Chapter 1, Introduction

Beginning from 1991, India’s financial system took a radically new turn towards the market model. This envisaged an increased role for the capital market, along with a fundamental restructuring of banks and financial institutions. Such restructuring has been rather slow. The bulk of the banking system and major financial institutions are still largely owned and controlled by the government.

1.1 
Financial Firms in India

The corporate sector desiring long-term funds can raise it by issuing shares and debentures to the members of the public. The corporate sector can also approach financial institutions for satisfying their long term financial needs. The financial institutions are concerned with mobilizing resources from different sections of society for their channelisation in productive way. The financial institutions provide a convenient and effective link between savings and investment. They pool the savings of the society and are used by them to cater to the needs of the corporate sector.


In India, we have a battery of financial institutions operating in capital market and rendering financial assistance to needy enterprises. These financial institutions can be categorised into three major groups.

1. Commercial Banks.

2. Development Banks.

3. Investing Institutions
1.1.1 Commercial Banks

The Commercial Banks are the oldest institutions having a wide network of branches commanding utmost public confidence and having the lion’s share in the total banking operations. The Commercial Banks operating in India fall under a number of sub-categories on the basis of ownership and control of management. They constitute a vital role Indian financial system. These financial institutions have been major suppliers of working capital finance to the corporate sector.


The Commercial Banks assist enterprises by granting term loans and various kinds of financial modes. They render help to the corporate sector in raising long term funds from capital market through merchant banking activity. Let us discuss the nature of long term financing of business by the commercial banks.
1. Term Lending.

2. Underwriting.

3. Direct subscription.

4. Merchant banking activity.

1.1.2 Development Banks

The Development Banks are also known as Industrial Banks. The development banks supply capital, knowledge and enterprise. They meet the requirements of industries. They provide long term investments. They are able to finance the long term investments. They employ financial experts to render the services to the prospecting projects. These banks acquire funds by issuing their own shares and debentures and obtain loans from the Central government and international agencies. They are performing important functions for rapid industrialisation of the country. They inquire and investigate the prospects of the industry and feasibility and utilities of the various schemes. They advise the industries in financial and non financial matters of the corporate sector.
The functions of industrial banks can be categorised into three parts:

a) Accepting of long term deposits.

b) Permitting of long term investments.

c) Consultancy services.

The deposits are mobilised by these banks by giving higher rate of interest to the depositors. These banks grant direct financial aids to the industries. Long term loans are sanctioned usually on the mortgage or land, machine and other fixed assets. The companies require short term funds for purchase of raw materials and other payments. The short term credit is provided by Commercial Banks. The important industrial banks in India are:

1) IDBI

2) ICICI

3) IFCI

1.2 Objective
1. The purpose of doing study is to understand the security pricing theories viz, CAPM & SML by application.
2. To find the pricing status of securities of financial firms.

3. Test of asset pricing theories such as CAPM and Test of Market Efficiency.

4. To know the return and risk of the stocks.
1.3 Scope
1. The study is based on the securities listed on National Stock Exchange (NSE) of India Ltd.
2. The Study’s scope is confined to securities of financial services firms in India from 1st Jan 2007 to 31st Dec 2008, They are : 
a) Industrial Development Bank of India Ltd.

b) India Bulls.

c) Bajaj Auto Finance Ltd.

d) Housing Development Finance Corporation Ltd.

e) LIC Housing Finance.
1.4 Methodology
Research Design
Research is conducted on the equity shares listed in the National Stock Exchange (NSE). Research consists of analyzing the equity shares and Calculation of return and betas of stocks.
Data Collection Methods & Techniques:

The collection of data is through Secondary Research

Secondary Research
1. Internal Secondary Data: The data generated within the organization such as financial reports, share prices at different time period.
2. External Secondary Data: The data generated by sources outside the organization such as government reports, data collected by syndicate, etc.
1.5 Limitations of the Study
1. Inadequacies or Incorrectness of Data: An analyst has to wrestle with inadequate or incorrect data. While deliberate falsification of data may be rare, subtle misrepresentation and concealment are common. Often, an experienced and skilled analyst may be able to detect such ploys and cope with them. However, in some instances, he too is likely to be misled by them into drawing wrong conclusions.
2. Future Uncertainties: Future changes are largely unpredictable, more so when the economic and business environment is buffeted by frequent winds of change. In an environment characterized by discontinuities, the past record is poor guide to future performance.
3. Irrational Market Behaviour: The market itself presents a major obstacle to the analyst. On account of neglect of prejudice, undervaluation may persist for extended periods, likewise overvaluations arising from unjustified optimism and misplaced enthusiasm may endure for unreasonable lengths of time. The slow correction of under or overvaluation poses a threat to the analyst. Before the market eventually reflects the values established by the analyst, new forces may emerge.
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