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Abstract
The present paper attempts to explain the impact of demonetization on NIFTY returns

using historical volatility. Demonetization is one of the historic events not only within the economy
but also even beyond borders of the nation. The recent economic surgical strike on November 8,
2016 stunned the markets, which instrumented by Government of India (GOI) to limit black
money circulation in the market. To study the impact of demonetization as one of the effects on
Indian Incorporation, in this research, differences between returns of historical volatility of the
country best managed portfolio NIFTY.

Keywords: Close to Close estimator, Parkinson, Garman-Klass, Rogers-Satchell, Yang
and Zhang

1. Introduction
Demonetization was one of the boldest steps taken by Government of India to curb the huge net

of black money in the country in order to bring more number of people within the tax bracket. The
massive strike enabled the sub continent to wipe out 86% of total money circulation from the
economy.This specific  move of government impacted India till its bottom and every single citizen and
companies  present in India felt the waves passing through them.

Indian stock market was highly impacted by such strict action of government. Investors run
out of money and  huge chaos apparently evident in the market place. Immediately a day after the
announcement was made on 8th November 2016, a steep fall was observed in both the indices viz
BSE and NSE. BSEs' Sensex   and NSEs' Nifty fell by over 338 and   111 points  respectively on 9th
November 2016, which  was the immediate effect of demonetization.

The Figure -1 elucidates the one-year forward price-earnings (P-E) multiple of the MSCI India
Index with that of MSCI Asia ex-Japan. It is obviously understood from the figure that  the difference
between MSCI India P-E multiple and the MSCI Asia ex-Japan P-E multiple has come down from 4.9
on 8 November to 4.6 now. That could be the impact of demonetization, but it's not much

Historical volatility of  NIFTY Returns and Demonetisation
 -An Overview

– Param Raj*
– M.P.Pandikumar**

* PGDM(F-15), Loyola Institute of Business Administration, Nungambakkam, Chennai    Email: paramraj1994@gmail.com
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(Source: Livemint- 3rd January 2017)

Figure 1:PE Multiple of MSCI India and MSCI Asia Ex-Japan

The sharp fall reckoned  shaken confidence of Foreign Institutional Investors (FIIs) in Indian
markets. FIIs withdrawn an amount of around $1billion just within 6 trading days after the demonetization
move by government of India.

(Source: Business Standard, 21st November 2016)

 Figure -2: FII Flows from Jan.2016 to Nov.2016
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Among all the sectors in India Incorporation, Automobiles and Realty  were identified much
impacted sectors , those two  largely dependent upon huge amount of money. Bank, IT and Pharma
sector were  also  to be the hitters of demonetization. The move was predicted as a  cause for steep fall
in the GDP numbers. Many Economists and corporate leaders predicted that the GDP figure will fall
as low as 5% in the third fiscal (October-December)'16. But against all the predictions ,GDP figures
came out to be a healthy number of 7% which was just a minor correction of 0.4%. Many are still not
agreeing with the number released by Central Statistical Organization (CSO). and claiming that it was
just a false figure to win accolades for the demonetization move. But the figures can be right. It may
be possible that the impact may be seen in the coming quarters or no impact at all.

Demonetization move might be a short term hurdle, but in the long run it will be beneficial to
both Indian Investors and Indian economy . This  move  driven Indian populace  to keep a large
amount of  their money  in banks which not only  enhanced the savings rate of India and  also
channelized a huge sum in Indian stock market. This massive economic action  evolved a pathway for
consolidation of Indian banking and financial industry, but also mooted a paradigm shift in financial
and digital literacy among  Indian population  In a nutshell, this move benefits all the stakeholders  of
the subcontinent viz Government of India (GOI), people, companies or banks.

2. Review of Existing Literature
Ederington, Louis H; Guan,et.al. (2006) concluded that the adjusted mean absolute deviation

is proposed as a simple-to-calculate alternative to the historical standard deviation as a measure of
historical volatility and an input to option pricing models. They showed that this measure forecasts
future volatility consistently better than the historical standard deviation across a wide variety of
markets. Moreover, it forecasts as well as or better than the GARCH (1,1) model and can be used in
future models to improve the efficiency and giving a better estimation of efficiency and accuracy.

Fiszeder Piotr and GrzegorzPerczak (2013)conducted a study to evaluate the properties of
most of the historical volatility measures based on open, high, low and close prices and suggested
some new methods of measuring the historical volatility. They then applied the newly constructed
estimators on the Polish Index WIG20. They concluded that estimators based on open, high, low and
close are much more efficient than GARCH models and GARCH models must be based on all these
four prices to give a much more comprehensive and accurate picture of volatility.

Garvey John and Liam Gallagher (2013)suggested ways to do high frequency trading in a
frugal manner. They supported the idea of model free approach within many trading and risk management
functions. They used a cross section of 16 FTSE -100 stocks for the period 1997-2007 and founded
that 5-minutes realized volatility exhibited a higher level of volatility persistence than approaches that
used data in a sparse way. This observation is extremely important and specially in the situations where
the timeframe is a major constraint and quick decisions need to be made. The study recommended that
usage of sparse data that is open, high, low and close requires trader's institution and judgement to
become long term judgement in the pricing.
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HanzaeiHaiderzadehAlireza (2016) conducted a study on Tehran Stock Exchange. In his
study, he analyzed the Intra-day volatility of Tehran stock exchange from 21st September 2011 to 21st
September 2013 to test the efficiency of various estimators through which historical volatility can be
computed. The data was collected within a time frame of 9AM to 12AM at every interval of 30
minutes and therefore, there were 6 observations recorded for the day. He founded Parkinson estimator
as the best estimator in giving the detailed picture about historical volatility. He concluded that a good
volatility  should not only contain the information about the closing prices but also about the price
range as well.

Kumar Dilip and S. Maheshwaran (2014) developed a new framework for measuring the
volatility based on Conditional Autoregressive Range (CARR). This new framework was known as
Conditional Autoregressive Rogers and Satchell (CARRS) which is a modified version of original
Rogers-Satchell model. They conducted regression test on CARRS and fond that that the estimation
provided by CARRS is much superior to any other alternative tool of measuring volatility present.

Shu Jinghong and Jin E. Zhnag (2006) conducted a study to test the efficiency and biasedness
level in various estimators of historical volatility. They found that all estimators performed well when
the price follows a continuous geometric Brownian motion. However, with the introduction of jumps
and drift the efficiency of each estimators keep on reducing. They found in their empirical research on
S&P 500 that the usage of traditional measure of volatility and range based volatility gave the same
result. However, the information required in range based estimator is quite less as compared to traditional
estimator. Hence, they concluded that range based estimators can be used to calculate historical volatility.

Yildirin Sinan and Kalpana Pai (2012) conducted a study analyzing the impact of TARP
(Troubled Asset Relief program) legislation on the volatility of the stocks by using historical volatility
estimators as well as GARCH technique. The basic objective was to analyze how TARP impacted the
short-term volatility of stocks. The study concluded that Intra-day volatility as measured by various
indicators was found decreasing in many of the institutions and Inter day volatility as measured by
GARCH (1,1,) also supports the same conclusion. Hence, government intervention indeed reduced the
volatility.

3. Objectives of the Study
The present study is with reference to analyze Demonetization impact on NIFTY returns through

following mentioned objectives:

1. To analyze the impact of demonetization on the  NIFTY  returns by using various historical
volatility estimators.

2. To study significant difference in historical volatility in NIFTY before and after the declaration
of demonetization i-e November 8,2016.

3. To enumerate  the findings to address above mentioned objectives
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4. Methodology of the Study
The methodology used in achieving the desired objectives considers the following points:

a. Time period of study: The time horizon of this study  is 90 days before and 90 days after
demonetization. Demonetization happened on 8th November 2016, hence the study period is
from 8th August 2016 to 8th February 2017. The selection of that specific horizon was with
reference to  an  impact of demonetization in the Indian economy and Indian stock market till
the end of January 2017. At the end of January, the cash circulation problem was solved in the
economy and status quo was achieved.

b. Data Computation: The volatility has been computed on intra-day basis for each day. It is
further assumed that the intra-day volatility of one day is independent of another day that is
there is random walk in the intra-day volatility and on none of the days intra-day volatility was
co-integrated.

c. Data Source: Secondary data of Open, high, low and close prices of NIFTY for each day are
used in computation in accordance with the volatility tool used.

d. . Softwares used : Historical volatility estimators and T-test statistic are calculated by instrumenting
MS-Excel'2013 and SPSS'18

5. Tools used in the Study
The following tools were used in computation of historical volatility. Each of these tools has its

own advantages and disadvantages.

5.1 Close to close Estimator
Close to Close estimator is the easiest method available in calculating the historical volatility. In

calculating the volatility, only the closing prices of a day is  considered. The key advantage of using
this estimator is its simplicity of usage and freedom from any bias on account of market activity. But
the main disadvantage of this estimator is limited to the closing prices and rest of them viz  Opening,
high and low are ignored. These prices are also important while calculating the historical volatility and
will be discussed in the further estimators. Because of this disadvantage, the efficiency level is impacted.
Historical volatility is computed by using the below mentioned formula.

Formula 1

Where ri= ln (P (i)/P (i-1))
P (i) = Today's closing price
P (i-1) = Yesterday's closing price
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5.2 Parkinson Estimator (High-Low Volatility Estimator):
Parkinson estimator was developed by Parkinson in 1980. This was the first advance volatility

measure developed  with both high and low prices  but not closing unlike the previous estimator  . This
approach of calculating volatility is known as extreme value approach and it helps in reflecting a
greater detail throughout a given period. This estimator is 5 times more efficient than close to close
estimator. But on the other hand, this estimator assumes continuous trading without any halt. In reality,
the stock market is closed on some days due to which potential movement of prices are ignored and
volatility is underestimated. This measure is considered as  the best for calculating  volatility. This
estimator is given by the formula:

Formula 2

Where:  li = low price

            hi = high price

5.3 Garman Klass Estimator (Ohlc Estimator)
Based on the study done by Parkinson, Garman Klass went a step further and incorporated a

model in early 1980's which  not  only considers  the high and low prices but the opening and closing
as well. Due to these characteristics, this estimator is much more efficient as compared to Parkinson.
This estimator is 8 times more efficient than close to close estimator and able to reflect higher amount
of information available.  This indicator is calculated by using the following formula:

Formula 3

Where li = low price
hi = high price
ci = closing price
ci-1 = Yesterday closing price

5.4 Rogers Satchell Estimator (Ohlc Estimator)
This estimator was developed in early 1990's by Rogers Satchell. Just as Garman-Klass estimator,

this estimator also considers all the four prices viz opening, high, low and close while calculating the
historical volatility..This estimator is also 8 times more efficient than close to close estimator and can
inculcate more information while computation of volatility. This estimator is given by the formula:
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Formula 4

Where li = low price
hi = high price
ci = closing price
oi = opening price

5.5 Yang-Zhang Estimator (Ohlc Estimator)
This estimator is the latest and most powerful tool available for calculating the volatility. This

estimator was developed in the year 2000 by Yang-Zhang. Unlike, other estimators, this estimator can
handle both the drift as well as jump. This estimator is calculated by taking the weighted average of
Rogers-Satchell, open to close and close to open volatility. The efficiency is best achieved and Yang
Zhang is 14 times more efficient than close to close estimator. But like Parkinson, Yang-Zhang also
assumes continuous trading due to which it can underestimates volatility. Also, too much of jumps,
can make Yang Zhang as equivalent to close to close estimator. Yang Zhang is given by the following
formula:

Formula 5

and, k = 0.34 / (1 + (n+1)/ (n-1))

5.6 Independent Sample Student Distribution T-Test
T-test is intstrumented  in order to study the significant difference between two serial of

observations viz Returns of historical volatility of NSE indices  before and after Demonetisation ,. The
test assumes that both  samples are independently collected and  null hypothesis  is tested in order to
study the significant difference between two independent observations. In accordance with the
assumption of equal variance or its violation, the formula for computing t statistic value differs.

In case where, equal variances are assumed, t-value is given by following formula:
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Formula 6

In case if the variances are not equal, then the t value is computed by the following formula:

Formula 7

Where,

x¯1 = Mean of first sample

x¯2 = Mean of second sample

n1 = Sample size (i.e., number of observations) of first sample

n2 = Sample size (i.e., number of observations) of second sample

S1 = Standard deviation of first sample

S2 = Standard deviation of second sample

Sp = Pooled standard deviation

The calculated t-value is compared against the critical  value from t distribution table at a degree
of freedom and accordingly the significance level is assessed.

6. Analytical Framework
In performing the analytical framework, the first step chosen is to form the null and alternate

hypothesis. In the present study, null and alternate hypothesis are chosen as follow:

Null Hypothesis (Ho): There is no significant difference in the historical volatility of NIFTY
returns before and after demonetization.

Alternate Hypothesis(H1): There is a significant difference in the historical volatility of NIFTY
returns before and after demonetization.

The testing of null and alternate hypotheses remain same for all historical volatility estimators.

To study the significant difference, historical volatility of Return of Nifty is calculated. It has
been  assumed that intraday volatility of each day is independent and behaves in a random manner.
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The next vital step  in the analytical framework is to test the significance of calculated  intraday
volatility of each estimator using Independent T-test. The test was performed with the help of
SPSS'18 and  it is obviously understood from the Table -1

Table 1: Independent sample T-test significance levels (At 95% level)

Estimator used  
Sig. Level 

Close to close 
Estimator 

Parkinson 
Estimator 

German-Klass 
Estimator 

Rogers-Satchell 
Estimator 

Yang-Zhang 
Estimator 

Leven’s Test for 
Equality of Variance 

0.168 0.201 0.155 0.104 0.352 

Equal Variances 
Assumed 

0.495 0.246 0.237 0.221 0.255 

Equal Variances Not 
Assumed 

0.467 0.168 0.153 0.143 0.172 

 In all the estimators used, the significance level is greater than 0.05 which ultimately leads to the
rejection of alternate hypothesis. This means that there was no significant change in historical volatility
of NIFTY returns before and after demonetization in each estimator.

To find out the reasons for the result , an analysis of sectoral composition of NIFTY has been
done and the impact of demonetization has been studied with respect to certain specific sectors. The
composition of various sectors in NIFTY are as follows:

Table 2: Sectoral composition of NIFTY
Sector Percentage 

Allocation 
Fin. Services 32.29% 
IT 13.54% 
Energy 12.74% 
Automobiles 11.28% 
Consumer Goods 10.10% 
Pharma 5.91% 
Construction 3.69% 
Cement &Cement Products 3.06% 
Metals 2.99% 
Telecom 2.36% 
Media& Entertainment 0.85% 
Services 0.74% 
Industrial Manufacturing 0.45% 

(Source: NSE India Factsheet)



Vol.6, No.2, April-June 2017

13

Figure 3: Sectoral Composition of NIFTY

Demonetization had its own impact on each of the sector mentioned in Table1. In accordance
with the impact, the major sectors can be broadly classified into two categories:

Postively Impacted Sectors
Financial Services

Financial services were one of the main beneficiaries of demonetization move of Indian
government. With such a move, a huge sum of money flowed into the saving account which helped
the banks to  their deposit base and cut down on their lending rates. Around Rs.5 lakh crores of money
were deposited in lakhs of accounts. Therefore, demonetization helped in creating a positive impact on
the Banking and financial services sector.
Information Technology

After demonetization move of government, many business will be required to switch to digital
payments. To enable  digital platform, the services of IT companies will be required,which would  help
IT companies in enhancing their client base and increasing their revenue.  IT companies themselves
could  enter digital space to facilitate ease of transaction .
Energy

As far as Oil and Gas is concerned, capacity utilization, capacity expansion, margins and tariffs
rates are independent of demand. Therefore, there was no possibility of a downward trend in this
sector. However, government allowed people to use old 500 Rupees and 1000 Rupees notes to be used
at petrol pumps which benefited the oil companies. Therefore, there was a remarkable increase in the
consumption of petrol in last third fiscal quarter of 2016-17.
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In Power sector, Government allowed people to exchange their old notes to pay the electricity
bills. Therefore, the companies started  collecting  many of the unsettled  electricity bills  across sub
continent during this mega campaign ,  really benefited them to downsize their book debts .

Negatively Impacted Sectors
Automobiles

Within automobile sector, there are various categories of players and the impact of demonetization
differs from player to player. Within automobile sector, massive impact on two-wheeler segment
because generally people prefer to buy two-wheeler against cash .

Within four-wheeler, it is a common trend to go for financing options. A clear majority of car-
buyers opt for financing options when they go out to buy a new car. Similarly, majority of trucks and
tractors sold in this space is on financing basis. Therefore, the overall impact of demonetization was
negative.

Consumer Goods

Consumer goods sector was worst impacted by demonetization. Consumer goods represents
discretionary demand on part of consumer which can be curtailed in case of any unfortunate event.

JM Financial Report 

JM financial stated that sales with consumer goods sector will be done by almost 20-25 
percent in the month of November and 10-12 percent in the month of December. Therefore, 
demonetization created a negative impact on consumer goods sector. 

 Source: New Indian Express, January 11, 2017

Pharma

As of now, majority of the business done in pharma sector was without any invoice raised, but
with demonetization, the pharma sector will be much more regulated and this would  make it compulsory
for retailers to raise the bill for each sale. With the proper billing of medicine, government will also find
it easy any harmful or illegal drug in the market and can ban the drug. New regulations will be in place
which will stop bribing of hospitals and doctors by some of the big players in pharma industries. The
overall impact of demonetization will be negative on some of the big pharma companies but such
impact is good and is required to maintain the good practices in the sector.

Construction and Cement

Both sectors were  hardly hit by  demonetization due to the heavy impact on Realty sector and
the survival and growth depend upon. As it is a well-known fact, that realty sector is one of the
favorite destination to park the black money. Therefore, a huge proportion of realty investors and
builders were impacted by such great move. Demand for cement is a derived demand from realty
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sector. As a spillover effect, along with realty, construction and cement industry was also negatively
impacted to a very large extent.

Findings
In analyzing the given objectives, these were the three broad findings:

1. There are no significant differences in the intra-day historical volatility of NIFTY returns before
and after demonetization in any of the historical volatility estimator.

2. Financial services, Information Technology and Energy sectors were positively impacted by
Demonetization move while sectors like Automobiles, Consumer goods, Pharma and Construction
& Cement were negatively impacted.

3. NIFTY is a well hedged portfolio comprising of stocks from various sectors due to which the
historical volatility was not significantly different before and after demonetization.

Suggestions
NIFTY is one of the best hedged portfolio in India. This index comprises of stocks of many

sectors and thus is a true benchmark of measuring economic performance of the country. Demonetization
did not have any impact on historical volatility of NIFTY returns, therefore, it is suggested to investors
that they can go for any position in NIFTY be it short or long without worrying about any other
demonetization move by the government in the future years.

Conclusion
The study concludes that there are no significant differences in the intra-day historical volatility

before and after demonetization. Sectoral composition of NIFY was attributed as one of the main
reasons for achieving such kind of outcome. It is understood from the sectoral composition viz
Financial Services, Information technology and Energy  account  57-60% of total NIFTY share were
found to be positively impacted. Contrary to the early, some of the sectors such as Automobiles,
Consumer Goods, Pharma, Construction and Cement  account for 33-25% of total NIFTY share were
found to be negatively impacted.

Therefore, it can be concluded that at the macro level NIFTY intra-day historical volatility was
not impacted by demonetization. And, considering this index as a benchmark for macro-economic
activities, it can further have concluded that recent news of GDP not getting impacted by demonetization
in third quarter of year 2016-17 may be true as a downfall in one sector can be compensated by a spike
in other sectors, thus maintaining balance and achieving the predicted values of 7.0% with a minor
divergence of 0.4%.
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Scope for Further Research
The present study can be better done by incorporating the following points in further research:

1. The analysis is done only on NSE NIFTY. The study could have been made more comprehensive
by inculcating sectoral indices. In the present study, the analysis was done by breaking down
NIFTY into its sectoral composition and then the reason behind the conclusion was found out.
Instead if sectoral indices were used, then a big picture can be obtained with less efforts.

2. The study could have been performed much better if different time frames were considered for
studying the significance level. In present study, a time period of 90 days before and 90 days
after demonetization is considered. But if separate time frame of say 25 days, 50 days and 90
days would have been considered then short term, medium term and long term significance of
Intra-day volatilities could have been checked.

3. Along with Intra-day volatility, Inter-day volatility can also be studied for working out a broad
framework showcasing the impact of demonetization on historical volatility of NIFTY.
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Appendix
Intra-day Volatilities

Date Close to  
close Parkinson 

Garman 
-Klass 

Rogers 
Satchell 

Yang and 
Zhang 

8-Aug-16 ---- 0.0018 0.0021 0.0021 ---- 
9-Aug-16 0.0038 0.0062 0.0064 0.0069 0.0030 

10-Aug-16 0.0119 0.0087 0.0064 0.0048 0.0103 
11-Aug-16 0.0020 0.0043 0.0048 0.0052 0.0064 
12-Aug-16 0.0093 0.0055 0.0044 0.0037 0.0069 
16-Aug-16 0.0034 0.0057 0.0064 0.0068 0.0025 
17-Aug-16 0.0021 0.0044 0.0051 0.0051 0.0031 
18-Aug-16 0.0057 0.0032 0.0033 0.0033 0.0037 
19-Aug-16 0.0007 0.0034 0.0035 0.0037 0.0027 
22-Aug-16 0.0044 0.0049 0.0051 0.0049 0.0044 
23-Aug-16 0.0004 0.0043 0.0051 0.0060 0.0023 
24-Aug-16 0.0020 0.0028 0.0033 0.0036 0.0024 
25-Aug-16 0.0067 0.0069 0.0060 0.0052 0.0044 
26-Aug-16 0.0023 0.0053 0.0054 0.0053 0.0070 
29-Aug-16 0.0041 0.0055 0.0062 0.0065 0.0014 
30-Aug-16 0.0158 0.0075 0.0054 0.0038 0.0117 
31-Aug-16 0.0048 0.0045 0.0047 0.0053 0.0094 
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Date Close to  
close Parkinson 

Garman 
-Klass 

Rogers 
Satchell 

Yang and 
Zhang 

1-Sep-16 0.0013 0.0036 0.0041 0.0040 0.0016 
2-Sep-16 0.0040 0.0038 0.0044 0.0045 0.0027 
6-Sep-16 0.0150 0.0069 0.0051 0.0038 0.0108 
7-Sep-16 0.0028 0.0037 0.0026 0.0018 0.0052 
8-Sep-16 0.0039 0.0043 0.0044 0.0043 0.0011 
9-Sep-16 0.0096 0.0054 0.0043 0.0035 0.0038 

12-Sep-16 0.0172 0.0033 0.0037 0.0036 0.0210 
14-Sep-16 0.0013 0.0035 0.0040 0.0040 0.0007 
15-Sep-16 0.0018 0.0033 0.0039 0.0046 0.0029 
16-Sep-16 0.0043 0.0066 0.0078 0.0084 0.0050 
19-Sep-16 0.0032 0.0034 0.0038 0.0037 0.0021 
20-Sep-16 0.0037 0.0039 0.0036 0.0035 0.0012 
21-Sep-16 0.0001 0.0048 0.0055 0.0057 0.0031 
22-Sep-16 0.0102 0.0038 0.0044 0.0045 0.0120 
23-Sep-16 0.0041 0.0044 0.0039 0.0034 0.0031 
26-Sep-16 0.0124 0.0065 0.0047 0.0034 0.0108 
27-Sep-16 0.0019 0.0054 0.0055 0.0053 0.0074 
28-Sep-16 0.0044 0.0044 0.0046 0.0045 0.0006 
29-Sep-16 0.0178 0.0168 0.0135 0.0112 0.0097 
30-Sep-16 0.0023 0.0057 0.0064 0.0063 0.0122 
3-Oct-16 0.0146 0.0076 0.0073 0.0071 0.0123 
4-Oct-16 0.0035 0.0033 0.0038 0.0041 0.0078 
5-Oct-16 0.0029 0.0052 0.0042 0.0036 0.0046 
6-Oct-16 0.0039 0.0066 0.0066 0.0063 0.0070 
7-Oct-16 0.0014 0.0041 0.0046 0.0052 0.0049 

10-Oct-16 0.0013 0.0029 0.0028 0.0027 0.0044 
13-Oct-16 0.0157 0.0098 0.0091 0.0084 0.0117 
14-Oct-16 0.0012 0.0038 0.0044 0.0048 0.0064 
17-Oct-16 0.0074 0.0077 0.0060 0.0049 0.0061 
18-Oct-16 0.0183 0.0090 0.0059 0.0036 0.0061 
19-Oct-16 0.0022 0.0043 0.0042 0.0043 0.0073 
20-Oct-16 0.0046 0.0034 0.0039 0.0041 0.0039 
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Date Close to  
close Parkinson 

Garman 
-Klass 

Rogers 
Satchell 

Yang and 
Zhang 

21-Oct-16 0.0007 0.0039 0.0045 0.0056 0.0011 
24-Oct-16 0.0018 0.0036 0.0043 0.0043 0.0019 
25-Oct-16 0.0020 0.0041 0.0043 0.0047 0.0019 
26-Oct-16 0.0088 0.0042 0.0039 0.0039 0.0082 
27-Oct-16 0.0000 0.0052 0.0061 0.0072 0.0030 
28-Oct-16 0.0026 0.0050 0.0058 0.0062 0.0024 
30-Oct-16 0.0014 0.0043 0.0038 0.0034 0.0040 
1-Nov-16 0.0001 0.0038 0.0041 0.0040 0.0044 
2-Nov-16 0.0131 0.0031 0.0031 0.0028 0.0136 
3-Nov-16 0.0034 0.0043 0.0050 0.0055 0.0043 
4-Nov-16 0.0061 0.0074 0.0070 0.0070 0.0051 
7-Nov-16 0.0075 0.0038 0.0035 0.0034 0.0120 
8-Nov-16 0.0055 0.0056 0.0066 0.0075 0.0051 
9-Nov-16 0.0131 0.0346 0.0300 0.0261 0.0578 

10-Nov-16 0.0111 0.0062 0.0069 0.0072 0.0353 
11-Nov-16 0.0273 0.0126 0.0089 0.0061 0.0197 
15-Nov-16 0.0229 0.0143 0.0103 0.0073 0.0246 
16-Nov-16 0.0004 0.0089 0.0076 0.0068 0.0171 
17-Nov-16 0.0039 0.0067 0.0077 0.0080 0.0090 
18-Nov-16 0.0007 0.0060 0.0068 0.0068 0.0031 
21-Nov-16 0.0181 0.0140 0.0095 0.0062 0.0127 
22-Nov-16 0.0092 0.0061 0.0071 0.0077 0.0104 
23-Nov-16 0.0039 0.0062 0.0071 0.0086 0.0069 
24-Nov-16 0.0085 0.0054 0.0053 0.0049 0.0068 
25-Nov-16 0.0185 0.0109 0.0098 0.0090 0.0091 
28-Nov-16 0.0016 0.0059 0.0060 0.0057 0.0095 
29-Nov-16 0.0019 0.0051 0.0059 0.0074 0.0045 
30-Nov-16 0.0101 0.0070 0.0072 0.0071 0.0076 
1-Dec-16 0.0038 0.0048 0.0041 0.0036 0.0028 
2-Dec-16 0.0130 0.0066 0.0059 0.0053 0.0122 
5-Dec-16 0.0052 0.0063 0.0068 0.0068 0.0018 
6-Dec-16 0.0018 0.0035 0.0041 0.0042 0.0049 
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Date Close to  
close Parkinson 

Garman 
-Klass 

Rogers 
Satchell 

Yang and 
Zhang 

7-Dec-16 0.0051 0.0083 0.0084 0.0080 0.0048 
8-Dec-16 0.0177 0.0076 0.0054 0.0039 0.0083 
9-Dec-16 0.0018 0.0024 0.0027 0.0030 0.0084 

12-Dec-16 0.0111 0.0056 0.0048 0.0043 0.0081 
13-Dec-16 0.0062 0.0054 0.0060 0.0066 0.0032 
14-Dec-16 0.0048 0.0047 0.0043 0.0041 0.0013 
15-Dec-16 0.0035 0.0076 0.0088 0.0104 0.0085 
16-Dec-16 0.0017 0.0038 0.0033 0.0031 0.0031 
19-Dec-16 0.0043 0.0028 0.0028 0.0027 0.0055 
20-Dec-16 0.0027 0.0046 0.0049 0.0048 0.0032 
21-Dec-16 0.0026 0.0044 0.0039 0.0034 0.0046 
22-Dec-16 0.0102 0.0061 0.0052 0.0045 0.0094 
23-Dec-16 0.0008 0.0061 0.0071 0.0071 0.0043 
26-Dec-16 0.0098 0.0058 0.0051 0.0046 0.0054 
27-Dec-16 0.0156 0.0106 0.0085 0.0069 0.0050 
28-Dec-16 0.0002 0.0054 0.0062 0.0074 0.0089 
29-Dec-16 0.0085 0.0067 0.0056 0.0047 0.0041 
30-Dec-16 0.0101 0.0061 0.0050 0.0043 0.0113 
2-Jan-17 0.0008 0.0057 0.0064 0.0073 0.0052 
3-Jan-17 0.0016 0.0052 0.0061 0.0063 0.0024 
4-Jan-17 0.0002 0.0028 0.0031 0.0031 0.0013 
5-Jan-17 0.0101 0.0043 0.0036 0.0031 0.0067 
6-Jan-17 0.0036 0.0053 0.0056 0.0055 0.0016 
9-Jan-17 0.0009 0.0026 0.0025 0.0023 0.0037 

10-Jan-17 0.0064 0.0024 0.0020 0.0017 0.0038 
11-Jan-17 0.0110 0.0048 0.0041 0.0035 0.0095 
12-Jan-17 0.0032 0.0025 0.0027 0.0026 0.0057 
13-Jan-17 0.0008 0.0063 0.0061 0.0060 0.0060 
16-Jan-17 0.0015 0.0037 0.0041 0.0040 0.0033 
17-Jan-17 0.0018 0.0045 0.0051 0.0051 0.0006 
18-Jan-17 0.0023 0.0045 0.0052 0.0060 0.0007 
19-Jan-17 0.0021 0.0029 0.0032 0.0032 0.0022 
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Date Close to  
close Parkinson 

Garman 
-Klass 

Rogers 
Satchell 

Yang and 
Zhang 

20-Jan-17 0.0102 0.0059 0.0057 0.0053 0.0060 
23-Jan-17 0.0050 0.0055 0.0046 0.0040 0.0025 
24-Jan-17 0.0100 0.0059 0.0047 0.0039 0.0103 
25-Jan-17 0.0149 0.0083 0.0063 0.0048 0.0137 
27-Jan-17 0.0045 0.0046 0.0049 0.0053 0.0097 
30-Jan-17 0.0010 0.0031 0.0037 0.0038 0.0016 
31-Jan-17 0.0083 0.0055 0.0043 0.0034 0.0050 
1-Feb-17 0.0180 0.0129 0.0109 0.0096 0.0059 
2-Feb-17 0.0020 0.0049 0.0058 0.0059 0.0111 
3-Feb-17 0.0008 0.0028 0.0033 0.0036 0.0011 
6-Feb-17 0.0069 0.0030 0.0034 0.0033 0.0067 
7-Feb-17 0.0037 0.0047 0.0048 0.0050 0.0013 
8-Feb-17 0.0001 0.0052 0.0061 0.0068 0.0025 
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Abstract
In the last two decades competency based HRM has been increasingly used across the

world. In India also the companies have started using competency based approach to HRM.
However in the Indian context there is paucity of data on the extent of usage, reasons for adoption
etc. The impact of competency adoption on firm performance especially financial impact has not
been established. This paper reviews the available literature on competency based human resources
management and its application. The paper also provides data on a pilot study done on 101
Indian organizations to study the extent of adoption of competency in India.The authors found
that adoption of competency is extensive in India with over 71% of the companies using competency
for various purposes. The biggest reasons for adoption of competency framework are increasing
quality of candidates selected, employee effectiveness and employee efficiency

Keywords:Competency,Human resources management, Motive for adoption of competency
framework, India

Introduction
Adoption of Competency Framework supports the integration of human resource planning with

business planning by allowing organizations to assess the current human resource capacity based on
their competencies against the capacity needed to achieve the vision, mission and business." as per (
Audenaert, Buyens, Desmidt, 2014).A competency model based on the holistic assessment of a person
assess the competencies that a person possesses and identifies the ones that will be needed by a given
function or industry

 (Mansfield, 1989; and Rodriguez, Patel, Bright, Gregory, & Gowing, 2002). The information
can then be used by human resources department in various applications. This has led to the development
of competency-based hiring, assessment, and training and development practices. The correct
introduction of competency frameworks can provide basis for horizontal integration of key hiring,
measuring performance and providing feedback for developing competencies and rewarding superior
performance for top level talent and vertical integration with organisation strategy, values and
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performance outcomes (Santo, 1998, Soderquistet al, 2010). Since success is not necessarily determined
by intelligence this has led to shift from hiring for intelligence to hiring for competency.

Literature Review
Structured literature review technique (Fornes et al., 2008) has been adopted in this study. It

involves structured steps of analysis which helps in searching the factual information in the literatures
in order to report emerging concepts. The research database, namely, EBSCO host, ABI/INFORM,
Psyc INFO and Educational Resources Information Centre (ERIC) were explored using the keywords
Competency Framework, Competency Mapping, Adoption of Competency Framework, HPWS
organizational performance, organizational effectiveness, antecedents and consequences of  adoption
of competency framework , relationship between competency based HRM and firm performance,
relationship between business strategy and Firm  performance, relation between business strategy and
competency. About 165articles were selected, after examining 450 peer reviewed articles, based on
their relevance for this study. In order to recognize and organize the variables, content analysis was
carried out, as it helps to determine the specific words by analyzing the presence, meaning and relationship
of such concepts within text or sets of texts (Palmquist et al., 1997). Relational analysis was performed
to identify the relationship between the constructs, business strategy, organizational variables, adoption
of competency framework, and firm performance.

The gathered information was arranged and sorted out as separate groups as:

(a) Concept and dimensions of competency strategy and firm performance;

(b) Antecedents and consequences of adoption of competency framework;

(c) Relationship between business strategy and competency:

(d) Relationship between competency and firm performance.

Concept of Competency
The competency approach to human resources management is not new and have been used

since ages in various forms. Romans practiced a form of competency profiling in order to specify the
attributes of a "good Roman soldier" (Draganidis and Mentzas, 2006). Chankaya in his book
"Arthashastra" has explained competency mapping models as early as 3000 years ago (Misra 2016).
McClelland (1976), who introduced competency in human resource management, described competency
as "the characteristics underlying superior performance". Boyatzis (1982) defined competency as
"underlying characteristics of an individual that is causally related to criterion- referenced effective
and/or superior performance in a job or situation". Underlying characteristic implies that the competency
is a fairly deep and enduring part of a person's personality and can predict his behaviour in a wide
variety of situations and job tasks. Causally related means that a competency causes or predicts
behaviour and performance of the person possessing it. Criterion referenced specifies that the
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competency actually predicts who does something well or poorly, as compared to a specific criterion
or standard. (Spencer & Spencer, 1993, 2008). Cardy and Selvarajan (2006) reports that competencies
are the characteristics which could significantly differentiate high-qualified employees from others
showing inferior performance.

A competency is a set of skills, related knowledge and attributes that allow an individual to
successfully perform a task or an activity within a specific function or job (UNIDO, 2002). Competency
provides a profile of the person in terms of five types of characteristics which are- knowledge, skill,
self-image, trait and motives. Knowledge implies how much does a person know about a specific
field?, Skill  is the ability to execute a particular task - this may be physical or mental. Self-Image is the
way or manner a person sees himself. It often influences his behaviour and the likely outcome of such
behaviour. Trait is the detectable patterns of behaviour in response to some external stimuli. Motives
implies internal wants, thoughts that drive, direct and select behaviour towards certain actions or
goals. All these five put together describes a person.

A more recent approach in defining competencies is Resource Based View (RBV) is based on
the precise that firms compete on the basis of resources that are heterogeneously distributed among
firms and this resource heterogeneity is responsible for the observed variability in financial performance
across firms ((Bamey, 1991, Peteraf, 1993). This is in contrast to the externally focused perspective
that seeks to tie a firm's strategy to competitive positioning and environmental factors. The resource
based perspective focuses on advantages accruing from internal organizational resources. A firms can
achieve sustained performance advantages by accumulating resources that produce economic value,
are relatively scarce, and can sustain competitive attempts at imitation, acquisition, or substitution
(Bamey, 1991; Sampler, 1998, Ludwig, G.;Pemberton, J. 2011). Organisations have wide range of
resources and their combinations (capabilities) with different levels of efficiency that they use for
operating. Organisation with superior resources are likely to obtain better economic results, provided
the cost of acquiring them isthese resources is lower than the value obtained as a result of the competitive
advantage generated by them (Barney, 1986, 2001 Werner felt, 1984; Peteraf, 1993).

Competency Framework and Human Resources Management
A competency model based on the holistic assessment of a person assess the competencies that

a person possesses and identifies the ones that will be needed by a given function or industry

 (Mansfield, 1989; and Rodriguez, Patel, Bright, Gregory, & Gowing, 2002). The information
can then be used by human resources department in various applications. For example, a competency
model can be appropriate for "integrating education and training, aligning both with the needs of the
employmentmarket and promoting mobility [and transparency] for individuals (e.g., vertical as in
career progression, lateral as in movement between sectors, or spatial as in geographically). (Delamare
Le Deist & Winterton, 2005; van der Klink & Boon, 2002). This has led to the development of
competency-based hiring, assessment, and training and development practices.



Vol.6, No.2, April-June 2017

25

Application of Competency Framework
There is enormous scope of using competency-based systems (Boam and Sparrow, 1992). The

correct introduction of competency frameworks can provide organisations with a system for hiring,
measuring performance and providing feedback for developing competencies and rewarding superior
performance for top level talent (Santo, 1998).Competencies can play an important role in the following
employee management applications as specified (Ashkezari, 2012, Audenaert, Buyens, Desmidt, 2014,
Kumari.

Driving Forces for Using Competency Framework in Human Resources
Management

According to Bradley (1991), the idea of competence is attractive ``competence is about `being
able to do things' and so is management''. Competencies have strategic relevance as competencies are
a consequence of firm strategy or are determined by strategy.

The main aim of HR functions in organisationsis to maximize employee performance, improve
efficiency and effectiveness.Competency based Human Resources Management approach focuses on
selecting the right person for the job, identifying the training and development needs of the employees
and ensuring the achievement of employees' potential thus creating a competitive edge. Various research
studies have shown that competency development has synergistic effect on the individual and
organisation's performance.(Mc Clelland,1973, Burnett, Almuth, 2010).

Competencies serve as the common link or backbone for the majority of human resource
subsystems (Byham, 2006). By linking human resources processes to desired competencies,
organizations can shape the capabilities of its workforce and achieve better results (Donzelli et al.,
2006) and it may be possible for an organization to build repository of the overall knowledge capital
and skills portfolio of its workforce ( Ashkezari, Mojtaba, 2012). Competency models help in meeting
the needs of today and future by aligning the behaviours expected from employees with the business
strategies. They bring clarity for job and work expectation, reducing employee turnover, help in
succession planning, provide basis for compensation and benefit programs, and creating effective
process for feedback (Pickett, 1998, Lucia and Lepsinger, 1999).

As per Draganidis and Mentzas (2009) primary reasons for adoption of competency-based
approach by organizations are

1. It identifies skills, knowledge, behaviors and capabilities needed to meet identifiedcriterions
which are based the organizational strategies

1. It looks at reducing the competency gaps among individuals teams and organisation.

Adoption of Competency Framework in HRM management
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Like competency there is no uniqueuniversally accepted definition of HRM. A  large number of
theoretical and conceptual models have been developed to help explain and predict the link between
HRM and organisational performance (Wright and McMahan, 1992). HRM has been generally defined
as a management system thatmatches business requirementswith HR activities (Beer et al., 1984).
HRM systems where HR activities are matched with business concerns (goal & strategies ) are referred
as high performance work systems (HPWS) (Becker et al., 1996, Huselid, 1995). HRM impacts the
level of competitive advantage in any organisation, through its role in determining the skills and motivation
of employees and the cost of hiring and training (Porter, 1985). A plethora of studies have shown
association between these practices and various measures of organisational performance (Begin, 1991;
Butler et al., 1991; Porter, 1985; Huselid, 1995).

Huselid, (1995) reported that for building and to maintaining talented human resources capital,
HPWS (High Performance Work System) should: (a) building selection and promotional decision with
validated competency models, (b) develop effective strategies supporting the skills required
implementation of strategy, (c) create compensation policies and performance management for
maintaining and motivating those with high level of performance."

Adoption of Competency Framework in HRM Management and Firm
Performance

Numerous studies have shown that use of competency based HRM provides significant benefits
to organizations and its employees. (Sparrow1995, Cooper et al 1998, Cook and Bernthal 1998).
Sparrow (1995) stated that the perceived benefits of adoption of competency based HR practices are:
Iimproved recruitment and selection practices improved individual, organizational and career development
programs; improved performance management processes and improved communication on strategic
and HR issues.

Cooper et.al (1998) reported that if valid and reliable competency based HR management models
are used thenit helps in linking individual competencies directly to the organization's strategies and goals.
It further helps in; developing profiles for positions or roles and matching individuals to the task sets and
responsibilities; assisting with the hiring of individuals with unique competencies that are costly and not
easily developed;  facilitating the selection and evaluation of employees as well as the training and
development; enabling the usage of  competency rating for both compensation and performance
management; affording the opportunity to continuously monitor and refine competency profiles.

Cook and Bernthal (1998) through a surveyfound that even if competencies support only few
HR systems, it can still lead to improved organizational performance and improvements to the bottom
line. Organizations may be able to utilize this information to perform individual and organizational
analysis, reduce training costs, improve hiring practices, improve retention, improve human resources
performance and developmental planning processes, and deploy its human capital more effectively.
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There are four broad categories of performance as per Dyer & Reeves, 1995 price variation

1. Most Proximal to HR practices- Employee outcome ie consequence of practices on attitude /
behaviour eg Absenteeism, turnover

2. Less proximal - organisation outcome- focuses more on operational measures, eg productivity,
quality, shrinkage

3. More Distal- Financial / accounting outcomes - expenses, revenue and profitability

4. Most distal to HR practices - Market Outcome based - financial market valuation of firm,
stock

Research Model and Research Methodology
Measurement instrument

When creating the conceptual framework, it was necessary to identify the dependent and
independent variables. As this study is concerned with the analysis of the factors which influence an
organization's decision to adopt or not adopt competency frameworks, adoption or non-adoption is
our dependent variable.

Dependent variables
The dependent variable used in the research is ``adoption/non-adoption of competency

frameworks'', which is measured by assessing the incidence of competencies in Indian organisations.
A number of questions were asked concerning what type of competency HR processes were being
used (recruitment and selection, training and development, performance management, succession
planning remuneration and promotion, development centers), and on what category of employees. For
analysis purposes, the clearest results were found when only simple dichotomous measure (0 = non-
adoption and 1 = adoption) was considered.

Independent variables
As per literature a number of independent variables have influence over the adoption of

competency frameworks within organisations. These independent variables have been categorized
under two headings:

1 Organisation variables: these independent variables establish the characteristics of an
organisation that may adopt competency frameworks. The variables included are ownership,
size, years in operation, sector, product, type, business strategy and the environment within
which the organisation operates. The business strategy was assessed using the Dess & Davies
Scale (1984) in which the respondents were asked to respond to questions about their business
strategy on a five point scale with 1 being strongly disagree to 5 being strongly agree. Eg. The
strategic priority for my organisation is new product development.
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2.  Motives for adoption: Questions were asked about the motives for adoption of competency
framework. The respondents were asked to give response on a five point rating scale with 1
being strongly disagree and 5 being strongly agree.

Research Methodology, Sample and response rates
An online survey questionnaire was sent to800 Head's of HR, General Manager's and HR managers

of companies in India.The aim was to take responses from the senior most person HR as they are
normally involved in decision making and are more likely to have visibility about the impact of adoption of
competency framework than junior employees. The main precondition was that the sample should only
include companies employing 50 employees or more. The sample was from Multinationals (MNC),
Public Sector Companies (PSU), Private Sector Companies and Indian owned organisations. Companies
in diverse sectors such as Automobile, Beverage, FMCG, IT, ITES, Retail, Steel etc.  The purpose of this
diverse approach is to have representative sample from across the industries. Out of a total of 800
distributed questionnaires, 101 completed and usable questionnaires were received, representing a 11.9
per cent response rate. Of the 101 companies sampled, a sizeable proportion (59.1 %) were mainly
Indian owned. 66% of the respondents were male. Our respondents were highly experienced and senior
people with 27.6 % people over the age of 45 years and 45.9 % having more than 15 years' experience.
It was also found that almost 71% of the respondents had adopted competency framework.

Table 1Percentage Distribution of the Variable

 

Adopter 
Non 

Adopter 

 
Total 71.3 28.7 

Gender 
Female 36.2 28.6 
Male 63.8 71.4 

100.0 100.0 

Age 

Less than 25 0.0 3.6 
Between 25-35 35.7 39.3 
Between 35-45 31.4 42.9 
More than 45 32.9 14.3 

  100.0 100.0 

Experience 

<5 years 5.7 7.1 
Between 5-10 25.7 21.4 

Between 10-15 15.7 42.9 
More than 15 52.9 28.6 

  
100.0 100.0 

Number of 
employees 

<100 1.4 17.2 
100-500 18.1 17.2 

501-1000 5.6 20.7 
More than 1000 75.0 44.8 

 
 

100.0 100.0 
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Adopter 

Non 
Adopter 

 
Total 71.3 28.7 

  
100.0 100.0 

Turnover 

Less than 500 19.40 46.43 
Rs. 500-1,000 Crore 7.46 17.86 

Rs. 1,000-5,000 Crore 38.81 14.29 
5000-10000 crore 10.45 7.14 

More than 10000 crore 23.88 14.29 

  100.00 100.00 

Form of your 
organisation 

Sole Prop 2.8 13.8 
Privately Held 61.1 55.2 

Publicly 36.1 31.0 

 100.0 100.0 

Ownership 
Structure 

Promoter less than 50 23.6 34.5 
Promoter stake more 

than 50 76.4 65.5 

 100.0 100.0 

Type of 
Organisation 

Private Domestic 
Company 48.6 58.6 

Private MNC 43.1 34.5 
Public Sector 
Undertaking 8.3 6.9 

 
100.0 100.0 

Operational 
Sector 

Service Sector 50.0 65.5 
Manufacturing 50.0 34.5 

 
100.0 100.0 

Type of 
Product 

Financial 5.6 13.8 
ICT 13.9 17.2 

Non ICT Non-Financial 80.6 69.0 

 
100.0 100.0 

Sophisticati
on of HR 

Policy 

Not Well Established 0.0 0.0 

 
1.4 10.3 

Moderately Well 
Established 29.2 34.5 

 
47.2 48.3 

Very well established 
(HPWS) 22.2 6.9 

 
100.0 100.0 
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Adopter 
Non 

Adopter 

 
Total 71.3 28.7 

100.0 100.0 
 100.0 100.0 

Extent of 
competition 

Very Limited 1.39 0.00 
Limited 1.39 6.90 

Moderate 15.28 10.34 
High 47.22 27.59 

Very High 34.72 55.17 
100.00 100.00 

Strategy Prospectors 40.58 3.57 
Defenders 59.42 35.71 

  100.00 100.00 
Findings
Descriptive results
Analysis

Table 2 Chi Square test results

S.No Variable Significance 2 Tailed 
1 Age  of company 0.038 
2 Gender: 0.637 
3 Age of Respondent 0.12 
4 Experience of respondent 0.028 
5 Number of employees 0.001 
6 Three year turnover 0.016 
7 Form of organisation 0.105 
8 Ownership 0.322 
9 Type 0.66 
10 Sector 0.189 
11 Product 0.319 
12 Sophistication of HR policy 0.069 
13 Competition 0.14 
14 Strategy ( Prospector or Defender) 0.05 
15 Investment in HR 0.001 

 Data collected was described using appropriate technique of measures of central tendency in
terms of its usage, magnitude.  Inferential statistics: Statistical tests like t-test, Anova etc were be
conducted for hypothesis testing. Initially factor analysis was conducted to validate the scale (chawla,
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2013). Bivariate and Multivariate correlation analysis were conducted to identify magnitude of relationship
between adoption of competency framework and various HR practices. SPSS 22.0 (Statistics Package
for Social Science) software and MS-Excel was used to analyse the gathered data by using of descriptive
and inferential statistics.

It is clear from the above table that in the organisation factors age of the company, years of
experience of the respondent, number of employees, last three years turnover, and business strategy
are significant at 95% confidence and sophistication of HR policy is significant at 93.1 %.

Table 3 Motives for Adoption

Rank Motive for adoption N Minimum Maximum Mean Std. 
Deviation 

1 Quality of candidates selected 101 1.0 5.0 4.129 .9128 
2 Employee effectiveness 101 1.0 5.0 4.119 .8636 
3 Employee efficiency 101 1.0 5.0 4.050 .8761 
4 Employees productivity 101 1.0 5.0 3.960 .9478 
5 Employees Engagement 101 1.0 5.0 3.931 .8973 
6 Employee satisfaction 101 1.0 5.0 3.881 .9087 
7 Organization’s brand image 101 1.0 5.0 3.871 .9661 
8 Employee morale 101 1.0 5.0 3.762 .9290 
9 Attrition rate 101 1.0 5.0 3.574 .9833 

10 Employee costs 101 1.0 5.0 3.277 1.0210 
  101     

 From Table 3 it is clear that increasing the quality of candidates selected and increasing their
effectiveness are the two most important reasons for the adoption of competency framework.

Multivariate analysis
It was decided to subject the significant independent variables identified in the Chi square -test

analysis to a more rigorous multivariate investigation. Since the dependent variable (adoption/ non-
adoption of competency frameworks) was dichotomous, logistic regression was chosen as the
appropriate technique. Only thethree year turnover and strategy of the company were found to be
significant (95% significance) predictors of adoption of competency.

Discussion of results
The analysis of the results showed that adoption of competency framework is fairly widespread

amongst Indian companies with 71.2 % of companies in this survey having adopted it.
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The bivariate results showed that business strategy and organizational characteristics had impact
on the adoption or non-adoption of management competencies within Indian organisations. Literature
review suggests that the use of high performance work practices such as competency frameworks is
linked to organizational characteristics and will be reflected in better firm performance. This study
provides evidences in support of these.

We found that the dependent variable is strongly influenced by organizational characteristics.
Following bivariate analysis the variables which appeared significant were age of the company, experience
of the respondent, number of employees, HR policy sophistication (HPWS) and investment in HR.
Age of the company (number of years in operation), experience of the respondents were found to be
significant (p < 0.05). The data also indicate that organisations that adopt competency frameworks are
more likely to have a large number of employees than those without competency frameworks (p <
0.01).

These variables were then subjected to regression analysis. This revealed that three year
turnoverand investment in HR had a significant relationship with the dependent variable, adoption
of competency frameworks.

We investigated the relationship between business strategy and adoption of competency
framework. In the bivariate analysis, strategy was found to be significantly associated with adoption
of competency. Anova confirmed that there was difference ( 95% confidence) in adoption of competency
between companies having prospector and defender strategy. This also survived the regression analysis.

Table 5 Anova results between Prospector and Defender companies

ANOVA  Sum of 
Squares df Mean 

Square F Sig. 

Prospector / 
Defender 

Between Groups (Combined) 0.832 1 0.832 4.1 0.046 

Within Groups 19.674 97 0.203     
Total 20.505 98       

 
Relation between business strategy and adoption of competency framework is also interesting.

It is seen that defenders are more likely to adopt competency that prospectors. This may be due to the
fact that defenders work on developing internal talent while prospectors will generally prefer buy talent
from the market.

Limitations and Future Directions
Amongst the several limitations of this study, the major one is the limited sample size. Specific

conclusions derived from limited sample size needs to be made with caution. The sample size of
adopters and non-adopters separately is required to be much higher for reliable statistical analysis.
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Future research should be carried out with more substantial financial data to ascertain the
existence of a significant relationship between these performance measures and the adoption of
competency frameworks. Similarly longitudinal study with respect to before and after adoption of
competency model looking into interplay of extent of adoption, HR capital etc.can be done to make the
study more insightful.  Nevertheless, the results of this study support the view that, in the main,
organisations who adopt competencies are high performers in terms of turnover, tangibility, liquidity
and efficiency.
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Abstract
 The role of foreign investment in promoting economic growth has received considerable

attention in India since independence. An important feature of the development of Indian stock
market in the last twenty years has been the growing participants of foreign investors. The increases
in foreign investments bring global liquidity into capital markets and raise the price earnings
ratios, thereby reducing the cost of capital. It has also brought both quantitative and qualitative
developments in the domestic stock market such as expansion of securities business, increased
depth and breadth of the market and efficient stock pricing. Moreover these flows are often
accompanied by a transfer of expertise, technology and other institutional benefits. Though
numerous research studies have been conducted in respect of FIIs into India, most of them have
been restricted to assess the impact of such flows on stock markets. Very few studies have focused
on the aggregate impact of FIIs inflow over  various areas of financial market e.g. capital
market, foreign exchange market, money market as well as other macro-economic variables such
as inflation, money supply, index of industrial production (IIP). Given this background the present
study assesses the causes and effects of FIIs net flows on all segments of the Indian economy viz.
capital market, foreign exchange market, money market and other macro-economic variables
such as index of industrial production (IIP as a proxy of GDP), inflation, money supply and
foreign exchange reserves so as to enable policy makers to take informed decision in this regard.
In this study, we predominantly examined the macro level determinants of FIIs flows into India
with the support of empirical data for the period January 1994 to December 2016.

We find that there is a bi-directional causality between Net FIIs flows and the BSE Sensex.
The FIIs is both 'driven' and 'drives' the market. In addition, FIIs flows leads to accumulation in
the foreign exchange reserves thereby improving India's international creditworthiness.

The analysis provides the evidence of bi-directional causality running from Net FIIs flows
to IIP. This shows that the real economy growth of India both determines and determined by the
volume of FIIs flows.

In addition, Net FIIs flows have the potential of influencing the process of economic
development of India through the positive impact on foreign exchange reserves. Therefore, the
policy makers should provide FIIs with more opportunities and reasons to invest in Indian
capital markets by implementing prudential norms. Capital control should not be perceived as a
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substitute to prudent macroeconomic policies and well regulated financial system. Macro
prudential instruments supplemented to the monetary policy may help in checking inflation and
ensuring financial stability in the wake of excess global liquidity.

Key words: Foreign Institutional Investment, Index of Industrial Production, Wholesale
Price Index, Weighted Average Call money Interest Rates, Money Supply, Bombay Stock
Exchange, Foreign Exchange Reserves, Exchange Rates

1.1 Introduction
The world of tomorrow will see a proliferation of new activities and instruments in finance as

well as growing influence of new actors on the global stage Capital flows hold the potential to lubricate
the efficient and orderly growth of emerging economies. They do so by relaxing financial constraints,
completing markets and enhancing financial integration. Capital flows also bring challenges. For example,
they can overpower the domestic financial system resulting in macro-economic overheating as well as
imprudent lending and borrowing activities at the micro level. A temporary, albeit, large surge, in
capital inflows can also weaken the international competitiveness of the domestic economy by fuelling
inflation and /or pushing the exchange rate to an overly appreciated level. Until 1980's India's advancement
technique was centred around developing self-reliance and import substitution. Deficits were financed
largely through inflow of debts and institutional & official help. There was a general reluctance towards
outside venture. The Indian financial market was opened to foreign institutional investors in 1992 to
widen and broaden the Indian capital market. Since then, India has become one of the preferred
destinations of the international capital flows.

 During the last couple of years foreign institutional investors (FIIs) have increasingly assumed
a visible & overwhelming presence in Indian capital markets. No one can negate the role being played
by FIIs to develop Indian financial system over the period. In the financial year 2014-15, FIIs have
made a net investment of Rs. 2, 80,000 crore, which is the highest ever this country has seen. The
FIIs inflows underwent a sea saw movement in India during the last decade. They registered impressive
growth especially since the middle of 2003 due to higher growth rate in GDP, vigorous corporate
performance and an investment friendly environment.  Portfolio investment flows into India turned
negative during 2008-09 mainly due to the heightened risk aversion of foreign investors, emanating
from the global financial meltdown.

   There is a general agreement among researchers that unlike FDI, which is governed by long
term fundamentals of the country, FIIs are driven mostly by short term expectations, characterised by
"herd" behaviour and prone to be volatile. As the exchange rates, interest rates and share prices become
volatile due to sudden surges in inflows and outflows there is a rise in magnitude of fluctuations in
output and employment; producers become wary of investing and economic activities get seriously
distorted. It is for this reason that FIIs have been targets of criticism. Though numerous research
studies have been conducted in respect of FIIs into India, most of them have been restricted   to assess
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the impact of such flows on stock markets. Very few studies have focused on the aggregate impact of
FIIs inflow over  various areas of financial market e.g. capital market, foreign exchange market,
money market as well as other macro-economic variables such as inflation, money supply, index of
industrial production (IIP). Given this background the present study assesses the causes and effects
of FIIs net flows on all segments of the Indian economy viz. capital market, foreign exchange market,
money market and other macro-economic variables such as index of industrial production (IIP as a
proxy of GDP), inflation, money supply and foreign exchange reserves., so as to enable policy makers
to take informed decision in this regard. In this study, we predominantly examined the macro level
determinants of FIIs flows into India with the support of empirical data for the period January 1994 to
December 2014.

 The study is divided into seven sections, including the introduction. The second section deals
with the conceptual background of FIIs flows. Section three is devoted to a brief review of literature.
The fourth section explains the objectives of the study and sources of the data. Detailed research
methodology is provided in section five.  The empirical analysis and research findings are mentioned in
the section six.  Section seven concludes the study.

1.2 Conceptual Background : FIIs Flows
The historical backdrop of Indian economy can generally be classified into three distinctive eras

-Firstly, beginning from late 16th century to seventeenth century, furthermore from British colonization
period to 1947 and thirdly, post freedom period after 1947.

Evaluation of India's colonial economy is for the most part subjective, inferable from the absence
of quantitative data. However the insights of 1872 population record has uncovered that 99.3% of the
number of inhabitants in the area constituting present day India lived in towns whose economies were
to a great extent segregated and self-supporting, with agribusiness the pre-overwhelming occupation.
The Company government in India introduced a noteworthy change in the tax assessment environment
from income expenses to property charges, bringing about mass impoverishment of greater part of
population and prompted to various starvations. The impacts of the unlimited increases made by
Industrial transformation in Europe were denied to Colonial India. Abuse was widespread and the
execution of awful financial strategies took the status of Indian economy to an untouched low. A study
by Cambridge University history specialist Angus Maddison uncovers that "India's share of the world
wage tumbled from 22.6% in 1700, practically identical to Europe's share of 23.3%, to a low of 3.8%
in 1952". Toward the end of British colonial regime, India acquired an economy that was one of the
poorest, with modern advancement slowed down; agribusiness not able to sustain a quickly developing
populace, India had one of the world's most reduced futures, and low rates for education. The year
1947 is viewed as a memorable year for the development and flourishing of Indian economy. As
Independence Day occurred to us, the general population of India took a promise to secure its power
and respectability no matter what and never to subject them to oppression of a remote administer
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again. Therefore, the Indian financial approach in post-independence era was affected by the european
encounter which was seen by Indian pioneers as exploitative in nature. Arrangement tended towards
protectionism, with a solid accentuation in import substitution, industrialization, and state intercession
in labour and monetary markets, a substantial open segment, business direction and focal arranging.
Free enterprise and private division did not exist before 1991. Expand licenses, directions and the
going with formality, usually alluded to as License Raj, and were required to set up business in India
between 1947-1990.

However these measures confined the Indian economy slowing down its development. The
breakdown of the Soviet Union, which was India's significant exchanging accomplice, and the primary
Gulf War, which brought about a spike in oil costs, created a noteworthy balance of payment emergency
for India, which discovered it confronting the possibility of defaulting on its credits. With regards to
the adjust of instalments emergency of 1991, a thorough organized and money related division change
process was started in India as suggested by council on the Financial System (Chairman M. Narasimham,
1991) which turned into the beginning stage for steady deregulation of monetary segment and
advancement and incorporation of different portions of budgetary markets.

The progressions in monetary situation after the advancement and financial development have
raised the enthusiasm of Indian and additionally Foreign Institutional Investors (FII's) in the Indian
capital market. As a consequence of this, Indian securities exchange has seen transformative changes
and a move from a "dangerous" to a profoundly "Dynamic" securities exchange. Enhanced market
reconnaissance framework, exchanging component and presentation of new money related instruments
have made it a focal point of attraction for the global financial specialists. Policy framework in India
prior to the launching of Economic Reforms in 1991 was characterized by general aversion towards
foreign investment especially private commercial flows. Financing of current account deficits were
largely by debt flows and official development assistance. A grave balance of payments situation
forced the policymakers to take a re-look at allowing foreign capital into the country and the year 1991
marked the beginning of some disciplinary measures along with reforms on the external sector made,
it possible for foreign capital to reach the shores of the country. A review of the FIIs investment policy
in India shows an approach of caution and steadiness towards liberalization of quantitative restrictions.
Policy liberalization has progresses with three main aspects:

• Relaxation of investment limits for FIIs

• Relaxation of eligibility conditions.

• Liberalization of investment accessible for foreign investors.

Subsequently ceiling limits for investments and eligibility for newer entities to invest increased
leading to hastening in inflows.

The principle points of changing the outside venture approach were to decrease the nation's
reliance on debt forming capital streams, redress the balance of payment emergency and build up the



Vol.6, No.2, April-June 2017

39

capital markets. From 1992, FIIs have been permitted to put resources into all securities exchanged on
the essential and auxiliary markets. Since 14, September 1992, when FIIs were first allowed to invest
in all securities traded on the primary and secondary markets, including shares, debentures and share
warrants issued by companies which were listed or to be listed on the stock exchanges in India and in
the schemes floated by domestic mutual funds, these  inflows have grown steadily but surely and the
country witnessed remarkable growth in capital inflows particularly after year 2003. Foreign investors
injected around US $ 55220 million during 2013-15. The net foreign investment crossed the US $ 100
billion mark on November, 2010, since the liberalization policy was implemented in 1992. As per SEBI
data the total figure stood at US $ 100.9 billion, where US $ 4.78 billion were infused in November
itself. The immense increase in investment mirrors the foreign investor's faith in the Indian markets.

1.3 Brief Review of Literature
As of late, global portfolio streams to third world nations have gotten the consideration of

numerous researchers. In the 1990's many researchers have investigated the circumstances and end
results of international portfolio venture. Past research has likewise endeavoured to recognize the
variables behind these capital streams (Chuhan 1998). The principle question is whether capital flew
into these nations essentially as a consequence of changes in worldwide (to a great extent US) elements
or because of occasions and pointers in the beneficiary nations like their credit assessment and local
securities exchange return. The question is especially vital for strategists keeping in mind the end goal
to show signs of improvement comprehension of the unwavering quality and steadiness of such
streams. Latest research recommends that US portfolio directors contributing abroad appear to pursue
returns in remote markets instead of reducing overall portfolio risk. ( Bohn and Tesar (1996) and
Tesar and Werner (1995a) for investigations of streams to OECD nations and Tesar and Werner
(1995b) for an investigation of US portfolio streams to developing markets).More recent studies find
that the effect of 'regional factors' as determinants of portfolio flows has been increasing in importance
over time. In other words portfolio flows to different countries in a region tend to be highly correlated.
Also the FII flows are more persistent than returns in the domestic markets. Feedback trading or
return-chasing behaviour is also more pronounced. The FII flows appear to affect contemporaneous
and future stock returns positively, particularly in the case ofemerging markets. Finally stock prices
seem to behave on the assumption of persistent portfolio inflows.( Froot et al (2001).It is commonly
argued that local investors possess greater knowledge about a country's financial markets than foreign
investors and that this asymmetry lies at the heart of the observed 'home bias' among investors in
industrialized countries. A key implication of recent theoretical work in this area is that in the presence
of such information asymmetry, portfolio flows to a country would be related to returns in both
recipient and source countries. In the absence of such asymmetry only the recipient country's returns
should affect these flows(.Brennan and Cao (1997).There have been an attempt to explain FII flows
in India but few studies have been carried out to find out their fundamental determinants   in Indian
stock market All the existing studies find that the equity returns has a significant and positive impact on
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the FII (Aggarwal 1997,chakrabarti 2001, Mukherjee, Bose and Coondoo 2002 ,Trivedi and Nair
2003). Rao etal.(1999) analyze the investment exposure of five U. S. based India specific funds,
which suggest a close resemblance between FII investment profile and trading pattern at the BSE
(Bombay stock exchange). However they do  not study the causality between FII flows and Bse
sensex(Bombay stock exchange sensex). Batra(2003) attempts to understand the trading behaviour
of FIIs and returns in indian equity market .He finds the strong evidence of  FIIs chasing trends and
adopting positive feedback and herding strategies. Chakrabarti (2001) made an empirical investigation
to see the interrelationship between FII flows and equity returns in India. He concludes that the FII
flows are highly correlated with equity returns in India and are more likely to be the effect than the
cause of these returns, which contradicted the view that the FIIs determine market returns in general.
Kohli (2003), examined that capital flows affected macro-economic variables during the period 1986-
2001. She found that foreign capital inflows have a significant impact on money supply, stock market
growth, liquidity and volatility. Vermaetal (2011), found that the interest rate sensitivity of FIIs flows
is not statistically significant and concluded that the BSE sensex is the major pull factor for these flows
into the domestic financial markets.

1.4  Research objectives and Data Description
To find the fundamental macro level variables determining FIIs net flows into Indian economy,

the selected variables are

• Index of Industrial Production (IIP taken as a proxy to GDP).

• Wholesale Price Index ( WPI)

• Weighted  Average Call Money Interest Rates ( WACIR)

• Foreign Exchange Reserves (FR)

• Average USD/ INR Exchange Rate ( ER)

• Money Supply (MS)

• BSE Sensex

Data and their sources
In the present study we attempt to clarify the circumstances and end results of FIIs net streams

into the Indian economy with the support of experimental information for the period January 1994 to
December 2016. The information is taken from the official sites of SEBI, RBI, and BSE.

1.5 Research Methodology
In order to find the macro economic variables that determine FIIs net flows in India, initially we

conduct Correlation Coefficients Analysis to understand the relationship between FIIs net Flows and



Vol.6, No.2, April-June 2017

41

other selected variables. Next, we conduct pair wise Granger Causality tests (1969). As the data are
time series in nature, the selected variables are tested for Stationarity by using Augmented Dickey
Fuller (ADF) test.

The Granger causality test is a technique for determining whether one time series is useful in
forecasting another. A time series X is said to Granger-cause Y if it can be shown, usually through a
series of F-tests on lagged values of X (and with lagged values of Y also known), that those X values
provide statistically significant information about future values of Y. Granger causality is a statistical
concept of causality that is based on prediction. According to Granger causality, if a signal X1 "Granger-
causes" (or "G-causes") a signal X2, then past values of X1 should contain information that helps
predict X2 above and beyond the information contained in past values of X2 alone. Its mathematical
formulation is based on linear regression modeling of stochastic processes (Granger 1969). G-causality
is normally tested in the context of linear regression models. Consider a bivariate linear autoregressive
model of two variables X1(t) and X2(t):

 (1)  

(2) 

Where p is the most extreme number of slacked perceptions incorporated into the model (the
model order), the matrix A contains the coefficients of the model (i.e., the contributions of each lagged
observation to the predicted values of X1(t) and X2(t), and E1 (t) and E2 (t) are residuals (prediction
errors) for each time series. If the variance of E1 (t) or E2 (t) is reduced by the inclusion of X1(t) or
X2(t) terms in the first (or second) equation, then it is said that X1(t) or X2(t) Granger-(G)-causes
X1(t) or X2(t), respectively. In other words, X2(t) G-causes X1(t) if the coefficients in A12 are jointly
significantly different from zero. This can be tested by performing an F-test of the null hypothesis that
A12 =0, given assumptions of covariance Stationarity on X1(t) and X2(t). The magnitude of a G-
causality interaction can be estimated by the logarithm of the corresponding F-statistic.

   We, however, use one period lag length because in the case of the stock markets we do not
expect the lag to be more than one month because it is a vibrant market.

1.6. Empirical Analysis and Research Findings
Table -1 shows the results of correlation coefficient analysis.
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Table 1 : Correlation Coefficient Matrix :FIIs Net Flows and Selected Macro level variables

Variables DBSE DIIP DM3 DER DFR DWPI NFII WACIR 
DBSE 1.0000        
DIIP 0.0417 1.0000       
DM3 -0.089 0.04735 1.0000      
DER -0.6707 0.1863 0.0602 1.0000     
DFR 0.6603 0.0450 0.1814 -0.6750 1.0000    

DWPI -0.0486 -0.3211 -0.081 -0.0075 0.0721 1.0000   
NFII 0.6957 0.0632 0.0357 -0.6101 0.4011 0.0612 1.0000  

WACIR -0.3771 0.1237 0.053 0.1971 -0.1927 -0.0657 -0.3257 1.0000 
 D- refers to differenced variables to check Stationarity issue in time series data.

DBSE: BSE sensex, DIIP- Index of Industrial Production, DM3-  Money Supply, DER-USD/
INR Exchange rate, DFR- Foreign Exchange Reserves, DWPI- Wholesale Price index, NFII- Net FII
Flows, WACIR- Weighted Average Call Money Interest Rates

Major Findings of Cross Correlation Matrix
• Net FII flows and the BSE sensex showed a significant positive correlation (0.6957).

• The movement in Net FII flows and Foreign exchange Reserve is also positively correlated
(0.4011).

• A strong negative correlation (-0.6101) was found between Net FII flows and USD/INR exchange
rate. Huge net foreign inflows from FIIs make the dollar surplus in the Indian financial markets
resulting in depreciation in national currency.

• Weighted Average Call Money Interest rates and Net FIIs flows exhibited negative correlation.
We can say that Indian domestic firms are exclusively dependant on the sources from Indian
money markets,as foreign investments work as a supplement to domestic capital. We should
further note, that FIIs are also allowed to make investments in Indian debt market.

• We also noticed an inverse relationship between BSE Sensex and USD/INR exchange rate. We
can conclude that large FIIs investments have downward pressure on the US currency and
upward pressure on Indian currency.

• Further, BSE Sensex and Foreign Exchange Reserves moved in the same direction (0.6603)
which supports the view that increase in foreign exchange reserves are reflected in the stock
market growth.

• In addition, a strong negative correlation exists between foreign exchange reserves and exchange
rates.
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Since our data is in time series in nature, we must ensure that the series is stationary. In the
mathematical Sciences, a stationary process is a stochastic process whose joint probability distribution
does not change when shifted in time or space. Consequently, parameters such as the mean and
variance, if they exist, also do not change over time or position.

Stationarity is used as a tool in time series analysis, where the raw data are often transformed to
become stationary; for example, economic data are often seasonal and/or dependent on a non-stationary
price level. An important type of non-stationary process that does not include a trend-like behavior is
the cyclostationary process.

   A stationary series can be defined as one with a constant mean, constant variance and constant
autocovariances for each given lag. A series can be viewed as stationary or not is essential for the
following reasons

• The Stationarity or otherwise of a series can strongly influence its behaviour and properties.
For instance, the word "shock" is usually used to denote a change or an unexpected change in
a variable or perhaps simply the value of the error term during a particular time period. For a
stationary series, "shock" to the system will gradually die away i.e. the effect of a shock during
time t will have a smaller effect in time t+1, a smaller effect still in time t+2 and so on. This can
be contrasted with the case of non stationary series, where the persistence of shocks will
always be infinite, so that for a non -stationary series, the effect of a shock during time t will not
have a smaller effect in time t+1, and in time t+2 etc.

• The use of non stationary data can lead to spurious regressions. If two stationary variables are
generated as independent random series, when one of those variables is regressed on the other,
the t-ratio on the slope coefficient would be expected not to be significantly different from zero,
and the value of R2 would be expected to be very low. This seems obvious, for the variables are
not related to one another. However, if two variables are trending over time, a regression of one
on the other could have a high R2 even if two are totally unrelated. Such a model would be
termed as a 'spurious regression'.

• If the variables employed in a regression model are not stationary, then it can be proved that the
standard assumptions for asymptotic analysis will not be valid. In other words, the usual t-ratio
would not follow t -distribution and the F-statistic will not follow an F-distribution and so on.

Testing for Unit Root
 The properties of a time series depend on its order of integration, d, that is on the presence of

unit roots. It is important to have techniques available to determine the actual form of non-stationarity
and to distinguish between stochastic and deterministic trends if possible. There are two kinds of
statistical tests: one group is based on the unit root hypothesis while the other is on the stationary null
hypothesis.
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We consider an AR (1) model:

yt = ρ yt-1 + εt

Where y0 = 0 and ?t is a white noise sequence with constant variance. This model has been
widely used to describe the behavior of finance time series such as stock prices, exchange rates, etc.
A unit root is present if ? = 1. The model would be non-stationary in this case.

The regression model can be written as

Δyt = (ρ-1) yt-1 + εt = δyt-1 + εt

where ? is the first order difference. In this model we test for a unit root by testing δ = 0 (where
δ = ρ “1). Since the test is done over the residual term, rather than raw data, we cannot use the
ordinary t-statistic. Therefore, we use ? that has a distribution called Dickey Fuller table.

There are three main versions of the test:

1. Test for a unit root:

 Δyt =δ yt-1 + εt

2. Test for a unit root with drift:

 Δyt = α0 +δ yt-1+ εt

3. Test for a unit root with drift and deterministic time trend:

 Δyt = α0 +δ yt-1+ εt

The critical value depends on sample size. The null hypothesis is that there is a unit root, ? = 0.
For a larger and more complicated set of time series models, the Augmented Dickey-Fuller (ADF)
statistic is used. It yields a negative number. The more negative it is the stronger is the rejection of the
hypothesis that there is a unit root at some level of confidence. Both the DF and the ADF tests assume
that the errors are statistically independent and have a constant variance. Thus, an error term should be
uncorrelated with the others, and has constant variance. The unit root test is then carried out under the
null hypothesis  = 0 against the alternative hypothesis of  < 0. The Dickey-Fuller test statistic is

DFT (τ) = Estimated (δ)/ Std. Error. of (Estimated)

is 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 we do not consider an absolute value) than (a larger
negative) the critical value, then the null hypothesis of ? = 0 is rejected and no unit root is present.

While testing the data for Stationarity, we find that net FIIs investment series is stationary at
level however, BSE Sensex, ER, IIP, WACIR, WPI, FR and M3 are non-stationary at levels but the first
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difference of data are stationary. Therefore these data series are "integrated" of order 1 i.e. I (1). The
data series of M3 is "integrated" of order 2 i.e.  I (2). (Table-2)

Table -2 Results of ADF Test: Macro Level Variables

Test Statements T statics P-values 
BSE sensex has a unit root 
D(BSE sensex) has a unit root 

-1.597646 
-3.752314 

0.4931 
0.0131 

ER has a unit root 
D(ER) has a unit root 

-2.352043 
-6.321591 

0.1914 
0,0010 

Net FII has a unit root -6.123151 0.0008 
IIP has a unit root 
D(IIP) has a unit root 

0.536039 
-7.23712 

0.6833 
0.0010 

WACIR has a unit root -2.765121 0.0051 
WPI has a unit root 
D(WPI) has a unit root 

0.852712 
-6.731293 

0.7912 
0.0012 

FR has a unit root 
D(FR) has a unit root 

0.961041 
-7.359454 

0.6703 
0.0000 

M3 has a unit root 
D(M3) has a unit root 
D(M3,2) has a unit root 

3.695188 
-0.761531 
-0.501025 

0.9234 
0.8125 
0.0000 

Next, we conduct the pair wise Granger Causality test. The results are presented in Table-3

Table-3 Results of Granger Causality Test: Macro Level Variables

Null Hypothesis (H0) F-Statics Critical Values Inferences 
Net FII Flows does not 
Granger cause BSE sensex 
BSE sensex does not 
Granger cause Net FII Flows 

5.2013 
 

6.1115 

0.6517 
 

0.6601 

Net FII Flows cause BSE 
Sensex BSE Sensex cause 
Net FII Flows  

Net FII Flows does not 
Granger cause Foreign 
Exchange reserves Foreign 
Exchange reserves does not 
cause Net FII Flows 

3.4132 
 

0.6213 
 

 

0.4218 
 

0.8901 

Net FII Flows cause 
Foreign Exchange reserves 
 

Net FII Flows does not 
Granger cause USD/INR 
exchange rate USD/INR 
exchange rate does not 
Granger cause Net FII Flows 

1.7214 
 

1.5571 

0.1982 
 

0.1723 

 
 

Net FII Flows does not 
Granger cause IIP IIP does 
not Granger cause Net FII 
Flows 

2.5406 
 

2.3401 

0.1608 
 

0.0714 

Net FII Flows cause IIP 
IIP cause Net FII Flows 
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Null Hypothesis (H0) F-Statics Critical Values Inferences 
Net  FII Flows does not 
Granger cause WPI WPI 
does not Granger cause Net 
FII Flows 

1.6512 
 

0.2312 

0.1821 
 

0.7114 

 
 
 
 

Net FII Flows does not 
Granger cause WACIR 
WACIR does not Granger 
cause Net FII Flows 

1.6084 
 

0.5402 

0.1801 
 

0.0447 

 
 

Net FII Flows does not 
Granger cause M3M3 does 
not Granger cause Net FII 
Flows 

0.5561 
 

0.4167 

0.5217 
 

0.7961 

 
 
 
 

 
Results of Granger Causality Test
• There is a bi-way causal relationship between BSE Sensex and Net FII Flows. We can say that

FIIs is both "driven" and yet "drives" the market. The most popular slogan for the FIIs is "play
with market, whip up volatility and gain from it". Our results show that that Net FII Flows has
positive influence on the BSE Sensex and at the same time BSE sensex also influenced them
positively at macro level.

• We observe that Net FII Flows cause foreign exchange reserves. This could be because foreign
investors perceive the Indian economy to be a safe investment destination as long as the country
has a sufficient level of foreign exchange reserves reflecting India's international creditworthiness.

• In our study, no cause and effect relationship exist between Net FIIs flows and exchange rate
(USD/INR). Past studies suggest that negative relationship with exchange rate (weak dollar
against local currency) is one of the important factor for international portfolio flows in to
emerging economies. The negative relationship between Net FIIs flows and exchange rate (e.g.
USD/INR) would be in favour of foreign investors as the appreciation in rupee spells an equivalent
return to overseas investors in dollar terms. In other words, foreign investors would buy dollars
cheaper when they want to take money out.

• It is seen from the Table-3 that bi-directional relationship exists between Net FIIs Flows and
IIP. We can say that strong fundamentals of the Indian economy as well as its vigorous growth
potential attracts large volume of  foreign investments leading to a surge in the performance of
the macroeconomic indicators.

• We find that Net FIIs flows have no relationship with WPI, WACIR and MS. We can conclude
that FIIs has no role to cause inflation in India.
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1.7 Summary and Conclusions
 The decade of 1990's can be characterised as the 'Globalization Decade'. Around the world, the

process of dismantling to international trade and capital flows which had begun in early 1980's
accentuated in the 1990's and reached its culmination during the closing years of  the last decade of the
20th century. The globalization process has accelerated during the starting years of the 21st century.
India follows a calibrated and gradualist approach to capital account liberalization guided by the principle
that the process should be in tandem with reforms in the financial and real sector. The role of foreign
investment in promoting economic growth has received considerable attention in India since
independence. An important feature of the development of Indian stock market in the last twenty years
has been the growing participants of foreign investors. The increases in foreign investments bring
global liquidity into capital markets and raise the price earnings ratios, thereby reducing the cost of
capital. It has also brought both quantitative and qualitative developments in the domestic stock market
such as expansion of securities business, increased depth and breadth of the market and efficient
stock pricing. Moreover these flows are often accompanied by a transfer of expertise, technology and
other institutional benefits.

The present study for the period April 1994 to Dec 2014 reveals that there is a bi-directional
causality between Net FIIs flows and the Bse Sensex. The FIIs is both 'driven' and 'drives' the market.
In addition, FIIs flows leads to accumulation in the foreign exchange reserves thereby improving
India's international creditworthiness.

The analysis provides the evidence of bi-directional causality running from Net FIIs flows to
IIP. This shows that the real economy growth of India both determines and determined by the volume
of FIIs flows.

In addition, Net FIIs flows have the potential of influencing the process of economic development
of India through the positive impact on foreign exchange reserves. Therefore, the policy makers
should provide FIIs with more opportunities and reasons to invest in Indian capital markets by
implementing prudential norms. Capital control should not be perceived as a substitute to prudent
macroeconomic policies and well regulated financial system. Macro prudential instruments supplemented
to the monetary policy may help in checking inflation and ensuring financial stability in the wake of
excess global liquidity.
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Abstract
Doing merger analysis can be a daunting task with endless amounts of work involved in

building the model and crunching the numbers. The objective of this paper is to understand the
financial performance of the Merger of Abbott India - Piramal Health Care deal. The objective
is to look at the consequential analysis of the merger through EPS accretion/dilution, Synergies
to break-even, Relative PE's and Ownership Dilution. To achieve the abovementioned objective
Back of the Envelope, model was considered to do the analysis. This is an expensive deal if one
considers the premium on the market price that Piramal Healthcare has demanded one would get
a valuation of approximately 12,000 crores, but it paid approximately 15000 crores to acquire
the business, this was majorly attributed to the fact that Abbott India wanted to increase its
presence in the Indian Market

Keywords: Merger Analysis, Back of the Envelope Model, EPS accretion/dilution,
Synergies to break-even, Relative PE's and Ownership Dilution.

1.0 Introduction
HealthCare Industry is one of the largest industries in the world almost three times greater than

the banking sector and generally lies at the heart of any social, political, environmental or economic
prosperity. Empowered consumers, technological advances, rising demand by an aging population,
and disruptive new entrants are the important growth drivers for the HealthCare Industry in the world.
One often sees changes with any of these growth drivers but this coupled with the current changes
globally (political or economic) are altering the course of the HealthCare Industry.

The academic and public attention the mergers and acquisitions get is often great and the result
of the widespread and large influence that they have. This has resulted in a great deal of study on the
effects of mergers and acquisitions as a whole, the results of which are often contradictory and
inconclusive. Studies in the past have either shown mergers and acquisitions having negative or
insignificant effects or certain positive effects. Historically, the impact of mergers and acquisitions are
often judged by only looking at its impact on the revenue, cost or the stock price itself. Few studies in
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the past have shown a cost increase or cost effects. The effect on profits is observed to be negative
but the impact observed is very minimal. Similarly, the impact on stock price is positive, but again it's
very minimal. This paper analyses the impact of merger on financial performance of Abbott Healthcare
Limited and Piramal Healthcare. The paper also analyses the impact through measures like EPS accretion/
dilution, Acquirer's ownership dilution and the impact on the Buyer's and the acquisition P/E.

Abbott India - Piramal Healthcare
Piramal Healthcare on 21st May 2010 executed agreements with Abbott India for the sale of its

Formulation Business. Abbott India had to outbid a number of good players like Pfizer and GSK to win
the bid to acquire the Piramal Healthcare's business. Deal details are shown in Table 1.

Table 1:Deal Details

Acquirer Abbott Healthcare Limited, India 
Seller Piramal Healthcare Limited, India 

Assets Acquired Domestic Formulation Business (Manufacturing, marketing and selling 
branded pharmaceutical products in finished form.) 

Mode of Acquisition Business Transfer of the Formulation Business into AHPL as a going concern. 

Consideration 
Cash Consideration of USD 3.72 billion Initial payment of USD 2.12 billion 

Further payment of USD 400 million payable upon closing for each year, 
commencing in 2011 

Mode of Funding Cash on the balance sheet of Abbott Healthcare Limited 
 

Abbott Healthcare Pvt. 
Ltd.

Piramal Healthcare 
Ltd.

Formulation Business

52.10%

47.90%

Cash USD 
3.72 Billion

Business Transfer

Piramal Group 
(Promoter Group)

Abbott Laboratories, 
USA

Wholly Owned 
Subsidiary

Public shareholders

Figure 1:Structure of the Transaction

Overview of the deal
The transaction for sale was referred as a business transfer under the Companies Act as per

Section 293(1) (a), which refers to Business Transfer Agreement. The agreement requires Piramal
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Healthcare to transfer its formulation business, which is engaged in import and export of generic
pharmaceutical products in finished form, formulation, manufacture, research, development, marketing,
distribution, and sale, shall be transferred to Abbott India. Piramal Healthcare is required to transfer all
assets (Excluding cash and cash equivalents) and any liability relating to claims from employees, taxes,
any indebtedness or any other claims or litigation. The deal is undertaken for a cash consideration of
USD 3.72 Billion, out of which an amount of USD 2.12 Billion is an upfront payment on the closing of
the deal and an annual payment of USD 400 Million every year for four consecutive years payable on
the day of closing day of the deal, with the payment starting from 2011.

The agreement requires Piramal HealthCare and its affiliates not to engage in any competing
business for tenure of eight years starting from the closure of the deal. This would be applicable in all
geographies (India and other Emerging Market). The company was also not allowed to own and
operate in interest, giving financial support or assistance of any form to any person in a competing
business.

 However they can invest in the shares of a listed company with an upper cap of 5% of the paid
up capital, provided that such an acquisition doesn't provide them control or influence in the listed
company. The promoting Company "Piramal Enterprises" and its associates will be given an amount of
USD 3500 Million, which is equivalent to 2% of the total consideration for signing the Non-Compete.
The structure of the transaction is shown in figure 1.

The deal is considered crucial for Abbott for two reasons:

1. Abbott Lab - Expanding Geographies : Abbott Laboratories, a pharmaceutical giant in the
West, was lagging in the competition it was facing from other players in the market and saw
this acquisition as a way for it to make its presence fell in an emerging market like India.Abbott
in 2010 was eighth in Global ranks in comparison to it's peers in terms of revenues which was
USD 61.8 billion. At the time of the deal finalization it was decided that this acquisition will
definitely give Abbott a better penetration and competitive advantage over the competitors in the
newer geographies.

2. Emerging Markets - The Future Growth Drivers In 2010 emerging markets like India, Brazil,
Mexico, South Korea and Turkey were seen as an important future prospect for the pharmaceutical
industry with the western market being near to saturation. India importantly was one great
destination for the pharmaceutical companies as it witnessed good growth and its pharmaceuticals
market was expected to reach USD 20 billion beating other emerging markets Brazil, Mexico,
South Korea and Turkey. In 2010, Indian pharmaceutical companies met around 65% - 70% of
the domestic drug needs in India, this coupled with a low cost for R&D, and different portfolio
of products that can be sold in other emerging markets and better manufacturing facilities is the
reason why Indian pharmaceuticals are a potential target for the multinational firms. Another
triggering point is the fact that healthcare in India is self-paid unlike the western world where it
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is the government which pays a big proportion of the healthcare costs; this safeguards the
company from any regulatory forms in this regard.

On the other hand for Piramal Healthcare the cash generated out of this transaction was expected
to be utilized for more investment into R&D, increase the value of the remaining business,
repayment of its debts and to venture into new business activities.

2.0 Literature Review
The researchers have not been conclusive and often point in different directions when it comes

to analysing the impact of the mergers and acquisitions. Studies analysing the cost effects of the
mergers and acquisitions find no effect of it on the merged firm, namely (Balance et al., 2004 and
Focarelli et al., 2002), who analysed the banking and the public utilities sector. While another research
done by (Avkiran, 1999 and Engberg et al., 2004) to analyse the cost effects in the public utilities and
the banking sectors found considerable but insignificant cost increases. Kwoka and Pollitt (2007)
study on the public utilities sector found that the acquiring firms are underperforming while the target
firms (pre-merger) are the out-performing firms. However, the initial merger-induced rise in performance
of the acquiring firm over time turns into a drop in performance post-merger and the out-performance
of the target firm declines.

On the other hand one also finds studies showing that M&A do improve the cost performance
of the firm. Koetter,(2005), Ashton et al., (2007) and Lichtenberg et al., (1989), among others, found
positive impact of mergers and acquisitions on the cost of the firm. They analysed the public utilities
and financial sector.

If one observe the literature on the profit effects that mergers and acquisitions have one find
diverse results, but however few studies do show a positive effect on the profits of the merged entity.
A study conducted by Cosh et al. (1995) wherein analyses of all the sectors except the financial sector
showed negative but an insignificant impact on the profitability of the organization. Focarelli et
al.(2002)also did some study but could only conclusively say that for the banking industry one may
find negative but insignificant effects. Houston et al. failed to find significant effects while analysing
the financial industry. Andrade et al. and Altunbas et al. (2002) found positive effects of mergers and
acquisitions in respectively the mining and manufacturing and the finance industries.

Travlos (1987) and few other researchers show that if public firms are acquired with equity,
such firms are to be accompanied by announcements of lower returns, showing a decline in the profits
of the firm on the capital base. Research done by Chang (1998) and Fuller et al. (2002) show that
acquisitions of private firms paid for with cash do have lower announcement returns than private
acquisitions paid for with equity.

Similarly, the size of the firm also has an impact on the announcement made by the firm as small
and large acquirers are different in terms of their characteristics. Servaes (1991) and Lang et al.
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(1991) observed that high bidders were more likely to announce abnormal returns post acquisition,
while Maloney et al. (1993) found that acquiring firm with huge leverage often show abnormal returns.

There are three methods which can be adopted for analyses of the deal:

Back of the Envelope Model: This is the most basic level of analysis that can be done. It is
quick and easy to do mainly because the information required is readily available. This is the most basic
level of analysis that can be done. It is quick and easy to do mainly because the information required is
readily available. Information required under the model is Share Prices, Diluted shares outstanding,
Forecast EPS and Marginal Tax Rate. The model needs certain assumption on the parameters like
premium paid, percentage of cash/debt/equity consideration, Synergies and Cost of debt. Finally an
analysis is done on EPS accretion/dilution, Synergies to break-even, Relative PE's and Ownership
Dilution.

Quick & DirtyModel: The disadvantage of the above model is that on some information the
analytical tools cannot be used because the information is not in hand. The Information required for
this model is Share Prices,Basic shares outstanding,Options information for buyer and buyer, Foreign
exchange rate for cross border deals, Marginal Tax Rate for buyer and target, Balance sheet for both
the buyer and the target and Forecasted incomestatement for at least 3 years.

Assumption needed in this model are on Premium Paid, Percentage of cash/debt/equity
consideration, Synergies and Balance sheet cash component, Advisory fees, Rate of interest income
on balance sheet cash and Cost of debt.

Possible Analysis in this model is EPS accretion/dilution, Synergies to break-even, Relative
PE's, Ownership Dilution, Contribution Analysis, Side by Side Comparison, Analysis at various prices,
Return on invested capital and Premium Analysis.

Fully Integrated Three Statement MergerModel: Building this model is a time consuming
process and consequently is not normally undertaken unless a very detailed analysis is required. A fully
integrated three statement forecast model must first be built for both the buyer and the target respectively.
The consolidation and analysis is then undertaken given the assumptions. The benefit of going to this
level of detail is a multi-year picture of the numbers, combined with more significant capability on
affordability analysis and financing structure. Information required for this model is Share Prices,
Basic shares outstanding, Options information for buyer and target, Foreign exchange rate for cross
border deals, fully integrated three statement forecast model for the buyer and target.

Possible Assumption needed in this model is Premium Paid, Percentage of cash/debt/equity
consideration, Synergies - including over time, Balance sheet cash available, Repayment schedule of
the deal debt - if any, Advisory fees, Equity Issuance Fees, Debt Issuance Fees, Depreciation/Amortization
period for Debt Issuance Fees, Asset step-up assumptions, Amortization life for step-ups, Dividend
assumptions post deal and Cost of debt.
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Possible Analysis in this model is EPS accretion/dilution, Synergies to break-even, Relative PE's
, Ownership Dilution, Contribution Analysis, Side by Side Comparison, Analysis at various prices,
Return on invested capital - Development over time, Premium Analysis - Development over time and
Credit Analysis -including affordability of new financing structure

3.0 Objectives and Methodology
The objective of this paper is to understand the financial performance of the Merger & Acquisitions

of Abbott India - Piramal Health Care deal. The objective is to look at the consequential analysis of the
merger through EPS accretion/dilution, Synergies to break-even, Relative PE's and Ownership Dilution.To
achieve the abovementioned objective Back of the envelope model was considered to do the analysis.
And also the required information is not too much and will be more conclusive not based on too many
assumptions.

To counter the assumption for premium needed under the Back of the Envelope Model, the
paper compute the premium that the company should have paid on the deal; this is determined by
computing the amount of synergy that the company is deriving in terms of additional revenue or
reduced costs or both. This is done using the following step:

1. Value Each Firm Separately (Projections made for free cash-flows and Terminal Value)

2. Value of the combined firm assuming no synergy

3. Compute the free cashflow for the combined firm

4. Look for the synergy that that the firm is deriving

5. Translate synergy

6. Calculate the value of the combined firm with synergy

7. Compare the value of the firm with and without synergy

The paper calculates free cash flows and terminal value, which is then added to compute the
combined value of both the firms with an assumption that there will be no synergy. In the next step,
the paper incorporate the synergy that company can achieve from the deal such as cost reduction,
increased revenue growth or both. This will give the value of the combined firm with synergy, which
will be deducted from the value of the firm (with no synergy) to compute the additional gain resulting
from the merger. This will help in determining the premium that the bidder might be willing to pay on
the deal to the target firm.

4.0 Data Analysis and Interpretation
For Abbott the deal was more with the objective of increasing its share in the Indian pharmaceutical

industry one can observe that cost synergiesare achieved (Table 2). At the time of the deal Abbott India
was incurring a high cost of goods of 90% of its revenues (approx.) Table 2 in comparison to Piramal
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Healthcare, which was only incurring a cost of 74% of its revenues (approx.) Table 3. This in the long
run will definitely help bring a cost synergy as the company bought the Baddi facility in Himachal
Pradesh. Working capital as percentage of revenue is 25% in case of Abbott India and it is 34% in case
of Piramal Healthcare (Table 2 and 3). One can assume that this will adversely affect the cost synergy
for the acquirer.

In 2010, Abbott saw its revenue grow by approximately 14% in comparison to Piramal's CAGR
of 29% since 1988; this deal is expected to grow in the year to come to 22%. Despite these positives,
because of company's poor working capital management, one can see its impact on the synergy that
will happen.(Table 2)

Table 2: Computation of SynergyAbbott India (bidding firm)

Financial Information ('000) 2010 
Revenues in current year  102,58,700 
Operating Expenses  93,17,200 
Operating Expenses as % of Revenues  90.82% 
Tax Rate on income  30.00% 
Interest Expenses  400.00 
Current Depreciation  1,12,500.00 
Current Capital Spending  45,387.05 
Total Current Assets 40,28,622.00 
Total Current liabilities 14,78,603.00 
Working Capital 25,50,019.00 
Working Capital as % of Revenue  24.86% 
Projections of growth in earnings 

 Expected growth rate - next 5 years  14.87% 
Expected growth rate - after 5 years  9.00% 

Piramal's formulation business generated revenue of around INR 27 billion in the year 2010
growing at a rate of approximately 24%. The company has a better cost structure with operating
expenses being approximately 74% of the revenues generated by the firm; this is because of the
company's strong commercial presence, including a large sales force in rural area. Post the business
transfer the company expects its revenues going up by 22%, we assume this to be constant for the
next five years. This increases Abbott India's market share in the Indian Pharmaceutical Industry to
approximately 7%. The only problem one sees is with that of the company's working capital management,
which is approximately 35 times of its revenue, a better management of this would help enhance
company's efficiency(Table 3.)
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Table 3: Computation of Synergy Piramal Healthcare (Target Firm)

Financial Information(‘000) 2010 
Revenues in current year  279,87,200 
Operating Expenses  207,25,200 
Operating Expenses as % of Revenues  74.05% 
Tax Rate on income 30.00% 
Interest Expenses  5,63,300 
Current Depreciation  9,22,200 
Current Capital Spending  16,87,700 
Total Current Assets 146,44,800 
Total Current liabilities 51,51,400 
Working Capital 95,81,680 
Working Capital as % of Revenue  34.236% 
Projections of growth in earnings 

 Expected growth rate - next 5 years  22.00% 
Expected growth rate - after 5 years  9.00% 

Certain assumptions are taken in the computation regarding the growth rate of the company in
the long run, which has been either taken as the expected industry growth or the expected GDP
growth rate of India. The beta of Abbott India is taken as 0.66 and for Piramal it is taken as 0.54. For
combined entity the beta is taken as 0.54. The required rate of growth for Abbott India is taken as
10.02% and for Piramal it is take as 9.36. For the combined entity required rate of growth is taken as
9.36%. (Table 4)

Based on the financials of the companies, the projected free cash flow for both the firms for the
next five years is calculated. The growth rate for the firms was taken from the annual report. For
Abbott India the growth rate was close to 15% as the company expected to double its operations in the
next 5 years commencing from 2011, while the growth rate for Piramal Healthcare was taken fromits
report, wherein they expected the business to grow by 22% in the coming years. The growth rate for
the companies after the 5 years is taken as 9%, which was the expected industry growth rate in 2015
for computation of the terminal value (Table 5).
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Table 4:  Projected Free Cash Flow

Particulars(’00) Abbott 
India (A) Piramal (B) A+B: No 

synergy 
A+B 

(Synergy) 
Free Cash flow to Equity 3,95,784.43 14,95,746.07 18,91,530.49 18,91,530.49 

Growth rate  first 5 years 15% 22% 17.21% 20.21% 
Growth rate after 5  years 9% 9% 9.00% 9.00% 
Beta 0.66 0.54 0.54 0.54 
Req. rate of return 10.02% 9.36% 9.36% 9.36% 
Risk-free Rate 6.39% 

Table 5: FCF and Terminal Value

YEAR FCF (A)* Term Val (A)* FCF (B)** Term. Val (B)** 
1 4,54,636.92   18,24,810.20    
2 5,22,240.68    22,26,268.44    
3 5,99,897.01     27,16,047.50    
4 6,89,100.71      33,13,577.95    
5 7,91,568.86   845,89,220.97     40,42,565.10    12239,98,877.95  

PV   547,32,050.82      7930,15,357.85  

(All Values in '00)
*Abbott India (A)
**Piramal (B)

Table 6: FCF for Combined Entity

YEAR FCF (A+B)* TV (A+B*) FCF (A+B:S)** TV (A+B:S)** 
1     22,79,447.12    23,64,413.12    
2     27,48,509.13    29,55,516.40    

3     33,15,944.52     36,94,395.50    
4     40,02,678.67     46,17,994.37    

5     48,34,133.96      13085,88,098.92   57,72,492.96  1562804102 

PV       8477,48,637.13    10115,21,608.88  
(All Values in '00)

*Abbott India and Piramal sum of the two companies without merger (A+B)
**Abbott India and Piramal is combined entity after merger (A+B:S)
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Table 5 calculates the FCF for companyAbbott India (A) Piramal (B) and the present value of
the firms individually. Table 6 calculates the FCF and present value of the combined firm (summation
of the FCF of two firms and the present value without merger) and present value of the combined
entity after the merger.  In present value terms the value of the combined entity after the merger is
greater than otherwise (without merger).

Table 7: Value Addition to Abbott India from the Business Transfer

Gains from synergy (’00)  1637,72,971.75  
Most that bidder firm can bid for target (’00)   9567,88,329.60  
% Premium over the market price  20.65% 

On computation of the additional benefit in terms of value addition that Abbott India is deriving
from the business transfer of Piramal HealthCare is expected to be approximately INR 1700 crores and
the most that Abbott India should have paid to Piramal Healthcare was approximately 9600 crores at a
premium of 20% (Table 7).If one is to consider the premium on the market price that Piramal Healthcare
has demandedone would get a valuation of approximately 12,000 crores, but it paid approximately
15000 crores to acquire the business, this was majorly attributed to the fact that Abbott India wanted
to increase its presence in the Indian Market and was competing with Global giants like GSK and
Pfizer for the acquisition of Piramal Healthcare.

Further the deal was an all-cash transaction, since the transaction was a domestic transaction
with both the acquirer and the target based in India, it was difficult to obtain leverage for the purpose
of acquisition of shares. Indian banks are prohibited by the Reserve Bank of Indiafrom lending for the
purpose of acquiring shares of an Indian company.Further, availing of foreign debt may have been
prohibitively expensive for Abbott Healthcare. Section 14A of the Income Tax Act, 1961 states that no
deduction shall be allowed for expenditure incurred in relation to earning tax-exempt income.

Table 8:Analysis of the Deal in Terms of EPS, Ownership and P/E Ratio

Deal Analysis 
Combo EPS Calculation Year 1 Expected Year 2 Expected 

Combo EPS         148.43      123.63  
Buyer EPS           56.60        68.10  

Combo DSO 136827561.2 
Abbott India DSO 21128815.08 

EPS Accretion/(Dilution) 162.25% 81.55% 
% Abbott India Ownership         100% 

Buyer P/E 19.36 16.09 
Acquisition P/E 4.09 4.91 
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EPS Accretion/ (Dilution) shows the extent to which EPS will increase or decrease as a result
of the deal. This is purely earnings focused and often ignores the cost of issuing equity if the company
does incur any such costs. One can see from Table 8 that there is EPS accretion resulting from the
additional earnings of the company from the formulation business (when the issued and subscribed
capital has remained the same).

Percentage Abbott India Ownership shows the extent to which the buyer shareholders are
giving away their ownership in the business to pay for the deal. This shows the percentage ownership
in the post-deal world. Given that Abbott India had not issued shares for the deal and instead gone for
the cash payment made its ownership remain at 100%, if it had issued share to the shareholders of
Piramal Healthcare, the exchange ratio would approximately be 0.55 and would have diluted the firms
ownership to 16.45%, which might have been the reason as to why the deal was structured as a
business transfer rather than a merger as Abbott India would then not have a controlling interest in the
organization.

Relative P/E Analysis compares the buyer's P/E and the acquisition P/E to have an understanding
of the deal. The acquisition P/E gives an indication of the implied return on the equity from this
investment. It compares the price being paid with the earnings being bought. The inverse of P/E is the
return on the investment. This return is to be compared with the cost of equity to establish whether it
is sufficient or not. This can be easily observed by looking at the relative P/E of the buyer and the
acquisition. If the buyer P/E is lower than the acquisition P/E than the cost of raising buyer equity is
higher than the return expected from the target equity being purchased. The buyer P/E needs to be
higher than the acquisition P/E in order for the deal to be accretive. In case of this deal one sees that the
Buyer's P/E post-merger for both the years is above the acquisition P/E, this was also evident from the
EPS accretion that was happening and the positive synergies (in terms of profits) that were there.

5.0 Conclusion
This is an expensive deal as shown in the analyses part if one is to consider the premium on the

market price that Piramal Healthcare has demanded one would get a valuation of approximately 12,000
crores, but it paid approximately 15000 crores to acquire the business, this was majorly attributed to
the fact that Abbott India wanted to increase its presence in the Indian Market and was competing with
Global giants like GSK and Pfizer for the acquisition of Piramal Healthcare. There is EPS accretion
resulting from the additional earnings of the company from the formulation business. Piramal would
have a positive impact on the earnings, and the company can take operational benefits of Piramal to
continue enjoying this benefit. In case of this deal the Buyer's P/E post-merger for both the years is
above the acquisition P/E, this was also evident from the EPS accretion that was happening and the
positive synergies (in terms of profits) that were there. Overall this deal is satisfactorily deal in financial
terms in terms of ownership control.
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Abstract
Doing merger analysis can be a daunting task with endless amounts of work involved in

building the model and crunching the numbers. The objective of this paper is to understand the
financial performance of the Merger of Abbott India - Piramal Health Care deal. The objective
is to look at the consequential analysis of the merger through EPS accretion/dilution, Synergies
to break-even, Relative PE's and Ownership Dilution. To achieve the abovementioned objective
Back of the Envelope, model was considered to do the analysis. This is an expensive deal if one
considers the premium on the market price that Piramal Healthcare has demanded one would get
a valuation of approximately 12,000 crores, but it paid approximately 15000 crores to acquire
the business, this was majorly attributed to the fact that Abbott India wanted to increase its
presence in the Indian Market

Keywords: AMC, Fund size, Past Performance, Private and public  bank mutual funds,
Reputation of the fund manager, Type of fund and Objective of the fund.

Introduction
Mutual fund investors are termed as unit holders monitored by Asset management companies.

The investor's behaviour will change according to the market situation. In the present paper few
questions have been designed based on the proper interaction with the mutual fund experts. The
factors were identified and framed in the questionnaire. The brand equity is that which decides the
worth of particular product. Generally branding is considered more for physical products but the
evolving researcher's state that it is very important for services.

Fund manager is the key person in mutual fund investment. The past performance of management
signifies last five years returns which are compared with benchmarks like NSE, BSE. Past performance
consistently ensures the effective and efficient manner of management; the goals are designed according
to the investors so as to meet the desired results. Liquidity is conversion of cash whenever you need
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it which serves as major factor of mutual funds. Cash, savings account are some forms of liquid
assets which can be transformed easily into cash. The Risk involved in mutual funds in investing in
mutual fund can be risky depending on the type of fund you are investing, the famous quote "mutual
funds are subject to market risks" tells us about risk involved in mutual funds.

Review of Literature
Ippolito (2002) expressed that fund/scheme selection by investors is based on past performance

of the funds and money flows into winning funds more rapidly than they flow out of losing funds.

Sarkar and Majumdar (2005) evaluated financial performance of five close-ended growth funds
for the period February 2001 to August 2005, concluded that the performance was below average in
terms of alpha values (all negative and statistically not significant) and funds possessed high risk.

Jaydev (2006) evaluated performance of two schemes during the period, June 2002 to March
2004 in terms of returns of benchmark comparison, diversification, selectivity and market timing
skills. He concluded that the schemes failed to perform better than the market portfolio (ET's ordinary
share price index).

Gupta and Sehgal (2014) evaluated mutual fund performance over a four year period, 2004 to
2014. The sample consisted of 80 mutual fund schemes. They concluded that mutual fund industry
performed well during the period of study. The performance was evaluated in terms of benchmark
comparison, performance from one period to the next and their risk-return characteristics.

Objectives of the Study
1. To study the factors influencing to invest in schemes of public and private banks mutual funds.

2. To identify the variables preferred by the public and private banks mutual fund investors to
invest in mutual funds.

Hypothesis
Null Hypothesis - H0: The selected factors will not influence the investors of public and

private banks mutual funds to invest.

Null Hypothesis - H0: The investors will not prefer the selected variables to invest in mutual
fund,

The Sample Size: The sample data consists of 995 respondents from 10 metro cities of the
India. The questionnaire has been framed 9 questions with the interaction of asset management companies
fund manager help and few mutual funds experts relating the factors which may have influence on the
investors' behaviour to invest in mutual funds.
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The Tool for Data Collection: The data is collected through structured questionnaires. It is so
designed to collect all required information from investors of mutual funds. Based on their knowledge,
information source and investment decision factors related to their selection of a particular scheme fund.

Tools of Data Analysis: The data and information collected will be classified, tabulated and
processed and its findings presented in a systematic manner. Statistical tools as mean difference, "t"
test, wilks lambda, Discriminanat factor, KMO test, Factor analysis.

Data Analysis
1. To study the factors influencing to invest in schemes of public and private banks mutual

funds.

Impact of factors influencing to invest in mutual funds 
No. Factors Mean Score of the Investors 

  Public Banks Private Banks Pooled 
1 Public banks mutual 

fund schemes 
0.175 0.192 0.278* 

2 Private banks mutual 
fund schemes 

0.293 0.271 0.026* 

3 Fund size 0.037 0.163 0.017* 
4 Reputation of fund 

manager 
0.491 0.357 0.183* 

5 Schemes Portfolio 0.283 0.264 0.251* 
6 Liquidity Factors 0.188 0.153 0.489* 
7 Past performance 0.721 0.581 0.612* 
8 Current market 

Situations 
0.253 0.374 0.386 

9 Risk Involved 0.381 0.273 0.309* 
 Constant 0.274 1.528 1.163 
 R2 0.835 0.725 0.785 
 F- Statistics 4.692 3.711 6.885 

 *significant at five percent level, Source: Primary data.

 The influencing variables on investors investment decisions on mutual funds among the public
bank mutual funds investors signifies that past performance factor constitutes higher co-efficient
value 0.721 compared with other factors, which is similar among the private banks mutual funds
investors with past performance factor with a unit increase of 0.581 respectively. Among all the public
banks mutual fund investors and private banks mutual funds investors of 10 metro cities of the
country factors such as public bank mutual fund schemes, private bank mutual fund schemes, reputation
of manager, schemes portfolio, liquidity factors, past performance and risk involved among which
0.612, 0.489 and 0.386 are the highest co-efficient values as their respective regression co-efficient is
significant at five percent level.
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The analysis of pooled data reveals that the regression coefficient is to a greater extent by public
banks mutual funds investors with resulted regression 0.835 units and which is very low in private
banks mutual fund investor segment with 0.725 units respectively. And also, it depicts that important
influencing variables for the investment decisions of 10 metro cities of the country investors on mutual
funds are public bank mutual fund, type of funds, reputation of fund manager, schemes portfolio,
liquidity factors, past performance, and risk involved since their regression co-efficient are significant
at five percent level.

2. To identify the variables preferred by the public and private banks mutual fund investors
to invest in mutual funds.

The investor investment decision on mutual fund lays upon many factors. In spite of the existing
9 factors few more factors are included for further analysis. The variables considered for the study
are past performance of funds, disclosure of NAV, public banks mutual fund schemes, reputation of
fund manager, dividend history, prompt delivery of documents, grievance and redressal machinery,
schemes portfolio, redemption facilities, good customer dealing, prompt settlement, fringe benefits,
and frequent communication. The investors belonging to 10 metro cities of the country are advised to
rank the above variable at likelihood five-point scale.  The mean difference is calculated with mean
scores of public banks mutual fund investors and private banks mutual fund schemes investors and t-
statistics is examined.

Variables considered for the Study

 
No. 

 
Factors 

Means Score of the Investors Mean 
Difference 

T- 
Statistics

Wilks 
Lambda Public Banks Private banks 

1 Past performance of funds 3.482 3.152 0.33 2.648 0.361 
2 Disclosure of NAV 3.715 3.819 -0.104 -2.846 0.274 
3 Reputation or Brand name 4.614 4.386 0.228 3.795 0.187 
4 Reputation of Fund Manager 3.788 3.918 -0.13 -2.795 0.285 
5 Rating by rating agency 2.619 3.661 -1.042 -2.615 0.472 
6 Dividend History 3.896 3.905 -0.009 -4.538 0.277 
7 Prompt delivery of documents 2.115 2.658 -0.543 -3.862 0.164 
8 Grievance & redressal Machinery 3.714 4.527 -0.813 -2.649 0.482 
9 Scheme’s portfolio 3.596 4.371 -0.775 -3.472 0.471 
10 Redemption facilities 3.378 3.714 -0.336 -3.638 0.285 
11 Good customer dealing 3.124 3.618 -0.494 -4.528 0.174 
12 Prompt settlement 2.105 2.649 -0.544 -3.618 0.025 
13 Fringe benefits 3.614 3.774 -0.16 -2.946 0.358 
14 Frequent Communication 3.558 3.968 -0.41 -3.582 0.152 

 
Exploratory factor analysis (EFA)
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The Kaiser-Meyer-Olkin (KMO) measure verified the sampling adequacy for analysis. The
KMO calculated is found to be 0.784. This indicates that the sample is "meritorious" for factor analysis.
The correlations between the items were sufficient for factor analysis. Both these results indicate the
validity of data for EFA. The factors influencing investors investment decisions in mutual funds is
extracted from principal component analysis of preferred mutual funds with factor analysis and rotated
component matrix as shown in the below table

No Variables 1 2 3 4 
1 Past performance of funds 0.7841    
2 Scheme’s portfolio 0.7258    
3 Reputation of Fund Manager 0.6235    
4 Reputation or Brand name  0.8518   
5 Rating by rating agency  0.7824   
6 Grievance & Redressal Machinery  0.6853   
7 Disclosure of NAV  0.5814   
8 Dividend History   0.8113  
9 Prompt delivery off documents   0.8161  

10 Good customer dealing   0.7636  
11 Redemption facilities   0.5838  
12 Frequent Communication    0.7713 
13 Prompt settlement    0.6637 
14 Fringe benefits    0.5633 
 Eigen values 5.2859 4.0163 3.8615 3.1693 
 Percent of variance Explained 28.5152 17.2935 12.8153 6.2835 

Extraction Method: Principal component analysis 
 
The above table reflects the principal component analysis of preferred public and private banks

mutual funds with 14 variables, among which the four loading factors namely past performance of
funds, Reputation or Brand name, Dividend History, and Frequent Communication are seemed to be
highly affecting to 10 metro cities investors.

Variables considered for selecting the mutual fund

 
No. 

 
Factors 

 
No. of 

Variables 

 
Reliability 
Coefficient 

 
Eigen 
Value 

Percent of 
variables 

Considered 

Cumulative 
Percentage of 

variables 
considered 

1 Service Quality 3 0.8417 5.2859 28.5152 28.5152 
2 Portfolio 4 0.7851 4.0163 17.2935 45.8087 
3 Performance 4 0.7185 3.8615 12.8153 58.624 
4 Reputation 3 0.8182 3.1693 6.2835 64.9075 
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The important factors effecting the investors' decision for selecting mutual funds for investment
are service quality, portfolio, performance, reputation considering their eigen values 5.2859, 4.0163,
3.8615, and 3.1693 respectively. Service quality factor consists of 3 variables with percent of variation
28.5152 followed by portfolio, performance and reputation factors with 17.2935, 12.8153 and 6.2835
% respectively.

Discriminant Factors among the investors
The discriminant factors considered among the 10 districts of Telangana state investors are

service quality, portfolio, performance and reputation analyzed in order to find the most important
discriminant factors among the group of investors mean scores, mean differences, t-statistics and
strength of association wilks lambda. The following table is resulting analysis.

No. Factors Mean Score Among Investors Mean 
Difference 

T- 
Statistical 

Wilks 
Lambda Public Banks 

Investor 
Private Banks 

Investor 
1 Service Quality 3.6914 3.9715 -0.2801 -2.681* 0.178 
2 Portfolio 3.5189 3.8836 -0.3647 -2.496* 0.249 
3 Performance 3.8914 4.2845 -0.3931 -2.104* 0.268 
4 Reputation 3.2847 3.6913 -0.4066 -2.581* 0.116 
 

The significant mean difference is found in all the factors service quality, portfolio, performance,
and reputation among all the public banks mutual funds investors and private banks mutual funds
investors as their respective t-statistics are significant at five percent level. The higher mean difference
is noticed at reputation factor with -0.4066 and the highest discriminant power is identified in case of
performance factor since their respective wilks lambda is 0.268 respectively.

Findings of the Study
1. The study observed that the factors influencing the mutual fund investments in metro cities

investors, the significance difference among the public banks investors and private banks investors
mean score are identified in the case of Liquidity factors (1.253), Reputation of the fund manager
(0.345) and past performance (-0.374).

2. The Discriminant factor has been applied to identify the most important discriminant factors
among the two groups of investors, the higher discriminant power has been identified among
the factors are past performance (31.52), Liquidity factor (24.61) and brand equity (14.15).

3. The study of pooled data result reveals that the important factors which are influencing are past
performance (0.612), liquidity factors (0.489), and current market situation (0.386). Thus it
states that the public and private banks mutual fund investors decision making is getting influenced
by highly by the past performance.
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4. The study found that the preferred mutual fund among the metro cities investors means score
result reveals that among the public sector banks mutual funds investors Sector specific scheme
is having the high mean value (4.624) and among the private banks mutual funds investors Gold
ETF has been give high priority (4.825) comparing with other types of mutual fund schemes.

5. The factor analysis has been applied and principle component method had extracted high load
factors among the variables which were considered by the both banks mutual fund investors.
The 3 load factors from service quality, 4 load factors from schemes portfolio, 4 load factors
from funds past performance and 3 load factors from reputation of the fund has been extracted.

6. The mean score has been calculated on the extracted variables from service quality, portfolio,
performance and reputation among the small and large investors. The analysis result reveals
that the mean difference is found to be high for the factor Reputation of the fund (-0.4066),
performance (-0.3931), portfolio (-0.3647) and least difference has been observed for the
service quality (-0.2801).

Conclusion of the Study
The study concludes the titled on 'Behavioural Factors Influence on Investment Decision in

Mutual Funds - Evidence in Public and Private banks Mutual Funds investors' has been analysed based
on the primary data collected from the ten districts investors. The main focus of the paper is to explore
the factors which having the high influence on the investors' decision making and the variables which
were considered by the investors of public and private banks mutual funds investors. The study result
reveals that the past performance is playing the vital role in influencing the investors' decision making.
The reputation of the fund manager, portfolio (fund objective) and service quality are the main variables
which were preferred by the investors. Hence there is a need to do further research in this area by
considering the perception of the investor and secondary market influence on the decision making, so
that the public and private banks mutual fund investor will get the proper product from the asset
management company which suits them.
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Financial Information(‘000) 2010 
Revenues in current year  279,87,200 
Operating Expenses  207,25,200 
Operating Expenses as % of Revenues  74.05% 
Tax Rate on income 30.00% 
Interest Expenses  5,63,300 
Current Depreciation  9,22,200 
Current Capital Spending  16,87,700 
Total Current Assets 146,44,800 
Total Current liabilities 51,51,400 
Working Capital 95,81,680 
Working Capital as % of Revenue  34.236% 
Projections of growth in earnings 

 Expected growth rate - next 5 years  22.00% 
Expected growth rate - after 5 years  9.00% 

Certain assumptions are taken in the computation regarding the growth rate of the company in
the long run, which has been either taken as the expected industry growth or the expected GDP
growth rate of India. The beta of Abbott India is taken as 0.66 and for Piramal it is taken as 0.54. For
combined entity the beta is taken as 0.54. The required rate of growth for Abbott India is taken as
10.02% and for Piramal it is take as 9.36. For the combined entity required rate of growth is taken as
9.36%. (Table 4)

Based on the financials of the companies, the projected free cash flow for both the firms for the
next five years is calculated. The growth rate for the firms was taken from the annual report. For
Abbott India the growth rate was close to 15% as the company expected to double its operations in the
next 5 years commencing from 2011, while the growth rate for Piramal Healthcare was taken fromits
report, wherein they expected the business to grow by 22% in the coming years. The growth rate for
the companies after the 5 years is taken as 9%, which was the expected industry growth rate in 2015
for computation of the terminal value (Table 5).
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Table 4:  Projected Free Cash Flow

Particulars(’00) Abbott India 
(A) 

Piramal  
(B) 

A+B: No 
synergy A+B (Synergy) 

Free Cash flow to Equity 3,95,784.43 14,95,746.07 18,91,530.49 18,91,530.49 

Growth rate  first 5 years 15% 22% 17.21% 20.21% 
Growth rate after 5  years 9% 9% 9.00% 9.00% 
Beta 0.66 0.54 0.54 0.54 
Req. rate of return 10.02% 9.36% 9.36% 9.36% 
Risk-free Rate 6.39% 

Table 5: FCF and Terminal Value

YEAR FCF (A)* Term Val (A)* FCF (B)** Term. Val (B)** 
1 4,54,636.92   18,24,810.20    
2 5,22,240.68    22,26,268.44    
3 5,99,897.01     27,16,047.50    
4 6,89,100.71      33,13,577.95    
5 7,91,568.86   845,89,220.97     40,42,565.10    12239,98,877.95  

PV   547,32,050.82      7930,15,357.85  
(All Values in '00)
*Abbott India (A)
**Piramal (B)

Table 6: FCF for Combined Entity

 

YEAR FCF (A+B)* TV (A+B*) FCF (A+B:S)** TV (A+B:S)** 

1     22,79,447.12    23,64,413.12    
2     27,48,509.13    29,55,516.40    

3     33,15,944.52     36,94,395.50    
4     40,02,678.67     46,17,994.37    

5     48,34,133.96      13085,88,098.92  57,72,492.96  1562804102 

PV       8477,48,637.13    10115,21,608.88  

(All Values in '00)
*Abbott India and Piramal sum of the two companies without merger (A+B)
**Abbott India and Piramal is combined entity after merger (A+B:S)
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Table 5 calculates the FCF for companyAbbott India (A) Piramal (B) and the present value of
the firms individually. Table 6 calculates the FCF and present value of the combined firm (summation
of the FCF of two firms and the present value without merger) and present value of the combined
entity after the merger.  In present value terms the value of the combined entity after the merger is
greater than otherwise (without merger).

Table 7: Value Addition to Abbott India from the Business Transfer

Gains from synergy (’00)  1637,72,971.75  
Most that bidder firm can bid for target (’00)   9567,88,329.60  
% Premium over the market price  20.65% 

On computation of the additional benefit in terms of value addition that Abbott India is deriving
from the business transfer of Piramal HealthCare is expected to be approximately INR 1700 crores and
the most that Abbott India should have paid to Piramal Healthcare was approximately 9600 crores at a
premium of 20% (Table 7).If one is to consider the premium on the market price that Piramal Healthcare
has demandedone would get a valuation of approximately 12,000 crores, but it paid approximately
15000 crores to acquire the business, this was majorly attributed to the fact that Abbott India wanted
to increase its presence in the Indian Market and was competing with Global giants like GSK and
Pfizer for the acquisition of Piramal Healthcare.

Further the deal was an all-cash transaction, since the transaction was a domestic transaction
with both the acquirer and the target based in India, it was difficult to obtain leverage for the purpose
of acquisition of shares. Indian banks are prohibited by the Reserve Bank of Indiafrom lending for the
purpose of acquiring shares of an Indian company.Further, availing of foreign debt may have been
prohibitively expensive for Abbott Healthcare. Section 14A of the Income Tax Act, 1961 states that no
deduction shall be allowed for expenditure incurred in relation to earning tax-exempt income.

Table 8:Analysis of the Deal in Terms of EPS, Ownership and P/E Ratio

Deal Analysis 
Combo EPS Calculation Year 1 Expected Year 2 Expected 

Combo EPS         148.43      123.63  
Buyer EPS           56.60        68.10  

Combo DSO 136827561.2 
Abbott India DSO 21128815.08 

EPS Accretion/(Dilution) 162.25% 81.55% 
% Abbott India Ownership         100% 

Buyer P/E 19.36 16.09 
Acquisition P/E 4.09 4.91 
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EPS Accretion/ (Dilution) shows the extent to which EPS will increase or decrease as a result
of the deal. This is purely earnings focused and often ignores the cost of issuing equity if the company
does incur any such costs. One can see from Table 8 that there is EPS accretion resulting from the
additional earnings of the company from the formulation business (when the issued and subscribed
capital has remained the same).

Percentage Abbott India Ownership shows the extent to which the buyer shareholders are
giving away their ownership in the business to pay for the deal. This shows the percentage ownership
in the post-deal world. Given that Abbott India had not issued shares for the deal and instead gone for
the cash payment made its ownership remain at 100%, if it had issued share to the shareholders of
Piramal Healthcare, the exchange ratio would approximately be 0.55 and would have diluted the firms
ownership to 16.45%, which might have been the reason as to why the deal was structured as a
business transfer rather than a merger as Abbott India would then not have a controlling interest in the
organization.

Relative P/E Analysis compares the buyer's P/E and the acquisition P/E to have an understanding
of the deal. The acquisition P/E gives an indication of the implied return on the equity from this
investment. It compares the price being paid with the earnings being bought. The inverse of P/E is the
return on the investment. This return is to be compared with the cost of equity to establish whether it
is sufficient or not. This can be easily observed by looking at the relative P/E of the buyer and the
acquisition. If the buyer P/E is lower than the acquisition P/E than the cost of raising buyer equity is
higher than the return expected from the target equity being purchased. The buyer P/E needs to be
higher than the acquisition P/E in order for the deal to be accretive. In case of this deal one sees that the
Buyer's P/E post-merger for both the years is above the acquisition P/E, this was also evident from the
EPS accretion that was happening and the positive synergies (in terms of profits) that were there.

5.0 Conclusion
This is an expensive deal as shown in the analyses part if one is to consider the premium on the

market price that Piramal Healthcare has demanded one would get a valuation of approximately 12,000
crores, but it paid approximately 15000 crores to acquire the business, this was majorly attributed to
the fact that Abbott India wanted to increase its presence in the Indian Market and was competing with
Global giants like GSK and Pfizer for the acquisition of Piramal Healthcare. There is EPS accretion
resulting from the additional earnings of the company from the formulation business. Piramal would
have a positive impact on the earnings, and the company can take operational benefits of Piramal to
continue enjoying this benefit. In case of this deal the Buyer's P/E post-merger for both the years is
above the acquisition P/E, this was also evident from the EPS accretion that was happening and the
positive synergies (in terms of profits) that were there. Overall this deal is satisfactorily deal in financial
terms in terms of ownership control.



Vol.6, No.2, April-June 2017

73

References
1. "2015 health care outlook Southeast Asia"- A Deloitte Report (Retrieved From https://

www2.deloitte.com/content/dam/Deloitte/global/Documents/Life-Sciences-Health-Care/gx-lshc-2015-
health-care-outlook-se-asia.pdf )

2. Altunba?, Y., & Marqués, D. (2008). Mergers and acquisitions and bank performance in Europe: The
role of strategic similarities. Journal of Economics and Business, 60(3), 204-222.

3. Andrade, G., & Stafford, E. (2004). Investigating the economic role of mergers. Journal of Corporate
Finance, 10(1), 1-36.

4. Andrade, G., Mitchell, M. L., & Stafford, E. (2001). New evidence and perspectives on mergers. The
Journal of Economic Perspectives, 15(2), 103-120.

5. Ashton, J., & Pham, K. (2007). Efficiency and price effects of horizontal bank mergers. Centre for
Competition Policy Working Paper, University of East Anglia, (07-9).

6. Avkiran, N. K. (1999). The evidence on efficiency gains: The role of mergers and the benefits to the
public. Journal of banking & finance, 23(7), 991-1013.

7. Balance, A. J., Reid, S., & Saal, D. (2004). Investigation into evidence for economies of scale in the
water and sewerage industry in England and Wales.

8. Broder, D. F. (2005). A guide to US antitrust law. Sweet & Maxwell (From p. 31)
9. Chatterjee, S. (1986). Types of synergy and economic value: The impact of acquisitions on merging

and rival firms. Strategic management journal, 7(2), 119-139.
10. Cosh, A., & Hughes, A. (1995). Failures, acquisitions and post merger success: the comparative

financial characteristics of large and small companies. Centre for Business Research Working Papers.
11. Engberg, J., Wholey, D., Feldman, R., & Christianson, J. B. (2004). The effect of mergers on firms' costs:

evidence from the HMO industry. The Quarterly Review of Economics and Finance, 44(4), 574-600.
12. Focarelli, D., Panetta, F., & Salleo, C. (2002). Why do banks merge?. Journal of Money, Credit, and

Banking, 34(4), 1047-1066.
13. Huck, S., Konrad, K. A., & Müller, W. (2004). Profitable horizontal mergers without cost advantages:

The role of internal organization, information and market structure. Economica, 71(284), 575-587.
14. Ikeda, K., & Doi, N. (1983). The performances of merging firms in Japanese manufacturing industry:

1964-75. The Journal of Industrial Economics, 257-266.
15. Koetter, Michael, Evaluating the German Bank Merger Wave (March 2005). Tjalling C. Koopmanns

Discussion Paper No. 05-16. Available at SSRN: https://ssrn.com/abstract=726408 or http://dx.doi.org/
10.2139/ssrn.726408

16. Kwoka, J. E., & Pollitt, M. G. (2007). Industry restructuring, mergers, and efficiency: evidence from
electric power. Electricity Policy Research Group, University of Cambridge.

17. Lichtenberg, F. R., & Kim, M. (1989). The effects of mergers on prices, costs, and capacity utilization
in the US air transportation industry, 1970-84 (No. w3197). National Bureau of Economic Research.

18. Martynova, M., & Renneboog, L. (2008). A century of corporate takeovers: What have we learned and
where do we stand?. Journal of Banking & Finance, 32(10), 2148-2177.



SUMEDHA  Journal of Management

74

19. Matthews, R. G. (2007). Why Firms Are Returning to Their Roots. Wall Street Journal - Eastern, 250(95).
20. Moore, M., & Farmer, Rob (2012). Merger Modeling and Analysis: Midnight Manual.  Adkins Matchett

and Toy, London, United Kingdom.
21. Pepall, L., Richards, D., & Norman, G. (2008). Industrial organization. Contempory Theory and Empirical

Applications, 4, 358-401.
22. Ratcliffe, C., & Dimovski, W. (2012). REIT mergers and acquisitions: a meta-analysis. Journal of Property

Investment & Finance, 30(3), 241-256.



Vol.6, No.2, April-June 2017

75

Abstract
In thisstudy, researcher attempted to identify homogenous clusters within the financial

literacy construct which was measured by using two items namely basic financial literacy score
and sophisticated financial literacy score. Further, researcher attempted to study the association
of the Demographic and selected Investor profile factors withfinancial literacyclusters usingchi
square tests. By using the correspondence analysis/crosstabs, researcher tried to gain further
insight in to theassociation. Finally by using the canonical correlation, the extent of influence of
the Demographic and selected investor profile variables on the financial literacy cluster was
studied. The research design adopted in this study was the descriptive research design. By using
the Multi stage random sampling technique, the primary data for this study was collected from
470 respondents (investors) in the State of Tamilnadu, India. The outcome of this study confirmed
that there exists significant association between all the Demographic and Investor profile variables
with the financial literacy cluster except the type of family and occupation. Also the results
further brought to light that the variables such as gender, age, religion, community, current grade
and monthly income exert significantly strong influence on the financial literacy cluster.

Keywords: Financial literacy, Demographics, Investor perception, Investor profile

Introduction and Literature Review
In the current scenario in financial markets, it has become increasingly necessary for consumers/

investors to be more knowledgeable and competent enough in effectively managing their finances.
This is due to the fact that the changes in financial markets have resulted in the availability of a wide
array of financial products and services, which in turn made taking financial decisions very complicated
and multifaceted. Easy access to finance and credit cards deregulation of financial markets, and
technological improvements have left many consumers with a confusing array of investing opportunities
and right decisions to be made.

* Research Scholar (Full-Time), Department of Management Studies, Pondicherry University, Kalapet, Puducherry.
Email id: vrkumar78@rediffmail.com

** Associate Professor, Departmentof Management Studies, Pondicherry University, Kalapet, Puducherry.
Email id: kasimeena@gmail.com

Does the Demographics and Selected Investor Profile Factors
Influence Financial Literacy? - An Investor Perception Study

– V. Rajesh Kumar*
– Dr.R.Kasilingam**



SUMEDHA  Journal of Management

76

From the literature it is evident that there exists a strong relationship between financial literacy
and welfare of household. Studies indicate that households with less financial knowledge or literacy,
fail to plan for their retirement (Lusardi, Mitchell, 2007a), receive lower asset levels (Lusardi, Mitchell,
2007a), and generally borrow at higher interest rates (Stango, Zinman, 2006). These results have
kindled policy makers / government in both, developed and developing nations to increase efforts in
imparting financial education, so they can increase household saving and participation in financial
markets which in turn improves well-being and reduces the poverty ultimately. Improving financial
literacy and capability promotes better financial decision- making, thereby enabling better planning and
management of life events such as education, illness, housing purchase, or retirement etc

At the macroeconomic level, individual saving helps the nation as a whole. It has a positive
effect on the economy because funds that are placed in financial assets are then directed through
financial intermediaries to fund investments by the corporates. Further, investments by the corporates
will benefit the nation through higher productivity and economic growth. Furthermore, high savings
can also support countries during economic downturns and financial crisis.

One of the best ways to increase country saving is by encouraging individuals to increase
personal saving. One of the best means to achieve this by implementing financial educational programmes
to increase individuals' financial literacy, which enables them to make financial plans for the future,
and choose the most appropriate financial instrument that will help them achieve their financial goals.

Many authors and institutions provided varied definitions of financial literacy, but their inherent
meanings are similar. In simple terms, financial literacy means understanding the value of money and
how to optimize the benefits of money utilization. The Organization for Economic Co-operation and
Development (OECD) and US Financial Literacy and Education Commission of 2007 defined financial
literacy as the ability and awareness to use knowledge and skills to manage financial resources to
achieve maximum financial well-being.

There are many existing theories related to financial literacy and they are Social learning theory
and the theory of consumer socialization Social learning theory states that people learn from observing
the behaviour and actions of others (Bandura and Walters 1977). The consumer socialization theory
argues that children learn the consumption-related knowledge and skills required to live comfortably in
society from parents, schools, mass media, and peers (Ward 1974; Moschis and Churchill 1978)

There are many determinants of financial literacy of an individual customer/ investor namely
demographic, socio-economic, and psychological factors. This has been discussed in detail in the
literature as follows.

A study by Lusardi, Mitchell (2007a), show that people with a low level of education, females,
demonstrate low levels of financial literacy, which subsequently affect financial decision-making.
Further the results of the study found that these groups of respondents fail to plan for their retirement,
have less participation in the equity market, and exhibit poor borrowing behaviour, possibly due to lack
of knowledge in basic financial concepts.
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Some demographic variables namely income, occupation and gender have a significant positive
relationship with the financial knowledge. Clercq and Venter (2009) discussed effective factors of
financial literacy of undergraduate students specializing in accounting in South Africa and the outcome
of the study indicated that factors such as gender, age, language, race and income affected the level of
student' financial literacy.

Lusardi and et al. (2010) conducted a survey with 7417 young American peoples and the results
revealed  that social factors, family factors, family financial status, college-educated parents influence
their financial literacy . People who are older and had educated parents had higher levels of financial
literacy.. Chen and Volpe (1998) in his study on personal financial literacy among the students found
that the level of financial literacy changes in the positive direction based on the university system
groups, education and years of experience. Also it revealed that men had higher levels of financial
literacy than the women.

Many researchers found that woman generally has less knowledge about finance compared to
man (Chen & Volpe, 2002; Goldsmith & Goldsmith, 2006; Eckel& Grossman, 2002). Studies revealed
that women are claimed to have low financial literacy, have less knowledge on financial management
compared to men, less likely to seek out financial education, and have less confidence about money
management (Goldsmith & Goldsmith, 2006; Lusardi & Mitchell, 2008)

A study by Chiteji and Stafford (1999), Li (2011) found significant positive influence of education.
Also this study revealed that mother's education, family financial situation and sophistication had a
significant positive influence on financial literacy.

(Meimouneh, Moeinadin, & Nayebzadeh, 2014) in their study revealed that age, gender,
marital status, employment status, education level and financial independence has an impact on financial
literacy of students. They further stated that male students, married students, employed students and
financial independent students have higher financial literacy. Also they stated that age and educational
level has positive relationship with the financial literacy of students.

The research work by (Bujan.I, Cerovic.LJ, & Samarzija.N, 2016) revealed that age, gender
and income levels  influence financial literacy, whereas level of education, field of education and
marital status doesn't influence financial literacy.

Though much research work has been undertaken in the developed world to study the association
of the demographic factors such as gender, age, qualification, occupation and income etc., with that
of financial literacy, there exist a dearth of such studies in the developing as well as a diversified
country like India. This has led the researcher to undertake this study in the State of Tamilnadu, India.
Also the research studies in this aspect were undertaken only with the above stated five major demographic
factors. Hence in this study   researcher attempted to study the association cum influence of  other
demographic/investor profile variables such as marital status, current grade in employment, community,
religion ,type of family, experience, number of earning members in family, investment experience and
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amount spent for recreation/entertainment with/on  financial literacy apart from gender, age, qualification,
occupation and income.

Objective
1. To ascertain the homogenous clusters/groups within the financial literacy construct measured

with two items namely basic financial literacy score and sophisticated financial literacy score.

2. To determine the association of demographic and selected investor profile factors with the
financial literacycluster.

3. To study the extent of influence of demographic and selected investor profile factors on
thefinancial literacycluster

Research Methodology
The descriptive research design followed in this study. The equity investors domiciled in the

State of Tamilnadu, India were considered as the population for this study. By adoptingMulti stage
random sampling method, a sample of 500 respondents were randomly selected. In the first stage of
sampling procedure, three cities namely Chennai, Coimbatore and Trichy were randomly selected and
from the selected cities, list of share broking firms were collated. From the collated list of share
broking firms, 5 firms operating in all the selected three cities were randomly selected. The data was
collected using a pretested and validated structured questionnaire. Around 500 questionnaires were
distributed to the randomly selected customers (investors) of the selected broking firms. Out of the
500 distributed questionnaires, 482 were received back from the respondents. Among the 482
questionnaires received, 12 questionnaires were found to be incomplete. Finally, 470 questionnaires
were considered for the further analysis. The minimum sample size required for this study is only 430,
which was calculated using the below formula based on the pilot study data collected from the randomly
selected 30 respondents.

Further the reliability and validity of the questionnaire were also checked using the pilot
study data before proceeding with the main study. For the purpose of data analysis the following
statistical tools such as Cluster analysis, Chi Square tests, Correspondence analysis/Crosstabs and
Canonical Correlation were used. The entire data analysis for this study was done with the help of IBM
SPSS v20 package.



Vol.6, No.2, April-June 2017

79

Analysis
To understand how the investors' score with respect to their financial literacy, two aspects of

financial literacy namely basic financial literacy and sophisticated financial literacy was measured. The
data for this study was collected from 470 respondents (investors).The basic financial literacy was
measured with 5 items(questions) and the sophisticated financial literacy was measured with 11 items
(questions).For the questions with correct answer "1" was assigned and for the wrong answer "0" was
assigned. The summated score of basic and sophisticated financial literacy was taken for the purpose of
further analysis. The table 1 depicts the minimum and maximum value, mean value and standard deviationof
the summated basic financial literacy score and summated sophisticated financial literacy.

Table 1: Summated basic and sophisticated financial literacy score of investors

Items Total no of 
Responses Minimum Maximum Mean Std.  

Deviation 

Summated Basic 
Financial literacy Score 470 3 5 4.44 0.656 

Summated 
Sophisticated Financial 
literacy Score 

470 3 11 7.83 2.096 

 From the Table 1, it can be inferred that the minimum and maximum value of the summated
basic financial literacy score is 3 and 5 respectively and the mean value is 4.44, which implies that the
respondents possess high basic financial literacy. However in case of sophisticated financial literacy,
the minimum and maximum score is 3 and 11 and the mean value is 7.83 which imply that the
respondents possess adequate sophisticated financial literacy. With respect to thestandard deviation,
summated basic financial literacy score has SD value of 0.656 and the summated sophisticated financial
literacy has SD value of 2.096.This implies that the variations in the sophisticated financial literacy
score very high when compared to the basic financial literacy score.

In order to identify homogenous clusters or groups within the financial literacy construct,
wherein summated basic financial literacy score and summated sophisticated financial score was
considered as items,K-Means cluster analysis was performed. The outcome of the analysis is shown
in the Table 2.

Table 2: Final Clusters and ANOVA

Statements 
Cluster     

1 2 3 F Sig 
Summated Basic Financial li teracy Score 4 5 3 220.828 .000 
Summated Sophisticated Financial literacy Score 7 10 4 1440.622 .000 
No. of cases in each cluster 263 166 41   
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Table 2 depicts the grouping of respondents (investors) based on their financial literacy
scores in to three distinct groups/clusters using the K-Means cluster analysis. The cluster no 1 with
263 cases grouped under it, with mean value for basic financial literacy as 4 and for sophisticated
financial literacy as 7 was termed as Adequate financial literacy cluster, whereas the cluster no 2 with
166 cases grouped under it, with mean value for basic financial literacy as 5 and for sophisticated
financial literacy as 10 was termed as high financial literacycluster and finally the cluster no 3 with 41
cases grouped under it, withmean value for basic financial literacy as 3 and for sophisticated financial
literacy as 4 was termed as Low financial literacy cluster. As the significant value of both the items are
0.000, which indicates that both the items have significantly contributed for grouping of investors in to
three clusters based on their financial literacy scores. Out of the twoitems, summated sophisticated
financial literacy score has high F statistics value of 1440.622, which indicates that it has contributed
more for grouping of respondents in to three clusters, when compared to the basic financial literacy
score which has comparatively low F statistics value of 220.828.

In order to ascertain the association of the demographic & investor profile variables with the
financial literacy clusters,Chisquare tests was performed. The test results are displayed in Table 3.

Table 3: Association between the Demographic & Investor profile variables with the Financial literacy cluster

S.No Demographic /Investor 
profile variables 

 Chi Square 
value df Sig.value Significant/ Not 

Significant 

1 Gender 86.201a 2 0 Significant 
2 Age 226.804a 8 0 Significant 
3 Qualification 24.610a 6 0 Significant 
4 Marital Status 47.656a 2 0 Significant 
5 Type of Family 1.073a 2 0.585 Not Significant 
6 Dependents 83.483a 8 0 Significant 
7 Religion 36.483a 4 0 Significant 
8 Community 61.715a 4 0 Significant 
9 Occupation 8.047a 6 0.235 Not Significant 

10 Current Grade 163.948a 6 0 Significant 
11 Experience 246.225a 8 0 Significant 
12 Monthly Income 253.233a 8 0 Significant 
13 Number of Earning members 61.427a 4 0 Significant 

14 Amount spent every month 
for Recreation/Entertainment 118.689a 6 0 Significant 

15 Investment Experience 200.742a 8 0 Significant 
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Table 3 depicts the results of the Chi square test performed to study the association of the
Demographic & Investor profile variables with the financial literacy clusters. As the significant value
(p value) for all the listed variables are < 0.05, except the type of family and occupation, we can
conclude that there exists significant association between gender, age, qualification, marital status,
number of dependents, religion, community, current grade, experience, monthly income, number of
earning members, amount spent every month for recreation/entertainment and investment experiencewith
the financial literacy cluster. Also, the variables like age, current grade, experience, monthly
income,amount spent every month for recreation/entertainment and Investment Experience have high
Chi square value which indicates that these variables exhibit stronger association with the financial
literacy cluster.

With an objective to gain further insight in to the association of demographic/investor profile
factors with the financial literacy clusters, cross tabs/ correspondence analysis were performed and
the results of the same were discussed in the following sections. The results of the cross tabs/
correspondence analysis were displayed from table 4 to table 7.

Table 4: Cross tabulation of Gender, Age, Marital Status, Qualification,Dependents, Religion&
Community with the financial literacy cluster

 

  

Financial literacy cluster 

Total 
Adequate 

financial literacy
High financial 

literacy 
Low financial 

literacy 
Gender         

Male 207(78.7%) 164(98.8%) 16(39%) 387(82.3%) 
Female 56(21.3%) 2(1.2%) 25(61%) 83(17.7%) 
Total 263 166 41 470 
Age     
<=25 28(10.6%) 0 0 28(6%) 
26-35 175(66.5%) 22(13.3%) 41(100%) 238(50.6%) 
36-45 36(13.7%) 117(70.5%) 0 153(32.6%) 
46-55 23(8.7%) 24(14.5%) 0 47(10%) 
>=56 1(0.4%) 3(1.8%) 0 4(0.9%) 
Total 263 166 41 470 

Marital Status     
Single 96(36.5%) 12(7.2%) 15(36.6%) 123(26.2%) 

Married 167(63.5%) 154(92.8%) 26(63.4%) 347(73.8%) 
Total 263 166 41 470 
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  Financial literacy cluster 

Total 
Adequate 

financial literacy
High financial 

literacy 
Low financial 

literacy 
Dependents     

0 31(11.8%) 4(2.4%) 10(24.4%) 45(9.6%) 
1 56(21.3%) 41(24.7%) 17(41.5%) 114(24.3%) 
2 113(43.0%) 35(21.1%) 4(9.8%) 152(32.3%) 
3 38(14.4%) 39(23.5%) 10(24.4%) 87(18.5%) 

4-6 25(9.5%) 47(28.3%) 0 72(15.3%) 
Total 263 166 41 470 

Religion     
Hindu 180(68.4%) 153(92.2%) 33(80.5%) 366(77.9%) 

Christian 56(21.3%) 7(4.2%) 3(7.3%) 66(14.0%) 
Islam 27(10.3%) 6(3.6%) 5(12.2%) 38(8.1%) 
Total 263 166 41 470 

Community     
OC 91(34.6%) 99(59.6%) 1(2.4%) 191(40.6%) 

OBC 148(56.3%) 59(35.5%) 29(70.7%) 236(50.2%) 
SC/ST 24(9.1%) 8(4.8%) 11(26.8%) 43(9.1%) 
Total 263 166 41 470 

Table 4 shows the cross tabulation(association) of various categories under the variables like
Gender, Age, Marital Status, Qualification, Dependents, Religion & Community with the financial
literacy cluster. It is evident that the male investors have high financial literacy, whereas the female
investors exhibit low financial literacy. In case of age of investors, those aged <25 have adequate
financial literacy, whereas the investors in the age group of 26-35 have low financial literacy. However
the investors in the age bracket of 36-45, 46-55, >=56 possess high financial literacy. With this, we
can further infer that the financial literacy level increases with the age, particularly after the middle age.
In case of marital status, married investors have high financial literacy levels when compared to the
single /unmarried investors. It shows that an investor gives more importance for learning financial
aspects as they turn more responsible in handling their finance only after they get married.

With respect to qualification, HSC/Diploma and PG qualified investors possess adequate financial
literacy whereas UGqualified investor's exhibitlow financial literacy. However, in case of professionally
qualified investors, the financial literacy levels are high. From this we can infer that the financial
literacy level increases with their qualification with the exception of UG qualified investors as their
financial literacy level was low as per this study. With regard to the number of dependents, investors
having more number of dependents say 4-6, possess high financial literacy levels whereas investors
having no dependents (or) 1 dependent (or) 3 dependents have low financial literacy levels. However
investor having 2 dependents exhibit adequate financial literacy levels.
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In case of religion, the hindus who form the major portion of the sample investors (77.9%),
exhibit high financial literacy,whereas Christiansexhibit adequate financial literacy and islams exhibit
low financial literacy.In terms of the community, OC category investors have high financial literacy
levels whereas the OBC and SC/Category investors have low financial literacy. It can be further
inferred that the hindus in the OC category give more importance for financial education and training
as they possess high financial literacy levels.

Table 5: Cross tabulation of Current Grade, Experience, Monthly income &
Number of Earning members with the financial literacy cluster

 

  

Financial literacy cluster 

Total 
Adequate 

financial literacy 
High financial 

literacy 
Low financial 

literacy 
Current Grade     

Entry level / Trainee 12(4.6%) 0 0 12(2.6%) 

Junior Management Level 94(35.7%) 0 36(87.8%) 130(27.7%) 

Middle Management Level 144(54.8%) 142(85.5%) 5(12.2%) 291(61.9%) 

Senior Management Level 13(4.9%) 24(14.5%) 0 37(7.9%) 

Total 263 166 41 470 

Experience     
up to 5 87(33.1%) 0 30(73.2%) 117(24.9%) 

06-10 years 105(39.9%) 14(8.4%) 11(26.8%) 130(27.7%) 

11-15 years 36(13.7%) 51(30.7%) 0 87(18.5%) 

16-20 years 11(4.2%) 58(34.9%) 0 69(14.7%) 

21 and above 24(9.1%) 43(25.9%) 0 67(14.3%) 

Total 263 166 41 470 

Monthly income     
upto 25,000 20(7.6%) 0 15(36.6%) 35(7.4%) 

25,001-50,000 97(36.9%) 0 20(48.8%) 117(24.9%) 

50001-75000 64(24.3%) 13(7.8%) 6(14.6%) 83(17.7%) 

75001-100000 41(15.6%) 40(24.1%) 0 81(17.2%) 

>100000 41(15.6%) 113(68.1%) 0 154(32.8%) 

Total 263 166 41 470 

No.of Earning members     
1 85(32.3%) 83(50.0%) 0 168(35.7%) 

2 129(49.0%) 74(44.6%) 40(97.6%) 243(51.7%) 

3 49(18.6%) 9(5.4%) 1(2.4%) 59(12.6%) 

Total 263 166 41 470 
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Table 5 displays the association between the various categories under the variables viz., Current
Grade, Experience, Monthly income and Number of Earning members with the financial literacy
cluster. In case of the Current Grade, investors currently in the entry level/trainee and junior management
gradepossess adequate and low financial literacy levels respectively. Whereas investorsin the middle
management grade and senior management grade have highfinancial literacy levels. From this it can be
inferred further that the levels of financial literacy increases with the grade with only exception being
the junior management grade.

With respect to Job Experience, investors with<=5 years of experience exhibit low financial
literacy, investors with 06-10 years of experience possess adequate financial literacy and the investors
with 11-15 years, 16-20 years &>=21 years of experience exhibit high levels of financial literacy. With
this it can further inferred that the financial literacy levels increase with the job experience of the
investors. In case of Monthly income, investors who are in the high income bracket of 75,001-
1,00,000 and >1,00,000 exhibit high financial literacy levels, whereas those investors in the low income
bracket of up to 25,000 & 25,001-50,000 exhibit low financial literacy. Only the investors with the
monthly income in the range of 50,001 to 75,000 have adequate financial literacy. Like job
experience,financial literacy level also increases with the increase in monthly income.

With regard to the Number of Earning members in the family, investors with only one earning
member exhibit high financial literacy, investors with two earning members exhibit low financial literacy
and those investors with three earning members in the family exhibit adequate financial literacy.

Table 6: Cross tabulation of Amount spent every month for Recreation / Entertainment
with the financial literacy cluster

  

Financial literacy cluster 

Total 
Adequate financial 

literacy 
High financial 

literacy 
Low financial 

literacy 
Amount spent every month for 
Recreation /Entertainment(Rs) 

      
  

up to 2000 155(58.9%) 38(22.9%) 40(97.6%) 233(49.6%) 

2001-5000 75(28.5%) 68(41%) 1(2.4%) 144(30.6%) 

5001-8000 25(9.5%) 60(36.1%) 0 85(18.1%) 

>11000 8(3%) 0 0 8(1.7%) 

Total 263 166 41 470 
 

Table 6 illustrates the correspondence of the Amount spent every month for Recreation /
Entertainment with the financial literacy cluster. The investors who spend every month up to Rs.2000
for recreation/entertainment possess low financial literacy whereas those investors who spend Rs.2001-
5000 (or) 5001-8000 in a month exhibit high financial literacy .However the investors who spend more
than Rs.11,000 a month for Recreation / Entertainment have adequate financial literacy.
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Table 7: Cross tabulation of Investment Experience with the financialliteracy cluster

  

Financial literacy cluster 

Total 
Adequate financial 

 literacy 
High financial  

literacy 
Low financial 

literacy 

Investment Experience         

up to 5 180(68.4%) 14(8.4%) 41(100%) 235(50%) 

06-10 37(14.1%) 46(27.7%) 0 83(17.7%) 

11-15 22(8.4%) 60(36.1%) 0 82(17.4%) 

16-20 14(5.3%) 36(21.7%) 0 50(10.6%) 

>=21 10(3.8%) 10(6%) 0 20(4.3%) 

Total 263 166 41 470 
 

Table 7 illustrates the association of investment experience with the financial literacy cluster.
From the table, it is clearly evident that the investor having investment experience of up to 5 years have
low financial literacy level, whereas the investor whose investment experience falling in any of the
following buckets namely 06-10years,11-15 years,16-20 yearsand >=21 have high financial literacy. It
can be further inferred that the investor having more investment experience have relatively high level
of financial literacy.

In order to identify the most significantly influencing factors among the demographic/investor
profile factors considered for this study, when all such factors are collectively considered at the same
instant, canonical correlation tests was performed. The output of the tests was presented in the table 8.
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Table 8: Canonical Correlation-Influence of Demographic & Investor profile factors of investors on
financial literacy cluster.

 

                            e = exact, a = approximate, u = upper bound on F
                                                                            
    Roy's largest root      .15755       15      454       4.7685     0.0000 e
Lawley-Hotelling trace      .15755       15      454       4.7685     0.0000 e
        Pillai's trace     .136107       15      454       4.7685     0.0000 e
         Wilks' lambda     .863893       15      454       4.7685     0.0000 e
                         Statistic      df1      df2            F     Prob>F

Tests of significance of all canonical correlations
                                                                            

  0.3689
Canonical correlations:
                                     (Standard errors estimated conditionally)
                                                                              
  FINLIT_CAT     1.534641   .1787204     8.59   0.000     1.183449    1.885833
v1            
                                                                              
Dependents~t     .1091129   .1643445     0.66   0.507    -.2138299    .4320556
investment~s     .2535732   .3075144     0.82   0.410    -.3507033    .8578497
amountspen~i    -.2717488   .1965135    -1.38   0.167    -.6579048    .1144072
numberofea~y     -.118376   .2511346    -0.47   0.638    -.6118642    .3751122
monthlyinc~s     .7676856   .1961483     3.91   0.000     .3822473    1.153124
experience~s    -.5471376    .322873    -1.69   0.091    -1.181594    .0873191
currentgrade    -1.232943   .3829775    -3.22   0.001    -1.985507   -.4803785
  occupation     .0114002   .2058681     0.06   0.956    -.3931378    .4159382
   community     .5422274    .216139     2.51   0.012     .1175067    .9669481
    religion     -.693424   .2176182    -3.19   0.002    -1.121051   -.2657965
typeoffamily    -.0823876   .3083476    -0.27   0.789    -.6883014    .5235262
maritalsta~s     .7301469   .4287615     1.70   0.089    -.1123845    1.572678
qualificat~n    -.2531495   .1540096    -1.64   0.101    -.5557838    .0494848
agecatcomp~s     1.045419    .386932     2.70   0.007     .2850844    1.805754
      gender     1.258371   .3655261     3.44   0.001     .5400998    1.976643
u1            
                                                                              
                    Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]
                                                                              
Linear combinations for canonical correlations         Number of obs =      470

Table 8 reveals the canonical correlation between the demographic/investor profile variables
and the financial literacy cluster. The chi square test and correspondence analysis revealed the existence
of significant association between the demographic/investor profile variables and the financial literacy
cluster, whereas the canonical correlation depicts which of these demographic/investor profile variables
exert the most significant influence on the financial literacy cluster. From the table it can be inferred
that the canonical correlation value (Degree of determination) is 36.8%.Only the factors like gender,
age, religion, community, current gradeand monthly income out of the total 15 factors, emerged as the
most significantly influencing factor on the financial literacy cluster as the significant value(p value)<0.05.
Also the tests of significance, such as Wilks' Lambda, Pillai's Lambda are statistically significant
indicating that the factors namelygender, age, religion, community, current grade and monthly income
are strongly correlated with the financial literacy cluster. Also the tables lists the regression coefficient
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value of each demographic/investor profile factors under the column named "coef" and the regression
equation maybe formed with the coefficient value of statistically significant factors. The regression
coefficient value may be positive or negative which indicates the nature of relationship the respective
factor have with the financial literacy cluster.

Findings
The results of this study revealed that the financial literacy construct can be divided in to three

homogeneous groups or clusters, which are adequate financial literacy, high financial literacy and low
financial literacyclusters. The outcome of the Chi square results confirmed that  the Demographic /
Investor profile variables such as gender, age, qualification, marital status, number of dependents,
religion, community, current grade, experience, monthly income, number of earning members, amount
spent every month for recreation/entertainment and investment experience have significant association
with the financial literacy clusters. Further the Correspondence analysis / Crosstabs revealed further
insight in to the association of Demographic /Investor profile variables with the financial literacy
clusters which was discussed in detail in the analysis section. Finally the results of the canonical
correlation revealed that out of all demographic/investor profile variables considered in this study, only
the variables gender, age, religion, community, current grade and monthly income exert significantly
strong influence on the financial literacy clusters with  degree of determination at 36.8%.

Conclusion and Directions for future research
This study has brought to light out some interesting outcomes. Though most of the demographic

and investor profile variables considered in this studyie., 13 out of the 15 variables, has significant
association with the financial literacy cluster, only 6 variables namely gender, age, religion, community,
current grade and monthly income ended up as the major determinant of the variablefinancial literacy.
Moreover few of the study outcomes such as male investors have high financial literacy compared to
female investor, investors in the age group of 35 and above possesshigh financial literacy, married
investors have high financial literacy compared to single/unmarried investors, investors belonging to
hindu religion categorised under OC community exhibit high financial literacy levels, investors with job
experience of 11 years and above have high financial literacy levels, investors who are in the income
bracket of  >Rs.50,000 per month possess high financial literacy and investors having investment
experience of  6years and above  exhibit high financial literacy levels was very interesting  and well
poised to attract the attention of the research and academic community for undertaking further research
in these aspects . This study has its own limitation as it was restricted only to equity investors belonging
to the State of Tamilnadu , India. There also exists further scope for extending this study to other
geographical areas (or) to a different population say bank employees, IT employees, Teachers, NRI's
etc. Further research can also be done to identify whether psychological factors of investors influence
the financial literacy of investors. Moreover this study can be further extended to study the influence
of financial literacy on investment behaviour and investment choice decision of investors, giving
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primary focus to the retirement planning and retirement investment choice decision of the investors.
This study will be useful to the financial institutions for organising financial training campaigns targeting
a certain group of investors based on their financial literacy levels before rolling out any new product
or for repositioning existing products. Also regulators and government may find this study useful for
designing & conducting awareness campaigns in line with the financial literacy levels of the targeted
population before announcing any new policy guidelines or initiatives.
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Abstract
Banks playing an imperative role in smoothing tax planning by individuals and firms.

Bagging bank-client relations using lending contracts and measuring client tax avoidance an
effort has been made to analyze how banks are associated with tax avoidance by borrowers and
other individuals. The haste with which tax and legal systems in various countries familiarize to
one should possibly pursue or remedy these complex expansions. Commercial and investment
banks, insurance companies, wealth managers and other financial service providers always helps
users to cope up with tax issues. Financial institutions and banks in particular, are well-placed to
be implored in aggressive tax planning. Their network of entities across manifold jurisdictions
provides a conduit for this tax management. Their skill to adapt often immensely complex financial
securities can respond to any believable tax planning demand.

 Keywords : Financial Market, Capital Market, banks, tax planning, tax avoidance

Introduction
Bank may be defined as a financial institution which is engaged in the business of keeping

money for savings and checking accounts or for exchange or for issuing loans and credit etc. A set of
services intended for private customers and characterized by a higher quality than the services offered
to retail customer's Basic function may include Credit collection, Issuer of banking notes, Depositor of
money and lending loans.

Now a days banking is not in its traditional way, with the advancement of technology it's
focusing on more comfort of customer providing services such as: Online banking, Investment Banking,
Electronic banking, Internet banking, PC banking / Mobile banking, E - Banking

ICICI Bank was originally promoted in 1994 by ICICI Limited, an Indian financial institution,
and was its wholly-owned subsidiary. ICICI's shareholding in ICICI Bank was reduced to 46% through
a public offering of shares in India in fiscal 1998, an equity offering in the form of ADRs listed on the
NYSE in fiscal 2000, ICICI Bank's acquisition of Bank of Madura Limited in an all-stock amalgamation
in fiscal 2001, and secondary market sales by ICICI to institutional investors in fiscal 2001 and fiscal
2002. ICICI was formed in 1955 at the initiative of the World Bank, the Government of India and
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representatives of Indian industry. The principal objective was to create a development financial institution
for providing medium-term and long-term project financing to Indian businesses.

Every individual who falls in the taxable bracket has a tax liability.  There was a time when,
personal income tax was as high as 97.5% and wealth tax was 12%. But now the taxation scenario has
changed.  People are more willing to pay taxes.  They are ready to follow the regulation as the tax rates
have also gone down drastically.  The maximum income tax rate is 30% and wealth tax is 1%. By
appropriate tax planning, an individual can avail various rebates and concessions thereby reducing his/
her tax liability.

Indian companies are taxable in India on their worldwide income. Foreign companies are taxable
on income that arises out of their Indian operations, or, in certain cases, income that is deemed to arise
in India. Royalty, interest, gains from sale of capital assets located in India (including gains from sale
of shares in an Indian company), dividends from Indian companies and fees for technical services are
all treated as income arising in India.

Mintz and Smart has advocated that Income effect is identified by the negative relationship
between tax rates faced by multinationals and tax payment made by them. Further Engel et al. have
propounded that the tax benefits of leverage are large (approximately 80 percent of the estimated upper
bound) in their TRUPS study.  Their setting is particularly powerful because they compare securities
that are nearly identical, except taxes, enabling them to exclude potentially confounding effects, such
as risk, signaling, and agency costs.  Their weakness is that their results may not generalize to other
securities. Therefore the present study is undertaken to evaluate the role of tax planning in banks and
also to reexamine impact on the sale of the products of the bank with special reference to ICICI Bank
Shimla.

Objectives of the Study
1. To analyze the products that are offered by the bank and preferred by the people for the tax

planning purposes.

2. To identify the availability of proper infrastructure and also to examine the facilities available to
the customer of Himachal Pradesh.

3. To evaluate and suggest the ways to improve the sale of products, according to the requirement
of the individuals tax planning

Materials and Methods
Present study is based on a sample of 125 respondents of Shimla. While selecting sample,

simple random sampling and convenient sampling method have been used.  Data is collected with the
help of both primary and secondary source. Primary data is collected from pre testing of questionnaire
and secondary data from books, magazines, journals, newspapers and internet. Consistent with the
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study objectives, the collected data has been subsequently classified, tabulated   and interpreted.  In
order to study the interrelationship between nationalities, age, sex, occupation, annual income, Chi-
square test has been used to describe the magnitude of difference between observed frequencies and
frequencies expected under certain assumptions.  It is a test of Independence and is used to estimate
the likelihood that some factors other than chance account for the observed relationship.

 The equation of chi-square is stated as follows:

 2  = 
2( )O E

E




(Where, O refers to the observed frequencies, E refers to the expected frequencies,  2 is
symbol for chi - square test.) In addition to  ,2 simple percentage and ranking method have also been
applied.

Results and Discussion
Table 1. The respondents opined that tax is is important to the development of the economy as

is evident from the table that out of 125 respondents 80 of them said yes and 45 said no,  65 of the
respondents said that credit cards are chargeable to tax and 60 of them said that it is not chargeable for
tax and no one supported that tax will be on the salary of less than Rs. 100000 and all of the respondents
are agreed with the release of tax for a person above 65 years and no one also not supported that the
loan  is chargeable for tax and in case of insurance policy 25 of the respondents said yes and 100 of
them said no for the charge of tax on the person of insurance policy holder.

Table 1: Customers Opinion Regarding Tax

Questions Number of Customers Total Yes No 
Tax is important for development of 
economy 80 (64%) 45(36%) 125 

Credit Cards are taxable or not 65 (52%) 60 (48%) 125 
Tax will be chargeable on salary less than 
1 lakh ?  - 125 (100%) 125 

Govt. rebated tax for person more than 65 
years 125 (100%) - 125 

Loan is chargeable for tax or not - 125 (100%) 125 
Insurance policyholder is chargeable to tax 
or not 25 (20%) 100 (80%) 125 

 Note: Figures in parenthesis indicate the percentage of row total

Table 2 it reveals that among the age group of below 30 to 45 years 26.47% are having the
purpose of their investment is return, 8.82% for saving, 19.11% for tax planning, 35.29 % for investment,
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and 10.29 % for other purposes. Among the age group of above 45 years 18.18% are having the
purpose of their investment is return, 15.15 % for tax planning, 12.12% for saving, 39.39 % for
investment, and 15.15 % for other purposes.  While applying  2, it is found that calculated value of  2
tests (18.51) is less than table value at the 5 percent level of significance which leads to accept the null
hypothesis and reject the alternative hypothesis.  Thus it can be concluded that there is no significant
relationship between age and purpose of the investment of the customers.

Table 2 : Age Classification of customers and their purpose of investment

Purpose of 
investment 

Age Total 

Below 30 
years 

30-45 Years Above 45 
Years 

Return 11 (45.83%) 18 (26.47%) 6 (18.18%) 35 (28%) 

Tax Planning 2 (8.33%) 13 (19.11%) 5 (15.15%) 20 (16%) 

Safety - - - - 

Saving  - 6 (8.82%) 4 (12.12%) 10 (08%) 

Investment 10 (41.66%) 24 (35.29%) 13 (39.39%) 47 (37.6%) 

Any other* 1 (4.16%) 7 (10.29%) 5 (15.15%) 13 (10.4%) 

Total 24 (100%) 68 (100%) 33 (100%) 125 (100%) 

 Any other* - includes other short term & long term financial goals

2 = 18.51 P>0.05 (Level of significance 5%)

Table 3  Among the income group of less than Rs. 50000 40% are having the purpose of their
investment is return, 40 % for investment, and 20 % for other purposes. Among the income group of
  50000 to   100000 38.46% are having the purpose of their investment is return, 7.69% for tax
planning, 7.69% for saving, 30.76 % for investment, and 15.38 %  for other purposes. Among the
income group of   100000 to   150000 25% are having the purpose of their investment is return,
16.66 % for tax planning, 8.33% for saving, 37.5 % for investment, and 12.5 % for other purposes.
Among the income group of   150000 to   200000 27.77% are having the purpose of their investment
is return, 19.44 % for tax planning, 8.33% for saving, 33.33 % for investment, and 11.11 % for other
purposes. Among the income group of above   200000 25.53% are having the purpose of their
investment is return, 17.02 % for tax planning, 8.51% for saving, 42.55 % for investment, and 6.38 %
for other purposes While applying  2, it is found that calculated value of  2 test (24.92) is less than table
value at the 5 percent level of significance which leads to reject the null hypothesis and accept the
alternative hypothesis.  Thus it can be concluded that there is significant relationship between income
and purpose of the investment of the customers.
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Table 3 Income of customers and their Purpose of Investment

 
Purpose of 
investment 

Annual income in ?   
Total 

Less 
than 

50,000 
50,000-  
1,00,000 

1,00,000 - 
1,50,000 

1,50,000 – 
2,00,000 

Above 
2,00,000 

Return 2 (40%) 5(38.46) 6(25%) 10(27.77%) 12(25.53%) 35 (28%) 
Tax Planning - 1(7.69%) 4(16.66%) 7(19.44%) 8(17.02%) 20 (16%) 
Safety - - - - - - 
Saving  - 1(7.69%) 2(8.33%) 3(8.33%) 4(8.51%) 10 (08%) 
Investment 2 (40%) 4(30.76%) 9(37.5%) 12(33.33%) 20(42.55%) 47 (37.6%) 
Any other* 1 (20%) 2 (15.38%)  3(12.5%) 4(11.11%) 3(6.38%) 13 (10.4%) 
Total 5(100%) 13(100%) 24(100%) 36(100%) 47(100%) 125 (100%) 

 
Any other* - includes other short term & long term financial goals

2 = 24.92 P < 0.05 (Level of significance 5%)

From the table 4 it reveals among the 125 respondents that 9.6 percent are investing money in
mutual funds, 25.6 percent are investing in life insurance for tax planning, 21.6 percent in fixed
deposits, 20% percent for savings, 15.2 percent in favor of Recurring Deposits and 8 percent in any
other instruments like Gold, IPO's and Small Saving Schemes.  Among the income group of less than
  50000 8.33% are invested in the mutual funds, 25 % in Life insurance products, 16.66 % in fixed
deposits, 25% in savings,16.66% in recurring deposits and 8.33% in other instruments and it reveals
that the customers having income less than   50000 is investing more towards Savings and life
insurance products. Among the income group of   50000 to   100000 14.28% are invested in the
mutual funds, 23.80 % in Life insurance products, 19.04 % in fixed deposits, 14.28% in savings,
23.80% in recurring deposits and 4.76% in other instruments. It reveals that customers having income
between ? 50000 and   100000 is more interested towards the life insurance and savings in banks.
Among the income group of   100000 to   150000 14.81% are invested in the mutual funds, 22.22
% in Life insurance products, 22.22% in fixed deposits,14.81% in savings,18.51% in recurring deposits
and 7.40% in other instruments. It reveals that among these customers are also interested more in
fixed deposits.  Among the income group of   150000 to ? 200000 17.24% are invested in the mutual
funds, 24.13% in Life insurance products, 17.24% in fixed deposits,13.79% in savings, 20.69% in
recurring deposits and 6.89% in other instruments. Among the income group of above   200000
19.44% are invested in the mutual funds, 22.22% in Life insurance products, 19.44% in fixed
deposits,8.33% in savings,19.44% in recurring deposits and 11.11% in other instruments. It reveals
that as the income increase customers are investing in different instruments and more towards mutual
funds and other products. While applying  2, it is found that calculated value of  2  test (30.00) is more
than table value at the 5 percent level of significance which leads to reject the null hypothesis and
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accept the alternative hypothesis.  Thus it can be concluded that there is significant relationship between
and income and preference towards mode of investment.

Table 4 : Classification of Customers According To Their Annual Income and Their Preference Towards
Mode of Investment Products

 
Mode of 

Investment 
Products 

Annual income in �  
 

Total Less than 
50,000 

50,000- 
1,00,000 

1,00,000- 
1,50,000 

1,50,000 – 
2,00,000 

Above 
2,00,000 

Mutual Funds 1(8.33%) 3(14.28%) 4(14.81%) 5(17.24%) 7(19.44%) 12(9.6%) 
Life Insurance 3(25%) 5(23.80) 6(22.22) 7(24.13%) 8(22.22%) 32(25.6%) 
Fixed Deposits 2(16.66) 4(19.04) 6(22.22%) 5(17.24%) 7(19.44%) 27(21.6%) 
Savings 3(25%) 3(14.28%) 4(14.81%) 4(13.79%) 3(8.33%) 25(20%) 
Recurring 
Deposits 2(16.66) 5(23.80%) 5(18.51) 6(20.69%) 7(19.44%) 19(15.2%) 

Any other* 1(8.33) 1(4.76%) 2(7.40%) 2(6.89) 4(11.11%) 10(8.00%) 

Total 12(100%) 21(100%) 27(100%) 29(100%) 36(100%) 125(100%) 

Any other* - includes investment in Gold, IPO's and Small saving schemes

2 = 30.00 P < 0.05 (level of significance 5%)

The table 5 reveals Among the Service occupation 3.57% are invested in the mutual funds,
10.71 % in Life insurance products, 3.57 % in fixed deposits, 46.44% in savings,21.42% in recurring
deposits and 7.14% in other instruments, Among the Business occupation 13.63% are invested in the
mutual funds, 22.72 % in Life insurance products, 22.72 % in fixed deposits,9.09% in savings,22.72%
in recurring deposits and 9.09% in other instruments, Among the Student occupation 60% in Life
insurance products, 40 % in fixed deposits, Among the Agriculture occupation 16.66% are invested in
the mutual funds, 29.16 % in Life insurance products, 25 % in fixed deposits,16.66% in savings,4.16%
in recurring deposits and 8.33% in other instruments, Among the Any other occupation 11.11% are
invested in the mutual funds, 22.22 % in Life insurance products, 19.44 % in fixed deposits,16.66% in
savings,19.44% in recurring deposits and 11.11% in other instruments, While applying  2, it is found
that calculated value of 2 test (21.50) is more than table value at the 5 percent level of significance
which leads to reject the null hypothesis and accept the alternative hypothesis.  Thus it can be concluded
that there is significant relationship between occupation and preference towards mode of investment.
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Table 5 : Classification of customers on the basis of their occupation and purpose of investments

 
Purpose of  
investment  

Occupation   

Total Service Business Student Agriculture Any other 

Mutual Funds 1(3.57%) 3(13.63%) - 4(16.66%) 4(11.11%) 12(9.6%) 
Life Insurance 3(10.71%) 5(22.72%) 9(60%) 7(29.16%) 8(22.22%) 32(25.6%) 
Fixed Deposits 3(3.57%) 5(22.72%) 6(40%) 6(25%) 7(19.44%) 27(21.6%) 
Savings 13(46.44%) 2(9.09%) - 4(16.66%) 6(16.66%) 25(20%) 
Recurring 
Deposits 6(21.42%) 5(22.72%) - 1(4.16%) 7(19.44%) 19(15.2%) 

Any other** 2(7.14%) 2(9.09%) - 2(8.33%) 4(11.11%) 10(8.00%) 
Total 28(100%) 22(100%) 15(100%) 24(100%) 36(100%) 125(100%) 

Any other* - includes self employed, now technical dependents, House wife, Political
professionals, unemployed and other occupation not classified.

Any other** - includes investment in Gold, IPO's and Small saving schemes

 2 = 21.50 P < 0.05 (level of significance 5%)

From table 6 it is concluded that on the basis of characteristics attracted/influenced the customers
that the services provided by the bank that is ranked 1st , tax benefit products that are provided by the
bank is ranked 2nd, trust on the banks products ranked ranked 3rd and return is ranked 4th .

Table 6 : Classification of customers on the basis of characteristics attracted / influenced

Characteristics Preferences of customers Rank 
4th  3rd   2nd  1st   Total Points 

Services of the bank 45 37 23 20 357 1 
Return given by the 
Bank 

17 26 40 42 268 4 

Trust on the banks 
products 

26 29 33 37 294 3 

Tax benefits  39 34 27 25 337 2 
 From table 7 Customers rank the most preferable bank by the customer is Punjab National Bank

(PNB) that has ranked 1st, ICICI Bank is ranked second, H.P. State Co-Operative Bank is ranked at
3rd, State Bank of India (SBI) is ranked 4th, HDFC is ranked at 5th, Axis bank is ranked at 6th and
other banks are ranked at 7th
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Table 7 : Classification of banks according to the customers rank in Himachal Pradesh

Banks Name Customer preference Total 
Points Rank 

7th 6th 5th 4th 3rd 2nd 1st 
ICICI Bank 40 30 23 12 8 7 5 666 2 
HDFC Bank 28 12 8 42 23 5 7 562 5 
SBI 30 23 12 40 6 8 6 608 4 
PNB 45 35 15 10 11 9 - 691 1 
Axis Bank 10 8 12 15 10 25 45 363 6 
H.P. State Co-Operative Bank 28 32 23 22 15 5 - 646 3 
Any other* 5 7 12 23 8 30 40 353 7 
 

Any other* - includes Union Bank, UCO Bank, Indian Overseas Bank, and Syndicate Bank

As is clear from table 8 the classification on the basis of inspiration to invest in the banks
products for tax planning especially in ICICI Bank is more contributed by the ICICI Bank culture that
is ranked 1st , Advertisement is also played a vital role to inspire customers ranked 2nd, Newspapers
ranked 3rd, Others sources is contributed also, ranked 4th and another mean that is not very much
influence is Guide Books / Brochures, ranked 5th

Table 8 Classification on the basis of inspiration to invest in the banks products for tax planning
especially in ICICI Bank

Inspiration Customer information Total 
Points Rank 

5th 4th 3rd 2nd 1st 
ICICI Bank Culture 65 25 20 8 7 558 1 
Newspaper 45 25 14 26 15 434 3 
Advertisements 50 35 25 15 - 495 2 
Guide Books/ Brochures 18 17 25 32 33 330 5 
Others* 15 24 21 35 30 334 4 
 Others* - includes inspired through canopy, hoardings and through existing customers

From table 9 It is concluded that Core Banking Solution is very good in the Shimla city and
ranked 1st, another opinion of the customer about the ICICI Bank is the internal environment of the
bank that has influenced the customers most and ranked 2nd, after that accommodation and infrastructure
facilities are in Shimla city is also of good qualities ranked 3rd , location of the Bank is also good that
is ranked 4th, Customer Services that are provided by the bank is also good ranked 5th, and other
factors.
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Table 9 : Classification on the basis of opinion about the following particularly in Shimla District and its
surrounding places

Particulars Excellent Average Below 
Average Total Rank 

3 2 1 
Location 65 35 25 290 4 
Accessibility 50 28 47 253 7 
Accommodation/ Infrastructure 68 37 15 293 3 
Customer Services 48 42 35 263 5 
Internal Environment of Bank 75 28 22 303 2 
ATM Services 20 40 65 205 9 
Credit Card Services 18 32 75 193 11 
Investment Advisor 20 38 67 203 10 
Mobile Banking Services 37 68 15 262 6 
Internet Banking 25 35 65 210 8 
Core Banking Facilities 80 25 20 310 1 
Availability of ATM’s 28 47 50 228 7 
 It is clear from table 10 As per the study classification on the basis of views regarding price

charges for various services in (ICICI Bank) the price charged is more in the investment services,
credit card services and Mobile banking services, the price charged is less in the other banking services,
ATM services and customer services. It reveals that charges are high for the investment and credit
card services and moderate for the mobile banking services and other banking services and less for the
services like ATM card services and customer services.
Table 10 Classification on the basis of views regarding price charges for various services in (ICICI Bank)

 
Particular 

Price Charges  
Total 

 
Rank High Moderate Less 

3 2 1 
Customer Services 50 28 47 253 6 
Mobile banking services 68 37 15 293 3 
Investment Services 48 42 35 313 1 
Other Banking Services 60 35 30 280 4 
Credit Card Services 75 28 22 303 2 
ATM Card Services 37 68 15 262 5 

 Table 11 shows that as per the classification based on the product that should be provided in the
banks are almost customers have said that these products should be provided in the banks it provides
the many of the facilities at under one roof.
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Table 11 : Classification on the basis of the products should be provided in banks

 
Products 

Answers   
Total Yes No 

Mutual Funds 85 40 125 
IPO’s 69 56 125 
Small Saving Schemes 55 65 125 
Fixed Deposits 125 - 125 
Recurring Deposits 125 - 125 
Savings 125 - 125 
Insurance plans 95 30 125 
 Table 12 shows that As per the study conducted the ICICI Bank main contribution is to provide

more services to its customers, generate the good revenue to the bank, to provide more diversified
products to its customers, improve banking performance and to promote the financial products in the
market.

Table 12 : Classification on the basis of opinion that what is the main contribution of ICICI Bank

Particulars Customers Opinion Total 
Points Rank 5th 4th 3rd 2nd 1st 

Generating Revenue 50 35 25 10 5 490 2 
Provides more products to its customers 45 25 14 28 13 436 3 

Promotes financial products 18 17 25 32 33 330 5 

Provides more Services to its customers 65 25 20 8 7 558 1 

Improve banking performance 15 24 26 30 30 339 4 

 From table 13 it is concluded that among the income group of less than Rs. 50,000 40% are
interested to invest for below 1 year, 40% for 3 to 5 years and 20% for above 5 years. Among the
income group of Rs. 50,000 to Rs. 1,00,000 46.15% are interested to invest for below 1 year, 38.46%
for 3 to 5 years and 15.38% for above 5 years. Among the income group of Rs. 1,00,000  to Rs.
1,50,000 the 37.5% are interested to invest for below 1 year, 33.33% for 3 to 5 years and 29.16% for
above 5 years. Among the income group of Rs.1,50,000 to Rs. 2,00,000 55.55% are interested to
invest for below 1 year, 38.29% for 3 to 5 years and 14.89% for above 5 years. Among the income
group of above Rs. 2,00,000 53.19% are interested to invest for below 1 year, 38.29% for 3 to 5 years
and 14.89% for above 5 years.  While applying  2 , it is found that calculated value of  2 test (15.51)
is less than table value at the 5 percent level of significance which leads to accept the null hypothesis
and reject the alternative hypothesis.  Thus it can be concluded that there is no significant relationship
between income and duration of the investment of the customers.
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Table 13 : Classification on the basis of the duration of investment and income of the respondents
(particularly for tax planning)

 
 
Duration  of 
investment 

Annual income in Rs.   

Total Less than 
50,000 

50,000- 
1,00,000 

1,00,000-  
1,50,000 

1,50,000 – 
2,00,000 

Above 
2,00,000 

Below 1 year 2 (40%) 6(46.15%) 9(37.5%) 20(55.55%) 25(53.19%) 62 (49.6%) 
3 to 5 years    2 (40%) 5(38.46%) 8(33.33%) 9(25%) 18(38.29%) 42 (33.6%) 
Above 5 
years 1(20%) 2(15.38) 7(29.16) 4(11.11%) 7(14.89) 21(16.8%) 

Total 5(100%) 13(100%) 24(100%) 36(100%) 47(100%) 125 (100%) 

 2   = 15.51 P > 0.05 (Level of significance 5%)

Table 14 shows that the classification based on the occupation and time which customer prefer
to invest in the banking products, in the study we have seen that 79.2% of customers are investing at
the end of financial year, 20% of investors at the end of calendar year, While applying  2, it is found
that calculated value of  2 test (6.415) is less than table value at the 5 percent level of significance
which leads to accept the null hypothesis and reject the alternative hypothesis.  Thus it can be concluded
that there is no significant relationship between occupation and time in which customer prefer to
invest in the banking products.

Table 14 : Classification on the basis of occupation and time which customer prefer to invest in the
banking products (particularly ICICI Bank)

 
 

Time of  
investment  

Occupation   

 

Total 
Service Business Student Agriculture Any other 

At the end of 
financial year 47(79.7) 18(78.3) 21(84.0) 4(72.2) 9(81.8) 99(79.2) 

At the end of 
calendar year 12(20.3) 5(21.7) 4(16.0) 2(22.2) 2(18.18) 25(20.0) 

Any other time* - - - 1(5.6) - 1(.8) 
Total 59(100) 23(100) 25(100) 18(100) 11(100%) 125(100) 

2 = 6.415 P > 0.05
Any other* - includes self employed, now technical dependents, House wife, Political

professionals, unemployed and other occupation not classified.
Any other time* - includes investment in between the financial and calendar year
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Conclusions
After conducting the research various findings are drawn from it which is as under.

• Respondents are having the good knowledge of Tax related issues; respondents have the
knowledge about the various products that are provided by the bank that offers the tax benefits

• The purpose of investment of the customers are not based on the age factor, it is studied in the
research that there is no significant relationship between age and purpose of the investment.

• In the study it is also find out that there is the significant relationship between the income of the
customer and their purpose of investment the customers are investing in the products according
to their income.

• The income of the customer is also influencing the preference towards the mode of investment
that in which product a customer have to invest or not and this is found in the study that there
is significant relationship between income and preference towards mode of investment.

• The occupation of the customer is also influencing the preference towards the mode of investment,
in the study it is seen that there is significant relationship between occupation and preference
towards mode of investment

• The customers are also investing in the products for tax benefit on the basis of characteristics
of the bank that influenced the customers in our study it is clear that the customers are taking
in consideration the characteristics like services etc. are provided by the bank.

• It is also found that in Shimla city the banking services are provided in strong manner and the
infrastructure and availability of banks in Shimla is strong that also influences the customers.

• The customers are also interested in investing the money in the instruments on those the duration
of the investments is below 1 year or 3 to 5 years and get the tax benefits on their income

• The customers are also interested for investment at the end of financial year and at the end of
calendar year.

Suggestions
• After studying various factors that influence the investment and tax planning in banks following

suggestions for them which can be beneficial for their future operation,

• Tax planning is the important factor on which a customer can be targeted to save the tax and to
maximize the wealth of the individual and to earn the more revenue to the bank

• To increase the revenue as well as market share the bank has to give the more and more
services to its customers and retain the customers and satisfy their wants by providing good
services



• To overcome the inconvenience and annoyance that faced by the customers of the bank

• To provide a proper advice on their tax related issues and give proper guidance to the customer
to efficiently utilize the funds of the customers

Charges on the services provided by the bank should be fair it will not been hidden every thing should
be clear to the customer at first and no higher charges should be taken from any one.
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