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EXECUTIVE SUMMARY 

Capital market comprises of primary market & secondary market. Primary market is 

where a company issues new shares through underwriting which involves a deep 

analysis of market, sentiment, price, etc. in order to issue new shares in the market. On 

the other hand, secondary market comprises of trading of these equity shares when 

they get listed on a stock exchange such as BSE, NSE, etc. Companies undergo a 

rigorous process in order to issue new shares. They are done basically to raise funds 

for the company rather than raising their debt. For trading in secondary market, one 

must do so through a broker such as Zerodha, Axis Direct, Fidelity Investments, etc. 

The problem statement before us is to understand the impact of earning per share, 

dividend per share & price to earnings ratio on the market price of the share.  

Market price of the share in India is mostly effected by the economic & international 

activities that go on. For example: during this current pandemic, our stock market has 

faced huge decline in the price of the share as the market sentiment is not right. People 

are rushing towards panic selling which has caused decline in the valuation of billion 

dollar’s company. These situation keep coming for example there have been multiple 

scenarios post the great depression where the market declined drastically because of 

some political, international or national dispute, etc. The data for market price, EPS & 

DPS has been obtained from the annual reports of the selected companies whose 

market price is under the analysis.  

Market price monthly highs & lows are collected from annual reports for a particular 

year. Average of that months high & low constitute the average price for that month. 

This average for all months of that particular year constitutes to that year’s annual 

average price. EPS (consolidated) and DPS can be traced from their annual report as 

well which are shown in detail in the report as well as in the excel file attached. The 

data is taken from 2010 to 2019. Our aim is to understand whether the above described 

variables can be used as a significant variables for predicting the market price of the 

shares. The collected data is explanatory data whose impact on market price is 

measured through various methods such as correlation analysis, multiple regression, 

analysis of variance, multi collinearity, autocorrelation, etc.  

In order to measure the impact, Null & alternate hypothesis have been formulated 

which states; Null Hypothesis: No significant impact of EPS, DPS & PE on market 
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price of the share. Alternate Hypothesis: Significant impact of EPS, DPS & PE on 

market price of the share. Various tools & software’s such as: 

Have been used in order to analyze & study various factors & the extent to which they 

impact the market price of the shares. The report also comprises of application of data 

analytics in capital market in trading, market research, surveillance, risk management, 

etc.  

Results & findings describe my individual findings of this study after the analysis of 

data using various methods & tools. Some limitations have been mentioned in the 

report that might have hindered the study but not having a major impact on the study 

or distort the study in any way. These are basically on why data post 2010 have been 

taken & why not previous year’s data is used for this study. All the company’s data 

used in the study are obtained solely from their annual reports & all of them are listed 

on BSE & their shares are heavily traded. The companies are Cipla, Torrent, Sun 

Pharma, Aurobindo Pharma & Dr. Reddy laboratories.  

 

 

 

 

 

 

 

 

 

 

• MS EXCEL 2016 

• IBM SPSS 26 

• MINITAB 
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CHAPTER – 1 

INTRODUCTION 

1.1 Industry Profile 

For the purpose to allow people to exchange the funds various institutions have been 

established which come together and comprise the financial system. Major emphasis 

is laid down on the accumulation of investment and savings for stimulating the capital 

formation which would eventually lead to the acceleration of the economic growth in 

the country. This entire process serves as a connecting path. It consist of various 

intermediaries, finance markets as well as assets. 

Entities facilitating the financial transactions between two parties have been termed as 

Financial intermediaries, major examples incudes pension funds, banks, insurance 

companies etc. 

Financial markets are components acting as a link between the savers & investors. 

Markets can be divided into Money as well as Capital Market which are explained 

below as well as we will see the difference between them on various basis. 

 

 

 

Money market is a place for transactions in short term assets take place such as 

commercial bills, treasury bills with a duration of usually up to one year. 

Capital market, however, is a place where transactions are in accordance for long term 

funds such as stocks, bonds, etc. one of the major aspect of the capital markets is that 

it is a place where it simplifies the exchanges for all the concerned parties which 

majorly include the financial specialist and the organizations. It comprises of: 

Figure 1.1 Capital Market vs Money Market 
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A primary market or NIM deals in new securities which are made available to public 

at large for the first time. A primary market sustains no structure and can only be 

marked by the services it offers to the parties. The facility of providing uninterrupted 

transactions between the savers and the investor’s id the stand out feature as provided 

by the money market. Origination, Underwriting & Distribution together comprises of 

all the other important features that are undertaken by the primary market. 

Figure 1.2 Basis of difference between Capital & Money market 
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Origination is a process undertaken before the issuance of shares. Origination majorly 

refers to analysis of market and for the technical aspects along with the investigation. 

It includes a detailed study about the economic and financial scenarios/atmosphere of 

the country also the impacting legality. Companies usually hires analysts and advisers 

who can provide assistance in the origination before the issue of shares with the hope 

of improving the numbers of shares issued.   

Underwriting refers to a mutual understanding between two parties i.e. the company 

issuing share and the underwriter that benefits the company if in any case the total 

number of shares issued for any matter of case is less than the total number of the 

shares offered. Underwriter usually guarantees to buy to a certain number of securities 

keeping in mind the worst case scenario that the shares are not completely bought by 

the general public for whom it was launched in the market. 

Distribution can be understood as simply sale of security to buyers. 

Various ways of issuance of the security are defined below: 

Public Issue When a company want to invite general public to invest in their company, 

they go for IPO or Initial Public offering, inviting applications from general public 

with the amount of security they want to buy. Through this process a company gets 

listed on stock exchange that can be BSE or NSE or any other foreign stock exchange.  

Placement These companies which are unlisted can sell their shares through this 

process to various financial institutions or to various banks such as SBI or PNB, etc. 

Public cannot buy these and the transaction is a private matter and company do not 

advertise about it. 

Offer for Sale Shares are sold not to public directly but via brokers. Company will 

ask broker to buy from them at the negotiated price, and broker then sell these shares 

to general public at a price they want in order to make profit.  

Right Issues Offering the new shares to be bought to their existing shareholders such 

as Reliance did today i.e on 19th May 2020. They announced Right Issues today that 

those who own any share of reliance till 18th May can apply for this. They will be 

offering shares worth Rs 55,000 crores. 
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There are various primary market intermediaries as well which can be Portfolio 

managers, underwriters, etc. that help in the financial transaction to occur or design 

marketing strategy for the shares and much more. 

 

Figure 1.3 Intermediary Structure 

Secondary Market is a place where the securities which have been already issued are 

again brought into the market for being purchased or sold. Liquidity and marketability 

of securities is given higher emphasis in the secondary market. BSE and NSE are the 

secondary market places where these shares can be sold and bought or in other terms, 

people can easily trade the shares which results into the overall performance of the 

stock market.  

SENSEX and NIFTY 50 are the indices with NIFT Bank, NIFTY Automobiles, etc. 

that can tell performance of various sectors in the secondary marketplace. Various 

trade broker are also present so order to make this process efficient and transparent. A 

lot of banking applications or independent NBFC application acts as an intermediary 

between them. They in turn help people to buy and sell without actually meeting at a 

physical location.  
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1.2 Organization Profile 

 

Business Analytics Industry has been booming for the last 5 years and is finding its 

application in each and every sector be it banking, defence, marketing, airlines, sales, 

etc. Use of various statistical software’s such as Minitab, Eviews, SPSS, etc. has been 

rising and more and more companies are adopting a data oriented approach. The 

expenditure on infrastructure to accommodate big data has been growing 

tremendously. More and more startups focused in analytics are proving to be a helpline 

for many MNC’s which have been seeing a decline in their profits. Through a data 

oriented approach, MNC’s are able to target their weak points and make more profits 

out of existing infrastructure. 

 

This Industry accounts for almost 3 Billion Dollars in revenue and is supposed to grow 

upto 6 Billion Dollars in the next five years. As more and more business are becoming 

online, there has been exponential rise in the amount of data generated by the users on 

the Internet. This data is being utilised by marketing companies, ecommerce, Online 

movie platforms, etc. to better target their customers with what they actually are 

interested in. Analytics market has been seeing an annual growth rate of approximately 

12 percent and will keep growing in the next five years. Zomato, Swiggy, Ola, Uber, 

etc. have also been investing hugely in data in order to better serve their customers 

worldwide.  

 

Figure 1.4 Business Intelligence vs Data Science 
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If we look at the percentage wise adoption and use of business analytics in various 

sectors, we can clearly see that Financial & Banking sectors use is more widely as 

compared to any sector. This come with a fact that these sectors usually deal with 

number and money and have to assess associated risk with any kind of investment they 

make. Followed by Marketing & Advertisements, Business Analytics is also widely 

used for designing ad campaigns, analyzing click through rates, website visits, 

customer requirements, etc. in order to design an efficient marketing plan. Ecommerce 

make use of recommendation system that work on the historical data in order to 

recommend products to customer based on their previous buying history.  

 

Figure 1.5 Analytics in various sectors 

It is expected that by 2025, the Business Analytics market will grow twofold with an 

annual growth rate of 7.3% with Asia Pacific being the fastest growing market because 

of their strong economic growth (China, japan, India, South Korea, etc.). 

https://www.analyticsindiamag.com/wp-content/uploads/2019/06/Industry-Study-Graphs-01.jpg
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Figure 1.6 CAGR 
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1.3 Scope of the Study   

Our scope is to underline the impact of EPS, DPS & PE ratio on the market price of 

the share i.e. how do these factors affect the price of the stocks in secondary market. 

Thus, our major points under study are: 

 

• Measuring the impact of EPS, DPS & PE ratio on the market price of the share 

and how it changes based on the above factors. 

• Identifying the extent and magnitude of change that comes in market price of 

the share due to EPS, DPS & PE ratio. 

 

Independent Variables: All those variables that helps us to predict the target or the 

dependent variables. 

Following are the Independent variables: 

 

Dependent Variable: It is the variables which we are analysing and predicting in this 

study which is the market price of the share. 
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CHAPTER 2 

LITERATURE REVIEW 

 

2.1 Literature Review 

Analytics Industry has been booming for the last 5 years and is finding its application 

in each and every sector be it banking, defence, marketing, airlines, sales, etc. Use of 

various statistical software’s such as Minitab, Eviews, SPSS, etc. has been rising and 

more and more companies are adopting a data oriented approach. The expenditure on 

infrastructure to accommodate big data has been growing tremendously. More and 

more startups focused in analytics are proving to be a helpline for many MNC’s which 

have been seeing a decline in their profits. Through a data oriented approach, MNC’s 

are able to target their weak points and make more profits out of existing infrastructure. 

This data is being utilised by marketing companies, ecommerce, Online movie 

platforms, etc. to better target their customers with what they actually are interested 

in. Analytics market has been seeing an annual growth rate of approximately 12 

percent and will keep growing in the next five years. Zomato, Swiggy, Ola, Uber, etc. 

have also been investing hugely in data in order to better serve their customers 

worldwide.  

 

 

 

Figure 2.1 Difference between Big Data-Analytics-Decisions 

 

Capital market deal with trading and securities, market price forecasting from collected 

price data over time, relation with clients, research, etc. Huge amount and variety of 

data is available from the capital markets that a good research on the price movement 
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can be done which may not be exact but is as close as 95%. Most of the companies in 

the domain such as Share Khan focus on analysing such data in order to obtain useful 

information from chunks of data that may be meaningless without proper analysis. It 

always helps in surveillance i.e. in order detect an abnormal activity such as that of 

fraud transactions of money and security. It helps to keep a track on the people or 

entities that are blacklisted their database.   

 

Various trade broking website also use this huge data in order to target the right set of 

customer and have a good client relationship. Its helps to solve their grievances as well 

and focus more on adopting a client specific environment. 

 

 

 

 

Business Analytics in Stock Markets  

Huge amount of data is recorded by the firms who then focus and research on the 

following aspects of their customers: 

 

• Continuous monitoring and surveillance of the trading is done in order to detect 

any fraudulent transaction that make take place or artificial pumping of any 

share if done can be detected and measures can be taken. 

 

• It generated huge amount of data pertaining to the buying habits of a customer. 

In this way, companies utilize this market data to better target and segment 

their customers and offer them the best deals possible. 

Figure 2.2 Capital Markets 
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• Huge data of transaction is processed after the trade is close just to detect any 

abnormality in the data or any transaction that seem to be suspicious. The 

processing also helps to sort out the amount bought by each individual or entity 

and keep a track record. 

 

• Companies can better serve to their customer and manage good understanding 

and relationship with their customers as well as offer them a good trading 

experience in order to improve their retention rate. 

 

• The overall transaction and customer experience help the companies to 

improve their infrastructure if it lacks anywhere and provide them with better 

functionality so that their trading become lag free and no technical error occurs 

while trading. 

 

 

 

 

 

 

 

 

 

 

 

Figure 2.3 Business Analytics in Capital Markets 
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CHAPTER 3 

RESEARCH METHODOLOGY 

 

3.1 Overview 

Research methodology can be understood as a way following which the scientists, 

researcher, statistician, etc. conduct their research work. The important aspect for the 

researcher is to identify their problems, define their research objectives and find the 

results of the study in order to compare the results obtained in the research work with 

the real life scenario. Various steps which are involved are: 

 

 

Figure 3.1 Flowchart of Research 
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3.2 Research Problem  

The problem that we are trying to solve is to understand what is the degree of impact 

of our independent variables i.e. EPS/DPS/PE on the market price of the share.  

3.3 Objective of the Research Study 

Our aim is to study the impact of EPS, DPS & PE ratio on the market price of the share 

i.e. how do these factors affect the price of the stocks in secondary market. Thus, our 

major points under study are: 

 

• Measuring the impact of EPS, DPS & PE ratio on the market price of the share 

and how it changes based on the above factors. 

• Identifying the extent and magnitude of change that comes in market price of 

the share due to EPS, DPS & PE ratio. 

 

3.4 Design & Development of the Research 

It relates to way we conduct our research and study which would involve analysis of 

data, the source from where we obtain the data, the method and techniques to be used, 

and also the results which will be obtained keeping in mind the core objectives of our 

study. Based on the research design we begin our study on the topic and follow all the 

steps in an ordered manner. Our research basically is exploratory research which 

makes use of the secondary data that we have obtained from the annual reports of the 

companies.  

3.4.1 Data Population 

Only the companies listed on stock exchange have been selected for the study so that 

we can easily obtain the data required from our study from various source such as BSE 

website, annual reports, etc.  

 

3.4.2 Source of Data 

There are basically three major source of data which are stated below: 

 

• Primary data 

• Secondary data  
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• Tertiary data 

Primary data is the data that you have collected on your own such as through market 

survey, google forms, interviews, etc. 

Secondary data comprises of data that has been published such as BSE data, annual 

reports, etc. 

Tertiary data is one’s own interpretation of data obtained from the above two sources. 

 

For our study, we have selected secondary source of data that is: 

 

• Data obtained from published annual reports of the selected companies for our 

study. 

• Data obtained from BSE repository i.e. from BSE official website. 

 

3.4.3 Data Collection 

 

Our study focuses on the data of the following 5 companies: 

 

                                

 

   

                                               

 

Figure 3.2 Logo’s of the companies 
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All the data has been collected from their official Annual Reports which are available 

on their company’s website. 

 

 3.4.4 Methods & Tools used for the study 

For the purpose of analysis, I have used the bellows mentioned statistical tools and 

software’s:  

 

 

              

Figure 3.1 Logo’s of Tools used 

 

 

3.5 Illustration 

The analysis of our study had started from very basic data collection. We have obtained 

monthly High and Low value of the share price and calculated their average. Similarly, 

monthly average for all other months is calculated which further helps to find out 

annual average for that year. Thus, annual average for each and every year is 

calculated. All the values of EPS (consolidated) & DPS are taken from the annual 

reports of the company as well. No other sources are considered. Because of Split 

share, we have analyzed data from 2010 to 2019 only. Our area of study is 

Pharmaceutical Industry and have considered 5 companies for our study.  

 

All the calculations are performed in Excel while for analysis Minitab as well as SPSS 

is also used. After obtaining all the values i.e. annual average, EPS & DPS, PE is 

calculated by dividing Annual average from EPS. Hence we get the value of PE, which 

may differ.  
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 Figure 3.4 Calculating Annual Average from Monthly Average 
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The results have been collated in our working sheet which is shown below. It shows 

the company wise annual average with yearly values of EPS, DPS as well as PE value.  

 

 

 

 

 

 

 

 

 

Figure 3.5 Year-wise Annual Average 
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3.6 Evaluate 

We have evaluated the finding obtained after each test or methods step-wise and have 

taken into account all the factors to state the results and whether those results are 

effective or not. All the evaluation that I have performed are based on my knowledge 

with guidance from my mentor. 

 

3.7 Communicate 

The most important aspect of any study I to communicate the results and finding 

obtained once all the data has been analyzed in order to improve future operations or 

improve the places where our results lack.  
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CHAPTER 4 

RESULTS 

 

 

4.1 CORRELATION ANALYSIS 

Method developed by Karl Pearson, that helps us to check the association level among 

various variables under study by anylysing them through their linear relationship with 

each other. They values are ranging from minus 1 to plus 1 which represents the 

strength of association of the linear relationship between them.  

 

 

Figure 4.1 Different types of correlation 

 

As seen in the above figure, positive correlation would have a positive slope, no 

correlation would have no slope and negative correlation would have a negative slope 

of the line. 

The formula for calculating correlation is:  

 

Figure 4.2 Calculating R 
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Figure 4.4 Correlation & Coefficient of variation  

 

We see that in CIPLA we get a greater ‘r’ value with PE Ratio. That is 0.801 which 

shows that share price in CIPLA is highly and +vely associated with its PE value while 

r2 is 64%which states how much variation in share price is explained by PE. EPS is the next 

in line of association with market price of the share and the degree of association is 

0.356 while r2 is 12%. DPS has least association of -0.103 with r2 equal to 1%.  

 

We see that in DR REDDY we get a greater ‘r’ value with DPS. That is 0.85 which 

shows that share price in DR REDDY is highly and +vely associated with its DPS 

value while r2 is 72%. EPS is the next in line of association with market price of the 

share and the degree of association is 0.48 while r2 is 23%. PE has least association of 

0.42 with r2 equal to 17%.  

 

We see that in TORRENT we get a greater ‘r’ value with PE. That is 0.67 which 

shows that share price in TORRENT is highly and +vely associated with its PE value 

while r2 is 45%. DPS is the next in line of association with market price of the share 

and the degree of association is 0.45 while r2 is 20%. EPS has least association of 0.35 

with r2 equal to 13.0 %.  

 

We see that in SUN PHARMA we get a greater ‘r’ value with EPS. That is 0.42 which 

shows that share price in SUN PHARMA is highly and +vely associated with its EPS 

value while r2 is 18%. PE is the next in line of association with market price of the 

share and the degree of association is 0.07 while r2 is .6%. DPS has least association of -

0.32 with r2 equal to 10%.  
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We see that in AUROBINDO PHARMA we get a greater ‘r’ value with PE. That is 

0.8 which shows that share price in AUROBINDO PHARMA is highly and +vely 

associated with its PE value while r2 is 64%. DPS is the next in line of association with 

market price of the share and the degree of association is 0.55 while r2 is 31%. PE has 

least association of 0.55 with r2 equal to 30%.  

 

4.2 MULTIPLE REGRESSION  

 

.  

 

 

Figure 4.4 Flowchart of Multiple Regression 
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Figure 4.5 Data Analysis: Regression in Excel 

 

4.2.1 INDIVIDUAL TEST 

This test is necessary to conduct in order to check the impact of each independent 

variables separately in the dependent variable. It helps us to separately study impact 

of each independent variable on the variable under study which is the share price.  

 

We do this at Significance level of 0.05 & 0.10 i.e. α=0.05/0.10. 
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Figure 4.6 Result of T Test 

Our Regression Equation for Torrent is: 

Y=-592.46190 + 19.79757*EPS -13.669900*DPS + 37.68681*PE 

 

Our Regression Equation for Dr Reddy is: 

Y= -2240.93264+ 29.66847*EPS + -30.66540*DPS + 88.91230*PE 

 

 

Figure 4.7 Values of T Stat for various df and alpha 
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INTERPRETATION 

 

In case of Cipla, DPS is proved to be non-significant at both 5 percent as well as 10 

percent while other variables are significant 

 

 

 

Figure 4.8 Hybrid Graph-CIPLA 

 

 

In case of Dr Reddy, DPS is proved to be non-significant at both 5 percent as well as 

10 percent while other variables are significant 
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Figure 4.9 Hybrid Graph-DR REDDY 

 

In case of Torrent, DPS is proved to be non-significant at both 5 percent as well as 10 

percent while other variables are significant 

 

Figure 4.10 Hybrid Graph-TORRENT 
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In case of Sun Pharma, DPS is proved to be non-significant at both 5 percent as well 

as 10 percent while PE is non-significant only at 5 percent.  

 

 

Figure 4.11 Hybrid Graph-SUN PHARMA 

 

In case of Aurobindo Pharma, DPS & EPS are proved to be non-significant at both 

5 percent as well as 10 percent while other variables are significant 
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Figure 4.12 Hybrid Graph-AUROBINDO PHARMA 

 

The relationship between variables may not always be linearly related, thus even 

though we have high correlation value of DPS for DR Reddy, it is proved to be non-

significant. As shown below through scatter plot:  

 

Figure 4.13 Scatter Plot 
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4.2.2 GLOBAL TEST  

 

 

 

Figure 4.14 Regression Analysis 

 

 

Figure 4.15 ANOVA  

 

 

Figure 4.16 Value of F statistics 

Level of significance 0.05 0.1

F Tab 5.4 3.61



 

31 

 

 

 

INTERPRETATION 

• CIPLA:  

At 10% level of significance:  F calculated = 55.03 

                                                 F tabulated = 3.61 

Since 55.03 > 3.61, hence we state that we can reject the Null Hypothesis. 

At 5% level of significance:  F calculated = 55.03 

                                                 F tabulated = 5.4 

Since 55.03 > 5.4, hence we state that we can reject the Null Hypothesis. 

• DR REDDY:  

At 10% level of significance:  F calculated = 62.1 

                                                 F tabulated = 3.61 

Since 62.1 > 3.61, hence we state that we can reject the Null Hypothesis. 

At 5% level of significance:  F calculated = 62.1 

                                                 F tabulated = 5.4 

Since 62.1 > 5.4, hence we state that we can reject the Null Hypothesis. 

• SUN PHARMA:  

At 10% level of significance:  F calculated = 5.2 

                                                 F tabulated = 3.61 

Since 5.2 > 3.61, hence we state that we can reject the Null Hypothesis. 

At 5% level of significance:  F calculated = 5.2 

                                                 F tabulated = 5.4 

Since 55.03 < 5.4, hence we state that we cannot reject the Null Hypothesis. 

• TORENT:  

At 10% level of significance:  F calculated = 20.8 

                                                 F tabulated = 3.61 

Since 20.8 > 3.61, hence we state that we can reject the Null Hypothesis. 

At 5% level of significance:  F calculated = 20.8 
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                                                 F tabulated = 5.4 

Since 20.8 > 5.4, hence we state that we can reject the Null Hypothesis. 

• AUROBINDO PHARMA:  

At 10% level of significance:  F calculated = 6.9 

                                                 F tabulated = 3.61 

Since 6.9 > 3.61, hence we state that we can reject the Null Hypothesis. 

At 5% level of significance:  F calculated = 6.9 

                                                 F tabulated = 5.4 

Since 55.03 > 5.4, hence we state that we can reject the Null Hypothesis. 

 

 

 

4.3 DURBIN WATSON TEST 

This test helps us to detect if there is autocorrelation or not. Autocorrelation can be 

stated as the difference of time period or lags which are obtained in a time series data. 

The lags obtained might be of positive or negative sign. If they are of almost same 

sign, we say there is autocorrelation or no autocorrelation, else the test might be 

inconclusive. 

  

We have two situations: 

NULL HYPOTHESIS: There is no autocorrelation 

ALTERNATE HYPOTHESIS: There is evidence of autocorrelation 

 

 

 

 

Rule for Durbin Watson test: 

1. If dw value is equal to 2, we say there is no autocorrelation 

2. If dw lies between 0 and 2, there is positive autocorrelation 

3. If dw is greater than 2, there is negative autocorrelation 
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If dw value exceeds 2, then we check for the following: 

1. If dw value is greater than the difference of 4 and dL, we say that it is negative 

autocorrelation. 

2. If dw value is less than the difference between 4 and dU, we say that negative 

autocorrelation is not there. 

3. If dw value lies between them then our test is said to be inconclusive. 

 

 

Figure 4.17 Tabulated value of DW Test 

 

 

 

Figure 4.18 DW Summary CIPLA 
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Figure 4.19 DW Summary Dr Reddy 

 

 

 

 

Figure 4.20 DW Summary Sun Pharma 
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Figure 4.21 DW Summary Aurobindo Pharma 

 

 

 

Figure 4.22 DW Summary Torrent 
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4.4 MULTICOLLINEARITY 

A multiple regression model comprises of multiple independent variables that cause 

effect on the dependent variable. In case the independent variables are highly related 

or linearly related to be specific amongst themselves, we term this situation to be 

Multicollinearity. We can also say that, one independent variables is dependent on the 

other independent variables. For example: Person’s age and the class in which he 

studies can have high similarity or high multicollinearity. VIF or Variance Infl. Factor 

can be used to determine the level of relatedness among the independent varibales. 

Another way is to look at the correlation values of the independent variables with other 

independent variables. If r values are highly correlated, we can say there will be high 

multicoliinearity amongst themselves. 

 

The formula for VIF is shows as below: 
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Figure 4.23 Multicollinearity CIPLA 

 

 

In case of CIPLA Pharmaceuticals, there is not linear association among the 

independent variables as the VIF value is less than 3. 

 

 

Figure 4.24 Multicollinearity Sun Pharma 

 

 

In case of Sun Pharmaceuticals, there is not linear association among the independent 

variables as the VIF value is less than 3. 

 

 

Figure 4.25 Multicollinearity Torrent 

 

In case of TORRENT, linear association can be seen among two independent factors 

namely EPS as well as DPS while PE is not linearly associated with them.  
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Figure 4.26 Multicollinearity Dr Reddy 

 

 

In this case, we see that DR REDDY’s all independent variables have a linear 

relationship amongst themselves as the values are more than 5. 

 

 

Figure 4.27 Multicollinearity Aurobindo Pharma 

 

In case of Aurbindo Pharmaceuticals, we see high VIF values for two independent 

factors which means they are linearly related and PE has not linear relationship with 

them.  

 

 

Figure 4.28 Correlation among Independent Variables 

 

r r^2 r r^2

1 Cipla 0.359 0.129 -0.247 0.061

2 DR Reddy 0.372 0.139 -0.574 0.330

3 Torrent 0.905 0.819 -0.390 0.152

4 Sun Pharma 0.443 0.196 -0.803 0.645

5 Aurobindo Pharma 0.900 0.810 0.250 0.062

S. No. Name of company

EPS-DPS EPS-PE
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Here we can see that for those independent varibales whose VIF values is greater 

than 5, their correlation coefficient also comes out to be as high as 0.9 in some cases.  
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CHAPTER 5 

FINDINGS & RECOMMENDATIONS 

 

Following are the findings we have obtained from our analysis of the data of the 5 

companies:  

 

• In the Pharmaceutical Industry, we observe that EPS is the most effective in 

determining the market price of the share. We see that it has a consistent as 

well as moderate value of r with the market price of the share and is an 

important factor to determine its market price.  

 

• Following EPS, we see that PE also has an effective association with the 

market price of the share. R value of PE for some companies can be found to 

be as high as 0.8 which represents a high correlation with the market price of 

the share 

 

• DPS can be seen to be least associated with the share price. It is neither 

consistent and it also has both Plus and Minus values of R which states that 

for some companies it has –ve correlation while for some companies +ve 

correlation. 

 

• T Statistics shows that whether the independent variables are effective or not 

on the share price. It means whether they explain the price movement or not. 

For different companies different variables are shows to be explanatory or 

not. Refer to the table in the T stats to see. 

 

• From F Statistics we can clearly see the impact of each independent variable. 

We see that at 10(ten) percent level of sig. all the independent variables are 

found to be effective except for DPS and explains the price variation. While 

at five percent, only for Sun Pharma, the variables are found to be non-

explanatory.   

 

• In the DW Test we see that our test comes out to be inconclusive among the 

residuals. This means that we cannot determine whether the stock prices will 
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rise tomorrow or fall exactly, based on today’s rise or fall which is pretty 

much the real scenario that we see in the share market.  

 

• For the test of multicollinearity, we see that we have high values of VIF i.e. 5 

or greater than 5. This can be ignored safely as cited by famous statistician 

Dr. Paul Allison that since EPS/DPS/PE on not dependent on each other, they 

are related to the amount of profit a company makes or on sole discretion of 

Board of Directors, we can ignore high VIF values.  
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CHAPTER 6 

LIMITATION OF THE STUDY 

 

While going through this study, I recognized various limitations that could not be 

ignored. The limitations are as follows: 

 

• During the time of Great Depression i.e. during 2008-09 period, a lot of 

companies did split share. For example: A share of Rs100 was split into 10 

share of Rs10 each. Thus I observed that even though the market price of the 

share went down, the EPS/DPS/PE values still increased in those years. Hence, 

we cannot account for that data as it will hamper our trend analysis.   

 

• Our analysis has been of only 9 years, thus we see high VIF or Variance 

Inflation Factor values of around 6 and 7. This shows high evidence of 

multicollinearity between the independent variables.  

 

• In the DW or Durbin Watson test we observe that our test comes out to be 

inconclusive. This can be explained from the fact that we cannot truly predict 

if the stock will rise or fall tomorrow based on today’s rise or fall. We simply 

cannot tell. 

 

• Our results could differ for different sectors such as airlines industry or 

automobile industry. We have selected 5 Pharmaceutical companies listed on 

BSE whose have been in market for quite a long time. Their share have a good 

market price and are traded in high frequency and volume in the stock market. 

 

• We have not analysed what caused EPS or DPS or P/E to change for a company 

as it solely depends on the profit generated by the company or discretion of the 

Board of Directors (BOD).  
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