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Abstract 

VUCA an acronym for Volatility, Uncertainty, complexity, and ambiguity forms the basis for the 

environment companies operate in current era. The risk faced by the companies include multitude of 

systematic and unsystematic factor. While investors can diversify the risk exposed by unsystematic factors 

like business and financial risk; the non-diversifiable risk need to be considered while undertaking an 

investment decision. This is the basic premise on which the sought-after theory of Capital Asset pricing 

model is based. The underlying study focuses on how the values of beta (measure of systematic risk) can 

be used as a measure for undertaking the investment decision. The paper throws light on beta values of 

selected banking stocks assessed over a period of five years. 
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Introduction 

Risk refers to variability in return. The difference between the actual return and expected return is 

termed as risk. Technically risk is bifurcated into systematic risk and unsystematic risk and hence 

are measured using Beta and variance, respectively. While the former cannot be diversified later 

can be. With companies operating in VUCA world they are at an enhanced exposure to factors like 

changes in government policies, Economic environment, technological innovations, risk of war, 

natural disaster, tax reforms, interest rate changes, credit risk, financial risk, operational risk, 

foreign policy changes and certain company specific risk. While these risks pose threat to 

companies which have trickle down impact on wealth of investors. A prudent and calculated risk 

exposure can help investors from getting there returns eroded. The study focuses on calculation of 

systematic risk using beta which measures the responsiveness of security return due to change in 

market return.  

Literature Review 

Kolani Pamane & Anani Ekoue Vikpossi (2014) emphasized that risk and return relationship 

drives the theoretical foundation of many investment models such as the well-known Capital Asset 
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Pricing Model which predicts that the expected return on an asset above the risk-free rate is linearly 

related to the non-diversifiable risk measured by its beta. This study examines the Capital Asset 

Pricing Model (CAPM) using monthly stock returns from 17 companies listed on the stock 

exchange for the period of January 2000 to December 2008. The whole period was divided into 

four sub-periods and stock’s betas used instead of portfolio’s betas due to the small size of the 

sample. The hypothesis that the expected return-beta relationship is linear. Keerti Kulkarni and B. 

Vidyavathi (2016) focuses on the risk and returns associated with the selected stocks categorized 

under different companies listed in the National Stock Exchange. According to the author risk and 

return and influenced by Macroeconomic indicators, political situations, technological inventions 

and innovations and foreign policy. The study focuses on helping investors identifying the factors 

to be considered prior to investment decision and what drive the return direction. Dr. S Poornima 

and Swathiga P (2017) suggests that analyzing risk and return plays a key role in investment 

decisions. The study focuses on relationship between risk and return of selected stocks from two 

different sectors namely automobile and IT sector stocks listed on NSE with the help of Capital 

Asset Pricing Model (CAPM). Automobile industry is considered to be one of the fastest growing 

sectors in any developing and even in a developed country. As global economies are getting 

integrated, technology companies are finding it an over task to align to the changing realities. In 

such a scenario, analyzing stocks from the technology sector requires utmost caution and 

understanding. By analyzing the stocks from two different sectors, investors will find beneficial in 

which sectors to invest. The risk and return analysis linked with any industry reveals the intricacies 

involved with the industry. A study revealed that automobile sector showing positive return and 

low risk and IT sector showing negative return and high risk during the study period. Suresh A.S. 

& Sai Prakash L. (2018)   Risk and Return analysis plays a very important role in individual 

decision-making process. If the investor wishes to earn more return investor should be in the 

position to accept higher risk. Banking sector is the backbone of the country’s economy and this 

sector has contributed good returns for the investor in the past. The paper concentrates on analyzing 

the performance of twelve nationalized banks listed in NSE in terms of return, risk and beta for 

the period 1st January 2016 to 31st December 2016. Sector wise portfolio returns are also calculated 

for the same period, to compare the returns generated by public and private sector banks. This 

paper analyses the performance of banking sector taking Bank Nifty Index as benchmark. The 

study shows that the shares of Yes bank and Federal bank have given positive returns during the 
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study period. Whereas the return of Axis bank, Bank of Baroda and Bank of India were negative 

during the same period. The beta of Bank of India, Canara Bank, Punjab National Bank, State 

Bank of India, Axis Bank, ICICI Bank and Yes Bank were more than one, indicating that these 

stocks carry a higher market risk. Vijay. S, Ch. Balanageswara Rao (2018) The globalization of 

financial markets has been increasing the size of the community of retail investors’ over the past 

two decades by providing a wide variety of market and investment options. Hence, it makes their 

investment decisions process more complex. The factors influencing investor’s perception are 

return on investment, market trend or risk, short term profitability, price of the share, dividend 

policy, past financial performance, company reputation, reputation of the board, current earnings 

of the company and expert opinion. This study focuses the main factors influencing investor’s 

perception. 

The review of literature suggests that risk and return are the key indicators for analyzing the 

prospective investment and risk can be assessed using beta factor and variance. The present study 

focuses on analyzing systematic risk of various public and private sector banks. 

Objective of Study 

The study focuses on analyzing systematic risk of selected banking stock using beta. 

Research Methodology 

Causal research is undertaken to identify the extent of relationship between market return and 

security return. Study is conducted for six banking stocks inclusive of both public sector and 

private sector stocks. The period under study 2014-2019. The banks were selected based on their 

market capitalization. The table below indicates the market capitalization along with banking 

stocks whose systematic risk is to be analyzed for the given period.  

No. of Companies Market Cap (Rs. Crore) Years 

HDFC Bank 609,714.89 2014 - 2019 

Kotak Mahindra Bank 285,018.51 2014 - 2019 

ICICI Bank 269,035.46 2014 - 2019 

State Bank of India 258,590.62 2014 - 2019 

Bank of Baroda 38,890.41 2014 - 2019 
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Punjab National Bank 30,179.53 2014 - 2019 

   6 Companies      - 5 Years 

 

Beta measures the responsiveness of security return due to change in market return.  

β = Cov(s, m)/ϭ2m 

Cov(s,m): Covariance of security and market return 

ϭ2m: Variance of Market return 

 

Beta value greater than one indicates high level of volatility while a value less than one indicates 

lesser volatility. 

An assessment of beta for six public and private sector banks were done to access the volatility 

level of their stocks. There is plethora of factors that impact the banking stocks which include non-

performing assets, financial performance of banks, economic fundamentals, change in leadership 

roles, banking reforms, expected growth, earning potential, business cycle and investor 

psychology. An assessment of various banking stock from time duration of 2014-19 revealed a 

picture of their volatility. 

Fig. 1 represents the beta values of the selected banking stocks, the assessment revealed that the 

value of beta of HDFC stock has consistently remained less than 1 indicating that the stock is less 

volatile and hence a risk averse investor as defined by behavior finance as a person having 

Expected value of wealth greater than the expected utility could fetch sustained returns without 

being exposed to greater amount of volatility barring market corrections. HDFC Bank had a growth 

rate of profit around 20% in all five years and the corresponding beta of the company was less than 

1 depicting that investors pooled in their funds in the stock because of positive growth rate of profit 

in all financial year. 

 Kotak Mahindra bank depicted a mixed trend of volatility, that values exceeded the benchmark 

value in 2015 and 2018. However, even in the year 2019 the values ranged around 1 depicting that 

the stock prices of the bank fluctuate or respond to the exogeneous and endogenous factor 

instantaneously. 
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Other than HDFC and Kotak Mahindra bank all other banks namely ICICI, SBI, Bank of Baroda 

and Punjab National Bank indicated a beta value greater than 1. 

 

 

 

 

 

 

Fig 1: Calculated beta using stock and market return using historical data fetched from NSE and 

BSE Website from 2014-19. 

CONCLUSION                

Risk a measure of deviation between actual and expected return is bifurcated into systematic and 
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unsystematic risk. While the latter can be eliminated by diversification latter cannot be. The study 

focused on calculating the beta values for selected banking stock and hence evaluate the investment 

decision considering beta values. Based on five years data, beta values were greater than one in all 

years under study while for all other banks the volatility was greater since the value were greater 

or approximately equal to 1 for sample period under study. 
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