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Abstract: The aim of the study is to examine the impact of financial
explanatory variables on the equity share price of companies listed on the
Standard and Poor (S&P) BSE 100 Index. A secondary dataset of 16 financial
variables is considered for 14 financial years from 2005-2006 to 2018-2019.
Panel data regression analysis has been employed, and Hausman results
indicated that the fixed effect model is appropriate over the random effect of
seeing the impact. Further diagnostic testing revealed that panel data
assumptions are violated hence cluster robust standard error test has been
employed to correct the assumptions. Results revealed that among 16 financial
variables, earning per share, price to book value, book value per share, and
dividend per share have a significant positive impact on market price of equity
shares, whereas the size of the firm, return on net worth, and dividend yield
have shown significant negative impact.
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1 Introduction

The stock market is considered to be the backbone and one of the fastest-growing areas
across the world (Namahoot and Jantasri, 2021). This provides an efficient medium for
investment where surplus funds are taken from individuals, companies, and the
government and supplied to the needy one for investment in any profitable opportunity or
direct them to the sectors that produce for the economy (Al-Shubiri, 2010). On the other
hand, investors allocate their funds from where they can earn good returns (based on risk
and returns), which leads them to invest in long-term securities, such as equity shares,
preference shares and debentures (Arkan, 2016). Among all, the equity shares are
considered to be the avenue that has a high potential to generate considerable returns on
the investment of investors (Zulkifli et al., 2008; Nirmala et al., 2011). It is one of the
negotiable instruments of the capital market issued by the company that wants to raise
public funds by diluting its ownership. Equity shareholders get dividends as a return on
investment in equity shares. As equity shares are negotiable instruments, appreciation in
the equity share price also enhances the asset value of shareholders (Mishkin and Eakins,
2009; Ali and Chowdhury, 2010), and the market price of equity shares is considered to
be the most important factor for investors to take investment decision (Sharma, 2011).
The stock markets are found to have dynamic and volatile behaviour (Irfan and Tanwar,
2017). The volatility, uncertainty, complexity and ambiguity (VUCA) environment and
stock market volatility are closely associated. Thus, it is crucial to comprehend the best
methods for capturing this relationship (Teixeira et al., 2023).

Numerous researchers believe that investors can earn abnormal profits by identifying
the determinants of share prices with the help of financial, economic, and technical
analysis (Banz, 1981; Basu, 1983; Wong and Lye, 1990; Chan et al., 1991). Technical
analysis uses past trends, volume, and other technical indicators to forecast future share
prices (Mishra and Dehuri, 2012), whereas the fundamental approach bases its
predictions on financial fundamentals (Dhole, 2017). Technical analysis is seen as an
addition to fundamental analysis rather than a replacement because it merely describes
market behaviour, whereas fundamental analysis takes into account the factors that affect
the market price of shares (Suresh, 2013; Dhole, 2017). The financials of a certain
organisation typically reflect fundamental aspects. Firms’ overall values are reflected by
information in financial statements, which is a key aspect that drives the market price of
equity shares (Muhammad and Ali, 2018). Financial explanatory variables are regarded
as the most significant among the different factors that affect the price of equity shares
(Muhammad and Ali, 2018; Anshika, 2017; Kheradyar et al., 2011; Ou and Penman,
1989; Das and Pattanayak, 2009; Witkowska, 2006; Chan et al., 1991; Srinivasan, 2012;
Sukhija, 2014; Dhatt et al., 1999). That is whys; it is advisable for investors, brokers, and
fund managers to have knowledge of the company-specific financial variables which
ascertain the market price of equity shares so that they can make the best promising
investment decision about the investment in equity share market operations under stock
markets (Sharif et al., 2015).

The literature emphasises that numerous studies have been conducted in developed
countries (Wong and Lye, 1990; Fama and French, 1992; Tsoukalas and Sil, 1999; Lam,
2002; Al-Deehani, 2005; Witkowska, 2006; Liu and Liu, 2007; Dimitropoulos and
Asteriou, 2009; Hui et al., 2010; Gill et al., 2012; In’airat, 2018) as well as in developing
economies (Mohanty, 2002; Pirie and Smith, 2008; Martani et al., 2009; Sharma, 2011;
Kalunda and Haryati, 2012; Musthafa and Jahfer, 2013; Ernest and Oscar, 2014; Wangui
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et al., 2015; Kai and Rahman, 2018; Sukesti et al., 2021). Few studies have been
conducted to examine the factors and their link with equity shares with regard to
developing economies, particularly in India. Further, literature provides evidence that in
the Indian context, very few studies have been done to know the upswing and downswing
of BSE Sensex index and NSE Nifty index in reference to a limited financial variables
and for a short period (Singh and Sharma, 2006; Das and Pattanayak, 2009; Malhotra and
Tandon, 2013; Khanna, 2014; Divya and Rao, 2015; Irfan and Tanwar, 2017; Rao and
Suryanarayana, 2018; Bhatia and Mulenga, 2019). The nature of stock markets are
considered to be dynamic and volatile (Irfan and Tanwar, 2017). Stock exchanges can be
used to measure the performance of the stock market and broad trends. Bombay Stock
Exchange (BSE) and the National Stock Exchange (NSE) are the two nationalised stock
exchanges in India. BSE is the oldest stock exchange in Asia and the 9th largest in terms
of market capitalisation. As a result, by concentrating on the effect of financial variables
on the stock prices of Indian companies listed in BSE 100 Index, the current study fills a
significant gap in the literature. The current study focuses on company-specific financial
variables to examine share price valuation, which will provide insight to the investors to
look for before investing in equity shares. The study will also provide insight to the
management of the company to design a policy to strengthen the finances of the
company, which have a significant influence on the equity share price. This will help the
company to increase its valuation.

2 Review of literature

From the inception of equity share pricing, researchers have been trying to determine the
factors of equity share price in the context of accounting fundamental variables or
financial explanatory variables. Pioneer work was done by Collins (1957) to know the
determinants of equity share prices in the context of accounting fundamentals. The study
indicated numerous firm-specific factors, including operating earnings, book value,
dividend, and net profit, which significantly impacted the equity share prices of the US
capital market. Further, Ball and Brown (1968) and Beaver (1968) challenged many
theories which claimed the irrelevancy of accounting numbers to the firm value and
demonstrated that financial information is reflected in share prices. The study indicated
that with the announcement of financial information, investors were alerted about the
shares in which they were trading. Among all financial variables, Basu (1977) studied the
impact of price earning ratio on the stock returns of the companies indexed in the New
York stock exchange from April 1957 to March 1971 and revealed that a portfolio with a
low price earning ratio/high earning price ratio generated high returns than a portfolio
with a high price earning ratio/low earning price ratio. However, Reinganum (1981) cast
doubt on it and asserted that influence might be due to the size effect. In this line, Banz
(1981) in the USA, Brown et al. (1983) in Australia, and Levis (1985) in the UK
examined the relationship between the size in terms of market capitalisation and
risk-adjusted rate of return and found a significant negative association. In the context of
the influence of size, Basu (1983) re-examined the combined effect of size and earning
price ratio on stock returns and pointed to a significant positive impact of earning price
ratio, which was later on asserted by other studies too in different countries (Kumar,
2017; Malhotra and Tandon, 2013; Avdalovic and Milenkovic, 2017; Khan and
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Amanullah, 2012). Basu (1983) and Peavy and Goodman (1983) supported that the
explanatory power of earning price ratio increases with size and beta and found a
significant negative impact of size. Though, size showed negligible impact when beta and
earning price ratio were used as a control variable. Whereas Cook and Rozeff (1984),
Jaffe et al. (1989) and Wong and Lye (1990) contradicted the results of Basu (1983) and
predicted that size does have a significant negative influence on stock returns which was
later supported by many a study (Ghauri, 2014; Avdalovic and Milenkovic, 2017).

The literature was further extended by Patell (1976) and investigated the influence of
earning per share on share prices and indicated that forecasted earning per share was
positive and significantly accompanied by significantly adjusted share prices only when
they exceeded the expectation of shareholders. Later, Bhole (1980) determined earning
per share as a significant factor for stock price companies listed on New York stock
exchange, and Balkrishnan (1984) examined earning per share as the most influential
variable with reference to the private sector in India. Earning per share has been founded
as a key and most influential financial variable for investors and has shown a strong
positive significant relationship with the market price of shares (Martinez, 2003;
Al-Deehani, 2005; Singh and Sharma, 2006; Al-Shubiri, 2010). However, Haque and
Faruquee (2013) and Anshika (2017) showed that earnings per share have no influence
on the stock price of Bangladesh and Indian stock markets, respectively. Further,
Bhandari (1988) tested the relationship between the debt-equity ratio and the market price
of shares and found it is an important predictor with positive significant explanatory
power (Rao and Suryanarayana, 2018; Jaffe et al., 1989; Martani et al., 2009; Dhatt
et al., 1999; Barbee et al., 1996) and its estimation coefficient got increased when size
and beta taken as a control variable. By the time researchers included other accounting
variables too in their study, and on the same equation, Chan et al. (1991) identified
book-to-market ratio and cash flow yield as prominent explanatory financial variables
with respect to share prices in Japan, and Fama and French (1992, 1995, 1996) evaluated
the effect of size and book to market equity ratio with the beta, leverage, and price
earning ratio. Among all variables, book to market ratio was found to have the most
positive significant explanatory power. Price earning ratio and leverage were found to
have a significant positive impact but insignificant with size, beta, and book-to-market
equity ratio. Book to market equity ratio has been found to have a significant positive
influence on stock returns across studies of many countries (Lam, 2002; Chen and Tu,
2002; Khan and Amanullah, 2012; Arkan, 2016; Anshika, 2017). On the other side,
Shafana et al. (2013) found the book-to-market equity ratio negative but significant for
equity the share price of the capital market of Sri Lanka.

In another study of financial determinants, Tsoukalas and Sil (1999) examined
dividend yield, dividend growth rate, and interest rate taken into account and attributed
dividend yield as positively significant (Pandey, 2001) with stock price amongst all
variables. In an early-year study, Zahir and Khanna (1982) showed dividend yield as
highly significant but negatively associated with the share prices of private sector firms.
Later, Dimitropoulos and Asteriou (2009) and Malhotra and Tandon (2013) also found
dividend yield as negatively but significantly associated with the market price of shares.
With earning per share, dividend per share is also considered the key factor influencing
share prices and investors’ investment decisions. However, the unanimous result was
found for dividend per share across the studies and has been determined as the
significantly positive and most influencing explanatory variable of the stock price for
investors by Zahir and Khanna (1982), Balkrishnan (1984), Gallizo and Salvador (2006),
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Al-Shubiri (2010), Chughtai et al. (2013), Sharif et al. (2015) and Goyal and Gupta
(2019). However, dividend per share was found to be a negatively significant explanatory
variable for the companies listed in the Bombay stock exchange (Divya and Rao, 2015)
and insignificant for the automotive and information technology industry (Geetha and
Swaaminathan, 2015). At the same time, Ebrahimi and Chadegani (2011) concluded that
the influence of dividend per share is not stable over a period of time. In addition,
Rajhans and Kaur (2013) concluded that net sales, profit, fixed assets, and the weighted
average cost of capital significantly explain variance in share prices, while the
debt-equity ratio and dividend payout ratio is insignificant. Among all, profit is highly
related to equity share prices, followed by sales and the weighted average cost of capital.
Ozlen (2014) extended the literature and identified the debt ratio, current ratio, total asset
turnover ratio, net profit margin, and price earning ratio as significant financial variables
to explain stock returns. Still, the direction of variance varies from industry to industry.
Return on equity has been reported as a positively significant financial explanatory
variable (Arkan, 2016; Anshika, 2017) as well negatively significant (Divya and Rao,
2015) for change in share price. In recent studies, Al-Malkawi et al. (2018) estimated the
dataset from the financial year 2000 to 2015 and found a positive and statistically
significant association of book value per share, dividend per share, price earning ratio,
return on equity, earning per share and size with stock returns.

In contrast, debt and dividend yield exhibited a negative and significant association
with the market price of shares. A dataset from the financial year 2014 to 2018 related to
BSE Sensex index listed companies were studied by Goyal and Gupta (2019) and
concluded that price earning ratio and earning per share has a significant positive
influence on stock returns, which has been asserted by Pallathadka (2020) for the
information technology sector and Gyawali (2022) for the banking sector. In another
study on the banking sector, Sharma et al. (2022) revealed that the capital adequacy ratio,
return on equity, net interest margin, and earnings per share all positively impact banking
stocks. In order to see the influence of the debt-equity ratio, total asset turnover ratio, and
return on asset on the share price of real estate companies, Kurniawan (2021) applied
panel data regression and revealed that among all, only the total asset turnover ratio
shown a significant positive impact. In this line, Sukesti et al. (2021) asserted that the
return on assets, debt-equity ratio, and net profit margin all have a positive and
substantial impact on the stocks of manufacturing companies. A generalised method has
been undertaken by Ruhani and Junoh (2022) to assess the effect and revealed that
earnings per share, market capitalisation, dividend yield, trading volume, and
price-earnings are substantial contributors to stock market returns. Existing literature
shows that, moreover, studies are done in developed nations, though contributions
represent developing nations too but undertaken very few financial variables and a short
period. If we see at the Indian context, no literature is available on BSE 100 Index. So,
the present study focused on examining the effect of various explanatory financial
variables on the movement of equity share price of S&P BSE 100 index listed companies.

3 Research methodology

The present study aims to examine the impact of financial explanatory variables on the
equity share price of companies listed on the Standard and Poor (S&P) BSE 100 Index.
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3.1 Sample

The S&P BSE 100 Index, which is a barometer of 101 largest and most liquid Indian
companies within the S&P BSE large to the mid-cap category, has been chosen as a
sample for current contribution. This accounts for a two-third market capitalisation of the
listed universe at BSE limited as of the report on 30 March 2019 (BSE India, 2019).
Therefore, it can be said that the sample is good enough to represent the corporate sector
in India.

3.2 Data sourcing

The CMIE PROWESS database is used as a source collected yearly for 16 financial
variables (Table 1) defined through a literature survey for the 14 years from the financial
year 2005-06 to 2018-19 for 65 out of 100 companies listed in the S&P BSE 100 index.
As 21 companies were listed after the study period, and for 14 companies, data was
unavailable. The cement and infrastructure sector (6), automobile sector (7), information
technology and power sector (8), fast moving consumer goods sector (10),
pharmaceutical sector (12), and oil, gas, energy, and chemical sector (12) were all
included in the S&P BSE Index’s composition. Companies not included in the sectors
mentioned above were classified as miscellaneous (10).

3.3 Model specification

Descriptive statistics were used to summarise variables constructively, and then
correlation was carried out to see the meaningful relationship between the financial
variables and market price of equity shares. Further, panel data analysis is used by using
EViews 12, as it allows us to construct and test more complicated behaviour than pure
cross-section and time series. It provides more opportunities to use a more extensive
dataset and provides a larger degree of freedom. Hence, to determine the impact of
company-specific financial variables on up and down swings in the equity share price of
S&P BSE 100 Index listed companies, the following panel data models are preferred:

1  ordinary least square method (OLS)
2 fixed effect model (FE)
3 random effect model (RE).

The above-said models are based on different assumptions based on intercepts, i.e.,
constant and slope. OLS model assumes that all the parameters remain constant across
the cross-section and time period under the study and data is called poolable. The
equation of OLS is as follows:

Yi =Bo +BiXii +BaXoi +...+ B Xk + e

where Y is dependent variable; X, ..., Xk are independent variables; ¢; is the error term;
Bo is a constant coefficient, B, B2, Bs......... Bii are the coefficient of respective variables.

Whereas fixed effect assumes intercept changes across the cross-section but remains
constant in time series, so we can say there is a cross-section effect. FE model allows
heterogeneity or individuality among all the cross-section units by having its intercept
value. It means the intercept or cross-section units may differ, but the intercept does not
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vary over time. But in the case of RE model, we assume that unobserved heterogeneity
behaves in a random fashion. The equation of FE model is as follows:

Yie = Boi + BrieXiie + B2ieXaie + ...+ Buoie Xioit + Cit

where Y is the market price of equity shares for i" cross-section unit and t time unit;
Xiit 1s earning per share; Xy is price to book value; X3; is earning yield; X4ii is book
value per share; Xsj; is total asset turnover ratio; X is net profit margin; X is size; Xsi
is the size in terms of total assets; Xoj is the price to sales; Xjoi is return on capital
employed; Xiii is current ratio Xio; is quick ratio; Xisi is dividend per share; X4 is
dividend payout ratio; Xsi; is return on net worth, and X is dividend yield which are
independent variables for i cross-section and t! time unit; e is an error term, B is
intercept; Bii, Boit, Psit, ..., Pieic are the coefficient of respective variables for ith
cross-section and t time unit.

Table 1 Description of financial variables
Sr. Financial va.riables as Measurement Signiﬁcanl
no. determinant impact
1 Current ratio (CR) Current assets/current liabilities Positive,
negative
2 Quick ratio (QR) Liquid assets/current liabilities Positive
3 Net profit margin (%) (NPM) Net profit after tax/net sales Positive,
negative
4 Return on capital employed Earning before interest and tax/capital Positive
(%) (ROCE) employed
5 Return on assets (%) (ROA) Net profit after tax/average total assets Positive,
negative
6 Earning per share (Rs.) Net profit after tax and preference Positive
(EPS) dividend/number of equity share outstanding
7 Dividend per share (Rs.) Total dividend paid to ordinary Positive
(DPS) shareholders/number of ordinary shares
outstanding

8  Dividend payout ratio (DPR)  Dividend paid to ordinary shareholders/net Positive
profit after tax and preference dividends

9 Dividend yield (%) (DY) Dividend per share/market value per share Negative

10 Book value per share ratio (Shareholders equity — preference Positive
(BVPS) equity)/number of equity shares outstanding

11 Return on net worth (%) Net profit after tax and preference Positive
(RONW) dividend/net worth

12 Price to book value ratio Market price per share/book value per share Positive,

(PB) negative

13 Total asset turnover ratio Net sales/total assets Positive
(TATR)

14 Size of the firm (Rs. billion) Logarithm of total assets Negative

15 Price to sales ratio (PS) Market capitalisation/net sales Positive

16 Earning yield (%) (EY) Earning per share/market price per share Positive

Source: Authors’ elaboration
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With the help of EViews 12, F-statistics is used for the model selection among OLS and
FE, wherein a significant value of F-statistics will lead to the selection of FE model over
OLS. Hausman (1978) test statistics have been employed, which test the association
between the FE/RE effect and regressors for specification (Gaganis et al., 2009). Further,
the test also validates whether any correlation exists between the unique errors and the
model’s regressor.

Further panel data assumptions such as multi-collinearity, heteroskedasticity, and
serial correlation have been checked to see the error term and violation of these
assumptions corrected by employing cluster robust standard error test to see the impact of
financial variables (independent variables) on the market price of equity shares
(dependent variable).

The market price of shares is taken as an average of low market price and high market
price.

Market price = (low price + high price)/2

4 Data analysis and results

4.1 Descriptive statistics

Descriptive statistics (Table 2) is explained in terms of the mean value and standard
deviation of financial variables and equity share price for the period of 14 years from the
financial year 2005-2006 to 2018-2019.

Table 2 Descriptive statistics
Variables Mean value Standard deviation
MP 1,315.411 2,683.706
EPS 45.043 68.554
PB 6.588 6.405
EY 1.521 1.604
BVPS 253.368 352.882
TATR 1.081 0.712
NPM 1,648.487 13,925.443
Size 3.887 0.905
ROA 0.162 0.341
PS 393.514 3,907.638
ROCE 21.711 20.361
CR 2.552 13.807
QR 2.153 13.825
DPS 15.251 24.792
DPR 31.487 32.808
RONW 24.698 21.472

DY 386.991 655.874
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Correlation analysis results

Table 3
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4.2 Correlation analysis

Correlation analysis has been employed to ascertain the relationship and direction of
association between the explanatory financial variables and equity share price. The
results (Table 3) depict that the equity share price has a significant positive relationship
with EPS (0.856), BVPS (0.782), DPS (0.617), PB (0.223), DY (0.172), ROCE (0.094)
and TATR (0.091). In contrast, the equity share price has shown a significant negative
association with EY (-0.157). NPM, ROA, size, PS, QR, CR, DPR and RONW have
shown an insignificant low association with the equity share price.

4.3  Appropriateness of OLS model

OLS is not the right model to examine the data since the F-statistics value (see Table 4) is
significant, indicating that the data cannot be pooled.

Table 4 F-statistics result
Test Value Significance level
F-statistics 92.383 0.000

4.4 Selection among fixed effect and random effect model

As OLS is not an appropriate model for estimation, FE or RE will be employed for
estimation. Consequently, to select between FE and RE, Huasman test has been
employed.

Hausman test (? statistics) value (Table 5) 34.966 is significant at 1% significance
level. These results provide us with a conclusion that a correlation can exist between the
market price of shares and the error term, whereas FE model is preferred to the RE Model
for estimating the relationship among the variables because FE model demeans the
unobserved heterogeneity. In addition, the Durbin-Watson value (2.228) (Table 5)
appears to be approximately two, indicating no autocorrelation among the endogenous
variables.

Table 5 FE and RE model

FE model RE model
Variables
g t-ratio  p-value Coefficient  t-ratio  p-value

Constant 415.532 1.489 0.136 330.169 1.204 0.228
EPS 19.2514  20.680  0.000 19.873 21.640  0.000
PB 139.556  18.400  0.000 140.805 18.700  0.000
EY 3.662 0.157 0.875 —6.952 -0.303  0.761
BVPS 2.741 15.050  0.000 2.600 14.640  0.000
TATR 7.947 0.157 0.874 29.355 0.584 0.559
NPM —0.003 -0.973  0.330 —0.001 -0.480 0.630
Size —287.874 —4.594  0.000 —264.884 —4.331  0.000
ROA -104.970 —-0.600  0.548 —130.972 —0.764 0.444

Note: Significance at **0.01 level.
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Table 5 FE and RE model (continued)

FE model RE model

Variables
g t-ratio  p-value Coefficient  t-ratio  p-value

PS —0.009 -1.076  0.282 —-0.012 -1.481 0.138
ROCE 4.275 0.940 0.347 4.635 1.036 0.300
QR 11.180 0.108 0913 6.605 0.064 0.948
CR -15.364 —0.148 0.881 —9.744 -0.094 0.924
DPS 15.041 7.683 0.000 15.498 7.990 0.000
DPR —0.066 —0.120  0.904 0.030 0.055 0.955
RONW -28.239  —7.037  0.000 —28.601 =7.201  0.000
DY -0.1475  —2.355 0.018 —-0.205 -3.362  0.000
Durbin-Watson value 2.228 2.228
Adjusted R? 0.881 0.820
F-statistics 78.128%%* 149.742%*
Hausman test ()2 statistics) 34.966**

Note: Significance at **0.01 level.

4.5 Diagnostic testing

In order to select an appropriate model checking various assumptions of panel data are
essential to ensure that the results are reliable and accurate. For panel data regression, the
aforementioned assumptions were examined:

4.5.1 Multi-collinearity

Multi-collinearity occurs when there are many perfectly linear associations between
endogenous variables (Gujarati, 2011). Variables are not multi-collinear if the variance
inflation factor (VIF) value is less than 10. VIF value (Table 6) indicates that CR and QR
have greater than a value 10. After excluding QR as a dependent variable, the remaining
variables showed VIF values below 10, which exhibits no multi-collinearity, and the
investigation can be continued with the rest of the endogenous variables.

4.5.2 Heteroskedasticity

The error term in the traditional linear model is presumed to be homoskedastic across
observations. However, the violation of this assumption causes heteroskedasticity
(Gujarati, 2011). The presence of heteroskedasticity produces inefficient estimates
because of the inconsistent covariance matrix of regression coefficients. The
modified-Wald test has been employed in the current contribution to examining
heteroskedasticity. 2 statistics value (Table 7) for modified Wald statistics is significant;
it indicates the variance of the error term is heterogeneous (Greene, 2000).
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Table 6 Variance inflation factor

Variables Centred before VIF Centred after VIF
BVPS 3.682 3.680
CR 1,959.270 1.019
DPR 1.090 1.090
DPS 2.206 2.199
DY 1.512 1.502
EPS 3.758 3.756
EY 1.271 1.257
NPM 2.636 2.636
PB 2.224 2212
PS 1.053 1.044
QR 1,959.530 -
ROA 3.242 2.508
ROCE 7.863 7.779
RONW 6.932 6.923
SIZE 2.885 2.731
TATR 1.232 1.214

Table 7 Modified-Wald test results

Test Statistics p-value

2 statistics (65) 209,060 0.000

4.5.3 Serial correlation

It indicates the correlation between the current and the previous error term. If a
correlation is not there, it means no serial correlation. Regression results are considered
to be ineffective when a serial correlation is present. Breusch-Godfrey serial correlation
LM test results indicated that the F-statistics value (Table 8) is significant, indicating the
presence of serial correlation.

Table 8 Breusch-Godfrey serial correlation LM test results
Test Statistics Probability p-value
F-statistic 239.844 Prob. F (1,958) 0.000
Obs*R? 195.223 Prob. Chi-Square (1) 0.000

From the results, it is revealed that all assumptions have been violated. Hence, a cluster
robust standard error (CRSE) test has been employed to rectify these and obtain the
intended findings. CRSE test accounts for heteroskedasticity in a model’s unexplained
variation. In other words, CRSE can consider this association if the degree of variance in
the outcome variable is connected with the endogenous variable.
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4.6 Cluster robust standard error test results

Results of the cluster robust standard error model ascertained R? value 0.841 (Table 9),
which infers that 84.10% variation in equity share price has been explained by above said
financial variables over the period of time across the section. The value of F-statistics
(143.91) and p-value (0.000) indicates that the model is statistically robust at a 1% level
of significance. Further results infer that PB is a positively significant variable with the
highest power among all financial variables to explain equity share price ( = 143.778,
p < 0.001), and the results are consistent with (Al-Deehani, 2005; Martani et al., 2009;
Irfan and Tanwar, 2017; Rao and Suryanarayana, 2018) but inconsistent with the findings
(Ferson and Harvey, 1994; Mohanty, 2002). The positive effect indicates that the market
price of equity shares has importance over its book value. An increase in the market price
of equity shares increases the overall valuation of the firm; this may be the reason that PB
has the strongest influence on the equity share price. The second major positive
significant variable is EPS ( = 16.437, p < 0.001), and the results are consistent with the
findings (Singh and Sharma, 2006; Pirie and Smith, 2008; Al-Shubiri, 2010; Malhotra
and Tandon, 2013; Ernest and Oscar, 2014; Irfan and Tanwar, 2017; Kumar, 2017,
Muhammad and Ali, 2018; Bhatia and Mulenga, 2019; Goyal and Gupta, 2019). Another
financial variable DPS, also has a positive and significant influence on equity share price
(B =10.910, p < 0.001), which is in consensus with (Matthew et al., 2014; Sharif et al.,
2015). Since EPS and dividend gains directly impact investors’ demand and supply for
equity shares, they play a critical role in determining the price of equity shares
(Al-Shubiri, 2010). A positive association of EPS and DPS with equity share price
suggests that the company’s operational effectiveness and capacity to produce profit
account for the stock returns in a favourable manner, which may be helpful to investors
when investing in equity shares. Yet another variable BVPS, also has a significantly
positive but low influence on equity share price (B = 3.534, p < 0.001), and findings are
in line with (Singh and Sharma, 2006; Sharma, 2011; Gill et al., 2012; Malhotra and
Tandon, 2013; Sharif et al., 2015; Arkan, 2016; Avdalovic and Milenkovic, 2017; Rao
and Suryanarayana, 2018; Bhatia and Mulenga, 2019) but not in consensus with
(Anshika, 2017). An investor may interpret a higher book value per share as a sign that a
company is in a strong financial position and is, therefore, a good investment because it
represents the owner’s funds (Sharma, 2011).

In contrast, results revealed that size has a significant negative impact on equity share
price (B =-28.001, p < 0.05), and findings are in line with (Jaffe et al., 1989; Mohanty,
2002; Avdalovic and Milenkovic, 2017). However, the results are contrary to the findings
(Johnson and Soenen, 2003; Martani et al., 2009). This association can be explained by
several elements, including risk diversification, market dominance, and improved access
to the capital market (Martani et al., 2009). In line with size, RONW also has a
considerably negative significant contribution in explaining equity share price
B = -15.094, p < 0.05), but contrary to the findings (Sharma, 2011; Rao and
Suryanarayana, 2018). The negative association may be due to the equity share
influenced by non-operating profit, which is derived from sources other than sales, which
led to a negative connection (Martani et al., 2009). Yet there is a smaller but negatively
significant effect of DY on equity share price (B = —0.142, p < 0.001), similar to the
findings (Matthew et al., 2014; Sharif et al., 2015). Price arbitrage, impact of information,
and the duration effect all may have the potential to cause a negative connection
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(Khangah and Ebrati, 2011). Further it is inferred that TATR, NPM, ROA, PS, DPR have
a positive but insignificant effect, whereas EY, ROCE and CR have an insignificant
negative effect.

Table 9 Cluster robust standard error test results
Variables Pcoefficient  Standard error t-value Significance level
EPS 16.437 4.802 3.420%* 0.001
PB 143.778 34.445 4.170** 0.000
EY —34.645 20.753 -1.670 0.100
BVPS 3.534 0.833 4.240%* 0.000
TATR 136.904 191.032 0.720 0.476
NPM 0.008 0.012 0.690 0.494
Size -28.001 13.353 —2.097* 0.043
ROA 256.738 527.428 0.490 0.628
PS 0.002 0.002 1.000 0.503
ROCE -3.311 7.616 -0.430 0.665
CR -0.513 0.893 -0.570 0.567
DPS 10.910 3.593 3.040%* 0.003
DPR 0.350 0.730 0.430 0.634
DY —0.142 0.034 —4.176%* 0.000
RONW -15.094 6.542 -2.307* 0.047
Constant -1,258.496 668.535 -1.880 0.064
R2 0.841
F (14, 65) value 143.910%*

Note: significance at **0.01, *0.05 level.

5 Conclusions, implications, limitations and future research

The main objective of this study is to know the significance and impact of financial
variables on determining the equity share price of companies listed in the BSE 100 Index.
Panel data includes time series of 14 years from the financial years 2005-2006 to
2018-2019 with a cross-section of 65 companies. In panel data regression, OLS model
was found to be inappropriate as data was not poolable. Hausman test revealed that
among fixed effect and random effect, the fixed effect is appropriate to see the impact,
but when panel data assumptions were checked, it was found that assumptions were
violated, which were corrected by cluster robust standard error test. The results revealed
that among 16 financial variables EPS, PB, BVPS, and DPS have significant positive
impacts on the market price of equity shares. In contrast, the size of the firm, RONW and
DY have shown a significant negative impact.
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5.1 Implications

This study offers information to fund managers, institutional investors, brokers, and retail
investors of the stock market, as well as major implications for managing businesses
whose shares are traded on the secondary market. First, the company’s management will
put a lot more effort into developing policies that will improve the financial variable in
their financial statement, which will significantly impact equity share pricing. The
organisation will benefit from an increase in the market value of its stocks as a result.
Secondly, the study’s findings will help shareholders to identify the major,
company-specific financial variables that affect the value of equity shares so that they can
base investment decisions on how well these factors are performing. When creating
equity share investment portfolios for their clients and organisations, brokers, fund
managers, and investors can also anticipate the essential financial indicators and their
impact.

5.2 Limitations and future research

Although this study has important implications for the organisations’ stakeholders, it still
has some limitations that could be used as a source of future research. The current study
is limited to financial indicators, whereas plenty of indicators are there which may derive
the equity share price. Further, the companies listed in S&P BSE 100 Index have only
been taken into consideration; however, future researchers can examine the CNX Nifty
100 Index in conjunction with other financial indicators or does a comparative study by
taking into account both indices. For comparison analysis, researchers might look at
global indexes. The macroeconomic factors that may have an impact on the market price
of shares can be analysed (Kumar et al., 2020) in addition to the microeconomic data that
are taken into account in the current contribution. Apart from fundamental factors, factors
related to technical analysis (Mishra and Dehuri, 2012), and the business cycle (Shyu and
Hsia, 2008) can also are taken into consideration in the Indian context.
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