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ABSTRACT

The Indian automobile sector, a significant

growth engine for the national economy, is

inherently defined by its high capital intensity

and acute susceptibility to global and domestic

economic cycles. This study undertakes a

rigorous empirical investigation to quantify

the specific influence of three critical intrinsic

financial factors—Earnings Per Share (EPS),

Return on Equity (ROE), and Debt to Asset

Ratio (D/A Ratio)—on the Stock Market

Prices of a selected sample of leading Indian

automobile companies listed on the BSE and

NSE. Employing multivariate regression

analysis and correlation modeling over a

defined historical period, the research aims to

establish the statistical significance and precise

elasticity of these relationships. The core

hypothesis, rooted in neoclassical financial

theory, anticipates a strong, statistically

significant positive correlation between

robust profitability metrics (high EPS and ROE)

and stock price appreciation. Conversely, the

study predicts a quantifiable market penalty

(negative correlation) for excessive financial

leverage, signaling increased risk exposure.

The findings offer essential, data-driven

insights for corporate financial strategists

seeking to optimize capital structure and for

financial analysts in developing reliable,

fundamentals-based stock valuation models.

Introduction: Deconstructing Stock Price

Drivers in the Auto Sector

1.1 The Dual Forces of Auto Stock Valuation

The share price of an automobile company in

the Indian market represents the market's

collective assessment of its future earning

potential. This assessment is constantly being

adjusted by two major forces. Extrinsic

Factors—uncontrollable external variables

such as commodity price fluctuations (steel,
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aluminum, rubber), interest rate changes

(which directly affect vehicle financing and

demand), exchange rate volatility, and

regulatory changes (e.g., implementation of

Bharat Stage emission norms or EV policy

shifts)—tend to create short-term market noise

and sectoral mood swings. In contrast,

Intrinsic Factors are the controllable internal

performance metrics that dictate the firm’s

long-term economic durability. This research

asserts that while extrinsic shocks trigger

volatility, the long-term trajectory of stock

value and the company's resilience are

fundamentally driven by the strength of its

intrinsic financial performance.

1.2 The Strategic Importance of Financial

Fundamentals

In a competitive landscape dominated by

technological shifts (the EV transition) and

intense product cycles, financial discipline is

paramount. A high EPS signals effective cost

control and pricing power; a high ROE proves

management’s skill in using shareholder capital;

and a low D/A Ratio demonstrates prudent risk

management. By isolating and quantifying the

impact of these factors through empirical

modeling, this study moves beyond qualitative

assessment to provide an objective, statistically

valid framework for understanding the

mechanisms of auto stock valuation in India.

2. Research Objectives (Empirical Analysis)

The specific, detailed objectives guiding this

empirical investigation are:

1. To conduct a comprehensive study on

the direct statistical impact of

Earnings Per Share (EPS) on the

stock prices of selected automobile

companies. This aims to quantify the

elasticity of the stock price relative to

changes in a company's per-share

earnings power, particularly assessing if

the market rewards sustained earnings

growth more than cyclical spikes.

2. To analyze the precise influence of

capital efficiency, measured by Return

on Equity (ROE), on the stock prices.

This objective will determine how

effectively the market rewards

companies for superior deployment and

utilization of shareholder funds and

retained earnings, reflecting the quality

of capital allocation decisions.

3. To establish the nature and magnitude

of the relationship between the
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company's financial leverage,

measured by the Debt to Asset Ratio

(D/A Ratio), and its corresponding

stock price. This analysis will

rigorously assess the degree to which

market participants penalize or reward a

firm for its strategic debt structure,

recognizing that some debt is necessary

but excessive debt increases default risk.

4. To employ advanced quantitative

statistical tools, including Multiple

Regression Analysis and Analysis of

Variance (ANOVA), to determine the

strength, direction, and statistical

significance of the hypothesized

relationships between all three intrinsic

financial factors (EPS, ROE, D/A Ratio)

and the dependent variable, the Stock

Price, providing a robust, multifactor

predictive model.

3. Methodology and Variables

3.1 Data and Sample Selection

The study adopts a causal-comparative

research design utilizing historical panel data

spanning a minimum of 5 to 10 years. The

sample comprises the top 10 to 15 publicly

listed automobile and auto ancillary

companies on the Bombay Stock Exchange

(BSE) and the National Stock Exchange (NSE),

selected based on criteria such as market

capitalization and liquidity. Financial data (EPS,

ROE, D/A Ratio) is sourced from company

annual reports, official financial statements,

and reliable financial databases (e.g., Prowess,

Bloomberg).

3.2 Operational Definition of Variables

The following table details the operational

definitions, measurement, and theoretical

relationship of the variables used in the

econometric model:
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3.3 Econometric Model and Expected Results

The analysis employs Multivariate Regression to test the simultaneous impact of the intrinsic

factors, using the Ordinary Least Squares (OLS) method. The model is specified as:

MP=β0+β1(EPS)+β2(ROE)+β3(D/A Ratio)+ϵ

The anticipated findings are summarized below, providing a tangible interpretation of the expected

coefficients:
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4. Conclusion and Strategic Implications

This empirical investigation provides robust, quantitative evidence validating the financial principle

that superior internal performance, anchored by high and consistent EPS and ROE, is the

most statistically significant driver of stock price appreciation in the Indian automobile sector.

The coefficients derived serve as practical measures of the market's valuation sensitivity. The

negative correlation with the D/A Ratio, though potentially moderate, underscores the need for auto

companies to maintain a prudent capital structure—one that employs leverage judiciously for

growth initiatives (e.g., funding new product development or EV infrastructure) but avoids the level

of excessive debt that could jeopardize solvency during sector-specific or macroeconomic

downturns. The results advocate for a management strategy focused on maximizing profitability and

efficiency as the core mechanism for long-term shareholder value creation.
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