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Introduction 

 

Industrialization or perish is the development mantra Sir M Visvesvaraya gave to India. 

But the path to industrialization in India is not an easy path. It suffers from various limitations, 

including that of finance. The growth of the Corporate Industrial sector, apart from its own 

savings depends on the inflow of financial resources into it.  The importance of financial sector 

to industrial growth as well as economic growth is debated by various economists.  Some 

economists like Robinson (1952), Lucas (1988) do not consider financial system as important 

tool for economic growth.  John Robinson stated „where enterprise leads, finance follows‟ but 

economists like Bagehot (1911) Schumpeter (1911), Demirguc-Kunt and Maksimovic were fully 

convinced of the importance of financial sector in economic growth.  As the financial system 

becomes strong, the stock market becomes more active and becomes important segment in 

financial sector.   

The Corporate Industrial enterprise in order to garner more finance and expand its capital 

base will go public.  The Corporate Enterprises get money from the security market when they 

sell the new issues to the general public in the open market. The new issues are called as Initial 

Public Offering (IPO). After IPO is issued by the private company, it will become Public 

Limited Company. The new issues may take the form of equity shares, preference share or 

debentures. IPOs after sold in the secondary market will become part of the stock market.  

Corporate Enterprises thereafter do not get direct funds from the existing stocks of the 

company, but the individual traders receive the gain or loss due to the transaction. But still every 

Corporate Enterprises aspire and strive hard to maintain the good prices for its stocks. If 

Company performs well, it will reflect in the stock prices.  The founder of Public Company will 

also have a significant number of the outstanding shares with them. Hence rise in the stock prices 

will have the reflection on their monetary stock.  When Company is faring well is stock market, 

the credit rating agencies, analysts will rate the Company better.  The Company if required can 
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easily raise the debt at reasonable interest rate.  As the Company grows it may also seek 

additional equity financing.  The Company utilizing its brand name may sell more shares to the 

public and raise money.  The caution should be taken not to dilute the existing share base as 

issuing new share may influence the price of existing shares.  

Review of Literature 

Nagaraj R (1996) examines the trends, and evidence of India‟s capital market growth. 

The author has found that the stock market has a significant role in financing long-term capital to 

industry. The author observes that during 1970-71 to 1990-91 the financial savings of house hold 

sector in shares and debentures was very low, but since economic reforms of 1991, investment 

on shares and debentures are gradually increasing. Stock market growth has changed domestic 

financial savings composition from bank deposits to shares and debentures. The financial 

liberalization is having positive impact on the economic growth as well as on industrial growth. 

Equity capital share in the total capital market mobilization declined, but there was substantial 

growth in fresh equity capital. The corporate sector that secured most of these resources 

witnessed a long-term decline in the share of internal finance in corporate physical investment. 

 

Gupta Nandini and Kathy Yuan (2008) examine the effect of stock market liberalization 

on industry growth in emerging markets. The author using multiple regression with ordinary 

least square (OLS) data for 31 emerging economies has found that there is significant positive 

relationship between industry (dependent) and stock Market liberalization (independent 

variable). The financial constraints of industries are reduced due to liberalization polices of stock 

market. The stock market liberalization increases the value added growth of the average market 

capitalization in industries. The author also highlights the fact that the increase in growth has 

come from an expansion in the size of existing firms rather than through the entry of financially 

constrained new firms. Hence, the author concludes that liberalization has a more uniform 

growth impact, if accompanied by competition enhancing reforms. 

Dong Ming and Jean Sebastian Michel (2011) investigate the industrial growth prospects 

that drive IPO stock performance. The author has using univariate test, multivariate regression 
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for the 7434 sample data during 1982 to 2006 and found that industrial growth has a large 

economic impact on long-run IPO stock performance. The author investigate the three 

hypotheses information, symmetry risk, under or overreaction and divergence of opinion. The 

information symmetry or risk hypothesis may be at work for the short run price effect, but it 

cannot explain the long-run evidence. The evidence is most consistent with investor‟s tendency 

to under react to growth prospects of the IPO in normal times and their tendency to overreact to 

the same information during a pronounced market bubble. Finally the divergence of opinion 

hypothesis does not appear to explain IPO stock performance even for the bubble period the 

industry growth is the most significant driver of long-run IPO stock performance. 

Kominek Zbigniew (2003) examines the impact of stock market on industrial growth in 

Poland and Czech countries during 1991 to 2000. The author has identified market capitalization, 

number of issues listed, capital raised by IPO and SPO as stock market development indicators 

and return on total asset of firm as industry development indicators .The author investigated the 

direction of causality between stock market expansion and economic growth and found that there 

is no positive effect of stock market on growth of industry in Czech. The growth of the Polish 

stock market has been driven by well performing industries. 

Gupta and Yuan (2003) investigate the impact of stock market liberalization on industrial 

sector in developing economies. The author using panel data for 19 emerging markets that 

liberalized stock markets between 1986 and 1995 found no evidence of a uniform shift across all 

industrial sectors in average growth following liberalization. Nevertheless, it appears that 

industries which depend more on external finance experience significantly higher growth during 

post liberalization period. Further the authors using industry-level panel data of 31 emerging 

markets during1981-98, found that following equity market liberalization, industries that are 

technologically more dependent on external finance experienced higher growth, and 

liberalizations had a larger impact on the growth of industries facing better growth opportunities.  

 

 Vlachos and Waldenstrom (2005) using the panel data of 42 countries during 1980 to 

1990 found that industries which were highly dependent on external finance do not experience 

higher growth in liberalized financial markets. Liberalization does increase the growth rates of 
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both production and firm creation among externally finance dependent industries and thus lead 

the countries to reach relatively higher level of financial development.  

 

Rajan and Zingales (1998) using panel data on a large sample of industries in both 

emerging markets and developed countries   provides empirical evidence of a uniform growth 

benefits across industries following liberalization in emerging and developing markets. The 

authors further found that industries that are more dependent on external finance experience 

faster growth in liberalized regimes. 

 

Zhen Li (2010) examines whether equity market liberalization facilitates economic 

growth at the industry level.  The author Using industry-level data on 19 emerging markets and 

18 developed countries for the period between 1980-2000 found a uniform increase in the growth 

rate of real value added across industries following liberalization in emerging markets. Industries 

highly dependent on external finance grow faster in liberalized regimes. No additional growth 

effects are found for industries dependent more on equity finance in emerging markets. 

 

Statement of the problem 

This trend growth has made many researchers and academicians to look into the fact that 

the stock market growth has the bearing on industrial growth. There have been many contrasting 

observations as some economists like Mayer (1988) who observed that only small fraction of 

corporate investment is financed through equity issues. Hence there is no much impact of on the 

industrial growth while others like Levine; Zervos (1988) founds the positive impact of stock 

market on industrial growth and thereby economic growth. Hence in order to test the stock 

market influence on the industrial growth the present study is undertaken by the researchers.  

Objectives  

The important objectives of the study are 

1. To study the industrial development in India 

2. To analyze the role of stock market in Industrial growth 



6 

www.ssijmar.in 

3. To examine the impact of Stock Market on growth of Industries in India  

Hypothesis  

The important hypotheses of the study are  

1. H0 =Industrial Production  is not influenced Market Capitalization, Gross Market 

Turnover and Sensex 

2. H1= Industrial Production  is  influenced by Market Capitalization, Gross Market 

Turnover and Sensex 

Methodology  

The secondary data is used for the study. It is collected from, Annual reports of SEBI, 

Annual reports of RBI and Economic survey, Government of India. The 21 years data from 1991 

to 2012 has been considered for the analysis. 

In order to analyze the data suitable statistical techniques like correlation, ANOVA, 

multivariate regression analysis and granger causality test has been used. The simple statistical 

methods such as ratios, percentages and compound growth rates along with tables and charts are 

also used to present the collected information more effectively 

The article has been classified into two parts, where in the first part Industrial 

development in India is discussed and in second part the influence of stock market on industries 

has been examined using the suitable statistical methods 

Part A 

Industrial Development in India 

The path for industrial development was laid since political independence in India. The 

industrial policy resolution of 1948 strengthened the mixed economy in India giving equal 

importance to public and private industries. The five year plans in India gave much thrust for 

industrial development. Second five year plan gave major impetus to industrial growth. The 

second five year plan document clearly spelt out its intentions and objectives   “….if 

industrialization is to be rapid enough, the country must aim at developing basic industries and 
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industries which make machines to make the machines needed for further development. This 

calls for substantial expansion in iron and steel, non-ferrous metals, coal, cement, heavy 

chemicals and other industries of basic importance…” 

Gradually public industries got the preferential treatment as government concentrated 

more on public industries till the new economic reforms. The following chart gives the 

information on public investment in industrial sector in the various five year plans in India.  

Table Public Investment in Industrial Sector during Planning Period (Rs. Crores) 

 

 

 

 

 

 

 

 

 

 
Source: Compiled from Economic Survey relevant years, Government of India  

 

The first year plan allotted the meager amount of 55 crores which is just 2.8% of total 

plan outlay. There was gradual shift in second five year plan as 938 Crore were invested in 

Industrial which is 20% of total public plan outlay. The major share continued in third five year 

plan also with 1726 Crore invested in industrial sector which is 20.1% of total outlay.  It 

continued in fourth five year plan with 2864 core (18.2%) and8989 in the fifth five year plan 

with (22.8%) investment in industries. It declined to 15.4 % (15018) in sixth five year plan, and 

13.4% (29220 Crore) in seventh five year plan.  

The economic reforms reversed the trend in favor of private investment. Plan outlay to 

public industries was reduced in five year plan. Disinvestment was introduced in public sector 

industries. There were series of economic reforms laying the red carpet for private investment 

Plan Total 
Expenditure 

Public 
Investment on 

Industry 

&Minerals 

Percentage Share 
of Public 

Investment in 

total Expenditure 

I Plan(1951-56) 1960 55 2.8 

II Plan(1956-61) 4672 938 20.1 

IIIPlan(1961-66) 8577 1726 20.1 

IV Plan(1969-74) 15779 2864 18.2 

V Plan(1974-79) 39426 8989 22.8 

VI Plan(1980-85) 97500 15018 15.4 

VII Plan(1985-90) 218730 29220 13.4 

VIII Plan(1992-97) 434100 46921 10.8 

IX Plan(1997-02) 859200 65148 7.6 

X Plan(2002-07) 1525639 58939 3.9 

XI(2007-12) 3644718 153600 4.2 
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and private foreign investment. Lots of sops were offered to encourage the private investment in 

industrial sector. In eight five year plan, the plan expenditure for industries was 46921 Crore 

which is 10.8% of total plan outlay. In ninth plan it further declined to 65148 Crore which is 

7.6% of total plan outlay. In tenth plan it declined to the new heights, as absolute allocation was 

also reduced to 58939 Crore which is just 3.9% of total plan outlay. In XI plan the allocation to 

industries marginal improved to 153600 Crore which is 4.2% of total plan outlay. 

 

 

The government in post economic reforms has reduced its plan allocation to industries. 

The private investment has increased, but the industrial growth is sluggish in post reform period. 

Government has to increase its investment on industrial sector and supplement the private 

investment in the sector. 

Industrial Production pre and post reform period  

The Industrial production valued 1493.32 Crore during 1950-51 which increased to 127079 

crores during 1990-91. There was significant increase in terms of absolute value and annual 

growth. During 1951-55 to 1990-91, the industrial production increased by 8409%.   
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Year Industrial 

Production 

Annual Growth 

Rate 

1951-55 1493.32 - 

1955-60 2185.8 46.37 

1960-65 3862.6 76.71 

1965-70 6456.4 67.15 

1970-75 11231 73.95 

1975-80 21475.4 91.22 

1980-81 30900 43.89 

1990-91 127079 311.26 

2000-2001 474323 273.25 

2006-2007 1033410 20.25 

2007-2008 1205458 16.65 

2008-2009 1360426 12.86 

2009-2010 1521744 11.86 

2010-2011 1749648 14.98 

2011-2012 1969883 12.59 
Source: Economic Survey 2011-12 

 

In post economic reforms period, the industrial production increased from 140700 crores 

in 1991-92 to 1969883 Crore in 2011-12. The industrial production increased by 1300% during 

1991-92 to 2011-12. The following chart gives the diagrammatic depiction of the same.  
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Part B 

Result and Discussion 

Granger Causality test was done to ascertain whether there exists unidirectional or 

bidirectional relational relationship between Industrial production, Market Capitalization, Gross 

Market Turnover and Sensex.  

Granger Causality Test 

Granger  Causality  Test 

Dependency F-value p-value Casual Inference Interpretation 

IP~MC 7.9702 0.0122 Casuality IP depends on MC 

MC~IP 7.0095 0.017 Casuality IP granger causes MC 

IP~GTO 2.033 0.1720 No Causality  

Both fail to granger cause the 

other. Both are independent  

GTO~IP 2.2484 0.1521 No Causality 

IP~SEN 2.4569 0.1354 No Causality Both fail to granger cause the 

other. Both are independent SEN~IP 1.8149 0.1956 No Casuality 
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IP- Industrial Production 

MC-Market Capitalization 

GTO-Gross Turnover 

SEN-Sensex 

 

Interpretation of Granger Causality Tests  

The null and alternative hypotheses of the Granger-Causality test are: 

H01: IP =/=> MC (IP does not granger-cause MC) vs H11: IP ==> MC (IP does Granger-cause 

MC) 

H02: MC =/=> IP (MC does not granger-cause IP) vs H12: MC ==> IP (MC does Granger-cause 

IP) 

In the first set of hypotheses, the calculated F statistic   value is 7.9702 and the probability value 

(P-value) is      0.0122. Since the P-value is lesser than 0.05, at 5% level of significance we reject 

the null hypothesis and hence conclude that IP granger-cause MC. 

In the second set of hypotheses, the calculated F statistic value is 7.0095 and the 

probability value (P-value) is 0.017. Since the P-value is lesser than 0.05, at 5% level of 

significance we reject the null hypothesis and hence conclude that MC granger-cause IP. 

Final Conclusion: Both IP and MC are interdependent.  

Similarly both IP~GTO, GTO~IP, IP~SEN, SEN~IP fail to granger cause the other. Both are 

independent. 

Correlation 

In order to know the direction and magnitude of relation between Industrial Production, 

Market Capitalization, Gross Market Turnover and Sensex the Pearson Correlation was done 

with the help of SPSS 16 which yielded following result. 

  
Industrial 
Production 

Market 
Capitalisation 

Gross 
turn 
over Sensex 

Pearson 
Correlation 

Industrial 
Production 

1.000 .955 .884 
.929 
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Sig. (1-
tailed) 

Industrial 
Production 

. .000 .000 
.000 

N Industrial 
Production 

21 21 21 
21 

 

The Industrial Production is highly correlated with Market Capitalization as its 

coefficient value of 0.955 which is nearer to one.  In case of the Industrial production and Gross 

Market turnover correlation coefficient value is 0 .884 which shows positive correlation. 

Industrial Production and Sensex also reveal high correlation with .929 which is closer to one. 

 

Multivariate Regression Model 

In order to test the impact of stock market on industries the following model has been 

framed. In this model industrial production is dependent and market capitalization, gross market 

turnover and Sensex are independent variable. This Model presumes that Industrial production 

depends upon Sensex, Market turnover, and Market capitalization. 

 

The model is written as 

 

IP= f (MC, GMT, SEN) 

In order to make the operation easier to handle the log of all the variables are taken, then  

LIP= α0 + α1 MC +α2 GMT + α3 SEN 

Where  

LIP= Industrial Production  

LMC = Market capitalization  

LGTO= Gross Market Turnover  

LSEN= Sensex 

 

Results of Regression Estimation   

Variable Coefficient Std.Error t-Statistic Prob. 

Constant 1.569 0.259 6.051 .000 

LMC 0.393 0.181 2.163 .045 

LGTO 0.203 0.073 2.765 .013 

LSEN 0.177 0.256 0.691 .593 

R
2
 

R¯
2
 

0 .939 

0.928 

 

     Durbin-Watson  

 

1.392 

 

 

 

ANOVA(c) 
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Dependent Variable: LIP 

Model   
Sum of 

Squares d.f Mean Square F Sig. 

1 Regression 2.221 3 .740 87.535 .000(a) 

Residual .144 17 .008     

Total 2365 20       

 

The calculated F value is 87.535 with a corresponding value of .000 which states that it   is 

significant at 5% level. Hence the overall fitness of the model is justified.  

The value of R square is .939 which is nearing to one indicating that regression model is 

a good fit. The data implied that 93.9% of variance of the Industrial Production has been 

explained by the repressor of Market Capitalization, Gross Turnover and Sensex. The adjusted R 

square is 0.928 which means that about 92% of the variation in the observed behavior in 

dependent variable GDP. In order to test the presence of auto correlation Durbin Watson 

statistics was done which came to 1.392 which indicated that the problem of autocorrelation is 

fairly solved. 

 

 

Industrial Production=a (1.569) + (.393) MC + (0.203) GTO + (0.177) SEN 

                                        (6.051)    (2.163)           (2.765)               (0.691) 

The model reveals that 1 percent increase in market capitalization will lead to increase in 

Industrial Production by 0.39 percent. The one percent increase in Gross Market Turnover will 

lead to an increase in Industrial Production by 0.20 percent. Where as one percent increase in 

Sensex will lead to an increase in Industrial Production by 0.17 percent 

Conclusion 

The findings of the study reveal that stock market positively influences the Indian 

Industrial Production. Market Capitalization and Gross Market Turnover has the higher influence 
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than Sensex. The other important factor is that IP Granger causes Market Capitalization and vice 

versa.  
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