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CAPITAL MARKET - APIVOTAL FOCUS
Dr. R. VASUDEVAN,

Assistant Professor in Corporate Secretaryship

D. G. Vaishnav College, Chennai

Abstract

An efficient Stock Exchange promotes
industrial growth, economic developments
and capital formation, channelizes capital
into productive sectors of economy,
mobilizes community savings and offers
opportunities to individuals to improve
their economic well being. Security
analysis forms an essential activity of
stock exchange operation. It would have
been difficult to deal in stock exchange
without proper knowledge of security
analysis. In a present scenario, stock
market return volatility is a matter of great
concern for policy makers and investors.
The present research entitled “AN
INVESTIGATION OF SHARE PRICE
VOLATILITY AND ITS IMPACT ON
CAPITAL MARKET - a PIVOTAL
FOCUS”. Is a humble effort for knowing
share price volatility and its impact on
capital market for the specific time period.
The chapter being introductory in nature
spells out the nature, scope objectives and
methodology adopted for the study along
with a review of the studies on share price
volatility. An overview of stock market
starting from the origin, major stock

indices and how they calculate, the

concept of volatility in stock market is
presented study.  Finally, the major
findings, conclusion and suggestions
emerging from the study are presented in
the study.

Introduction

In the present scenario, stock return
volatility is a matter of great concern for
policy makers and investors. Investor‘s
responsiveness to invest in an economy
can be better understood by it. Stock
market volatility or high fluctuations in
stock return are not healthy for the growth
of an economy. Stock price volatility is an
indicator that is most often used to find
changes in trends in the market place. The
increase or decrease in volatility results
from changes in investors emotions in the
market place. Stock price volatility tends
to rise when new information is released
into the market, however the extent to
which it rises is determined by the
relevance of that new information as well
as the degree in which the news surprise
investors. However, economists and
financial experts have propounded theories
on what causes volatility.

Hence, an understanding of volatility and

stock price prediction in Indian stock
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market will be imperative as it helps in
predicting the path of its economy‘s
growth and determines the efficiency of
the stock market which will serve as an
indicator of economic growth and
development in India and in turn attract
foreign portfolio investment. If the stock
market of any economy is more volatile
then investors (both domestic as well as
foreign) are less likely to invest in such a
market where returns are prone to higher
risk. This reluctance to invest in such an
economy impedes economic growth of that
country. Hence, volatility in stock returns
indirectly hurdles economic growth.
Research Problem

The issue of change in volatility of stock
return in emerging markets has received
considerable attention in recent years. The
reason for this enormous interest is that
volatility is used as a measure of risk. It is
needed as an input in portfolio
management.

Volatility of stock return has been mainly
studied in the developed economics. There
is relatively less empirical research on
stock return volatility in the emerging
market. In context, very few studies have
examined the price volume relationship so
the researcher investigates the pattern of
volatility in the Indian stock market with
special reference to BSE. This research is
very essential for capital market because it

is a guide investors when and how to take

decision about which of companies select
for invest. If there is a large fluctuations in
market there is a risk and safe drives avoid
to invest volatility is caused by many
factors such as speculation, regulatory
framework governing stock market,
rumours, day trading. That is why this
topic is selected by the research.

Review of literature:

An attempt has been made to review some
existing literature available and having
broad relatively with the subjective area.
Crouch (1970) studied the relationship
between daily trading volume and daily
absolute changes of market index and
individual stocks and found positive
correlation between them.

Epps (1975) used transactions data and
found a positive contemporaneous
correlation between trading volume and
absolute price changes.

Rogalski (1978) using monthly stock data
found positive contemporaneous
correlation between returns and trading
volume.

Admati and Pfleiderer (1988) assumed
three kinds of traders, informed traders
who trade on information, discretionary
liquidity traders who can choose the time
they want to trade but must satisfy their
liquidity demands before the end of the
trading day, and non discretionary traders
who transact due to the reasons exogenous

at a specific time and don‘t have the
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flexibility of choosing the trade time,
predicts the positive relationship between
volatility and trading volume.

Smirlock and Starks (1988) analyzed the
causal relationship  between trading
volume and volatility using individual
stock transactions data and found a
positive lagged relation between volume
and absolute price changes.

Foster and Viswanathan (1990) implied
that this relationship does not necessarily
follow even when they use the same
classification of. Another very important
issue that has been addressed by
researchers is the measurement of trading
volume. Generally, three Kkinds of
measures, namely, number of trades,
volume of trade or total dollar value of
trades have been used as a proxy of
volume. The theoretical models of the past
did not support the effect of trade size in
the volatility volume relationship.
Assogbavi et al. (2007) have analyzed
dynamic relationship between returns and
trading volume using weekly data of
individual equities of the Russian Stock
Exchange. They found a strong evidence
of bi-directional relationship between
volume and returns.

Objectives of the Study:

The major objectives of the study are:

e To understand the concept of stock

market.

e To analyze the trends of share price in
BSE.

e To survey the existing situation of
share price movement at various
stages.

e To examine share price, volume and
volatility of listed joint stock
companies.

Hypotheses:

The study also intended to examine the

hypotheses which acted as a milestone to

reach the stated objectives. At every stage

Hypotheses are provided the required

direction to steer through the research

study. The researcher has framed
following Hypotheses:

e Ho: There is no significant difference
in share price volatility in various
sectors during period of the study.

e H1: There is significant difference in
share price volatility in various sectors
during period of the study.

e Ho: There is no significant difference
between trading volume and share
price volatility during study period.

e HI1: There is significant difference
between trading volume and share
price volatility during study period.

Methodology:

Methodology is used in the study of

volatility is briefly described in the

following points.
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Population and sample Units:

The stock markets indices are fairly
representative of the various industry
sectors. Thus, the population of study
consists of all Indian companies which are
registered in 11 Bombay Stock Exchange,
the most prominent domestic market. As
the study is carried out by the individual
researcher it is not feasible to cover all
companies so the researcher has selected
100 companies which represented as BSE
100 index. BSE 100 index is a well
diversified 100 stock index accounting for
21 sectors of Indian economy viz. Auto,
Banking, Breweries, Cement, Chemical,
Electronic
Finance, FMCG, IT, Metal, Mining, Oil

Drilling, Pharmaceuticals, Power, Real

equipment, Engineering,

Estate, Refineries, Telecom, Textile,
Trading and others. The sample units are
selected randomly.

Sources of Data:

Data collection is being one of the major
parts of research. The study is based on
secondary data. The researcher collected
data form secondary source, the monthly
stick price data on BSE 100 index has been
taken from PROWESS, the online 14
database maintained by the centre for
monitoring of India Economy (CMIE).
CMIE maintains this database for
calculating its various indices. The
database contains all the actively traded

stock at any given time on the BSE.

Monthly closing prices have been taken for
the BSE 100 index for the period of study
in addition to PROWESS, web resources
such as www.bseindia.com.,
www.economagic.com etc. have been
used.
Scope & significance of the study:
The scope of this study is limited to the
Indian capital market with special
reference to the stock prices of selected
companies which reflected on BSE 100.
This empirical study is basically a step
towards understanding the share price
movement in capital market. The
researcher has tried to touch various points
and has focused more on movement of the
capital market with relevance of share
price volatility. There are newer surprises
and shocks every sunrise.

Limitation of the study:

e Study is undertaken by individual
researcher; therefore all limitation of
individual researcher exists here also.

e |t is secondary data base study so the
limitation of the secondary data reveals
with the study.

e This study is based on secondary data
of 100 sampled units, so generalization
of any problems finding may have
limited scope of application.

e There are various tools and methods to
operating performance of various
scripts, in those connection views of

experts differ from one to another.

@Mayas Publication

Page 15



Emperor International Journal of Finance And Management Research [EIJFMR] ISSN: 2395-5929

Analysis and Interpretation of Data Test Statistic:

It is very hard to predict the share price of Significance Level: 5 % level of
any company. However the analysis of Significance

past performance of the company can be Degree of Freedom:

helpful to see the movement of stock price. Between Groups: No. of Samples-1

The main objective of this chapter is to Within Groups: n-No. of Samples.
investigate the dynamics of time varying Eg. Where there are four treatments with
volatility of India‘s stock market with 17 data points per treatment (total n=56)
special reference to BSE 100 index over between group DF=4-1=3 and within
the sample period from 2010 to 2015 groups DF=56-4=52 Decision Rule: If the
calendar year. Thus in short this chapter calculated Value of —”F” is less than the
mainly concentrates on the calculation tabulated value, the Ho is said to be
part, analysis and its findings. The significant and accepted.

researcher has evaluated the data with the Hypothesis:

help of statistical techniques like ANOVA, Ho: There would be no significant
Z-test and correlation. Relating to share difference in share price volatility in
price volatility in various sectors various sectors during the study period.
Hypothesis Relating to Share Price The null hypothesis considered here is
Volatility in Various Sectors common for all the sectors.

Researcher has used one way ANOVA for H1: There would be significant difference
comparison of share prices among various in share price volatility in various sectors
sectors in BSE 100 index. On completion during the study period.

of one way ANOVA on various sectors the
results are drawn as under,

Analysis of Variance for Auto Sector

Source of Variation SS Df MS F F crit
Between Groups 5998060.75 9 666451.19 4.8148 2.0734
Within Groups 6920880.026 50 138417.6

Total 12918940.78 59

Source: Researcher’s calculation

The F value (4.814) is the calculated statistics from the mathematics. The F critical (2.07) is
the critical value as extracted from f distribution in statistical tables based on two values of
degree of freedom 9 and 50.The calculated value is more than table value so the Ho is not
significant and rejected.

From the above calculation it is clear that there is difference in share prices lying in Auto
Industry during the study period which show the changes in the prices of shares are random
and variation in one does not lead various in other.
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Analysis of Variance for Banking Sector

Source of Variation SS Df MS F Fcrit
Between Groups 8674130.96 9 963792.33 6.3715 1.9856
Within Groups 13613890.55 90 151265.45

Total 22288021.51 99

Source: Researcher’s calculation

Since the value of —”F” in table at 5% level of significance and with the degree of freedom
(9,90), is less than calculated value in case of average share prices of selected banking
companies. So Ho is not significant and rejected.
From the above calculation it is clear that there is difference in share prices lying in Bank
Industry during the study period which show the changes in the prices of shares are random
and variation in one does not lead various in other.

Analysis of Variance for Breweries Sector

Source of Variation SS Df MS F Fcrit
Between Groups 2156853.99 9 239650.44 1.2459 3.0204
Within Groups 1923444.672 10 192344 .47

Total 4080298.662 19

Source: Researcher’s calculation

The table value of F for (9,10) at 5 % level of significance=3.02. The calculated value of F is
less than the table value and hence the difference in the mean values of the sample is not
significant. The hypothesis is accepted.
From the calculation it is clear that there is no significant difference between share prices of
all sample companies in Breweries Industry.

Analysis of Variance for Cement Sector

Source of Variation SS Df MS F Fcrit
Between Groups 383993.1737 9 42665.908 0.4749 2.3928
Within Groups 1796999.34 20 89849.967

Total 2180992.513 29

Source: Researcher’s calculation

The F value (0.4748) is the calculated statistics from the mathematics. The F crit (2.39) is the
critical value as extracted from f distribution in statistical tables based on two values of
degree of freedom 9 and 20.The calculated value is less than table value so the Ho is
accepted.
From the calculation it is clear that there is no significant difference between share prices of
all sample companies in Cement Industry.

Analysis of Variance for Chemicals Sector

Source of Variation SS Df MS F F crit
Between Groups 234791.6544 9 26087.962 0.9674 2.3928
Within Groups 539344.2184 20 26967.211

Total 774135.8728 29
Source: Researcher’s calculation
@Mayas Publication Page 17
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The table value of F for (9,20) at 5 % level of significance=2.392. The calculated value of F
is less than the table value and hence the difference in the mean values of the sample is not
significant. The hypothesis is accepted.
From the calculation it is clear that there is no significant difference between share prices of
all sample companies in Chemicals Industry.

Analysis of Variance for Electrical Sector

Source of Variation SS Df MS F Fcrit
Between Groups 10838705.8 9 1204300.6 3.1265 2.3928
Within Groups 7703757.463 20 385187.87

Total 18542463.26 29

Source: Researcher’s calculation

Since the value of —”F” in table at 5% level of significance and with the degree of freedom
(9,20), is less than calculated value in case of average share prices of selected banking
companies. So Ho is not significant and rejected.

From the above calculation it is clear that there is difference in share prices lying in Electrical
Industry during the study period which show the changes in the prices of shares are random
and variation in one does not lead various in other.

Analysis of Variance for FMCG Sector

Source of Variation SS Df MS F Fcrit
Between Groups 1327885.592 9 147542.84 0.2654 2.3928
Within Groups 11119267.75 20 555963.39

Total 12447153.35 29

Source: Researcher’s calculation

The table value of F for (9,20) at 5 % level of significance=2.39 The calculated value of F is
less than the table value and hence the difference in the mean values of the sample is not
significant. The hypothesis is accepted.
From the calculation it is clear that there is no significant difference between share prices of
all sample companies in FMCG Industry.

Analysis Of Variance for IT Sector

Source of Variation SS Df MS F Fcrit
Between Groups 1988243.764 9 220915.97 0.1542 2.0734
Within Groups 71624643.04 50 1432492.9

Total 73612886.8 59

Source: Researcher’s calculation

The table value of F for (9,50) at 5 % level of significance=2.07 The calculated value of F is
less than the table value and hence the difference in the mean values of the sample is not
significant. The hypothesis is accepted.

From the calculation it is clear that there is no significant difference between share prices of
all sample companies in IT Industry.

Hypothesis Regarding Correlation between Trading Volume and Share Price Volatility
In this study our data set consists of all the stocks BSE 100 Index.

Data has been collected for the period of 1st January 2010 to 31st December 2015. For
companies that were listed after 1st January 2001, the data has been taken from the listing
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date to 31st December2015. The researcher has taken two variables for testing hypothesis
like,

e Monthly number of shares traded (volume).

e Monthly closing of share price.
Ho: There is no significant difference in correlation between trading volume and price
volatility during the period of study.
H1: There is significant difference in correlation between trading volume and price volatility
during the period of study.
For the calculation of Pro.Fisher‘s Z-test, first the researcher has calculated the Correlation
Coefficient between trading volume and stock price. The researcher has taken monthly
averages of price and volume for the calculation over the study period.
For the purpose of analysis and interpretation the correlation results have been categorized
into 08 groups, namely,
e Perfect positive correlation (r) = (1.0000)
e Strong positive correlation (r) = (+0.9999 to +0.9000)
o Moderate positive correlation (r) = (+0.8999 to +0.7800)
o Weak Positive correlation (r) = (+0.7799 to +0.0001)
o Perfect Negative correlation (r) = (-1.0000)
e Strong negative correlation (r) = (-0.9999 to -0.9000)
¢ Moderate Negative correlation (r) = (-0.8999 to -0.7800)
e Weak Negative correlation (r) = (-0.7799)

Karlpearson correlation between Average Price and Average Volume

S.No Name of Correlation | S.No Name of Company Correlation
Company

1 Aban Offshore Ltd 0.0135 31 | GMR Infrastructure Ltd. 0.0768

2 ABB Ltd. 0.0125 32 | Grasim Industries Ltd. 0.6206

3 ACC Ltd Ltd -0.6522 33 | HCL Technologies 0.3464

4 Adani Enterprises -0.4329 34 | HDFC 0.3813
Ltd

5 Aditya Birla Nuvo -0.5064 35 | HDFC Bank Ltd. 0.0136
Ltd

6 Ambuja Cements -0.2818 36 | Hero Honda Motors Ltd. -0.5065
Ltd.

7 Ashok Leyland Ltd - -0.7191 37 | Hindalco Industries Ltd. -0.8813

8 Asian Paints Ltd -0.2596 38 | Hindustan Petroleum Corp 0.1912

Ltd.

9 AXIS Bank Ltd. - 0.5302 39 | Hindustan Unilever Ltd. -0.5047

10 Bajaj Auto Limited 1 40 | Housing Dev & -0.2951
- Infrastructure Ltd

11 Bajaj Finserv 1 41 | ICICI Bank Ltd. 0.2651
Limited

12 Bank of Baroda -0.2897 42 | ldea Cellular Ltd 0.341

13 Bank Of India -0.1516 43 | India Cements Ltd. 0.6362

14 Bharat Forge Ltd. -0.2539 44 | Indiabulls Financial 0.8694

Services Ltd.

15 Bharat Heavy -0.6234 45 | Indiabulls Real Estate Ltd. 0.0288
Electricals Ltd

16 Bharat Petroleum -0.384 46 | Indian Hotels Co Ltd. -0.4244
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Corpn Ltd.
17 Bharti Airtel Ltd -0.1926 47 | Indian Oil Corporation Ltd. 0.4083
18 Cairn India Ltd. -0.7361 48 | Industrial Dev Bank of 0.7216
India
19 Century Textiles Ind 0.0933 49 | Infosys Technologies Ltd 0.3892
Itd
20 Cipla Ltd.. -0.8161 50 | Infrastructure development -0.3268
Finance Co. Ltd
21 Crompton Greaves -0.0694 51 | ITCLtd -0.662
Ltd.
22 Divi's Laboratories 0.1249 52 | IVRCL Infrastructures & 0.4669
Ltd. Projects Ltd
23 DLF Ltd. -0.3536 53 | Jaiprakash Associates Ltd. -0.5984
24 Dr Reddy's 0.3052 54 | Jindal Steel & Power Ltd -0.043
Laboratories Ltd.
25 Educomp Solutions -0.415 55 | JSW Steel Ltd -0.458
Limited
26 Essar Oil Ltd. 0.7966 56 | Kotak Mahindra Bank Ltd 0.6919
27 Financial -0.4499 57 | Ltd Larsen & Toubro -0.4354
Technologies (India) Limited
28 Gail (India) Ltd -0.0822 58 |MMTCLtd -0.176
29 GlaxoSmithkline -0.6169 59 | Mahanagar Telephone 0.7762
Pharmaceuticals Ltd. Nigam Ltd.
30 Glenmanrk 0.0302 60 | Mahindra & Mahindra Ltd. -0.5789
Pharmaceuticals Ltd.
61 Maruti Suzuki India -0.6504 81 | State Bank of India -0.4384
Ltd.
62 Mundra Port & 0.8065 82 | Steel Authority of India Ltd -0.3945
Special Economic
Zone.
63 National Aluminium -0.4524 83 | Sterlite Industries Ltd 0.1828
Co. Ltd.
64 Nestle India Ltd. -0.5539 84 | Sun Pharmaceutical Inds 0.3523
Ltd.
65 NMDC Limited . -0.24 85 | Suzlon Energy Ltd -0.7555
66 NTPC Ltd. -0.1543 86 | Tata Chemicals Ltd -0.6441
67 ONGC Ltd. 0.2836 87 | Tata Communications Ltd. 0.0834
68 Power Finance Ltd -0.9937 88 | Tata Consultancy Services -0.7472
Corporation Limited
69 Power Grid -0.9965 89 | Tata Motors Ltd. -0.2941
Corporation of India
Ltd.
70 Punj Loyd Ltd . -0.7829 90 | Tata Power Co. Ltd -0.587
71 Punjab National -0.7206 91 | Tata Steel Ltd. -0.0013
Bank
72 Ranbaxy -0.7297 92 | Tata Tea Ltd. 0.7983
Laboratories Ltd.
73 Reliance Capital 0.6738 93 | Torrent Power Ltd -0.7612
Ltd..
74 Reliance -0.1077 94 | Union Bank of India -0.7503
Communications
Ltd.
75 Reliance Industries -0.6044 95 | Unitech Ltd -0.2213
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Ltd

76 Reliance 0.7463 United Phosphorus Ltd. -0.0379
Infrastructure Ltd

77 Reliance Natural 0.9766 United Spirits Ltd. -0.2358
Resources Ltd.

78 Reliance Power -198 Welspun Gujarat Stahl 0.2011
Limited Rohren Ltd.

79 Sesa Goa Ltd -0.0818 Wipro Ltd. . 0.6226

80 Siemens Ltd 0.126 100 | Zee Entertainment -0.5824

Enterprises Ltd.

Source: Researcher’s calculation

From the above table and chart, it is clear

that among 100 companies,

e Only two companies (Bajaj Auto &
Bajaj Fin serve) have perfect positive
correlation which indicates that the
changes in volume and share price are
equal.

e Only 1 company (RNRL) has strong
positive correlation.

e 4 Companies (Essar Oil Ltd., India
bulls Financial Services Ltd., Mundra
Port & Special Economic Zone, Tata
Tea Ltd.) show moderate positive
correlation.

e 63 companies show negative
correlation which indicates that there is
a inverse relationship between trading
volume and share price.

¢ Volume gives some indication of stock
liquidity. The higher the volume more
buyers and sellers out here.

Summary, Findings and Suggestions

Summary:

The subject of the present study is —“AN

INVESTIGATION OF SHARE PRICE

VOLATILITY AND ITS IMPACT ON

CAPITAL MARKET - a PIVOTAL
FOCUS” The study covers 100 Indian
companies representing 21 different
sectors in BSE 100 index during study
period. This study is based on secondary
data. All data collected and complied from
PROWESS and

www.bseindia.com. The main objective of

the websites

the study is to measure share price
volatility and its impact on capital market.
Statistical measures like average, standard
deviation, correlation, and ANOVA to test
validity of hypotheses. Finally related
literature on the subject has been shown
along with the limitation of the study.

The researcher has also shown the major
indices and how they calculate, how stock
market runs and important of stock market
in Indian economy. At last researcher has
given the concept of volatility and its
usefulness to the investors.

Findings:

Understanding the relationship between
returns, volatility and trading volume in
financial markets is important for traders,
researchers and policy makers. The

dynamic relationship between returns and
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trading volume helps in understanding the
market clearing process and frictions in the
market. Also, ability of trading volume to
forecast volatility helps agents like traders,
with a very short-term investment horizon
and portfolio managers that may have a
medium- to long-term investment horizon.
In emerging markets generally and in
Indian stock market context specifically,
very few empirical studies has been
reported on  relationship  between
returns/volatility and trading volume.
Using 100 Indian stocks, the researcher
has analyzed the share prices move
randomly or follow some pattern,
correlation between trading volume and
share price. Our findings indicate evidence
of negative correlation between price
changes and trading volume in Indian
stock market, except few companies. The
researcher has also found that beta serves
many valuable purposes in investing.

This certainly plays a significant role for
investors. Some investors may be willing
to invest in a stock with large beta (in 44%
companies) with hopes of a large payoff,
understanding the larger risk involved with
such a stock. Other investors may be more
inclined to invest a safer stock with a
smaller beta (in 55% companies) to put
less of their investment at risk,
understanding that their potential return
will not be as high. Finally it is seen that

high 191 risk, high reward; low risk, low

rewards. A stock with a low beta won't
lose as much as the BSE 100 when it falls,
but it won't gain as much as the BSE 100
when it posts gains either. On the other
hand, a stock with a beta over 1 will lose
more than the BSE 100 when it falls, but
will also gain more than the BSE 100
when it posts a gain.

The researcher has also found that rather
than beta of individual stock, the average
beta of the entire portfolio would provide
the investor with a larger picture of
anticipated volatility compared to that
market.

Suggestions:

This section gives suggestions to investors,
Policy Makers and companies on the basis
of findings of the study. The empirical
findings will be useful to investors as it
provides evidence of time varying nature
of stock market volatility in India.
Investors aim to making more profitable
and less risky investment. Therefore, they
need to study and analyze stock market
volatility, among many other factors,
before making investment. It is important
to understand that each stock has different
risk and rewards. In general the high
potential returns the higher risk of loss. If
you are risk avoider you make investment
in Gilt and liquid securities, which show
low risk, compare to other securities

operating in the market. If you are risk

@Mayas Publication

Page 22



Emperor International Journal of Finance And Management Research [EIJFMR] ISSN: 2395-5929

taker, you will invest in various equity
diversified fund for higher return.

The average beta of the entire portfolio
will provide the investor with large picture
of the anticipated volatility compared to
that of market. If an investor hopes to
make good profit in public equity, they
need to make some efforts to become an
informed investor by study some variable.
In order to increase the stake in the market
the companies come with transparency.
The researcher believes that due to

corporate  governance norms  and
amendments in various act of SEBI more
and more information have been disclosed
to various stake holders.
The suggestions for investors and
companies presented above are also

important for stock exchange
administrators and policy makers. There is
an urgent need for aggressive campaign to
train investors about different types of
funds. Stock market and their regulatory
should develop more branches for market
research. It will be helpful for better and
efficient portfolio management.
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