception of investors on macroeconomic variables, whereas for education level and

income level there was no such association for few variables.

Investing experience was also not found to be associated with awareness level in
Hyderabad and while in case of Mumbai it was significant for few variables. Overall, from
the analysis, it was found that macroeconomic variables and their importance varied across

various demographic attributes of investors.
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CHAPTER -V
CORPORATE ACTION’S AND THEIR IMPACT ON STOCK
RETURNS AND INVESTOR AWARENESS
5.1 Introduction

Present chapter explains the effect of corporate actions on stock prices and investor
perceptions. The study has been conducted from two dimensions which are framed as two
sub-objectives 2(a) and 2(b) under objective two. The analysis and results for the same
have been presented in two sections separately which are 1 and 1l. They contain discussion
about the methodology adopted for analysis, description of the sample selected for the

study, type of data collection process and results from analysis.

SECTION -1
5.2  Stock Prices, Markets, Semi-Strong Market Efficiency

Graham & Dodd (1951) in the book on “Security Analysis” indicate towards the
existence of relation between stock return and dividends. Lintner, J. (1964), firms increase
dividends under the belief that this increase in surplus is permanent. Fama, E. (1995),
proposed the efficient market hypothesis and suggested the presence of three forms of
market efficiency: (1) Strong Form, (2) Semi-Strong Form and (3) Weak Form of Market
Efficiency. The strong form of market efficiency is where the prices reflect both publicly
available and insider information; it is the strongest form of market. It also implies that the
market information cannot be used for prediction of future prices, the technical analysis,
fundamental analysis as well as the insider information are of no use in predicting future

prices.
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Elton, E & Gruber, M. (1970), is one of the oldest study on the investors’ interest
in the dividend, have illustrated that the preference towards dividends and capital gains
from investments in a security is on account of taxation. According to their theory
investors are interested in after-tax returns from stocks.

Black, F (1976) & Easterbrook (1984) have indicated that increase in dividends by
management has positive impact on the shareholders, as dividends are paid out of excess
funds and this balance is derived only after funding of all other expenses. Therefore
increase in dividends would result in positive changes in stock prices and vice versa.
Bhattacharya, S (1979), there is an existence of asymmetric information between the
shareholders and management of the firms, therefore any change in dividends conveys
information which is sensitive. Muhammad & Baig (2010), event study methodology has
been most popularly used to investigate the presence of a semi-strong form of market
efficiency. Information disclosures related to dividends and earnings announcements,
macroeconomic variables, stock repurchase announcements, and mergers and acquisitions,
etc., have been investigated in different studies to test the semi-strong form market
efficiency. The relation between stock price of corporates and dividends has been
researched upon abundantly and there is sufficient literature which supports and opposes
this relation.

Nelson (1965) study on rights issue was conducted in United States during the
period betweem 1946-1957 with the data of 380 rights offerings. The results indicated that
investor returns were not affected on account of rights issue for around six months period
before and after the announcement. Ball, Brown, & Finn (1977) conducted study on 193

listed firms from Melbourne/Perth Stock Exchanges over the period of 12 years during the
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year 1958 to 1970. Monthly data was used and event study methodology was applied for
analysis.  The results indicated positive abnormal returns. Thus, concluding that

Australian markets were efficient with respect to right issue announcement information.

White & Lusztig (1980) used pooled cross-sectional time series model on data from daily
security returns to examine 90 rights issues over the period of 10 years from 1962 to 1972
in the U.S. markets. Their analysis indicated adverse response from markets for rights
issue announcement of the stock prices. Kalay, A. (1982), argue that marginal tax rates are
not the only factor that influences the ex-day phenomenon. He suggests that there are
forces, caused by short term trades that reduce any tax induced effects. In this type of
short term trades or transaction cost model arbitrage traders attempt to eliminate any
difference between the price change and the dividend amount that is caused by tax
clienteles. According to this model transactions costs are the final restriction that keeps the
price drop from adjusting the same amount of dividend. Loderer & Zimmermann (1988)
investigation in Switzerland Market on 122 rights issue announcement during 1973-1983
also indicated that there were insignificant average abnormal returns. Thus, indicating no

effect of announcement.

The semi-strong form of market efficiency is where stock prices reflect public
information which implies that changes in stock prices is on account of public information.
Weak form of market efficiency is where changes in stock prices are random and investors
cannot make more than average returns with any kind of investment strategy. Osei (1998)
market efficiency is not only on account of information which is free and available on

time, but also on account of those who trade and analyse market information. The

[119]



analytical and interpretational skill of traders influences the information which flows in the
market followed by investor decisions.

Muhammad, A & Baig, H. (2010), public announcement of dividend should not result in
abnormal returns for investors as this accounts for the existence of semi-strong form of
market efficiency, which postulates that stock prices incorporate all expected future
dividends. Therefore there should not be any abnormality in stock returns before and after
the ex-dividend date.

There are opposing beliefs on the importance of tax as a motivation for equity
investment. Chung, et al. (2005) study in Taiwan Stock Markets reveals that there is a
positive association between the amount of stock bonus and firms operating performance.
Fernando & Guneratne (2009) experimented on stock price performance on and around
bonus issue announcements in Colombo stock exchange over period 1991 to 2007 using
alternative return generating models; market-adjusted model, mean-adjusted model and
risk-adjusted model. All four were used with the intention of providing a methodological
triangulation the context of event study.

Peterson (1971) after a bonus issue announcement it is was observed that there was an
increase in stock price. This increase may be accounted for due to the informational
content of the bonus issue announcement.  Mishra(2005) examined the stock price
reaction to information content of bonus issue. The results indicated significant positive
abnormal returns for a five day period prior to the bonus announcement. The results
indicated towards the presence of semi-strong form of market efficiency of the Indian
stock market. Madhuri, Thenmozhi, and Kumar (2007) in their study on Indian markets

indicated towards negative reaction to the bonus issue announcement. Their conclusions
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directed that there was an under reaction from the market.  Suresh & Naidu (2016) found
no evidence of wealth effect on Nifty stocks and existence of significant average abnormal

returns on event day. The study was conducted on Nifty Stocks.

Description of Variables

Groves (2008) corporate action is an event initiated by company which affects it’s shares.
Another definition mentioned is “A corporate action occurs when changes are made to the
capital structure or financial position of an issuer of a security that affects any security it
had issued. For each company the corporate action will be set out by the articles of
association.”

A conservative estimate of number of corporate actions would be around 70,
among which Bonus issues, Consolidation, Conversion, Dividends, Interest Payments,
Redemption, Return of Capital, Rights issue, Scrip dividends, Share Buybacks, Takeover
Bid, Voting and Warrant are perceived to be popularly important. Through the present
study the focus is on four basic corporate actions that are dividend, bonus, rights issue and
stock splits.

Dividend Announcement: Dividend on stocks is a proportion of the profits that are
distributed by the company to it’s shareholders. It is declared as a dividend per share
depending upon the management board’s decision. The Annual General Meeting of the
company would decide on the payment and payout ratio of dividend to shareholders.
Dividends are paid out of the retained earnings of the company, therefore when a cash
dividend is announced it directly reduces the retained earnings of the firm to that extent.
When a company pays dividend, the company’s values reduces to the extent of the total

payout, therefore it is believed that the stock prices may also reduce to the same extent.
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But in practice this may not be true always, as stock prices are affected by several other
factors too, and are dependent on the future forecast of firm’s profits to a large extent.
These dividends may be paid as cash dividends or as bonus shares.

Bonus Announcement: Bonus issue are extra free share’s distributed to the existing
shareholders of the company without any additional cost, number of bonus shares to be
received depends upon the number of shares already owned by the investor. Thus, the
issue of bonus shares increases the number of shares owned by the company, without any
change in the ratio of shares held by each shareholder. This leads to the increase in the
volume of stock. There is also an increase in the share capital of firm but decrease in
reserves, as bonus shares are issued by converting the reserves of the company into share
capital.

From the investors perspective the investment in the firm does not change immediately,
but post announcement the share price per share may reduce to the extent of bonus issued.
The earnings per share will also change post issue as the earnings have to be divided by the
new increased number of shares. Bonus issue is perceived to be a symbol of company’s
good health and may bring in capital gains in long run with increase in stock prices.

Stock Split: “It is an announcement detailing the issue of new shares to existing
shareholders in a pre-determined ratio, which is approved in the board meeting. The
company announces the split ratio and the record date. All the shareholders as on this date
are eligible to receive additional shares. The existing share is split and hence the number
of shares held increases but the face value of each share may decrease.” (Pandey, 2015),
the reason for stock split of normal shares by a company is as follows:

> To make trading in shares attractive
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> To signal the possibility of profits in the future.

> To give higher dividend per share to the shareholders

Rights Issue: A rights issue (offering) is made by company to existing shareholders; this
offer entitles the shareholders to buy additional shares of the company within a certain
time-frame. These shares can be bought at a certain ratio usually dependent upon the
number of shares held by each shareholder and the shares are offered at a discounted price.
Rights are often transferable in open market.

Rights are offered by company when they need to raise additional capital. This usually
occurs during times of economic slowdown when capital cannot be raised from other
financial institutions. From the corporate perspective this is an easy source of financing
without raising the burden of debt for firms and for shareholders also it’s a benefit to buy
shares at a discounted price. Hence it becomes a win-win situation for both shareholders
and corporates.

There are also some negative perspectives which flow in market along with rights issue.
As rights issue are observed to be indicative of a weak financial position of the company
unless it comes along with some other corporate action or explanation.

5.3  Objectives and Hypotheses

2(a) To Study the effect of corporate actions on stock returns of companies in Indian

markets. (Proxy is the set of companies listed under Nifty 50 Index)

H8 : There is an effect of ex-dividend date on stock returns of Nifty firms
H o There is an effect of ex-dividend date on stock returns of Nifty firms for 61days

8(

event window.
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H8(b): There is an effect of ex-dividend date on stock returns of Nifty firms for 31 days

event window.

Hg(c): There is an effect of ex-dividend date on stock returns of Nifty firms for 11 days

event window.

H9: There is an effect of ex-bonus date on stock returns of Nifty firms.

H9(a): There is an effect of ex-bonus date on stock returns of Nifty for 61 days event

window.

H9(b): There is an effect of ex-bonus date on stock returns of Nifty for 31 days event

window.

H9(c): There is an effect of ex-bonus date on stock returns of Nifty firms for 11 days event

window.

Hjo: There is an effect of ex-rights date on stock returns of Nifty firms.

Hio@): There is an effect of ex-rights date on stock returns of Nifty firms for 61 days event
window.

Hiog): There is an effect of ex-rights date on stock returns of Nifty firms for 31 days event
window.

Hio(): There is an effect of ex-rights date on stock returns of Nifty firms for 11 days event
window.

Hji: There is an effect of ex-splits date on stock returns of Nifty firms.

Hii): There is an effect of ex-splits date on stock returns of Nifty firms for 61 days event
window.

Hii): There is an effect of ex-splits date on stock returns of Nifty firms for 31 days event

window.
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Hii): There is an effect of ex-splits date on stock returns of Nifty firms for 11 days event
window.
Description of Sample
Overall there were 224 announcements before screening from 50 companies listed
in Annexure-1 which was selected after checking for any overlap with other
announcements. Ex-event date for each corporate action has been considered to be the
event date, as on/after this date shares do not carry the effect of corporate action (discussed
in chapter three in detail).
The final sample contained 104 events for ex-dividend dates; there were 14 ex-bonus
events; 2 ex-rights date events and 11 ex-split date events. The data included is for the
period January 1%, 2011 to December 31%, 2015. All such ex-event dates which were

overlapping were screened before selection of final sample.

Statistical Techniques for Analysis

Brown & Warner (1985), “One of the most popularly used methods is event study analysis
is to capture effect of an event on stock prices.” Data collection procedure, criteria for
sample selection and procedure adopted for analysis has been illustrated in detail in section
—I1 of chapter three.

Inferential Statistics and Results from Analysis

Abnormal returns are estimated from the market model. Paired t-test and Wilcoxen Signed
Rank Test are used to test the significance of abnormal returns before and after the event.
Abnormal Returns are classified into three event windows to understand the reaction of
stock returns during 61 days i.e. 30 days during pre-announcement and 30 days post-

announcement of each event 31 days windows, where 15 days pre-announcement and 15
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days post-announcement, and lastly short term period of 11 days event window that is 5
days pre-announcement and 5 days post announcement have been involved in the study.
The reason for selecting three event windows is to capture reaction of stock prices for
different timelines.
Event Window: (1) -30 to +30 (61 days)

(2) -15 to +15 (31 days)

(3)-5to+5 (11 days)

5.4  Discussion on Results from Analysis for Objective 2(a)

Results from Analysis and Results for Dividend Announcement (Ex-dividend date)

H8 : There is an effect of ex-dividend date on stock returns of Nifty firms

Hg(a) : There is an effect of ex-dividend date on stock returns of Nifty firms for 61days

event window.

Hg(b): There is an effect of ex-dividend date on stock returns of Nifty firms for 31 days

event window.

HS(C): There is an effect of ex-dividend date on stock returns of Nifty firms for 11 days

event window.
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Table 5.1 presents the summarised results from paired t-test, which is a parametric test and
Wilcoxon Rank Test which is a non-parametric test for average abnormal returns (AAR)
for ex-dividend date for three event windows separately.

Table 5.1

Analysis of Average Abnormal Returns for Ex-Dividend Date

g s _ T
= Paired Sample t-test g § 5 =
. = c = o B
Event Window 5 r
£ wcs. | *Sig.level
Hypotheses S t d.f. | *Sig. 50,
Hs) Dividend 61 Days 0.271 1.968 29 0.059 0.058
Hsp,) Dividend 31 Days -.050 1.414 14 0.179 0.256
Hs() Dividend 11 Days -.220 0.32 4 0.765 0.686

*Note: tested at 5% level of significance
Source: From primary data analysis using SPSS 20 software and MS-Excel

The reason for using both the parametric and non-parametric tests is to cross verify the
results as the data involved is stock prices and may not be normal for all events. From the
table 5.1 it is found that the p-values for t-statistic are higher than 0.05 for all three event
windows for both tests. As the p-values are higher than 0.05, it can therefore be
concluded that there is no statistically significant difference in the mean and median of
average abnormal returns during pre-event and post-event period and hence it is concluded
that the dividend announcement’s depending upon ex-dividend dates have not created

statistically significant impact on stock returns for all three event windows.
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Figure 5.1 presents the movement of CAAR for all ex-dividend dates for the event window

of 61 days.

Ex-Dividend CAAR

222528 31 34 31 40 43 46 49 52 55 58 61 —CAR(%)

VM“\A

Figure 5.1 CAAR Movement: The Pre and Post Ex-Dividend Dates
Source: Analysis of secondary data using MS-Excel
It is found from above figure that CAAR are positive mostly during day +19 to day -26 of
event window. A positive CAAR is an indication to the investors in the market that the
stocks are doing better than the estimated returns. Investors can get higher returns if they
invest in stocks during the time when CAAR is negative and withdraw when CAAR
becomes positive. From figure 5.1, it is found that the CAAR are negative during day 14,
so this could perhaps be the right time to sell/buy decision, as the prices abnormal prices
are low and then hold until day 25 and 26, where it is found that the CAAR are at the peak

so this is the right time to sell the stocks to take advantage of corporate action.
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Results from Analysis for Bonus Announcement: Ex-Bonus Date

H9: There is an effect of an ex-bonus date on stock returns of Nifty firms.
Hg(a):There is an effect of ex-bonus date on stock returns of Nifty for 61 days event

window.

Hg(b):There is an effect of ex-bonus date on stock returns of Nifty for 31 days event

window.

H9(c): There is an effect of ex-bonus date on stock returns of Nifty firms for 11 days event

window.
Table 5.2 represents the results from paired t-test, which is a parametric test and Wilcoxon
Rank Test which is a non-parametric test applied on calculated AAR for an ex-bonus
announcement.
Table 5.2

Summary of Analysis for Average Abnormal Returns for Ex-Bonus Date

= P =

= . Scc2ct

= Paired Sample t-test =5 &5 g 2
i S E 5L

Event Window S “Sizlovel

= . ig.leve

Hypotheses S t df. | *Sig. 5%

Hoy(a) Bonus 61 Days .070 2.176 29 .038 0.026
Ho () Bonus 31 Days 134 3.746 14 .002 0.005
Hoy(c) Bonus 11 Days -.267 2.001 4 116 0.046

Note: tested at 5% level of significance
Source: From primary data analysis using SPSS 20 software and MS-Excel

It can be concluded that there is statistically significant difference in the mean and median

of average abnormal returns for two event windows and partially for 11 days as well, it is
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suggestive that the ex-bonus dates have created statistically significant impact on stock
returns.
Figure 5.2 illustrates the movement of CAAR for all the ex-bonus dates during 61 days

event window.

Ex-BONUS CAAR
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Figure 5.2 CAAR Movements for Pre and Post Ex-Bonus Dates
Source: Analysis of secondary data using MS-Excel
It can be observed visually that CAAR are on a rise from day 17 onwards until day 30,
after which CAAR are negative. This trend explains that the actual returns are higher than
expected returns therefore stock returns are higher during the pre-announcement period
and immediately after it the stock returns have suddenly become negative. This could be
on account of the ex-bonus date effect. Once the shares have become ex-bonus then the

returns on them started to fall.
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Results from Analysis for Stock Split Announcement: Ex-Split Date
Hjo: There is an effect of ex-rights date on stock returns of Nifty firms.

Hio@): There is an effect of ex-rights date on stock returns of Nifty firms for 61 days event

window.

Hiop): There is an effect of ex-rights date on stock returns of Nifty firms for 31 days event

window.

Hio(): There is an effect of ex-rights date on stock returns of Nifty firms for 11 days event

window.

Table 5.3 presents the summarised results from paired t-test, which is a parametric test and
Wilcoxon rank test where in non-parametric test applied on calculated AAR for ex-splits

announcement.

Table 5.3

Summary for Analysis of Average Abnormal Returns for Ex-Split Date

g 2 T
E= Paired Sample t-test S £ = £
= ST
. S s B~
Event Window =
=)
@) . *Sig.level
t d.f. | *Sig.

Hypotheses '8 5%
Hii) Ex-Splits 61 Days | 0.190 3.561 | 29.000 | 0.001 0.000
Hup) Ex-Splits 31 Days | 0.415 3.377 | 14.000 | 0.005 0.009
Hio) Ex-Splits 11 Days | 0.938 3.947 | 4.000 |0.017 0.043

Note: tested at 5% level of significance
Source: From primary data analysis using SPSS 20 software and MS-Excel

From the table 5.3 it is found that the p-values for t-statistic are less than 0.05 for all three

event windows for Wilcoxon signed rank test as well as for paired t-test. It can therefore
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be concluded that there is statistically significant difference in the mean and median of
average abnormal returns and the stock split announcement has created statistically
significant impact on stock returns.

Figure 5.3 illustrates the movement of CAAR for all Ex-Split’s dates during 61 days event

window.
Ex-Splits CAAR
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Figure 5.3 CAAR Movements for Pre and Post Ex-Splits Date

Source: From primary data analysis using SPSS 20 software and MS-Excel
It can be observed from graph that that CAAR are on a rise from day 13 onwards until day
30, after which CAAR are negative. This trend explains that actual returns are higher than
expected returns therefore stock returns are higher during the pre-announcement period
and immediately after it the CAAR started diminishing gradually until day 55 after that

again start rising. Once the shares have become ex-split the returns on them have started to

[132]



fall, which could be on account of fall in the value of shares. It is also observed that the

CAAR slowly started increasing from day 55 onwards, which is a positive sign.

Analysis for Rights Announcement: Ex-Rights Date

Hj: There is an effect of ex-rights date on stock returns of Nifty firms.

Hii): There is an effect of ex-rights date on stock returns of Nifty firms for 61 days event
window.

Hii): There is an effect of ex-rights date on stock returns of Nifty firms for 31 days event
window.

Hiio): There is an effect of ex-rights date on stock returns of Nifty firms for 11 days event
window.

Table 5.4 represents the results from paired t-test and Wilcoxon rank test applied on

calculated AAR for ex-rights announcement.

Table 5.4
Summary for Analysis of Average Abnormal Returns for Ex-Rights Date

Wilcoxen

. Paired Sample t-test Signed
Event Window Rank Test
Hypotheses rQ: *Sig.level

t d.f. Sig. 50,

Hii Ex-rights 61 Days -1.294 29 0.206 0.254

Hiip) Ex-rights 31 Days -2.048 14 0.06 0.047

Hii Ex-rights 11 Days -1.097 4 0.334 0.225

Note: tested at 5% level of significance
Source: From primary data analysis using SPSS 20 software and MS-Excel

Table 5.4 present the results of the parametric and non-parametric tests. Two methods
have been used to cross verify the results as the data involved is stock returns and hence

for each of the estimation period the data may not be normal. From the above results it is
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found that the p-values for t-statistic are greater than 0.05 for all three event windows for
Wilcoxon signed rank test as well as for paired t-test. It can therefore be concluded that
there is no statistically significant difference in the mean and median of average abnormal
returns, and the ex-rights dates have not created any statistically significant impact on

stock returns.

Figure 5.4 presents the movement of all the CAAR for ex-rights date during 61 days event

window

Ex-Rights CAAR
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Figure 5.4 CAAR Movements for Pre and Post Ex-Rights Date

Source: Analysis of secondary data

It can be observed from the above figure 5.4 that cumulative average abnormal returns are
on a rising trend after the ex-date. ~ From the study of corporate actions using event study
methodology it can be concluded that except in the case of ex-dividend and rights issue

other two announcements had a significant effect on stock prices for almost all the event
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windows, thus indicating existence of semi-strong form of market efficiency. It was also
found during the process of analysis that these events had a statistically significant
difference in abnormal returns for pre and post event period when tested for individual
events.

SECTION -1

5.5  Investor Perceptions and Corporate Actions

The decision making process of investors has been understood through new
paradigms and theories of behavioural finance. The concepts of economics, finance and
cognitive psychology are combined and attempted to be understood from the perception of
human behaviour in financial markets. (Shanmugasundaram & Balakrishnan, 2009), an
investor who has control over his emotions would be able to use his finances for hedging
against inflation by identifying sources of right analytical presentations and by sparing
sufficient time for investment decision for directly partaking in the stock market operation
including futures and options, else he may choose the mutual fund route or through a

portfolio manager and operate through systematic plan.

Lovric & Spronk(2008) suggested a financial model that can be used to build stylised
representation of individual investors and further studied using the paradigm of agent
based artificial financial markets. Mittal & Vyas. (2008) study presented the relationship
between demographic characteristics and the investment personality exhibited by investors.
In this study Indian investors have been classified as four dominant personalities namely

casual, technical, informed and cautious.
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Harsha & Kerav (2012) study endeavour’s to understand the factors which influence the
decision of investors to purchase equity shares. It was found that firms image, personal
financial position, advocate recommendations, track record, relevance to the community,
neutral information, economic factors, and individual dynamics were the most influential
factors. Pawar (2013) conducted study on investor behaviour towards market information
in Indian markets. The conclusions of the study indicate that investors prefer to wait and
watch before making their investment decision. They also try and analyse such
information which they think could alter the risk profile of companies.

Jain & Mandot. (2012) conducted study on individual investors in Rajasthan to understand
the relation between demographic factors and investment decision. It was found that
demographic factors like age, marital status, gender, city, income level, market knowledge,
occupations and qualifications have major impact. (Sharma & Gupta, 2011) concluded
through their study, that investment decision is mainly influenced by risk, return, peer
influence, recommendations of financial advisors and market trends.

5.6  Objectives and Hypotheses

2(b) To make a comparative analysis on perceptions of individual investors on the
importance of awareness on corporate actions for equity investment decisions
from Hyderabad and Mumbai

Hi2@ 10 ) City of residence of investor has an association with their perception on the
importance of awareness about corporate actions for equity investment decisions
from Hyderabad and Mumbai.

Hisatd): Age of an investor has an association with their perception on importance of

awareness on corporate actions from Hyderabad and Mumbai.
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Hi4@ 1 g): Education level of an investor has an association with their perception on
importance of awareness on corporate actions from Hyderabad and Mumbai.
His@td): Income level of an investor has an association with their perception on
importance of awareness on corporate actions from Hyderabad and Mumbai.
His@tod): INvesting experience of an investor has an association with their perception on
importance of awareness on corporate actions from Hyderabad and Mumbai.
Description of Survey data and pilot study (it has been presented in chapter four under sub-

sections 4.6 and 4.7 on page number 105)

5.7  Discussion on Results from Analysis for Objective 2(b)

Results of Reliability Test - Corporate Actions

It is a measure for consistency between multiple measurements of variables and is
conducted to ensure that the responses are not widely varying. Cronbach’s alpha is a
measure to test the internal consistency of items in a scale. It is a measure of scale
reliability, or an efficiency of reliability. Hair, et al. (2011) states in his book on
“Multivariate analysis” that “Cronbach’s alpha is a measure of reliability that ranges from

0 to 1, with values of 0.60 to 0.70 deemed to be the lower limit of acceptability using SPSS

software.”
Table 5.5
Results of Reliability Test (Q. No. 20)
Sub-scale Variables Cronbach's Alpha Number of
items
Corporate Actions 0.756 4

Source: From analysis of primary data using SPSS 20 and MS-Excel software
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The alpha coefficient for individual sub scale and overall items, suggests that the
items have relatively high internal consistency. (Note that a reliability coefficient of .60 or
higher is considered "acceptable” in most social science research situations). In the present
study the reliability level of subscale variables and overall variables the alpha values has
been found to be satisfactory. The perception of investors has been taken using survey
method for four corporate actions mentioned below. Five point Likert scale has been used
to collect feedback.

Table 5.6

Corporate Actions Included for the Study

S.No. | Corporate Actions

1 Dividend Announcement

Bonus Announcement

2
3 Rights Issue Announcement
4

Stock Split Announcement

These four events have been selected based on their popularity, availability of information
and their importance. Feedback from investors are taken based on five point likert scale

where “1” represented “strongly disagree” and “5” meant “strongly agree.
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Figure 5.5 presents the graphical representation of the investor feedback on the importance

of dividend issue announcement made by corporates.

4 N
DIVIDEND ANNOUNCEMENT

DISAGREE UNDECIDED AGREE STRONGLY AGREE
= MUM. 6.2 19.3 58.1 16.4
HYD. 12.9 6.5 33.7 46.9
- J

Figure 5.5 Investor Perceptions - Dividend
Source: From analysis of primary data using SPSS 20 and MS-Excel software
Investor perception about the importance of awareness about dividend announcement was
found to be positive from both the cities. As observed 75% of investors from Mumbai and
80% investors from Hyderabad either agreed or strongly agreed to the statement that

“dividend announcements are important information for equity investing decision.”
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Figure 5.6 presents the graphical representation of the investor feedback on the importance

of bonus issue announcement made by corporates.

4 N
BONUS ISSUE ANNOUNCEMENT

— . .
STRONGLY
DISAGREE DISAGREE UNDECIDED AGREE STRONGLY AGREE
= MUM. 1.7 2.0 17.8 58.6 19.8
HYD. 1.6 12.0 63.8 22.7
- J

Figure 5.6 Investor Perceptions - Bonus Issue
Source: From analysis of primary data using SPSS 20 and MS-Excel software
Figure 5.6 illustrates that majority of individual investors, that is, 78.4% of individual
investors from Mumbai and 86.5% from Hyderabad either agree or strongly agree to the
statement that information on bonus announcements has an impact on equity returns from
the analysis of secondary data. At the same time it can also be observed that a section of
investors are still not sure about the importance of bonus announcement. It can also be
observed that higher numbers of investors from Mumbai have stated they are undecided on

the importance of bonus issue when compared to those from Hyderabad.
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Figure 5.7 presents the graphical representation of the investor feedback on the importance

on stock-splits announcement made by corporates.

4 N
STOCKS SPLIT ANNOUNCEMENT
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HYD. 2.6 8.4 40.8 48.2
_

Figure 5.7 Investor Perceptions - Stock Split
Source: From analysis of primary data using SPSS 20 and MS-Excel software
For stock split announcements it can be noticed that a section of investors from Mumbai
indicate they are not sure about impact of this announcement, and it is 29.2%. It’s also
found that approximately 66% of investors understand the importance of stock split
information from Mumbai and approximately 89% from Hyderabad agree or strongly

agree that this announcement is very important.
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Figure 5.8 presents the graphical representation of the investor feedback on the importance

of rights issue announcement made by corporates.

4 N
RIGHTS ANNOUNCEMENT

STRONGLY STRONGLY
DISAGREE DISAGREE UNDECIDED AGREE AGREE
= MUM. 2.3 12.3 49.2 36.2
HYD. 3 2.0 22.9 59.2 15.6
- J

Figure 5.8 Investor Perceptions - Rights Issue
Source: From analysis of primary data using SPSS 20 and MS-Excel software
It can be found that except for a small section of investors in the sample all other agree that
rights announcement of companies affects their equity investment decisions. A small
section of investors from both cities 2.3% from Mumbai and 2% from Hyderabad disagree
or strongly disagree towards the importance of rights issue announcements. From the
above four graphic presentations it can be concluded that the respondents from the sample

agree and understand that corporate actions have an influence on their decisions.
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Association between City of Residence and Investor Perception on Corporate Actions

H12:

Hio@)

Hio():

Hio(c):

H1o():

City of residence of investor has an association with their perception on the
importance of awareness about corporate actions for equity investment
decisions from Hyderabad and Mumbai.

- There is an association between perceptions of investors on dividend announcement

and city of residence.

There is an association between perceptions of investors on bonus issue

announcement and city of residence.

There is an association between perceptions of investors on stock split

announcement and city of residence.

There is an association between perceptions of investors on rights issue

announcement and city of residence.

Table 5.7

Summary from Analysis of Chi-Square test between Variables: City of Residence and

Corporate Actions

Hyp. * Asymp.
Variables (City and Perception on Chi-square Sig. (2-
corporate Announcements) value d.f. sided)
le(a) Dividend Announcement 99.220 4 .000
le(b) Bonus Announcement 10.463 4 033
le(c) Rights Issue Announcement 42.255 4 .000
le(d) Stock Split Announcement 81.731 4 .000

Note * at 5% level of significance
Source: From analysis of primary data using SPSS 20 and MS-Excel software

A chi

-square test of association was calculated for comparing perceptions of investors on

corporate action between two cities (Hyderabad & Mumbai). Table 5.7 presents the
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summarised results. It was found that there was a significant interaction between corporate
announcements and city of residence, indicating that city of residence was vital and

affected the perceptions of individual investors.

Association between Age of Investor and Investor Perception on Corporate Actions

His: Age of an investor has an association with their perception on importance of
awareness on corporate actions from Hyderabad and Mumbai.

His@): There is an association between perceptions of investors on dividend announcement
and age across two cities.

Hizp): There is an association between perceptions of investors on bonus issue
announcement and age across two cities.

Hizc: There is an association between perceptions of investors on stock split
announcement and age across two cities.

Hizg: There is an association between perceptions of investors on rights issue

announcement and age across two cities.

The table 5.8 presents the summarised results of chi-square test conducted to test for

association between four corporate actions and city of residence of investors.
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Table 5.8

Summary from Analysis of Chi-Square Test Between Variables: Age of Investor and

Corporate Actions

CITY HYDERABAD MUMBAI
Hyp. Chi- Chi-
Corporate Action square | d.f. | *Appx.sig. | square | d.f. | *Appx.sig.

value value

His@ | Dividend Announcement | 21.026 | 9 0.012 55.619 | 9 0.000

Hiap) | Bonus Issue Announcement | 60.215 | 9 0.000 100.41 | 12 0.000

Hisc | Stock Split Announcement | 33.116 | 9 0.000 123.24 | 12 0.000

His@ | Rights Issue Announcement | 34.688 | 9 0.000 64.123 | 12 0.000

Note * at 5% level of significance
Source: From analysis of primary data using SPSS 20 and MS-Excel software

It is believed that age of investor has an impact on the perceptions of investors regarding

the importance of corporate actions for making equity investment decisions. The

summarised results from table 5.8 indicate that the p-values are less than 0.05 thus

indicating that age of investor has an impact on investor perceptions.

Association between Education Level of Investor and Perception on Corporate Actions

Hi4: Education level of an investor has an association with their perception on

importance of awareness on corporate actions from Hyderabad and Mumbai.

His@): There is an association between perceptions of investors on dividend announcement

and education level across two cities.

Hip): There is an association between perceptions of investors on bonus issue

announcement and education level across two cities.

Hiac: There is an association between perceptions of investors on stock split

announcement and education level across two cities.
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Hisa: There is an association between perceptions of investors on rights issue
announcement and education level across two cities.
Table 5.9 presents the summarised results of chi-square test conducted to test for
association between four corporate actions and education level of residence of investors
from both the cities.
Table 5.9

Summary from Analysis of Chi-Square Test Between Variables: Education Level of
Investor and Corporate Actions

Hyp. CITY HYDERABAD MUMBAI
Chi- Chi-
Corporate Action square df. | *Appx.sig. square df. | *Appx.sig.
value value
Hya | D1Vidend 24173 | 18| 0149 | 71823 | 18 | 0.000
1@ | Announcement : : ' :
Hia) ionus Issue 38602 |18 | 0003 | 22658 | 24 | 0540
nnouncement
Stock Split
Hia Announcement 22.895 18 0.195 31.678 24 0.135
Rights Issue
Hia@) Announcement 27.153 18 0.076 17.446 24 0.829

Note * at 5% level of significance
Source: From analysis of primary data using SPSS 20 and MS-Excel software

It is found that education level of investors does not have much association with the
perceptions of investors regarding the importance of corporate actions for making equity
investment decisions. The results from table 5.9 indicate that the p-values are less than
0.05 in case of dividends (Mumbai) and Bonus issue (Hyderabad) thus indicating that

education level does not have much impact on investor perceptions.

It can also be observed that stock split and rights issue announcement are not
having statistically significant values and hence it may be concluded that these two

announcements are not perceived to be important by investors from both the cities.
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Association between Income Level of Investor and Perception on Corporate Actions

His: Income level of an investor has an association with their perception on

importance of awareness on corporate actions from Hyderabad and Mumbai.

His): There is an association between perceptions of investors on dividend announcement

His():

His(c):

H1s(q):

and income level across two cities.

There is an association between perceptions of investors on bonus issue
announcement and income level across two cities.

There is an association between perceptions of investors on stock split
announcement and income level across two cities.

There is an association between perceptions of investors on rights issue
announcement and income level across two cities.

The table 5.10 presents the summarised results of chi-square test conducted to test

for association between four corporate actions and income level of investors.

Table 5.10

Summary from Analysis of Chi-Square Test Between Variables: Income Level of

Investor and Corporate Actions

CITY HYDERABAD MUMBALI
Hyp.
Chi- Chi-
CORPORATE ACTION | square | d.f. | *Appx.sig. | square | d.f. | *Appx.sig
value value
His@ | Dividend Announcement 120.89 | 12 0.000 19.910 | 12 0.069
His) | Bonus Issue Announcement | 48.691 | 12 0.000 45,100 | 16 0.000
Hisc) | Stock Split Announcement | 66.363 | 12 0.000 | 32.093 | 16 0.010
His@) | Rights Issue Announcement | 39.157 | 12 0.000 26.103 | 16 0.053
Note * at 5% level of significance

Source: From analysis of primary data using SPSS 20 and MS-Excel software
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It is believed that income level of investors has an association with the perceptions
of investors regarding the importance of corporate actions for making equity investment
decisions. The results indicate that the p-values are less than 0.05 thus indicating that
income level has an impact on investor perceptions in case of Hyderabad. In case of
Mumbai investor no such association is found to exist in case of dividend and rights issue.
This trend could be on account of majority of investor (74%) belonging to income level
between Rs.15,000 to Rs.50,000. As the concentration of sample is more around these
income levels and the remaining levels share a marginal proportion, there is no statistically
significant difference in perceptions of investors across income level in Mumbai city. It
may be concluded that the perceptions of investors about the importance of awareness on
the dividend and rights issue announcement is same among investors from Mumbai across

all income groups.

Association between Investing Experience and Investor Perception on Corporate Actions

Across two cities.

Hie. Investing experience of an investor has an association with their perception on
importance of awareness on corporate actions from Hyderabad and Mumbai.

Hiea): There is an association between perceptions of investors on dividend announcement
and investing experience across two cities.

Hisp): There is an association between perceptions of investors on bonus issue
announcement and investing experience across two cities.

Hisc): There is an association between perceptions of investors on stock split

announcement and investing experience across two cities.
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Hisy: There is an association between perceptions of investors on rights issue
announcement and investing experience across two cities.

Table 5.11 presents the summary for results obtained using chi-square test between each

corporate action and investing experience of investors across two cities.

Table 5.11

Summary from Analysis of Chi-Square Test between Variables: Investing Experience of
Investor and Corporate Actions

CITY HYDERABAD MUMBAI
Hyp. - i-
P CORPORATE sCuha:re d.f. [ *Appx.si sCuha:re d.f. [ *Appx.si
ACTION q 1. ppx.sig. | sq 1. ppXx.sig.
value value
Hig@ | Dividend 12362 | 9 0194 | 26444 | 9 0.002
Announcement
His() | Bonus Issue 10.257 | 9 0330 | 47547 | 12 | 0.000
Announcement
Hue | Stock Split 21465 | 9 | 0011 | 35184 | 12 | 0.000
Announcement
His() i‘ghts Issue 15654 | 9 0.074 28.951 | 12 0.004
nnouncement

Note * at 5% level of significance
Source: From analysis of primary data using SPSS 20 and MS-Excel software

It is found that for investors from Hyderabad investing experience has no association with
perception on importance of awareness level on all corporate actions except stock split. In
case of investors from Mumbai there is an association for all corporate actions. Most of
the investors from Hyderabad (80%) belong to category 1 and 2 and a marginal of them are
in remaining two segments, this could be the reason no statistically significant association

is found between the perceptions and investing experience.

[149]




5.8 Conclusion

Chapter five is related to objective two of the study which had two sub-objectives.
Based on the sub-objectives it had been divided into two sections. The first section - 1 is
linked to the objective 2(a) to study the effect of corporate actions on Nifty 50 Index listed
company which contains four hypotheses (i.e.) 8,9,10 and 11 with three sub-objectives
under each. Event study methodology has been applied to understand the impact/effect of
corporate action during the period 2011 to 2015.

The results indicated towards bonus and stock splits announcement having
statistically significant impact on stock returns of the Nifty 50 companies, in the case of 61
days, 31 days and 11 days event window. Whereas dividend announcement does not have
such effect and in the case of ex-rights day significant affect is found only for 31 days
event window.

Section- Il of the chapter was related to the study on the perceptions of investors
about the importance of four corporate events and their association with demographic
variables (i.e.,) city of residence, age, education, income and investing experience. There
was a significant association between corporate actions and three demographic
characteristics in case of Hyderabad. The demographic variables were age, income and
city of residence. Investing experience was an exception and did not have an association
with the perception of investors on importance of corporate actions. In case of investors
from Mumbai income level did not seem to be having any impact on the investor
perception regarding dividend and rights announcement. Education level was also not
found to have association with the investor perception on corporate actions from both the

cities.
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CHAPTER - VI
INVESTORS PREFERENCE OF INVESTMENT INSTRUMENT AND
THEIR DEMOGRAPHIC CHARACTERISTICS
6.1  Introduction

Peterson (1971) after a bonus issue announcement it is usually observed that there
is an increase in stock price. The idea of rational investor is dependent upon self-control

from investor perspective and their decision making ability, which is becoming inadequate.

With the transformation in social and family structure in present times the behaviour of
investors is also found to be changing. The objective of present chapter is to analyse
investor related demographic variables that are age, income level, education level,
investing experience, and their impact on the preference of investment instrument across
Hyderabad and Mumbai. A comparison of the preferences of investor’s choice of
Investment Instrument is depending on the demographic attributes may help in order to

gain further information.

Barberis, Shleifer, & Vishny (1998), to maximise their returns investors need to take
rational decisions which are based on available information and need to be free from
emotions. The model proposed was based on a variety of psychological evidences.
According to the idea proposed by Griffin and Tversky (1992) “in making forecasts,
people pay too much attention to the strength of the evidence they are presented with and
too little attention to it’s statistical weight.” The study supposed that corporate
announcements such as those of earnings announcements represent information that is of

low strength but significant statistical weight. This assumption has yielded the prediction
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that stock prices underreact to earnings announcements and similar events. It has also been
assumed that consistent patterns of news, such as series of good earnings announcements,
represent information that is of high strength and low weight. This assumption has yielded

a prediction that stock prices overreact to consistent patterns of good or bad news.”

lyer & Bhasker (2002) only such investors who are able to free themselves from such
psychological influences are largely successful. Lovric & Spronk (2008) individual
investor’s investment decisions are influenced by many factors. They constructed a
conceptual model that could be used for stylised representations of individual investors.
Mittal & Vyas (2008) conducted study on individual investors and segregated them into
four personality types. They also concluded through their study that demographic
variables have an influence on investment personality type. Barua & Srinivasan (1986),
investment returns in respect to individual investors are subjective to their risk taking
ability. Rajarajan (1997) through the study on investor’s lifestyle clusters found that it

influenced their investment related traits.

Korniotis & Kumar (2009) through their study indicate that cognitive abilities of
individual decline when they become old and also find that their investment performance
too decline with age. Lewellen, Lease, & Schlarbaum (1977) in their study found
investor’s demographic characteristics influenced their investment inclinations, especially
with reference to age, sex, income and education. Shanmugasundaram & Balakrishnan
(2009) an investor who is free from emotions can use their finances for hedging against
inflation by identifying sources of right analytical presentations and by making time for

investment decisions.
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6.2 Objective and Hypotheses

Objective 3: To examine association between investor’s preference of investment
instrument and their demographic characteristics.

Hi7@): There is an association between investor’s preference of the investment instrument
their city of residence.

Hi7w): There is an association between investor’s preference of the investment instrument
and their age.

Hi7(): There is an association between investor’s preference of the investment instrument
and their education level.

Hi7@): There is an association between investor’s preference of the investment instrument
and their income level.

Hi7@): There is an association between investor’s preference of the investment instrument

and their investing experience.

The methodology adopted to test the above hypotheses is the chi-square test of association.
It is a non-parametric statistical analysis tool which may be used to find out the association
between two variables. It has been used along with other statistical tools such as mean
analysis to fulfill the objective of the study. Five demographic characteristics which are
City of residence of investor (Hyderabad and Mumbai), Age, Education, Income and

Investing experience have been used in the present study.
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Table 6.1 presents a brief description of the investment instruments which have been

selected to be included in the present study on account of their popularity and access.

Description of Variables Included in the Study

Table 6.1

Description of Investment Option Selected for Study

Investment Option

Description

Saving Bank Deposit

It is an interest bearing deposit account which may be
held at a bank or financial institution.

Bank Fixed Deposit

It a special deposit instrument which is provided by
banks, with a higher rate of interest as compared to
savings account until the date of maturity. Sometimes a
separate account may be created for this purpose.

Post Office Deposits

It is a recurring deposit such like a bank recurring deposit
account, where a fixed amount can be deposited every
month. The postal RDA has a fixed tenure of five years.
These deposits accumulate money at an annual fixed rate
of interest.

PPF(Public Provident
Fund)

It is a 15 years scheme with a minimum deposit of
Rs.500 and maximum of Rs.1, 50,000 per annum and is
extendable beyond 15 years by blocks of 5 years each
time. The interest rate was fixed on yearly basis until
April 1, 2016 but since then it is fixed on quarterly basis.

Company Fixed
Deposits

These are fixed deposits held by investors with
companies for a fixed term. It is very similar to bank
fixed deposit and with a high rate of interest and risk. A
company’s rating is one factor that is looked into before
making company fixed deposit.

Bonds and Debentures

These are financial instruments used by corporates to
raise long term finances at a fixed rate of interest. Bonds
are generally secured by collateral.

Mutual Funds

These are professionally managed investment options
which are funded by shareholders. They are further
invested in diversified investment avenues.

Insurance Policies

These are risk management tools where for a monetary
compensation called premium the insurer transfers the
financial risk of potential financial loss to the insurance
company.

Money Market Funds

It is type of mutual fund where the funds are invested
only in money markets such as commercial papers,
treasury bills, certificates of deposit and others as
specified by Reserve Bank of India. They have a
minimum lock-in period of 15 days.
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It refers to buying and holding of shares of firms in
Equity Investment anticipation of income in the form of dividends or capital
gains.

Chit funds act (1982) It is a saving scheme whereby a
specified number of individuals enter into an agreement,
where each one would subscribe a particular sum of

Chit Funds money for specific period that each such subscriber shall,
in his turn, as determined by lot or by auction or by tender
or in such other manner as may be specified in the chit
agreement, be entitled to the price amount.

Table 6.2 presents the mean analysis for preference of investment options by the investors

from Hyderabad and Mumbai.

Table 6.2

Mean Analysis of Investor Preference of Investment Instrument from Two Cities

Investment Option HYDERABAD MUMBAL
Mean Rank | Mean | Rank

Saving Bank Deposit 3.793 4 3.045 10
Bank fixed deposit 3.757 6 3.935 3
Money Market Funds 3.770 5 3.813 4
Post Office Deposits 3.544 9 3.714 5
PPF(Public Provident Fund) 3.660 8 3.952 2
Company fixed deposits 3.528 10 3.674 7
Bonds and debentures 3.731 7 3.652 8
Mutual funds 4.032 2 3.708 6
Insurance policies 3.929 3 3.572 9
Equity shares 4.417 1 4.062 1
Chit Funds 2.660 11 2.612 11

Source: From analysis of primary data using SPSS 20 and MS-Excel software
The feedback was collected on a five point Likert scale. It can be noticed that for investors
from Hyderabad and Mumbai equity investing seems to be the best investment option

among those included in the survey. The second most preferred investment instrument is

[155]



mutual funds for the investors from Hyderabad and public provident funds by investors
from Mumbai. The investors from Hyderabad are also interested in insurance policies and
savings bank deposits to a large extent, in case of Mumbai it is found that bank fixed
deposits, money market funds and post office deposits are the favourite investment
destinations among investors. Chit fund investment is the least preferred among all the

investment instruments included in the survey from both the cities.

6.3 Results from Analysis

Hiz7@: There is an association between investor’s preference of the investment instrument
their city of residence.
Figure 6.1 presents the graphic representation for distribution of investors based on their

age of investors from both the cities.
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Figure 6.1 Distribution of Investors Based on Age
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Table 6.1 presents frequency analysis of investors across two cities and five categories. It
is noticed that most investors from Hyderabad belong to age group of 36 to 45 years, and
those from Mumbai mostly belong to age group of 26 to 35 years age group. One more
noticeable aspect is that approximately 19% of investors are above the age of 55 years, by
this means a considerable proportion of sample belongs to individuals who are old and yet
interested in equity investing.

Chi-square test of association was conducted to study the association between the city of
residence and preference for investment instrument among investors and the results are
shown in table 6.3.

Table 6.3

Summary from Analysis of Chi-Square Test between Variables: Investment
Instrument and City of Residence

City*Investment Instrument [Hi7( | Ch\l/—;ﬁuueare d.f. *AppX.sig.
Saving Bank Deposit 74.261 4 0.000
Bank Fixed Deposit 15.315 4 0.004
Money Market Funds 12.393 4 0.015
Post Office Deposits 21.466 4 0.000
PPF (Public Provident Fund) 41.627 4 0.000
Company Fixed Deposits 27.989 4 0.000
Bonds and Debentures 15.400 4 0.004
Mutual Funds 16.915 4 0.002
Insurance Policies 60.502 4 0.000
Equity Shares 64.484 4 0.000
Chit Funds 48.239 4 0.000

Note * at 5% level of significance
Source: From analysis of primary data using SPSS 20 and MS-Excel software

Table 6.3 shows that a significant interaction was found between city of residence and
preference for investment instrument. It can therefore be concluded that location was
associated with the choice of investment and the preferences of investors differed across

cities.
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Hizw): There is an association between investor’s preference of the investment instrument
and their age.
Chi-square test of association was conducted to study the association between the age of
investors and preference for investment instrument from Hyderabad and Mumbai the
summarised results are presented in table 6.4.
Table 6.4

Summary from Analysis of Chi-Square test between Variables: Age of Investor and
Preference of Investment Instrument

Hyderabad Mumbai
N Chi- *Sig. Chi-

Variables SquareVa|ue d.f. N Square_ d.f. Sig.*
Value

Savings Account 309 57.87 16 | 0.00 | 353 29.82 16 | 0.02

Deposit

Bank Fixed Deposits 309 103.04 16 | 0.00 | 353 | 25.02 | 16 | 0.07

Post Office Deposits 309 103.04 16 | 0.00 | 353 | 25.05 | 16 | 0.07

Public Provident 309 129.78 16 | 0.00 | 353 45.37 16 | 0.00
Funds

Corporate Deposits 309 189.99 16 | 0.00 | 353 32.45 16 | 0.01
Bonds 309 120.01 16 | 0.00 | 353 24.49 16 | 0.08
Mutual Funds 309 69.47 16 | 0.00 | 353 27.58 16 | 0.04
Insurance 309 93.55 16 | 0.00 | 353 40.26 16 | 0.00
Equity Shares 309 48.86 16 | 0.00 | 353 18.44 16 | 0.03
Chit funds 309 81.18 16 | 0.00 | 353 28.00 16 | 0.03

Note * at 5% level of significance
Source: From analysis of primary data using SPSS 20 and MS-Excel software

It was observed that except for three investment options in Mumbai (i.e.) for bonds, bank
deposits and post office deposits, age of investors was found to be associated with the
preference of investors for investment instrument.

For investors from Hyderabad there was a significant association between age of

investor and choice of investment instrument for all the investment options surveyed for
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the present study. It may be concluded that age level of investor influences their choice of

investment instrument irrespective of the geographic location.

Hi7) : There is an association between investor’s preference of the investment instrument
and their education level.

Figure 6.2 presents the graphic representation for distribution of investors based on their

education level from both the cities.
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Figure 6.2 Distribution of Investors Based on Level of Education

Source: From primary data analysis using SPSS 20 software and MS-Excel
Figure 6.2 indicates that the investors from both cities were grouped based on the feedback
received for level of education. It was observed that majority of investors from both the
cities were either graduates or post graduates or post graduates about 64.4% from
Hyderabad and 81% from Mumbai. While a segment of investors were found to be

marginally educated (others) hence were merged with group one.
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Figure 6.3 presents the graphic representation for distribution of investors based on their
preference for investment instruments for those investors with education level up to class

five from both the cities.
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Figure 6.3 Representations of Investors from Education Category | - Preference for
Investment Instrument

Source: From primary data analysis using SPSS 20 software and MS-Excel

It may be observed from figure 6.2 that investors with low education level are found to
prefer public provident fund and equity as investment option. Very low preference was
found for chit funds. It was also found from the investor feedback that they were unable to

understand few investment instruments and were undecided.
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Figure 6.4 presents the graphic representation for distribution of investors based on their
preference for investment instruments for those investors with education level up to class

ten from both the cities.
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Figure 6.4 Representations of Investors from Education Category Il - Preference for
Investment Instrument

Source: From primary data analysis using SPSS 20 software and MS-Excel

Investors with minimum education up to class ten were found to be are attracted towards
equity and company fixed deposits and do not prefer chit fund investments. They also

were found to show interest in post office deposits.
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Figure 6.5 presents the graphic representation for distribution of investors based on their
preference for investment instruments for those investors with education level up to class

twelve from both the cities.

90 Edu.: Below Class 12

80 -
70 -
60 -
50 +
40 -
30 -
20

0 - l . - |

Savings Bank PostOfflce PPF Company Bonds Mutual Insurance Equity  Chit Funds
Deposit FD Funds

B STRONGLY DISAGREE  m DISAGREE UNDECIDED AGREE STRONGLY AGREE

Figure 6.5 Representations of Investors for Education Category 11 : Preference for
Investment Instrument

Source: From primary data analysis using SPSS 20 software and MS-Excel

Investors with Class 12 as education level were found to be keen about preference of bank
deposits and insurance. They were also unsure about most of the investment options such
as chit funds and public provident funds. They also seem to be aware of most of the

investment instruments on account of their education level.
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Figure 6.6 presents the graphic representation for distribution of investors based on their
preference for investment instruments for those investors with education level graduation

from both the cities.
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Figure 6.6 Representations of Investors from Education Category 1V : Preference of
Investment Instrument

Source: From primary data analysis using SPSS 20 software and MS-Excel

Investors with graduation degree as education level are found to be keen to invest with post
office and mutual funds followed by Insurance; they were not found to be interested in chit
funds and savings bank deposit. It was also found that company fixed deposits and bonds

were two investment instruments about which investors were mostly unsure.
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Figure 6.7 presents the graphic representation for distribution of investors based on their
preference for investment instruments for those investors with education level of post-

graduation from both the cities.
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Figure 6.7 Representation of Investors of Education Category V: Preference for
Investment Instrument

Source: From primary data analysis using SPSS 20 software and MS-Excel

Investors who are well qualified post graduates prefer mostly Insurance and Equity
investment. They also expressed doubts about chit funds, company fixed deposits and
bank deposits to be regarded as investment instruments with higher returns. Chit funds and
insurance were the least preferred investment options. Investors from this category prefer

equity the most and chit funds the least.
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Table 6.5 presents the summarised results of chi-square test conducted to test for
association between education level of investors and their preference for investment

instrument.

Table 6.5

Summary from Analysis of Chi-Square Test between Variables: Education Level of
Investor and Preference for Investment Instrument

HYDERABAD MUMBAI
Investment Instrument Chi- Chi-
square | d.f. | *Appx.sig. | square | d.f. | *Appx.sig.
value value
Saving Bank Deposit 34.83 | 24 0175 | 85721 | 24 0.000
Bank fixed deposit 42.861 | 24 0.036 236.05 | 24 0.000
Money Market Funds 63.547 | 24 0.000 45.199 | 24 0.021
Post Office Deposits 68.94 | 24 0.000 49.428 | 24 0.007
PPF(Public Provident Fund) | 112.19 | 24 0.000 | 73.331 | 24 0.000
Company fixed deposits 84.576 | 24 0.000 | 34.675| 24 0.180
Bonds and debentures 60.025 | 24 0.000 27.274 | 24 0.503
Mutual funds 27.459 | 24 0.493 33.078 | 24 0.233
Insurance policies 57.093 | 24 0.001 26.959 | 24 0.520
Equity shares 39.695 | 24 0.070 25.811 | 24 0.583
Chit Funds 55.274 | 24 0.002 103.1 | 24 0.000

Note * at 5% level of significance
Source: From analysis of primary data using SPSS 20 and MS-Excel software

Table 6.5 shows the results for analysis of chi-square test of association between
preference of investment option and education level of investors. It is found from the
results that in case of Hyderabad investors there is a statistically significant association
between education level of investor and preference of investment instrument as the p-
values are less than 0.05 for all the variables except three investment instruments. These
three investment instruments (i.e.) savings bank deposits, equity investment and mutual
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fund investment do not have any statistically significant association with education level of
investors. It can therefore be concluded that investor education level does not have much
impact on the investor preference for these three investment instruments. Irrespective of
their education level investors prefer to invest in these three investment avenues.

In case of Mumbai it is noticed that out of eleven investment options, education level does
not have statistically significant association with five investment instruments. Therefore it
can be concluded that education level in the present study has not shown significant impact
on investment decision for individual investors from Mumbai for most of the investment
instruments.

Hi7@) : There is an association between investor’s preference of investment instrument and

their income level.
Figure 6.8 presents the graphic representation for distribution of investors based on their

income level from both the cities.
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Figure 6.8 Distribution of Investors Based on Income per month

Source: From analysis of primary data using SPSS 20 and MS-Excel software

[166]



Figure 6.9 shows summarised results that the investors from both the cities were grouped
into six categories based on their feedback on income received per month. It can be
observed that 41% of investors from Mumbai are clustered around income group three
category, whereas in Hyderabad approximately 31% of investors belong to category three.
On account of which it can be understood that most of equity investors belong to income
level ranging between Rs.5,000 to Rs.50,000 per month, Just a small minority of investors
belong to income group six with an income of above Rs.2,00,000 per month.

Figure 6.9 presents the graphic representation for preference for investment instruments by

investors with income below Rs.15,000 per month.
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Figure 6.9 Representations of Investor from Income Group | : Preference for
Investment Instrument

Source: From analysis of primary data using SPSS 20 and MS-Excel software
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From the figure 6.9 data it can be observed that investors with income level less than
Rs.15,000 per month were more inclined towards Post Office Deposits followed by Mutual
Funds and Bank Deposit. Most of the investors indicated strong disagreement towards chit
funds as a favourable instrument for investment. It was also noticed that a segment of
investors are not sure about investments in the company’s fixed deposits as well as bonds.

Figure 6.10 presents the graphic representation for preference for investment instruments

by investors with income level between (Rs.15,000 to 30,000) per month.
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Figure 6.10 Representations of Investor from Income Group 11 for Preference for
Investment Instrument

Source: From primary data analysis using SPSS 20 and MS-Excel software

Investors prefer to invest in post office deposit followed by mutual funds and equity

investments. Most of the investors expressed that they were unsure about investing in
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company fixed deposits and bonds. It was also found that chit funds were found to be least
preferred investment option.
Figure 6.11 presents the graphic representation for preference for investment instruments

by investors with income level between (Rs.30,000- Rs.50,000) per month.
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Figure 6.11 Representations of Investor from Income Group 111 : Preference for
Investment Instrument
Source: From analysis of primary data using SPSS 20 and MS-Excel software
Investors from this income group earning between Rs.30,000 to Rs. 50,000 per month
mostly prefer to invest in insurance, company fixed deposits and mutual funds. A segment
of investors in this group were found to be unsure about investing in bonds and company
fixed deposits. It is also found that chit funds were least preferred investment option for

them.
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Figure 6.12 presents the graphic representation for preference for investment instruments

by investors with income level between (Rs.50,000 to 1,00,000) per month.
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Figure 6.12 Representation of investor from Income Group 1V for preference for
Investment Instrument

Source: From analysis of primary data using SPSS 20 and MS-Excel software

Figure 6.13 shows that investors from this income group earning between Rs.50, 000 to
Rs.1,00,000 were found to be attracted towards Equity and Insurance the most. It was also

observed that they were unsure about investing in chit funds and public provident funds.
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Figure 6.13 presents the graphic representation for preference for investment instruments

by investors with income between (Rs.1,00,000 to 2,00,000) per month.
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Figure 6.13 Representation of Investor from Income Group V : Preference for

Source: From analysis of primary data using SPSS 20 and MS-Excel software

Investors from this category (i.e.) are keen to invest in Mutual funds followed by Insurance

and Bank deposits.

Observations from graphical representation of data:

» Post office deposits, Insurance and Bank deposits are found to be more attractive

investment options among all income groups.

[171]



» Equity is preferred mostly by investors from income groups Rs.15,000-Rs.30,000 as well
as by Rs.50,000 to Rs.1,00,000. Chit funds are not found to be preferred by most of the
investors from almost all income groups.

Table 6.6 presents the summarised results of chi-square test conducted to test for
association between income level of investors and their preference for investment
instrument.

Table 6.6

Summary from Analysis of Chi-Square test between Variables: Income Level of
Investor and Investment Instrument

HYDERABAD MUMBAI

Investment Instrument Chi- Chi-

square | d.f. | *Appx.sig. | square | d.f. | *Appx.sig.

value value
Saving Bank Deposit 21971 1 16 | 0144 | 41613 | 16 | 0.000
Bank fixed deposit 45.701 | 16 0.000 24.988 | 16 0.070
Money Market Funds 63.676 | 16 0.000 35.104 | 16 0.004
Post Office Deposits 101.88 | 16 0.000 26.352 | 16 0.049

PPF(Public Provident Fund) | 141.48 | 16 0.000 | 49.142 | 16 0.000
Company fixed deposits 197.35 | 16 0.000 30.605 | 16 0.015

Bonds and debentures 123.55 | 16 0.000 27.100 | 16 0.040
Mutual funds 58.968 | 16 0.000 28.157 | 16 0.030
Insurance policies 95.132 | 16 0.000 42.426 | 16 0.000
Equity shares 59.721 | 16 0.000 18.286 | 16 0.307
Chit Funds 76.318 | 16 0.000 32,134 | 16 0.010

Note * at 5% level of significance
Source: From analysis of primary data using SPSS 20 and MS-Excel software

Table 6.6 shows the summarised results for analysis of chi-square test of association
between preference of investment instrument and income level of investors. It is found

from the results that in case of Hyderabad investors there is an association between income
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level and perception on investment preference except in case of savings bank deposits. In
case of Mumbai investors there is an association between income level and preference of
investment instrument except in case of Bank fixed deposits and Equity investment.
Therefore it may be concluded that income level has an association with investment

decision of investors.

Hiz@) : There is an association between investor’s preference of the investment instrument
and their investing experience.
Figure 6.14 presents the graphic representation for distribution of investors based on their

income level from both the cities.
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Figure 6.14 Investing Experience of Investors from Hyderabad and Mumbai

Source: From analysis of primary data using SPSS 20 and MS-Excel software

Figure 6.14 shows the percentage of investors for number of years of equity investing
experience of across two cities. Investing experience of investors is represented based on
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the feedback received for numbers of years of holding demat account, which was an open
end question. Depending upon the feedback received investing experience is categorised
into four levels as mentioned in figure 6.14. It can be noticed that number of investors
having above 10 years of experience are of higher proportion in Mumbai when compared
to Hyderabad while most of the investors belong to group two with (3-7) years of
experience.

Table 6.7 presents the summarised results of chi-square test conducted to test for
association between variable investing experience of investors and their preference for
investment instrument.

Table 6.7

Summary from Analysis of Chi-Square test between Variables:
Investing Experience and Investment Instrument

HYDERABAD MUMBAI
Investment Option Chi- | Chi- _
square | d.f. | *Appx.sig. | square | d.f. | *Appx.sig.
value value
Saving Bank Deposit 15389 | 12| 0221 |s56753 | 12 | 0.000
Bank fixed deposit 10.403 | 12 0.581 35.701 | 12 0.000
Money Market Funds 12973 | 12 0.371 73.646 | 12 0.000
Post Office Deposits 11.066 | 12 0.523 19.336 | 12 0.081

PPF(Public Provident Fund) | 15.354 | 12 | 0223 38103 | 12 | 000

Company fixed deposits 11.468 | 12 0.489 33.093 | 12 0.001

Bonds and debentures 12.681 | 12 0.393 62.599 | 12 0.000
Mutual funds 14.286 | 12 0.283 32428 | 12 0.001
Insurance policies 18.052 | 12 0.114 47.349 | 12 0.000
Equity shares 9.180a 12 0.687 13.673 12 0.322
Chit Funds 27.365 | 12 0.007 26.706 | 12 0.009

Note * at 5% level of significance
Source: From analysis of primary data using SPSS 20 and MS-Excel software
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Table 6.7 shows that in case of Hyderabad for all variables except chit funds there is no
association between investing experience and selection of investment option, as the p-

values are less than 0.05.

In case of Mumbai investors there is a statistically significant association between
investment experience and selection of investment options, however in case of post office

deposits and equity investment such association does not exist.

6.4 Conclusion

Chapter six presented the results from analysis for objective three of the study
which was related to the association between preference of investment instrument and

demographic characteristics of individual investors from Hyderabad and Mumbai.

Chi-square test was adapted to analyse the relationship between variables as it was
found most appropriate satisfying all the assumptions. The data used comprises of 662
respondents consisting of 309 from Hyderabad and 353 from Mumbai. Eleven most
popularly used investment instruments were utilised in the questionnaire to assess
preference of investors across various demographic variables (i.e.) city, age of investor,

income level of investor, education level and investing experience.

From the study on the association between education level and preference of investment
instrument using chi-square test it was found that there was a statistically significant
association with eight investment instruments for Hyderabad. For Mumbai education level
had an association with six investment instruments. It may therefore be concluded that
education level of investors may have an incidence on the preferences of investors
regarding selection of investment instrument.
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Results indicated that investment choice differed across the city of residence and all
investment instruments in the study. From the analysis of the association between income
level and investment preference showed a significant association between variables for
Hyderabad investors except in the case of savings bank deposits. For Mumbai investors, it
was found that bank fixed deposits and equity investment were preferred equally by all

investors from all income groups.

Investing experience was not found to have any association with the preference of
investment instrument among Hyderabad investors. In case of Mumbai investors; such
association was statistically significant for all except in the case of post office deposits and

equity investment.
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CHAPTER - VII

INVESTOR DEMOGRAPHICS AND MARKET INFORMATION

7.1 Introduction

The recent literature of behavioural finance presents several arguments made
regarding the importance of information and trading volume for investors. It is more often
believed that investors who spend more time and money on acquisition of information
receive more signals and can therefore trade to increase their investment returns. Another
school of thought in behavioural finance also believes that more information may lead to
higher overconfidence and higher trading volume. Through the present chapter an attempt
is made to study the sources of information accessed by investors and their frequency of

information acquisition.

In operation and success of financial system of a country one of the most important
elements is the generation and distribution of information. It has been assumed that the
frequency of information acquisition is related to quality of information acquired by
investors. “News from trustworthy sources should lead to more trades (portfolio
rebalancing) than news from a less reliable source” (Epstein & Schneider, 2008). Allen
(1999), presented through this research the presence of three different ways for classifying
the prices in allocating resources (1) Prices as indicator of value and scarcity (2) The

statistical use of prices to analyse risk (3) Prices as aggregators of income.

Verrecchia (1982), investor characteristics have an influence on their trading activity and
on the acquisition of information. Irrational behaviour may reduce with increase in wealth

and investor sophistication. Statman, Thorley, & Vorkink (2006) support the belief that
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investor overconfidence leads to higher trading volume as long as they believe that their
past returns are positively correlated with overconfidence. From the study on investors in
American markets it was found that investors trading volume was higher after higher
returns. Therefore it is believed that a higher degree of overconfidence leads to higher

trading volume.

Barber & Odean (2001) in their study on gender and demographic characteristics
found that gender was a good proxy for overconfidence, overconfident men traded more
than overconfident women. Da Silva & Giannikos (2004) from their study reveal that
occupation had an influence on the investor’s behaviour. Christiansen. et al. (2009),
environment (geographic location) in which they live (Goetzmann & A. Kumar, 2001;
Fischer & Gerhardt, 2007), advice from professional leads to self-evaluation by investors
leading to better and more rational decisions, with a clear positive impact on trading. Dorn
& Huberman (2005), investors who are holding their investment for a shorter period of
time are expected to trade more. They conclude that neither experience, nor investment

style have an impact on trading, and that risk loving investors trade more.

From the literature it is found that individual investors who invest more also tend to
access information more frequently and have better chances of gaining higher returns.
Demographic variables such as age, investing experience, socio-economic variables and

geographic location have impact on their sources of information and frequency of trading.

Description of Variables
Frequency of Information Acquisition: It involves the time frame, in which investor

perceives that they have been accessing information to update themselves on market
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information. It also indicates how active an investor is with equity investment. It has
been captured as “Daily, Weekly, Monthly, and Every 6 Months and Not Sure” for the
present study.

Market Information refers to all such information which may influence investor portfolio.
There are various types of information flowing in the capital markets related to
macroeconomic variables, corporate actions, firm’s accounting information etc. All such
information which may affect investors equity investment decisions are considered to be
market information.

Source of Market Information is all categorised in the present study based on the
expenditure which needs to be made for acquisition of information. Although there may

be various sources, in the present study four most popular sources are included. They are

as follows:

> Publicly available sources (T.V, Newspapers, Magazines, Facebook, Blogs)
> Insider Information (Advisers, Brokers, Co-Investors, etc.)

> Subscribed/Contributed Information (Newsletters, Brokers, etc.)

> Others

To understand what each of them implies, the first source (Publicly available sources)
comprises of all such information which may be available very easily and is accessible to
almost all. It comprises of all such information which has been made mandatory to be
made public by SEBI. Examples for which are financial reports, corporate actions etc.

The second category is the insider information; these are the facts which are not made
public by companies. These facts may comprise of the company’s future strategies and

plans which may provide financial advantage to investors by making buy or sell decisions
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for shares. Insider information may be acquired through someone who is working within
the company in an influential position.

Subscribed/Contributed Information: It comprises of all such information which is
acquired by payment. It may be from financial institutions or brokerage firms or from
advisers. It basically comprises of specific information about certain stocks. Such paid
information can be obtained depending on the time frame for which an investor may be
interested in. Subscribed information may include fundamental and technical analysis of

stocks, suggestions of stocks for buy/sell, fundamentals of stocks held etc.

7.2  Objectives and Hypotheses

4) To study the relation between investor perceptions on the importance of stock
market information and their demographic characteristics.

Hig: There is an association between frequency of trade and the demographic
characteristics of investors across two cities.

Hig@): There is an association between frequency of information acquisition and city of
residence of investors.

Higw): There is an association between frequency of information acquisition and the age of
investor across two cities.

Hige): There is an association between frequency of information acquisition and the
income level of investors across two cities.

Hig@: There is an association between frequency of information acquisition and the
education level of investors across two cities.

Hise): There is an association between frequency of information acquisition and the

investing experience of investors across two cities
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Hio: There is an association between sources of information used and the
demographic characteristics of investors across two cities

Hig@: There is an association between sources of information used and the city of
residence of investors.

Higm): There is an association between sources of information used and the age of investor
across two cities

Hig(): There is an association between sources of information used and the income level of
investors across two cities

Hig@): There is an association between sources of information used and the education level
of investors across two cities

Hige): There is an association between sources of information used and the investing

experience of investors across two cities.
7.3 Analysis and Results
The analysis and results have been presented in the order of hypotheses mentioned along
with the objectives. Figure 7.1 presents the feedback obtained from investors regarding
their frequency of information acquisition for market information. It has been categorised

as five levels.
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Figure 7.1 Representation of Frequency Information Acquisition by Investors from
Hyderabad and Mumbai

Source: From analysis of primary data from SPSS 20

From the figure 7.1 it may be observed that almost 50% of investors from Hyderabad and
44% from Mumbai are found to be acquiring market information on daily basis. It can also
be observed that about 14% of investors from Hyderabad and 20% of investors from
Mumbai have indicated that they try to check such information at least every 6 months and
few of them are not sure about the last instance they had looked for market information.

Overall about 36% investors seem to be trading at least on weekly or monthly basis.
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Figure 7.2 presents the feedback obtained from investors regarding their frequency of

information acquisition for market information based on their age group.
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Figure 7.2 Frequency of Information Acquisition and Age of Investors from
Hyderabad and Mumbai

Source: From analysis of primary data from SPSS 20

It is observed from figure 7.2 that majority of investors who acquired information on daily
basis from Mumbai are those aged between 36 to 45 years followed by those who are
above 55 years of age. Overall 44% of all investors from Mumbai have agreed that they
acquired information on daily basis and 6% are not sure when they acquired information

last.
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In case of Hyderabad it is observed that majority of investor who acquired information on
daily basis belong mostly to group two and four (as mentioned in table 4.9 of chapter 3). It
can also be observed that most of the investors from Hyderabad have accepted that they
acquired information on daily basis (50%) and (12%) of them are not sure when they made

the last got information.

Figure 7.3 presents the feedback obtained from investors regarding their frequency of

information acquisition for market information based on their income level.
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Figure 7.3 Frequency of Information Acquisition and Income Level of Investors from
Hyderabad and Mumbai

Source: From analysis of primary data from SPSS 20
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Figure 7.3 indicates that for investors from Hyderabad and Mumbai belonging to income
group two, the frequency of information acquisition is mostly on daily basis. It is then
followed by investors from income group three and four. On comparing the investors from
income group five it is found that most of the investors got information on daily basis from

both cities.

Figure 7.4 presents the feedback obtained from investors regarding their frequency of
information acquisition for market information based on their education level. It has been

categorised as five levels for each city.

90
80
70
60
50
40
30 4
20 - | -
I B No formal education
10 - I B Primary (up to class 5)
0 - =l *1 1—1 m Class 10
>z 0z £ 8 z 3 3 %2 %
g B | E % 2| & = % 2 B Intermediate (plus 2)
= 0| 2|06 = 0| 2|06 .
= = = = M Graduation

w w

> >

= = ® Post Graduation

= =

(NN} (NN}

Technical/Professional course
HYDERABAD MUMBAI (IIT}CA;’M;BBS )

Figure 7.4 Frequency of Information acquisition and Education Level of Investors
from Hyderabad and Mumbai

Source: From analysis of primary data from SPSS 20
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From Figure 7.4 which represents the distribution of investors based on education
level and frequency of information acquisition across two cities, it is found that most of the
investors who are graduates from both cities belong to daily investor type of category

followed by post graduates.

Figure 7.5 presents the feedback obtained from investors regarding their frequency

of information acquisition for market information based on their investing experience.
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Figure 7.5 Frequency of Information acquisition and Investing Experience of
Investors from Hyderabad and Mumbai

Source: From analysis of primary data using SPSS 20 and MS-Excel software
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Figure 7.5 shows that most of the investors who acquired information on daily and
weekly basis are investors from category two (those holding active demat account for 3 to
6 years). Investors who are not sure when they acquired information last are those
belonging to category one, (i.e.) holding demat account for two to three years across both
cities. It may be concluded that most of the investors who have just started investing are
not regularly acquiring market information. Similar trend is observed among investors

from both the cities.

Table 7.1 presents the summarised results of chi-square test conducted to test for
association between variable frequency of information acquisition by investors and their

preference demographic variables.

Table 7.1

Results of Analysis for Hypotheses Higp 1o ¢)

Summary of Results from Chi-Square Tests for Hig 1o ¢)

CITY HYDERABAD MUMBAI
Pearson
Pearson Chi-
Variables Chi-Square | d.f. d.f. | Sig.
. Square
Value Sig.
Value

Age *Freq. of Information

68.049 16 | 0.000 | 95.996 | 16 | 0.000
acquisition

Income*Freq. of

. . 107.73 16 | 0.000 | 49.362 16 | 0.000
Information acquisition

Education*Freq. of

. . 78.916 28 | 0.000 61.838 28 | 0.000
Information acquisition

Investing Exp.*Freq. of 16.737 | 12 | 160 | 21.905 | 12 | .038
Information acquisition

Note * at 5% level of significance
Source: From analysis of primary data using SPSS 20 and MS-Excel software

The summarised results for chi-square test of association between variables indicates that

city of residence is associated with investor’s frequency of information acquisition. The
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results indicates towards the existence of significant association between these variables as
the p-values are found to be less than 0.05, demographic characteristics age, income,
education for both the cities. In case of investing experience there was no significant

association in case of investors from Mumbai.

H1o: There is an association between sources of information used and the
demographic characteristics of investors across two cities.
Figure 7.6 presents the feedback obtained from investors regarding the sources of

information. It has been categorised under four levels for both the cities.

Dependence on Information Sources
80% -
69%
70% -
= HYDERABAD MUMBAI
60% -
50% -
42%
40% -
30%
30%
20% - 17% 15% 14%
11%
10% - 4%
0% .
PUBLICLY AVAILABLE INSIDER INFORMATION SUBSCRIBED OTHERS

Figure 7.6 Sources of Market Information Used by Investors from Hyderabad and
Mumbai

Source: From analysis of primary data using MS-Excel
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Investors from both the cities follow publicly available information. Insider information is
also been followed keenly by investors from Mumbai as responded by them. It can also be
noticed that investors from Mumbai are spread in clusters seeking information from
different sources, while majority of them 42% depend on publicly available sources, a
good proportion 30% depend on insider information. Investors are also found to be
acquiring information through paid sources (i.e.) Hyderabad (11%) and Mumbai (15%).
One more important observation that can be made from figure 7.6 is that a good proportion
of investors from Mumbai (14%) have revealed that they depend on other sources of
market information.

Figure 7.7 presents the feedback obtained from investors regarding the sources of

information. It has been categorised under four levels based on age of investors from

Hyderabad.
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40 = INSIDER INFORMATION
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Figure 7.7 Investor Age Group and Sources of Information Used (Hyderabad)

Source: From primary data analysis using SPSS 20 software and MS-Excel
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Figure 7.7 shows that most of the investors seeking publicly available information from
Hyderabad are in the age category three. Another observation made is that majority of
investors from each age category mostly use publicly available information. The investors
in second category seem to be depending on more of insider information when compared
to others. Investors from age category four are mostly depending on subscribed
information and very less on insider information or other sources.

Figure 7.8 presents the feedback obtained from investors regarding the sources of
information. It has been categorised under four levels based on age of investors from

Mumbai.

MUMBAI
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50
40
30
20
10

0
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W PUBLICLY AVAILABLE ~ m INSIDER INFORMATION SUBSCRIBED OTHERS

Figure 7.8 Investor Age Group and Sources of Information Used (Mumbai)

Source: From primary data analysis using SPSS 20 software and MS-Excel
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Figure 7.8 shows the distribution of investors from Mumbai depending upon the type of
information used among five age groups of investors. It can be noticed that most of the
investors across all age groups except age group one are depending upon publicly available
information. Investors from age group one are depending upon subscribed information

mostly, same type of trend is observed by investors from age group four also.

Figure 7.9 presents the feedback obtained from investors regarding the sources of

information. It has been categorised under four levels based on income of investors from

Hyderabad.
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per month per month per month per month

Figure 7.9 Investors Income Level and Market Information Sources (Hyderabad)

Source: From primary data analysis using SPSS 20 software and MS-Excel

Figure 7.9 shows the distribution of investors from Hyderabad and their preference of
information sources. It is noticed that majority of investors in the income group two and

four depend on publicly available information. From among all income groups only a
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considerable proportion of investors from income group three avail subscribed information
and insider information.
Figure 7.10 presents the feedback obtained from investors regarding the sources of

information. It has been categorised under four levels based on income level of investors

from Mumbai.
MUMBAI
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per month 15,001 to 30,001 to 50,001 to 1,00,001 to
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month month month month
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Figure 7.10 Investors Income Level and Information Sources (Mumbai)

Source: From primary data analysis using SPSS 20 software and MS-Excel

From the above figure 7.10 it can be noticed that majority of investors from Mumbai
depend on publicly available information from all income groups except first. The sources
of information used by investors from all income groups shows that majority of the
investors depend on publicly available information, followed by insider information then

followed by subscribed sources of information.
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Figure 7.11 presents the feedback obtained from investors regarding the sources of
information. It has been categorised under four levels based on education level of

investors from Hyderabad.
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Figure 7.11 Investors Education Level and Information Sources (Hyderabad)
Source: From analysis of primary data using MS-Excel
Figure 7.11 shows that majority of investors who are using publicly available information
are those with education from intermediate level to post-graduation. A small proportion of
sample within this group uses subscribed information as well. For the purpose of analysis
investors from group one, two, and eight are grouped together, while those from group

seven are merged with group six.
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Figure 7.12 presents the feedback obtained from investors regarding the sources of
information. It has been categorised under four levels based on education level of

investors from Mumbai.
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Figure 7.12 Investors Education Level and Information Sources (Mumbai)

Source: From primary data analysis using SPSS 20 software and MS-Excel

Figure 7.12 illustrates the distribution of investors across Hyderabad and Mumbai.
It can be noticed clearly that majority of investors depend upon publicly available

information across all education level, majority of them being educated between
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intermediate and post-graduation. Except for investors from these groups others hardly use

subscribed or other sources of information.

Figure 7.13 presents the feedback obtained from investors regarding the sources of
information. It has been categorised under four levels based on their investing experience

from Hyderabad.
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Figure 7.13 Investing Experience Level and Information Sources (Hyderabad)

Source: From primary data analysis using SPSS 20 software and MS-Excel

Figure 7.14 presents the feedback obtained from investors regarding the sources of
information. It has been categorised under four levels based on their investing experience

from Mumbai.
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Figure 7.14 Investing Experience Level and Information Sources (Mumbai)

Source: From analysis of primary data using MS-Excel

From the figures (7.13 and 7.14) it can be found that a majority of investors irrespective of

investing experience depend on the publicly available information. Insider information is

used more by investors from level 1 and 2 when compared to others.

Hiow 10 2 There is an association between sources of information used and the
demographic characteristics of investors across two cities

Table 7.2 presents the summarised results of chi-square test conducted to test for

association between variable source of market information used by investors and their

demographic variables.
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Table 7.2

Results of Analysis for Hypotheses Higp 1o ¢)

CITY HYDERABAD MUMBAI
Pearson Pearson
. Chi- . Chi- o
Variables Square d.f. Sig. Square d.f. Sig.
Value Value
Age *Sources of Mrk. Infn. 50.937 12 .000 |130.137| 12 .000
Income*Sources of Mrk. Infn. 62.626 12 .000 | 22.710 12 .030
Education*Sources of Mrk. Infn. 35.751 18 .023 | 44.852 21 .002
Investing Exp.*Sources of Mrk. Infn. | 19.346 9 022 | 15.227 9 .085

Note * at 5% level of significance

Source: From analysis of primary data using SPSS 20 and MS-Excel software

Table 7.2 illustrates the results of analysis conducted to find the presence of association

between sources of market information used by investors and the demographic

characteristics like age, income level, education and investing experience across two cities.

It is observed that for Hyderabad city there is a statistically significant association between

age, education, income and investing experience with the sources of information.

In case of Mumbai investors it is found that except for investing experience all other

demographic characteristics have statistically significant association with sources of

information. It may therefore be concluded that investors from Hyderabad, the preference

for sources of information differs depending on the age, income, education and investing

experience.
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Table 7.3 presents the results of chi-square test of association between city of residence of
investors with other two variables namely, sources of market information and frequency of
Table 7.3

Results of Analysis for Hypothesis Higa) and Hig(a)

Variables Pearson Chi-Square Value | d.f. | *Sig.
City * Source of Market Information 53.985 3 | .000
City* Freq. of Information acquisition 16.737 12 | 0.16

Note * at 5% level of significance
Source: From analysis of primary data using SPSS 20 and MS-Excel software

The summarised results indicate that there is a statistically significant association
between city of residence and sources of market information; whereas city does not have
an association with the frequency of information acquisition. It is also been observed that
investors from Hyderabad (69%) and Mumbai (42%) depend on publicly available

information. The preference for sources of information is different across cities.

7.4  Conclusion

Chapter seven illustrated the dimension of market information and it’s importance
in equity investing. Objective four is discussed here with relevant literature, data used and
analysis. It comprised of Hypotheses 18 and 19 with five sub-hypotheses under each. The
study was conducted to understand the existence of the association between demographic
variables and investor perceptions on the importance of information acquisition about
stock market. Results from analysis indicate that the city of residence is not having

association with the frequency of Information Acquisition executed by investors.

However, it is also found that investor’s location has a statistically significant

association with the sources of information used. For other variables (i.e.) age, education
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level and income there was a significant association with frequency of information

acquisition and sources of market information among investors from both the cities.

It may be concluded that the investor perception towards information sources and
frequency of information acquisition was similar across age, income, and education levels
for investors from both the cities. It is also found that investing experience does not have

any association with the frequency of investment from Hyderabad.
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CHAPTER - VIlII
INVESTMENT PROFILE OF INVESTORS ACROSS HYDERABAD
AND MUMBAI
8.1  Introduction

Present chapter includes a brief discussion on the literature related to investor

categorisation based on demographic and psychographic attributes. It is followed by the
discussion on objectives and hypotheses of the study, analysis, results and conclusions.
As investors behave depending upon various cognitive and behavioural biases so does their
investment decisions. These psychographic attributes influence investor’s investment
decisions. Certain demographic characteristics like income, education, age, location,
family, gender, occupation, marital status, family size, risk taking ability, financial goals
etc. are few variables which may influence the behaviour of investors in capital markets.

Mittal & Vyas (2008) have classified investors on the basis of their relative risk
taking ability and the type of investment they make. (Barber and Odean, 2001; Hallahan,

Faff and McKenzie, 2004) have concluded that gender plays a key role in risk aversion.

Glaser and Weber (2007) in their book on behavioural finance suggest that
“Behavioural finance closely combines individual investor behaviour and market
phenomena using the knowledge taken from both the psychological field and financial
theory.” Fromlet (2001) behavioural finance provides investors with the strategies to
overcome behavioural biases faced by investors. There is research which suggests that
individual investment decisions are influenced by various demographic variables (Riley &

Chow, 1992; and Schooley & Worden; 1999)
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For the present study individual investors have been classified into four different
personality types. Relationship with various demographic factors and investment
personality has been explored across two cities in Indian perspective. Categorising
investors based on their financial objectives, risk taking ability, and choice of the
investment portfolio (depending upon expected return). Such segmentation may be useful
to brokerage firms and investment advisers who would be able to understand the
requirements of investors and develop appropriate products. In this process, investors and

brokerage firms are both at a winning end.

To mention a few studies which have been conducted to classify investors.
(Bailard, Biehl, & Kaiser, 1986), through their five-way model classified investor and
presented the investor behavioural classification. Five-Way model features the
classification of investor personalities along two axes- level of confidence and method of
action through a graphic representation of the model. They are classified as (1) The
Adventurer (2) The Celebrity (3) The Guardian (4) Individualists and (5) The Straight
Arrow. Barnwell (1987) psychographic investor model distinguishes investors based on
two types (1) Passive investors and (2) Active investors. Passive investor is those who
have become wealthy by means of inheritance with lower risk tolerance and greater need
for security. Active investors are those who have earned their own wealth by involving

their own capital, they have a higher risk tolerance level with a lower need for security.

One more popular classification was given by (Jonathan Myers, 1987) author of
“Profits without Panics: Investment Psychology for Personal Wealth” and founder of
investment website psychonomics.com, “the way to improved financial returns is to match

investments with investor’s personality and needs”. Myers has classified investors into
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cautious, emotional, technical, busy, casual and informed categories. He has also
constructed various questionnaires and tools to determine the investor’s personality. Brad,
Barber, & Odean (2001) in their research paper from the “Quarterly Journal of
Economics”, entitled “Boys will be Boys: Gender, Overconfidence, and Common Stock

Investment” have concluded that gender has a specific role in financial behaviour.

Gill & Davar (2008) conducted several statistical tests and concluded that gender
has a prominent role in investment decision-making. It was concluded that female were
very cautious with investment decision when the funds were limited, on account of which
they had lower risk tolerance, lower awareness, and lower confidence levels. Thomas &
Rajendran (2012) reviewed the literature on choices and decision of investors and can be
classified into two schools of thought, one group of researchers believe that demographic
features that relate to the significance of age, income, education, location, gender,
ethnicity, wealth and others believed in a variety of other factors.

8.2  Objective and Hypotheses
(5) To determine and study the investment profile of investors from Hyderabad and

Mumbai.

Hzo: There is a significant difference in the investment objective of investors from

Hyderabad and Mumbai.

Hzi: There is a significant difference in the risk tolerance levels of investors from

Hyderabad and Mumbai.

Hy: There is a significant difference in the expectation about portfolio return by investors

from Hyderabad and Mumbai.
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Has: There is a significant difference in the investment personality of investors from

Hyderabad and Mumbai.

Investment personality is determined based on specific information observed from
investor feedback through questionnaire survey. However, it may be perceived that these
attributes change from time to time as per the requirements of the investors. Demographic
attributes include factors related to an individual’s personality, such as age, gender, marital
status, race, education, income, family size, occupation etc. Investment personality of an
individual investor depends upon various factors and is dynamic. In present case, it is
determined based on attributes related to three important characteristics such as investment
objective, risk tolerance level and choice of the portfolio.

A detailed description of variables used for measuring each of these attributes is explained

in chapter three.

Investment
Objective

Investment Profile
of Investors

- Conservative
Risk
Tolerance

- Moderate
- Balanced

- Advanced

Portfolio
Selection

Figure 8.1 Determinants of Investment Profile of Investors
Figure 8.1 is used to present the dimensions which have been used to develop investment

profile of investors. It can be noticed that there are four types of investment profiles for
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investors which have been dependent upon three attributes of investor behaviour. These
three attributes are included based on literature review.
Typography of Investors Profile

With the above-mentioned variables information, investment profile of each
investor has been determined. Four types of investment profile of investors have been
categorised based on literature. Investment profile of investors was determined depending
upon the total scores obtained after coding each of the feedback for three attributes.
(@) Conservative Type of Investors: The most important goal from the investment is
income generation within short time frame. They are interested in regular income and
concerned about portfolio volatility with very low risk.
(b) Moderate Type of Investors: They are interested in higher income than and less
keen about the growth of their investment with a time frame of about less than three years.
Their expectations on portfolio volatility are very low indicating lower risk taking ability.
(©) Balanced Type of Investor: They are interested in long term balance between
growth and income with low risk.
(d)  Advanced Type of Investors: They are concerned about growth of their investment
with the capital appreciation over a long term. They are little concerned about short term
fluctuation and are only interested in returns after a long time frame and are not much

bothered about the volatility in short run.
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Table 8.1

Description of Each Category of Investors’ Based on Investment Objective

Category Description

Investors with a primary goal of income generation with stable

Typel prices and no further contributions.

Investors with primary goal to generate income for future with
Type 2 Fluctuation, potential growth and plans of making both
contribution and withdrawals.

Investors who want to fund large future expense, with long-

Type3 term growth in prices likely to make a regular contribution.

Figure 8.2 depicts the city wise distribution of investors based on their investment

objectives for determination of investment profile.

Investment Objective of Investors
79%
65%
18% 16% 20% 19%
Type 1 Type 2 Type 3
Hyderabad Mumbai

Figure 8.2 Distribution of Investor Category Based on Investment Objective and City of

Residence

Source: From primary data analysis using SPSS 20 and MS-Excel software.
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It can be found from figure 8.2 that very few investors belong to type one and type three, a
majority of investors belong to type two whose investment goal is to generate income for
future from their present investments. It is found that majority of investors belong to
category type two for investment objective (72%), city wise also the same trend is
observed. These investors have a goal to generate income for future; they are tolerant
towards fluctuation in investment returns with an expectation of potential growth in future.
They also have plans of making both contribution and withdrawals to their existing
investments.
Table 8.2

Description of Each Category Investors Based on Risk Taking Ability

Category Description

Investor with very little knowledge on investment and not prepared

Type 1 to take any risk expects short-term prices with no fluctuations.
Investor with an imperfect knowledge about investment; with
Type 2 small holding period and prepared for least fluctuation in the

portfolio.

Investor with good working knowledge on investment with 3 years
Type 3 holding period, targeting high long run prices with limited
fluctuation.

Investor with complete knowledge on investment, expecting high

Type 4 . ;
ype long-term prices and not bothered about short-term fluctuation.
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Figure 8.3 depicts the city wise distribution of investors based on their risk taking ability

for determination of investment profile.

Risk Profile of Investors
62%
40%
34% 36%
15%
10%
2% 1%
1 2 3 4

Hyderabad Mumbai

Figure 8.3 Distribution of Investor Category Based on Risk Taking Ability
Source: From primary data analysis using SPSS 20 and MS-Excel software.
From figure 8.3 it can be noticed that risk tolerance level of Mumbai investors is
reasonably high when compared to Hyderabad investors, as a majority of them 62% belong
to type three from Mumbai (62%) and (36%) for Hyderabad. They are the investors who
think they possess reasonably good knowledge on investments and have a holding period

of at least three years.
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Figure 8.4 Distribution of Investor Category Based on Choice of Portfolio

Source: From primary data analysis using SPSS 20 and MS-Excel software.

It is noticed that number of investors from Hyderabad (42%) and Mumbai (56%) belong to

type two. These investors are characterised with imperfect knowledge on investing, not

prepared for fluctuations in their investment returns and intend to invest for a small

duration. There are few investors in type -1 and type -4 categories from both the cities.
Table 8.3

Description of Each Category Investors Based on Portfolio selection

Category Description

Investor not prepared for any change in basic investment

Typel with chance of any long term prices
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Investor ready for least fluctuation, with safe prices and
Type 2 .

minimum loss.
Tvoe 3 Investor ready to accept some fluctuation in portfolio value

ype with high overall long-run prices.

Investor targeting high long run prices and prepared for
Type 4 large and frequent decline with a chance of high long-term

Prices.

The majority of investors from both cities are of Type -3 followed by Type — 2.

These are investors who are prepared for some fluctuations in the portfolio return with an

expectation of higher returns in long run.

Distribution of Investor Category

Investment profile of investor has been derived after coding the investor responses towards

three attributes namely investment objective, risk profile and portfolio choice.

distribution of investors for these categories has been presented in table 8.4.

Table 8.4

The

Distribution of Investor Category Based on Investment Objective, Risk Profile and

Portfolio selection of Investors

Mumbai

Measures | Category | Hyd. | Hyd.(%) | Mumbai (%) Total %
|nVG:‘Sth]ent 1 55 18% 57 16% 112 17%
Objective 2 247 79% 228 65% 475 72%

Investor

Category 3 7 3% 68 19% 75 11%
Total 309 100% 353 100% 662 100%
Risk 1 47 15% 7 2% 54 8%
Profile 2 121 | 40% 121 34% 242 | 37%

Investor o 0 0
Category 3 110 35% 220 62% 330 50%
4 31 10% 5 2% 36 5%
Total 309 100% 353 100% 662 100%
Portfolio 1 77 25% 99 28% 176 27%
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Return 2 130 42% 197 56% 327 49%
Investor 65 21% 34 10% 99 15%
Category
4 37 12% 23 7% 60 9%
309 100% 353 100% 662 100%
Total

Source: From primary data analysis using SPSS 20 software and MS- Excel

Table 8.4 presents the distribution of investors from two cities based on investment
objective, risk profile and portfolio choice. It can be noticed that they are further
categorised, based on their characteristics. For risk profile they are distributed into four
types, overall 50% belong to Type-3. Among Hyderabad investors Type-2 investors are
maximum (40%) and from Mumbai, Type-3 form the majority (62%). It is also noticed

that depending on portfolio choice majority of investors belong to Type-2 category.

8.3  Results from Analysis

Hzo: There is a significant difference in the investment objective of investors from
Hyderabad and Mumbai.

H,1: There is a significant difference in the risk tolerance levels of investors from
Hyderabad and Mumbai.

Ho: There is a significant difference in the expectation about portfolio return by investors

from Hyderabad and Mumbai.

A chi-square test of association was conducted to study the association between variables.

The summarised results are presents in table 8.5.
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Table 8.5

Summary of Results of Chi-square test for Hypotheses 20 to 22

Variables g;i;i(;anlhui (; d.f. Asylslilgég)ig &
City * Investment Objective 66.809 2 0.000
City * Risk 82.514 3 0.000
City * Portfolio Return 26.645 3 0.000

*Note: tested at 5% level of significance
Source: From primary data analysis using SPSS 20 software and MS- Excel
A significant interaction was found as indicated by the above table 8.5, the significance
values were less than 0.05 and it can be concluded that city of residence had an association
with investment objective, risk profile and portfolio selection of investors.
Has: There is a significant difference in the investment personality of investors from

Hyderabad and Mumbai

Table 8.6 presents the distribution of investors based on their investor profiles from
two cities (i.e) Hyderabad and Mumbai.

Table 8.6

City and Investor Profile Cross Tabulation and Percentages

City Investment Personality of Investor
Conservative | (%) | Moderate | (%) | Balanced | (%) | Advanced | (%)
Hyderabad 89 13% 126 19% 74 11% 20 3%
Mumbai 55 8% 202 31% 72 11% 24 4%
Total 144 22% 328 50% 146 22% 44 7%

Source: From primary data analysis using SPSS 20 software and MS- Excel

From the table it can be observed that investors who are moderate are maximum across

both the cities and those who have the minimum size are the advanced type of investors.
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Figure 8.5 presents the graphical view for distribution of investors based on their investor

profiles from two cities (i.e) Hyderabad and Mumbai.

Investment Profile

70%
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40%

30%

20%
10%
w0 ]

Conservative Moderate Balanced Advanced

® Hyderabad Mumbai

Figure 8.5 Distribution of Investors Based on Profile (Hyderabad and Mumbai)
Source: From primary data analysis using SPSS 20 software and MS- Excel
Figure 8.4 shows that majority of investors from Mumbai (57%) and Hyderabad (41%) are
moderate type. The second category were most of the investors are concentrated is the
conservative type for Hyderabad (29%) and balanced type for Mumbai (24%).
Table 8.7 shows the summarised results for chi-square test of association between

the city of residence and investment profile of investors.
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Table 8.7

Results of Chi-square Test for Hy3
Chi-Square Tests

Investor Profile*City [H3)] Value d.f. Asymp. Sig.
Pearson Chi-Square 23.207 3 .000
N of Valid Cases 662

*Note: tested at 5% level of significance
Source: From primary data analysis using SPSS 20 software and MS- Excel

A chi-square test of association between the city of residence and investment profile of
investors results from table 8.7 indicate the presence of a significant association between
variables with chi-square value (23.207, d.f. =3) at value less than 0.05. Most of the
investor personality type was found to be of moderate nature from both cities; at the same
time, very few investors were of advanced nature

8.3  Conclusion

Chapter five is related to objective five of the study. Investment profile of
individual investors is assessed based on three primary attributes as recognised from the
literature review; they are investment objective, risk taking ability and expected return
from the portfolio. This chapter included the analysis conducted based on primary data
collected from 662 respondents from Hyderabad (309) and Mumbai (353).

The results indicated a statistically significant relation between the city of residence
with investment objective, risk taking ability and choice of the portfolio. Overall investor
personality type was found to be influenced by the city of residence of investors, most of
the investor personality type was found to be of moderate nature from both cities; at the
same time, very few are of advanced in nature. It is also found that from among moderate
investors most of them were from Mumbai whereas Hyderabad investors are more of

conservative nature.
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CHAPTER - IX
CONCLUSION AND SUGGESTIONS

9.1 Introduction

This chapter illustrates the results obtained to the research questions which were
proposed for the present study. A brief summary of objectives, methodology, analysis,
results and conclusions are incorporated in this chapter. In addition, it includes the
contribution of present study to theory and practice in the area of factors affecting equity
investor’s returns. The limitations and scope of study, suggestions from the present
research are incorporated for stakeholders in equity markets such as individual investors,

depository participants and policy makers.

Most of the study related to individual investors so far has been based on the
extensive stock market data, statistics from brokerage houses related to market portfolio
simulations. It is found that there are very few attempts made to capture this data through
observations as it is challenging to attain. Through the present research an effort is made
to fill this gap to some extent. It is also found that researchers have given considerable
emphasis towards research on institutional investors whereas very little sensitivity is found
towards the behaviour of individual investors. Research on individual investors is mostly
found from industrialised countries (e.g. USA, UK, and Canada). Further the objectives of
present study aim to understand the investor’s preference for Investment Instrument,
relating their sources of information with demographic characteristics and presenting an

investment profile of investors.
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The execution of the study is done after categorising various factors as macroeconomic
factors, corporate actions, and identifying the most influential demographic attributes of
investors. A survey of individual investors across two cities has been conducted to
recognise their demographics and it’s incidence on their perceptions regarding various
factors. The cities selected for the study are Hyderabad and Mumbai. The basis for
selection of city has been high concentration of active demat account holders in Mumbai;
as well as this city being the financial capital of India. Another city was Hyderabad
selected for comparative study, the main reason for its selection being that it is a fast
developing city apart from being the domicile city of researcher and affiliated University.
Hyderabad is also a city which is very much advanced in technology and development.
The main component of financial world is technology and Hyderabad has proven record
for the same. It is assumed that individuals here have huge potential

to benefit from equity investments.

Identification of various factors which may potentially influence the equity
investments were drawn from existing literature. It was understood that these factors may
further be classified into categories before proceeding with further study for more
articulation. There have been studies where each of these factors was separately
researched upon to draw significant conclusions. This is an attempt to bring together some
of the factors which influence investment returns from equity and they have been
categorised as macroeconomic factors, corporate actions, and demographic characteristics.
These factors have been analysed based on secondary data and primary data which was

obtained through survey.
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9.2 Macroeconomic Variables

Engel & Granger (2005) In spite of numerous attempts for stabilisation and

development of stock markets, emerging economies are characterised by very high

volatility. They also seem to be sensitive to changes in economic activity both domestic

and international. Changes in government policy and political factors also are found to

influence stock markets.

This relation may vary depending upon the macroeconomic

variables, duration of study, time frame selected for study, frequency of data for reason

that these factors are of dynamic nature.

Table 9.1 presents the information about objectives 1(a) with relevant hypotheses which

were tested and their results.

Table 9.1

Summary of Objectives, Hypotheses and Conclusions for 1(a)

" Conclusion
S.No. Objectives and Hypotheses from Analysis
. To study the relationship between macroeconomic
Obj.1(2) variables and stock market prices Not supported
There is a causal relationship between monthly stock price .
Hy movement of Nifty 50 and Crude Qil Prices No Causality
There is a causal relationship between monthly stock price .
Ha movement of Nifty 50 and Gold Prices No Causality
There is a causal relationship between monthly stock price .
Hs movement of Nifty 50 and Index of Industrial Production No Causality
There is a causal relationship between monthly stock price .
Ha movement of Nifty 50 and Wholesale Price Index No Causality
There is a causal relationship between monthly stock price Bi-directional
Hs movement of Nifty 50 and US Dollar to Indian Rupee Exchange .
Rate causality
There is a causal relationship between monthly stock price
He movement of Nifty 50 and European Euro to Indian Rupee No Causality

Exchange Rate
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Secondary data included six macroeconomic variables as shown in table 9.1 with monthly
data for 117 observations from April 2006 to December 2015. An analysis using granger
causality test between Nifty 50 and six macroeconomic variables namely, crude oil prices,
gold prices, index of industrial production, wholesale price index, US Dollar to Indian
rupee exchange rates and Euro to Indian rupee exchange rate was conducted. Nifty 50

index closing prices were considered as proxy for market movement.

After testing for the satisfaction of the assumptions for stationarity of data using
ADF tests the final analysis was conducted. The results indicated the existence of bi-
directional causality between Nifty 50 index and INR to USD exchange rate. In case of
other macroeconomic variables no causal effect was found between independent variables

and dependent variables during the period of study.

The results of analysis indicated very high standard deviation for Nifty 50 Index
and gold prices which imply that the spread of these variables was away from their
respective means. Correlation analysis of the variables has indicated existence of a high
correlation coefficient (0.76) between wholesale price index and Nifty 50, (0.75) with
Index of Industrial Production and (0.65) with gold prices. Graphical representation of
data indicated that gold and Nifty 50 almost seemed to move together. There was a strong
positive correlation between Nifty 50 index movements with Gold prices. All the
macroeconomic variables had a statistically significant correlation with Nifty 50 index;
crude oil prices had the least correlation coefficient of (0.21) and wholesale price index

had the highest coefficient (0.76).
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The outcome of the analysis is consistent with the findings of Agarwal, et al.,
(2010); which was conducted to understand the relation between Nifty and INR to USD
exchange rates for period 1% October, 2007 to 31 December, 2009 using daily closing
prices after correction to natural log. Other such study by Baranidharan & Srinivasan
(2014) tested for the causal relation between CNX BankEx and exchange rate revealed the
existence of causal relation between these variables. The study was conducted on monthly

data during January 1%, 2004 to 31® December, 2013.

Ahuja, et al., (2012) in their study using seven macroeconomic variables and their effect
on stock market has indicated that three important variables which were Sensex and

exchange rate from INR to USD had a positive correlation coefficient.

> As indicated from analysis there is bidirectional causality between INR and USD
exchange rate with Nifty 50, revealed through granger causality test. It may therefore be
concluded that these two variables can be used to forecast each other’s movement.

> It is also concluded that the relation between Nifty 50 and USD to INR exchange
rate is on account of influence of foreign investment which have a significant market
participation in Indian markets.

> Although other macroeconomic variables have not shown significant causal
relationship they do share a significant correlation, hence it may be concluded that they

also have some commonness with Nifty 50 movement.
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Table 9.2 presents the information about objectives 1(b) with relevant hypotheses which

were tested and their results.

Table 9.2

Summary of Objectives, Hypotheses and Conclusions for Objective 1(b)

S.No.

Hypotheses

\ Conclusion from Analysis

1(b)

To make a comparative analysis on perceptions of individual investors on the
importance of awareness about macroeconomic variables for equity

investment decisions from Hyderabad and Mumbai

H7)

City of residence has an association with investor
perception on the importance of awareness about the
macroeconomic variables for equity investment decisions.

Accepted

H7p)

Age of the investor has an association with their
perception on the importance of awareness about the
macroeconomic variables for equity investment decisions
from Hyderabad and Mumbai.

Accepted

H7 ()

Education level of the investor has an association with
their perception on the importance of awareness about
macroeconomic variables for equity investment decisions
from Hyderabad and Mumbai

Partially Accepted

Hz()

Income level of investor has an association with their
perception on the importance of awareness about
macroeconomic variables for equity investment decisions
from Hyderabad and Mumbai.

Partially Accepted

H7e)

Investing experience of investor has an association with
their perception on the importance on awareness about
macroeconomic variables for equity investment decisions
from Hyderabad and Mumbai.

Partially Accepted

There were eleven variables included for the study which were identified from literature.

These variables were used in the questionnaire as a sub-scale with five point likert scale,

for obtaining investor feedback from investors. Chi-square test of association was found to

be appropriate for conducting analysis of primary data depending upon the satisfaction of

assumptions of the test. The purpose of the present objective was to test for the existence

of association between the demographic variables across two cities and it’s effect on the

perceptions of investors on the importance of each macroeconomic variable. The results of
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the analysis indicated that city of residence played an important role on the perceptions of

individual investors in case of all macroeconomic variables except for two variables.

> These two variables were stock market fluctuation and inflation rate for which the
association with city was statistically insignificant with (p-value > 0.05).
> Results from analysis indicate that for Mumbai city the mean values of variables
were very high in case of bank interest rate (4.07) and stock market sentiment (4.07),
political factors (4.06) thus indicating that there was higher level of importance given to
these variables when compared to others which were included in the study.
> Among the respondents from Hyderabad it was found that for bank interest rate the
mean was (3.95), for inflation and political conditions it was (3.89). However Mumbai
investors seemed to be better informed about the importance of macroeconomic variables
when compared to investors from Hyderabad as revealed by the results of analysis.
Therefore, it is noted is that stock market fluctuation, bank interest rates and
political conditions topped the list of awareness level by two investor groups. The relation
between the demographic variables such as age, income level, education level, city of
residence and investment experience were tested for association with awareness on

importance of awareness on macroeconomic variables.

The results that have been summarised in table 9.2, which indicate that geographic
location of investors and their age level had an association with their perceptions.
Whereas, in case of other variables same could not be proved for investors from
Hyderabad there was no association found between demographic variables and perceptions

of investors.
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The study of relation between investor perceptions on macroeconomic variables and
demographic attributes in Indian perspective has been of value as this area is very less
explored in Indian context.

> The results from analysis indicate that investment decisions in equity for investors
across Hyderabad and Mumbai are influenced by their awareness about macroeconomic
variables.

> Investors believe that being informed about these factors may have an impact on
their equity returns. Study by Ruta, K (2014) on investor perceptions towards the
macroeconomic variables and their impact on stock market investors revealed that

individual factors such as age and years of market investment influenced their perception.

9.3 Corporate Actions

Table 9.3 presents the information about objectives 2(a) with relevant hypotheses which
were tested and their results.
Table 9.3

Summary of Objectives, Hypotheses and Conclusions for Objective 2(a)

S.No. Hypotheses Coniz:&zi:rom
To Study the effect of corporate announcements on stock prices of
2(a) companies listed under Nifty Index.
There is an effect of the ex-dividend date on stock prices of
Hg Nifty firms Not Supported
There is an effect of the ex-dividend date on stock prices of Nifty
He@ | firms for 61 days event window. Not Supported
There is an effect of the ex-dividend date on stock prices of Nifty
Het) | firms for 31 days event window. Not Supported
There is an effect of the ex-dividend date on stock prices of Nifty
H8©) | firms for 11 days event window. Not Supported
H There is an effect of the ex-bonus date on stock prices of Nifty Supported
® | firms. PP
There is an effect of the ex-bonus date on stock prices of Nifty
How | for 61 days event window. Supported
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There is an effect of the ex-bonus date on stock prices of Nifty
Hot) | for 31 days event window. Supported
There is an effect of the ex-bonus date on stock prices of Nifty
Ho© | firms for 11 days event window. Supported
Hyo There is an effect of the ex-rights date on stock prices of Nifty Supported
firms.
H There is an effect of the ex-rights date on stock prices of Nifty Supported
0@ | firms for 61 days event window
H There is an effect of the ex-rights date on stock prices of Nifty Supported
100) | firms for 31 days event window.
H There is an effect of the ex-rights date on stock prices of Nifty Supported
10©) | firms for 11 days event window.
There is an effect of the ex-splits date on stock prices of Nifty
Hia firmes. Not supported
There is an effect of the ex-splits date on stock prices of Nifty
Hu@ | firms for 61 days event window. Not supported
There is an effect of the ex-splits date on stock prices of Nifty
Hi1o) | firms for 31 days event window. Supported
There is an effect of the ex-splits date on stock prices of Nifty
H11© | firms for 11 days event window. Not supported

The second objective of the study is to understand the response/awareness of investors
about effect of information on corporate actions on the companies listed under Nifty 50
Index. This objective has been effectuated by the analysis of secondary as well as primary
data. Corporate actions which were very basic, well published and publicly available were
included in the study. This comprised of four corporate actions which were dividend

announcements, bonus issues announcement, rights issue and stock splits announcements.

Event study methodology, an econometric method have been used to understand the effect
of each announcement. Secondary data included the ex-dates for each of these
announcements made by companies listed under Nifty 50 Index. Following market model
for calculation of abnormal returns and using the closing prices of Nifty 50 index as market
proxy, abnormal returns were calculated for each ex-date separately. The cumulative

average abnormal returns were derived for each corporate action across the time period
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(i.e.) 2011 to 2015. This comprised of 105 ex-dividend dates, 14 ex-bonus dates, two ex-
rights dates and six share splits. Abnormal returns were tested for difference during pre-
event and post event period for event windows of 61 days (-30 to +30), 31 days (-15 to
+15) and 11 days (-5 to +5). For understanding the trend in the stock returns during the pre
and post event period statistical tests such as paired t-test, Wilcoxon signed rank test were
used on average abnormal returns of each event. The results indicated significance of
abnormal returns for 11 days event period for ex-bonus dates, 61 days, 31 days and 11
days event period for ex-splits date. Dividend’s and rights issue events were not found to

be impacting the stock returns around these three event windows.

It can therefore be concluded that stock prices of firms listed under Nifty 50 index
were highly responsive to stock split and short period market responsiveness for bonus
announcements. Other studies which were conducted in same area have found that Raja &
Sudhakar (2010), in information technology sectors security prices were responsive to
bonus issue announcements during the period (2000 to 2007). Malhotra (2013) study on
bonus and rights issue announcements around 2011 also is indicative of market reaction to
these two announcements and also affirms that firms should release such news carefully in
the market. It can therefore be concluded that in Indian markets there is a semi-strong
form of information efficiency except in the case of dividends and stock splits. This
phenomenon is supported by little study considering that their effect may be diluted; due to
other information which was released at the same time. (Yu & Yin, 2001) Study from
Chinese markets concludes that markets were not sensitive to cash dividends. Titman &
Wei (2001) study from Shanghai Stock Exchanges on the signaling effect of dividend

policy suggested that the degree of CAR was greatly different on account of different
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dividend policies. (Conroy. et al.,, 1999; Mikhail, et al.,, 1999) Indicate that dividends

lose signaling content in explaining the firms future performance when stumpy earnings

and other earning related information is released simultaneously.

» The significant contribution of study lies in capturing the reaction of Indian stock
markets for ex-dates of four corporate actions for a period of five years. There have
been very limited numbers of studies which have researched upon ex-dates, although
the announcement date has been well researched.

> It is also recommended that investors today have sufficient access to information on
internet and other sources. If they keep a tract of corporate actions it may help them to

make better returns from equity investing.

Table 9.4 presents the information about objectives 2(b) with relevant hypotheses

which were tested.

Table 9.4

Summary of Objectives, Hypotheses and Conclusions for Objective 2(b)

S.No. Objectives and Hypotheses Conclusion from Analysis

To make a comparative analysis on
Obj.2 | perceptions of individual investors on the

(b) | importance of awareness on corporate actions
for equity investment decisions from

Hyderabad Mumbai

City of residence of investor has an association
with their perception on the importance of
Hi, | awareness about corporate actions for equity Supported | Supported
investment decisions from Hyderabad and
Mumbai.

There is an association between perceptions of
Hi2@ | investors on dividend announcement and city of Supported Supported
residence.

There is an association between perceptions of
Hiop) | investors on bonus issue announcement and city of Supported Supported
residence.

Hio) | There is an association between perceptions of Supported Supported
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investors on stock split announcement and city of
residence.

There is an association between perceptions of

Hiz@ | investors on rights issue announcement and city of Supported Supported
residence.
Age of an investor has an association with their
His | perception on importance of awareness on Supported | Supported
corporate actions from Hyderabad and Mumbai.
There is an association between perceptions of
Hais) | investors on dividend announcement and age across Supported Supported
two cities.
There is an association between perceptions of
Hisp) | investors on bonus issue announcement and age across | Supported Supported
two cities.
There is an association between perceptions of
His(c) | investors on stock split announcement and age across Supported Supported
two cities.
There is an association between perceptions of
Hiz@) | investors on rights issue announcement and age across | Supported Supported
two cities.
Education level of an investor has an association
H with their perception on importance of awareness Not Not
141 on corporate actions from Hyderabad and Supported | Supported
Mumbai.
There is an association between perceptions of
. S . Not
H14() | investors on dividend announcement and education Supported Supported
level across two cities. pp
There is an association between perceptions of
. . . Not
H1ap) | investors on bonus issue announcement and education Supported Supported
level across two cities. pp
There is an association between perceptions of
. . . Not Not
H1a(c) | investors on stock split announcement and education Supported Supported
level across two cities. pp pp
There is an association between perceptions of
. ; X ) Not Not
H1a() | investors on rights issue announcement and education Sunnorted Sunnorted
level across two cities. pp pp
Income level of an investor has an association with
His | their perception on importance of awareness on Hyderabad Mumbai
corporate actions from Hyderabad and Mumbai.
There is an association between perceptions of
. S . Not
His() | investors on dividend announcement and income level Supported Supported
across two cities. pp
There is an association between perceptions of
Hisp) | investors on bonus issue announcement and income Supported Supported
level across two cities.
There is an association between perceptions of
His() | investors on stock split announcement and income Supported Supported
level across two cities.
There is an association between perceptions of Not
M1s@) | jnvestors on rights issue announcement and income Supported Supported
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level across two cities.
Investing experience of an investor has an
association with their perception on importance of .
Hie awareness on corporate actions from Hyderabad Hyderabad Mumbai

and Mumbai.
There is an association between perceptions of N
. D . . ot

H1e(a) | investors on dividend announcement and investing S ted Supported
experience across two cities. upporte
There is an association between perceptions of Not

Hiep) | investors on bonus issue announcement and investing Supported Supported
experience across two cities. pp
There is an association between perceptions of

Hie() | investors on stock split announcement and investing Supported Supported
experience across two cities.
There is an association between perceptions of Not

Hie() | investors on rights issue announcement and investing Supported Supported
experience across two cities. pp

Objective 2(b) was included with the goal to understand the existence of any association
between the perceptions of investors regarding the importance of corporate actions based
on their demographic characteristics across two cities. It has been found that various

demographic variables have an effect on the investor behaviour towards the awareness on

corporate actions.

Obamuyi, T.M (2013) this difference in behaviour of investors across cities could be on
account of socio economic characteristics being different across different locations.
Sireesha & Laxmi (2013) concluded that the investors from Hyderabad and Secunderabad
twin cities are conservative in nature and not much interested to make money
multiplication and liquidity. (Jain & Mandot, 2012; Mittal & Vyas, 2008; Pawar, 2013;
Shanmugasundaram & Balakrishnan, 2009; Sharma & Gupta, 2011) through their research
find that corporate actions have an impact from various demographic categories. The

present study is in consensus with the findings from literature in addition to adding a new

perspective of comparison between two prominent cities.
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The results indicated the follows:

> A significant interaction was found for all corporate announcements, indicating that
city of residence and age was vital and affected the perceptions of individual investors
regarding importance of awareness of all four corporate actions.

> Education level of investors did not seem to have much influence on the investors’
perceptions on importance of awareness about corporate actions.

> Income level of investors was found to influence investor’s perception on
importance of awareness about corporate actions among investors surveyed from
Hyderabad.

> In case of Mumbai investors it was found that investors from difference income
groups had similar opinions about the importance of awareness on dividend and right issue
announcements only.

> A perception of investors (Mumbai) from various categories of investment
experience was found to different towards importance of awareness on corporate actions.
In case of investors from Hyderabad no such association was found

It may therefore be agreed that investors from both the cities consider the need to be
informed about corporate actions. However it is also found that demographic

characteristics such as age had a considerable influence on their perceptions.

9.4  Investor Demographics and Choice of the Investment Instrument

The objective three of the study is framed to study the awareness level of individual
investors across two cities with respect choice of investment instruments. The perceptions
of individual investors were analysed based on their association with demographic

variables such as the city of residence, education level, income level, investing experience,
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and the income level. Gender was not included due to low participation from female
investors in the sample obtained.

For fulfillment of objective the hypotheses has been framed and tested using chi-
square test of association. The results indicate that age as variables has an implication on
the earning capacity of individuals, which will have a direct impact on their ability make
investments, as investments are sourced from savings. Therefore as age increases the
ability to invest is believed to be increasing; however there may be other factors which act
as a hindrance to this belief. Fares & Khamis (2011) investigated the individual investor’s
stock trading behaviour in Anman Stock Exchange and find that investor’s age, education
and accessibility to internet have a significant impact on stock trading. Education has an
impact on the financial knowledge of investors and their ability to understand dynamics of
investment in financial markets.

Table 9.5 presents the information about objectives three with relevant hypotheses
which were tested.

Table 9.5

Summary of Objectives, Hypotheses and Conclusions for Objective 3

Conclusion from

S.No. Objectives and Hypotheses Analysis

To examine association between investor’s
Obj. 3 | preference of investment instrument and their | Hyderabad | Mumbai
demographic characteristics.

There is an association between investor’s preference of the investment
Hiz instrument and their demographic characteristics from Hyderabad and

Mumbai.
There is an association between investor’s preference
Hi7@ | of the investment instrument and their city of Supported
residence.
H There 1s an association between investor’s preference Supported Szartlgrltlg q
17®) | of the investment instrument and their age. PP (%)10)
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There is an association between investor’s preference | Partially Partially
Hize | of the investment instrument and their education Supported | Supported
level. (7/10) (6/10)
H There is an association between investor’s preference suoported | Supported
1@ | of the investment instrument and their income level. PP PP
There is an association between investor’s preference | Partially Partially
Hize | of the investment instrument and their investing Supported | Supported
experience. (9/10) (8/10)
It was witnessed that:
> City played an important role in selection of the investment instrument among

investors.

The chi-square values were found statistically significant at 5% level of

significance for all the investment instruments for both the cities except in case of fixed

deposits, Post office deposits and corporate bonds.

> For investors from Hyderabad, mutual funds and insurance are the two most

preferred investment instruments after equity.

> In case of Mumbai investors after Equity investment, Public Provident Fund and

Bank deposits are considered more attractive.

> Post office deposits, Insurance and Bank deposits are found to be more attractive

investment options among all income groups.

> Equity is preferred mostly by investors from income groups Rs.15,000 - Rs.30,000

as well as by Rs.50,000 to Rs.1,00,000.

> Chit funds are not found to be preferred by most of the investors from almost all

income groups.

> Education level of investors and their investing experience was not found to be

associated with the choice of Investment Instrument.
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> To attract more and more investors into equity segment it is therefore required to
organise more investor awareness programs to remove these barriers.

Therefore an investor who has higher education, there is a better opportunity to invest in
sophisticated investment instruments. Schooley & Worden, (1999) from their study
observed that investors with education higher than the secondary school level hold more
risky portfolios. They also find that the percentage of equity holdings in their portfolios
increase with age until retirement and then decreases with age. Riley & Chow (1992) risk
aversion decreases with age until five years prior to retirement and then increases with age.
The investing experience does not have an association with the choice of Investment
Instrument; Glaser & Weber (2007) study confirms that overconfident investors are those
who think they are above average in terms of investment skills or past performance. This
is implied when they have a longer period of investing experience. This conclusion is

consistent with other recent studies (Deaves, et al. 2009; Graham et al. 2009).

9.5  Sources of Information and Frequency of Information Acquisition

Table 9.6 presents the information about objectives four with relevant hypotheses

which were tested.

Table 9.6
Summary of Objectives, Hypotheses and Conclusions for Objective 4

S.No. Objectives and Hypotheses Conclusion from Analysis

To examine association between investor’s
Obj.(4) | preference of investment instrument and their | Hyderabad Mumbai
demographic characteristics.

There is an association between frequency of
Hig@w | information acquisition and city of residence of Supported
investors.
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Hio(a)

There is an association between sources of
information used and the city of residence of
investors.

Supported

H1g()

There is an association between frequency of
information acquisition and the age of investor
across two cities.

Supported

Supported

Hig(c)

There is an association between frequency of
information acquisition and the income level of
investors across two cities.

Supported

Supported

H1g(q)

There is an association between frequency of
information acquisition and the education level of
investors across two cities.

Supported

Supported

Hige)

There is an association between frequency of
information acquisition and the investing
experience of investors across two cities

Not
Supported

Not
Supported

H1o(p)

There is an association between sources of
information used and the age of investor across
two cities.

Supported

Supported

Hio(c)

There is an association between sources of
information used and the income level of
investors across two cities.

Supported

Supported

H19(q)

There is an association between sources of
information used and the education level of
investors across two cities

Supported

Supported

Hioe)

There is an association between sources of
information used and the investing experience of
investors across two cities.

Supported

Not
Supported

The results indicated that city of residence influenced the frequency of information

as well as the sources of information.

As investors from these cities are exposed to

different financial environment this could be the reason for the difference. Overall it was

found that most of the investors used publicly available information from both the cities.

» ltis also concluded from results that there was statistically significant association

between investor’s sources of information with their age, income level, and

education level with their frequency of information acquisition.
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9.6 Investment Profile of Investors

The fifth objective of the study was to explore the determinants of investor investment
profile and make a comparison across Hyderabad and Mumbai. This was achieved using
chi-square test of association between determinants of investor personality and city of

residence.

Investors were categorised into four types (1) Conservative (2) Moderate (3) Balanced and
(4) Advanced based on the feedback from survey. Three determinants of investor
personality have been included that are investment objective, attitude towards risk and
portfolio return. From the analysis it can be concluded that investor personality differed
across two cities.
Table 9.7 presents the information about objectives 2(b) with relevant hypotheses
which were tested.
Table 9.7

Summary of Objectives, Hypotheses and Conclusions for Objective (5)

. Conclusion
Objective/Hypotheses from Analysis
(?Sb)J " | To Study Investors investment profile and it’s determinants across two cities.
Hao Th_ere is a significant association between_ investment objective Supported
of investors from Hyderabad and Mumbai
Hos There is a significant association betwgen risk tolerance levels of Supported
investors from Hyderabad and Mumbai
H There is a significant association between portfolio selection by Supported
22 | investors from Hyderabad and Mumbai. PP
H There is a significant association between the investment Supported
23 | personality of investors from Hyderabad and Mumbai. PP

The results indicate that geographic location of investors is an important aspect and has an
influence on the determinants of investor personality. Another observation is that investor
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personality differs across two cities. Mumbai being the financial capital is assumed to be
flooded with lot of market information (Barberis, Shleifer, & Vishny, 1998). lyer &
Bhasker (2002) investors are reluctant to sell a stock at loss; they often would want to hold
back until it goes back to the price paid by them no matter how long it takes. Successful
investors are able to understand and overcome this adverse psychological condition.
Rajarajan (2000) confirmed that there is an association between lifestyle clusters of the
investors and their investment related traits. Geetha & Ramesh (2012) have illustrated
through their study that demographic factors such as age, gender, education, occupation,
annual income and savings have relationship with their awareness obtained for equity

investments.

> It was also found that 8% of investors from Hyderabad and 16% from Mumbai
were of conservative nature, 40% from Hyderabad and 58% from Mumbai were of
moderate type, 24% from Hyderabad and 20% from Mumbai were balanced type and 8%
from Hyderabad and 6% from Mumbai were of advanced nature.

> It could be concluded from the analysis that investors from Mumbai are mostly
moderate by nature that are interested in growth of their equity investments and have a
time frame of less than 3 years and on comparison to conservative type of investors these
investors perceived risk taking ability was higher.

> City plays an important role in determining investment objective, risk and portfolio
selection of investors.

> As indicated from findings it can be established that majority of investors
(Hyderabad 79%, Mumbai 65%) have an investment objective of generating income for

future with plan of making both contribution and withdrawal.
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> Investors from Hyderabad (40%), Mumbai (34%) belong to 2" category, revealing
an imperfect knowledge on investment with small holding period and prepared for least
fluctuation in portfolio returns.

> It is also found that investors from Mumbai (62%), Hyderabad (36%) belong to risk
category three with good working knowledge on equity investment, minimum three years
holding period and targeting high long run returns with limited fluctuation.

> Majority of Mumbai investors (56%), Hyderabad (46%) show interest in such
combination of assets which have minimum fluctuations, safe returns and minimum loss.
It’s also found that a segment of Hyderabad investors 25%) are not prepared for change in
basic investment although there may be a chance of higher returns in future.

> Investors from Hyderabad are mostly belonging to Conservative and Moderate
category, while investor’s from Mumbai are of moderate type.

To summarise the conclusions from the complete study, it can be established that
factors such as macroeconomic variables, dividend announcement and stock split
announcement do not create much market reaction among the prices of Nifty stocks in
Indian capital markets based on analysis of secondary data for the period selected for the
present study.

Investor’s demographic characteristics such as age, city of residence have an
impact on their awareness level on macroeconomic variables. Similarly perceptions of
investors on corporate actions were found to be associated with demographic variables
such as city of residence, age and education level of investors. It was also found that there
was association between income level and investing experience with awareness on

dividends and rights issue announcements and the same was not with Hyderabad investors.
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Choice of Investment Instrument also was found to be independent from the
influence of education level and investing experience from both cities. Investor’s
investment profile was different across both cities. There was no association found
between investing experience and frequency of information acquisition among investors

from both cities.

9.7  Suggestions and Recommendations

Indian stock markets especially in case of Nifty 50 Index have a bidirectional causal
relationship with exchange rate between INR to USD. Therefore, it can be concluded that
any major changes in the currency exchange rates may have an influence on the Nifty
movement. As the macroeconomic variables have a positive and statistically significant
correlation with Nifty Index, the forecasting ability of these variables is not proven, it is
therefore indicative of the presence of other variables which influence the Nifty movement.
These results are suggestive towards the necessity to be updates on the changes in
macroeconomic variables to benefit from higher equity returns, possible through timely

decisions.

There exists a semi-strong form of market efficiency in Indian stock markets. This can be
proven by the results of study on corporate actions using event study methodology for four
events namely dividends, right issue, stock-splits and bonus issue. Therefore keeping track
of major corporate actions may help individual investors in making appropriate investment

decisions in equity markets.

A study on perceptions of individual investors from two cities regarding importance of

corporate actions revealed that although there existed statistical significance in perceptions
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of investors across two cities, but there was a section of investors in both cities who were
not aware of the importance of corporate actions. It was also found that dividend
announcements did not create market reactions from individual investors. Although, it is
an important constituent of return from equity investment most investors are found to
ignore them. These results are indicative towards the need to create better awareness
about the role of corporate actions in equity investment decisions. The financial impact of

these actions needs to be discussed during the investor awareness programs.

Demographic variables such as age of investor, income level, education and city of
residence have a significant influence on the awareness level of equity investors regarding
corporate actions and information on macroeconomic variables. It was also found that
selection of Investment Instrument had an association with demographic characteristics of
individual investors and varied across Hyderabad and Mumbai. Investor’s investment

profile personality was also found to different across cities.

The outcome of study indicates the importance behavioural dimensions hence SEBI and
brokerage firms must include the role of these factors in their awareness campaigns.
Similarly investment analysts and other sources of market information especially TV
channels are recommended to emphasize on behavioural factors alongside the technical

factors during their discussions.

9.8 Limitations of the Study

Despite many unique advantages and contributions of the present study, it suffers from few

limitations.
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> There are many investment instruments in capital markets however; the present
study confines only to equity investments.

> Due to general reluctance of respondents on their actual returns (during pilot study)
certain facets on returns could not be included in the final study.

> Most of the similar study was confined to single city; present study is exploratory
by nature in this context by captivating comparison of investors attributes from two cities.
> The list of factors related to macroeconomic variables is confined to six variables
and corporate actions are confined to four based on literature and response of investors
during pilot study.

> The scope of the study is limited to comparison of two cities; it can be further
spread to study on all major cities in India.

> Methodology has been limited to chi-square test for the primary data collected
although some research has been carried out using structural equation modeling and factor
analysis on account of the non-agreement of the basic assumptions of the statistical

techniques.

9.9  Scope for Future Research

The present research explored the factors influencing individual investors from
various dimensions with respect to macroeconomic variables, corporate actions, market
information, sources of information, the demographic attributes such as city of residence,
education, age, investment experience and income, the same can be repeated using a test
retest methodology to efficiently understand the effect of these factors over a longitudinal

period of time. Gender, marital status and occupation of investors are other demographic
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factors which have been excluded and a study in this perspective can also add another
dimension in understanding investor behaviour across different cities.

Similar study can be conducted during different phases in the economy (i.e.) during a
phase of boom, slump, major reforms in markets, this would let us know the difference in
behaviour of investors during each phase of stock market.

Various reforms and amendments brought in during the five years plans with respect to
motivating individual investors to enter capital markets may be studied to understand the

governments take on this aspect.
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APPENDIX -1

UNIVERSITY OF HYDERABAD

Hyderabad — 500 046, Andhra Pradesh

QUESTIONNAIRE FOR INVESTOR

Lakshmi Rawat, Ph.D Scholar (Full time)
School of Management Studies

Dr.V.Mary Jessica, Associate Professor
Research Supervisor

Dear Respondent,

I, LAKSHMI RAWAT, Research Scholar, School of Management Studies, University of Hyderabad, pursuing my Ph.D. on the
topic “Investment Returns of individual Investor’s in India”. Pursuance of this research involves conducting a survey regarding
equity investor preferences in India Your comment is highly important for the analysis and will be treated with anonymity as well as
extreme confidentiality. Your valuable responses would help me in doing my research successfully. I, request your co-operation in

this endeavor.

1. Gender: Male O Female O , 1(b) Age (in years)
2. Marital Status
O Married O Single O Separated/Divorced O Widowed
3. Your city of residence is
4. Since how long are you having a Demat a/c years or
5. Do you invest in equity shares? O YES O NO
6. Your income per month is :

OBelow Rs. 15,000 per month.

OBetween Rs. 15,001 to Rs.30,000 per month
OBetween Rs. 30,001 to Rs.50,000 per month

7. Highest education till date:

O No formal education
O Primary (up to class 5)
O Class 10

O Intermediate (plus 2)

months.

OBetween Rs. 50,001 to Rs.1,00,000 per month

OAbove Rs.2,00,000 per month.

O Graduation
O Post Graduation
O Technical/Professional course (IIT/CA/MBBS...)
O Others specify

OBetween Rs. 1,00,001 to Rs.2,00,000 per month

In your view which of the below is best to get highest returns. (Mark a v" for your choice)

PREFERENCE OF
INVESTMENT

Strongly

i Not sure
Disagree

Disagree

Agree

Strongly
Agree

Savings bank deposits

(|

|

Money Market Funds

Bank fixed deposits(less than 1year)

Post Office Deposits

PPF(Public Provident Fund)

Company fixed deposits

Bonds and debentures

Mutual funds

Insurance policies

Equity shares

Chit Funds

oo o o|o|lololo|g|o
i W i i s i Ve [ R T R T
O oo o oo o o o oo

1 e Ay

0 B




)
9. Are you first person to start investing in equity shares from your family? O YES O NO
10. Have you inherited some equity investments from your parents/guardian? © YES O NO
11. What is your most important goal when you invest?
OTo generate income for today O To provide for my dependents at later stage

OTo generate income at a later stage O To fund a large future expense

12. What is the major goal of your investment portfolio?
O To ensure my portfolio value remains secure
O To ensure that my portfolio value grows and avoid unstable returns
O To accept fluctuating returns with growth potential
O To provide growth potential, and to accept some fluctuation in returns
O To provide the sole objective of potential long term growth in returns

13. When do you expect to use these funds?(Money invested)

O Immediately O (6-10) years
O (1-3) years O (16-20) years
O (4-5) years O (11-15) years O More than 20 years

14. What are your plans about drawings or additions to your equity investments today and over next 5
yrs.?
O I plan to withdraw at regular intervals and make no contributions
O | plan to make a lump-sum withdrawal and no more contributions
O | plan to make both withdrawals and contributions
O | am likely to make regular contributions and no withdrawals
O | will certainly make regular contributions and will not be withdrawing any funds
15. Which statement best describes your knowledge of equity investments?
O | have very little knowledge and depend on financial advisors recommendations
O | have imperfect knowledge and do not monitor financial markets
O | have good working knowledge and regularly monitor financial markets
O | completely know how different equity investments work and follow financial markets

16. Understanding that there will be declines in the market, in case of a major loss, how long are you
ready to hold your present investment in hope of recovery?

O Less than 3 months O For 1-2 years
O For 3-6 months O For 2-3 years
O For 6 months to 1 year O For more than 3 years

17. Suppose you invest Rs.1,00,000 for a long term(5 years) in various equity portfolio. What is the
maximum drop in portfolio value you are comfortable to accept?
O | am Comfortable with any loss O | am Comfortable with Rs.15,000 drop
O | am Comfortable with Rs.5,000 drop O | am Comfortable with Rs.20,000 drop
O | am Comfortable with Rs.10,000 drop O I am OK with a drop of more than Rs.20,000



®)
18. Are your expectations from your equity returns fulfilled so far?
O Yes O No

19. Which of the following statements most correctly describe your equity investment rational?
O | cannot accept any changes in basic investment
O | can accept least fluctuations and prefer safe, low return investments
O | am ready to accept some ups and downs in the value to achieve high overall returns in long run
O I target high long run returns therefore am not worried about short-term fluctuations

20. An equity investment portfolio is a basket of different investment. The returns earned by a specific
portfolio depend on the mix of investments that make up the portfolio.
Which of these equity investment portfolio, you would prefer to invest for 1 year with given range of

maximum and minimum returns?

O Portfolio A (13% to -2%) return O Portfolio C (28% to -13%) return
O Portfolio B (20% to -7%) return O Portfolio D (37 to -20%) return

21. Are you ready to accept large and frequent declines in your equity returns with a chance of

achieving higher long-term returns
O Strongly Dis-agree O Dis-agree O Agree O Strongly Agree

22. (A)Do you think there is a need to check these factors FOR BETTER RETURNS while INVESTING IN

EQUITY? (Markav)
Strongly Strongly
Macro-Economic Factors Disagree | Disagree | Undecided | Agree | Agree
Stock Market Fluctuations (®) (®) ®) o) o)

Stock Market Sentiment

Unemployment Rate

Inflation rate

Corporate Earnings

Gold/Silver/Crude Oil Prices

Foreign Direct Investment

Index for Industrial Production

Political Conditions

Bank Interest Rate on Savings

Exchange Rate of Dollar/Euro etc.

O0o0j0O0O|0OO|O0O|O0 |0 O
O0o0j0O0O|0OO|O0O|O0 0O
oOj0o0Oj0O0O|OO|O|O0 |0 O
oOj0o0j0O0O|0OO|O0O|O0 |0 O
oOj0o0oj0O0O|0OO|O0O|O0 |0 O

Short Term Deposit Interest Rates

23. Are you satisfied with the returns you earned from your equity investments so far?
O Yes O No



(4)

24. (B) Do you think there is a need to check these factors FOR BETTER RETURNS while
INVESTING IN EQUITY? (Markav")

Strongly Strongly

Company Related Disagree | Disagree | Undecided | Agree | Agree

Aspects/Corporate Actions

Dividend Announcement o) @) o o o
Bonus Announcement o) @) o o o
Rights Issue Announcement (o) o o o o
Stock Splits Announcement ®) (®) o) o) o

25. Do you think there is a need to HAVE UPDATED INFORMATION about financial
markets for positive equity returns?

O Yes O No

26. How frequently do you update yourself with market information?

O Daily O Weekly O Monthly O Every 6 Months O Not sure

27. Which of the following information sources do you depend on, for better equity investment
returns?

O Publicly available sources (T.V, Newspapers, Magazines, Facebook, Blogs)
O Insider Information (Advisers, Brokers, Co-Investors, etc.)

O Subscribed/Contributed Information (Newsletters, Brokers, Advisors etc.)
O Others

*********************************THAN K YOU*****************************



APPENDIX -2

COMPANIES LISTED WITH NIFTY 50

S.No. COMPANY NAME S.No. COMPANY NAME
1| ACC Ltd. 26 | Indusind Bank Ltd.
2 | Ambuja Cements Ltd. 27 | Infosys Ltd.
3 | Asian Paints Ltd. 28 | Jaiprakash Associates Ltd.
4 | Axis Bank 29 | Jindal Steel & Power Ltd.
5 | Bajaj Auto Ltd. 30 | Kotak Mahindra Bank Ltd.
6 | Bank of Baroda 31 | Larsen & Toubro Ltd.
7 | Bharat Heavy Electricals Ltd. 32 | Lupin Ltd.
8 | Bharat Petroleum Corporation Ltd. 33 | Mahindra & Mahindra Ltd.
9 | Bharti Airtel Ltd. 34 | Maruti Suzuki India Ltd.
10 | Cairn India Ltd. 35 | NMDC Ltd.
11 | Cipla Ltd. 36 | NTPC Ltd.
12 | Coal India Ltd. 37 E)rllleféyatural Gas Corporation Ltd.
13| DLE Ltd. 38 i?c\jlflgn(grr;Corporation of India
14 | Dr. Reddy's Laboratories Ltd. 39 Punjgb National Bank Financial
Services
15 | GAIL (India) Ltd. 40 | Ranbaxy Laboratories Ltd. Pharma
16 | Grasim Industries Ltd. 41 | Reliance Industries Ltd. Energy
17 | HCL Technologies Ltd. 42 | SesaSterlite Ltd. Metals
18 | HDEC Bank Ltd. 43 State_ Bank of India Financial
Services
19 | Hero MotoCorp Ltd. 44 Sun Pharmaceutical Industries Ltd.
Pharma
20 | Hindalco Industries Ltd. 45 | Tata Consultancy Services Ltd. IT
21 | Hindustan Unilever Ltd. 46 | Tata Motors Ltd. Automobile
22 ggfs(l)rrlgﬁ[;ﬁv&lg.pment Finance 47 | Tata Power Co. Ltd. Energy
23 |1 T C Ltd. 48 | Tata Steel Ltd. Metals
24 | 1CICI Bank Ltd. 49 Ultra Tech Cement Ltd. Cement &
Cement Products
25 | IDFC Ltd. 50 | Wipro Ltd. IT
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APPENDIX - 3

Enhancement of limit for defining Retail Individual Investors in public issues

Discussion Paper for proposed changes to SEBI (Issue of Capital and Disclosure

Requirements) Regulations, 2009

Background:

Retail Individual Investor in a public issue was defined in the erstwhile SEBI
(Disclosure and Investor Protection) Guidelines, 2000 (DIP Guidelines) until August
2003 as undet:

(i) Fixed price issue: Retail Individual Investor is one who applies for allotment

equal to or less than 10 marketable lots.

(if) Book built issue: Retail Individual Investor is one who applies for up to 1000

secutities.

The aforesaid definition of Retail Individual Investor did not differentiate between
profiles of different investors. e.g. a Retail Individual Investor who applies for 1000
shares of I530/- each and a Retail Individual Investor who applies for 1000 shares of
Z.10/- each. It was decided to define Retail Individual Investor on the basis of amount
applied for, instead of the number of shares applied for and DIP Guidelines were
amended in August 2003 to provide that a Retail Individual Investor means an investor

who applies or bids for securities of or for a value of not more than I50,000.

The aforesaid limit of 50,000 was found to be too low particulatly in the context of
large size book built issues and also resulted in higher transaction costs. In view of this,
in March 2005, the DIP Guidelines were amended to enhance the aforesaid limit from

350,000 to X1,00,000.

The aforesaid stipulation of DIP Guidelines has now been incorporated in the SEBI

(Issue of Capital and Disclosure Requirements) Regulations, 2009 (ICDR Regulations).
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2.0 Matter for consideration :

2.1 It is more than five years since the limit of ¥1,00,000 for defining a retail individual
investor was stipulated. It is felt that the aforesaid limit of I1,00,000 for defining a retail

individual investor needs to be enhanced on account of interalia the following reasons:

(i) It has been observed that in recent public offerings, approximately 75% of
applications in the Retail Individual Investor category have come in the size of
380,000 to %1,00,000. Wheteas, in the Non Institutional Investor category, the
number of applications in the size of less than ¥5,00,000 is negligible. The above
suggests that Retail Individual Investors who have the capacity and appetite to
apply for securities worth above 1,00,000 were constrained from doing so
because of the ¥1,00,000 limit nor do they make an application under the Non
Institutional Investor category because the allocation there is limited to 15% as

against 35% for Retail Individual Investor category.

(i) In terms of ICDR Regulations, since 35% of the public issue is to be allocated to
Retail Individual Investors, in a large sized public issue e.g. for an issue size of
<.4000 crores to 6000 crores, the limit of I1,00,000 would mean that the issue
has to receive a minimum of 1,50,000 to 2,00,000 applications from Retail
Individual Investors to fill in the 35% allocation. This could be a daunting task
considering that in case of well oversubscribed issues, the number of

applications received from Retail Individual Investors was in the range of 35,000

to 70,000.

(iii) The rate of inflation in India has increased from about 4% in 2005 to about 12%
currently, measured in terms of wholesale price index. In the same period, the
BSE Sensex has risen from about 8000 points to about 18000 points. This means
that the Retail Individual Investors now buy a lesser number of securities with

31,00,000 than they would buy with the same amount in 2005.
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3.0 Proposal:

3.1 Having regard to the above, it is proposed to amend ICDR Regulations to enhance the
limit prescribed for defining a Retail Individual Investor in a public issue from the

existing X.1,00,000 to %.2,00,000.

4.0 Public comments:

4.1  As part of the consultative decision making process followed by SEBI in policy
formulation, comments / suggestions are invited from the public on the proposed
changes. Comments/ suggestions may be sent to the address mentioned below to Mr.
Sudeep Mishra, Assistant General Manager, Division of Issues and Listing, Corporation
Finance Department, Securities and Exchange Board of India, on or before September

3, 2010.

SEBI Bhavan, Plot No: C — 4A, G Block,
Bandra Kurla Complex,
Mumbai 400 051.

Comments/suggestions may also be emailed to sudeepm@sebigov.in or to

sanjayp@sebi.gov.in.
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An Event Study Analysis of Rights Issues
Announcement by Indian Corporates

Lakshmi Rawat* & Mary Jessica**

|
Research in finance to understand the information asymmetry of a particular event has
been established mostly using the event study methodology. Although sufficient amount of
study has been done on the topic of stock market event's and their information asymmetry in
emerging economies of the world, there has been no clarity of thought yet. Through the
present paper, we try to analyze the impact of Rights Issue announcement made by 50
companies which are both listed in CNX-Nifty and BSE-India indices. The sample consists
of 5 announcements declared during 2004-2013. Based on the analysis of data it is found
that only one of them gained statistical significance for different event windows. Significance
of abnormal returns is explained by different reasons for each of the significant event.

Keywords : Listed Companies, Information Asymmetry, Bonus Issue, Stock Price Behavior.

Introduction returns of these companies. Indian stock

market is regarded to be one among the
Corporate announcements create lot of 5 g

noise in stock market, but timely usage most volatile market with largest volume.

[t comprises of two major indices BSE
and NSE which has more than 5,000
companies listed until May, 2014(1).

of this kind of information is still a
debatable topic. Share rights issue is a

scenario where companies give an oppor-
tunity to existing sharcholders to buy With a total market capitalization of

new shares at a discount or at current USD 1.51 trillion (2) NSE India,

trading price on a given future date. ~ which is another leading index has
Most of the time it is perceived that 3,091 securities listed as on June 2014
companies which need to increase finance ~ with a market capitalization of 1.5
sort to rights issue, but this may not be trillion (3,4) It, therefore, becomes a
true always. The paper is focused on difficult choice for an investor to

the study of information asymmetry

content of share rights issue announce-
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ment and its impact on stock returns.

An attempt has been made to understand
the characteristics of rights offering by
listed companies and their effect on share
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Abstract

In the present study we examine the impact of ex-dividend day on stock returns to Indian
companies listed under Nifty 50 companies during the period 2011-2015 both inclusive. We
examine the daily abnormal returns for 61 days, 31 days and 11 days event window using event
study methodology with an estimation period of 250 days prior to ex-dividend date. Abnormal
returns have been calculated using Market Model with Nifty index as proxy for market returns.
To test the significant of Average Abnormal Returns both parametric and non-parametric tests
has been used, that is paired t —test and Wilcoxon Signed Rank Test. We conclude from the
analysis of the study that AAR have been statistically significant for 31 days event window, with
an average mean of 0.0944 during preannouncement and -.0960 average mean during post
announcement. This implies that, there had been very high actual returns during the pre-

announcement period indicating positive market reaction.
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