
 International Journal of Advanced Information in Engineering Technology (IJAIET) ISSN: 2454-6933 

Vol.5, No.1, january2018 
 

16 

 

A Study on Risk and Return Analysis on                                                                                                                                                 

Pharmaceutical Company 

 
                                                                  1S.Phani Kumar, 2K.Neeraja 

1Research scholar, 1Assistant Professor 

 1,2 Department of MBA MREC (A) 

MAISAMMAGUDA, SECUNDRABAD 

Email id: 1Phanisadhu9@gmail.com,2neerajakatari@gmail.com 

 

Abstract: Risk and return analysis plays a key role 

in most individual decision making process. Every 

investor wants to avoid risk and maximize return. In 

general, risk and return go hand. If an investor 

wishes to earn higher returns than the investor must 

appreciate that this will only be achieved by 

accepting a commensurate increase in risk. based  on 

risk and return analysis, high risk gives high returns 

with low risk gives to low returns, based on this 

concept in banking and automobiles sector high risk 

gives low return, and information technology ,fast 

moving consumer goods pharmaceutical sector low 

risk gives high return. Alpha stock is positive and the 

companies are independent to market return and have 

a profitable return.  
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1. Introduction 

The Pharmaceutical Industry develops, produces, and 

markets drugs licensed for use as medications. For 

this they have a well equipped R&D department. 

Pharmaceutical companies are allowed to deal in 

generic and/or brand medications and medical 

devices. They are subject to a variety of laws and 

regulations of the government regarding the 

patenting, testing, pricing and ensuring safety and 

efficacy and marketing of drugs. In finance, we 

assume that individuals base their decisions on what 

they expect to happen and their assessment of how 

likely it is that what actually occurs will be close to 

what they expected to happen. When evaluating 

potential investments in financial assets, these two 

dimensions of the decision making process are called 

expected return and risk. 

Definition 

Risk implies future uncertainty about deviation from 

expected earnings or expected outcome. Chance 

measures the vulnerability that a financial specialist 

will take to understand a pick up from a speculation. 

 Risk 

Risk refers to the possibility that the actual outcome 

of an investment will differ from its expected 

outcome. More specifically, most investors are 

concerned about the actual outcomes being less than 

the expected out come. The wider range of possible 

outcomes, the greater the risk. Investments have two 

components that create risk. Risks specific to a 

particular type of investment, company or business 

are known as UN systematic risk. Unsystematic risks 

can be managed through portfolio diversification, 

which consist of making investments in a variety of 

companies industries. 

 

RETURN 

Return is the essential propelling power that drives 

speculation. It speaks to the reward for undertaking 

venture. What's more, chronicled returns are 

regularly utilized as an essential contribution to 

evaluating future planned returns. Return is the 

primary motivating force that drives investment. It 

represents the reward for under taking investment. 

Since the game of investing is about returns (after 

allowing for risk), measurement of realized 

(historical) return is necessary to assess how well the 

investment manager has done. In addition, historical 

returns are often used as an important input in 

estimating future prospective returns. 

Need of the study  

The pharmaceutical industry in India is said to be 

most desired sector for lot of investors. When the 

expected return is high then the risk associated with 

such return is also high. So one who intends to invest 

in such companies needs to be aware of return and 

risk involved in the investment. And this study has 

attempted to analyze the risk return relationship of 

selected companies in pharmaceutical industry of 

Indian stock market. The Researcher has reviewed 

the existing research work and published articles for 

finding the return risk characteristics. 

 

2. REVIEW OF LITERATURE 

Basel (1971) showed that the individual security 

betas were stable on the ground of increasing the 

length of estimation period. He demonstrated that 

beta solidness has indicated greater change when the 

estimation time frame was bigger. 

Sharpe & Cooper (1972) produced evidence in 

terms of stability with respect to individual security 

betas by way of taking US samples from 1931 to 

1967 with the help of applying transition matrix 

approach and concluded that individual security 

betas showed stability over the period. 

Black, Jenson and Scholes (1972) took an effort to 

investigate the stock market as an efficient and the 
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purpose for which they took the all scrip’s of New 

York Stock Exchange and divided into ten portfolios 

with the span of 35 years. The study found that 

higher risk portfolios fetched higher return and 

further they found that the stocks those of belonging 

to the category of lower risk were undervalued 

whereas the stocks those of belonging to the category 

of higher risk were overvalued.  

 

Meyers (1973) came out with additional proof on the 

stability of individual security betas by taking 15 

years’ period from the year 1952 to 1967 and they 

found the betas were stable for at least seven years 

and proved beyond the doubt that the individual 

security betas were also stable by discounting the 

earlier assumptions of individual security beta. 

 

Ben and Shalit (1975) made an attempt to find out 

the relationship between the firm risk and its 

leverage, size and payout ratio. The review 

investigated 1000 extensive organizations recorded 

in the fortune registry in the time of 1970.The review 

found that the relationship by method for applying 

different relapses. The outcome demonstrated that 

the firm size, use, and payout proportion were 

observed to be the critical determinant of value 

hazard. 

 

Barry & Wicker (1976) came out with the result 

that apart from the factor such as number of portfolio 

and duration of sub-periods influencing beta 

stability, the changing characteristics of the firm like 

capital structure, business policy marketing strategy 

and economics environment has also made an impact 

in determining the stability of beta. 

 

Basu (1977) found in the study of 1400 Industrial 

Firms from the Compustat File of NYSE during the 

period from September 1956 to August 1971, the 

stocks with low price- earnings ratios had higher 

average returns than stocks with high price-earnings 

ratios. 

 

Chen (1981) tested if any relation was existed 

between variability of beta co-efficient and portfolio 

residual risk. By way of analyzing the relation, he 

came out with the conclusion that OLS method was 

not appropriate to estimate portfolio residual risk if 

beta co-efficient changed over the time and further 

he stressed that it would lead to incorrect conclusion. 

 

Srivastava (1984) studied a cross-sectional study of 

327 firms of Bombay Stock Exchange for the year 

1982-83. The study spotted that there was an 

association between the rate of   dividend of a 

company and its market price of equity and high 

dividend rates were the cause for higher market 

prices of securities. The study did not support the 

MM approach of assumption ‘Dividend is irrelevant 

in terms of importance in explaining the rates of 

return in Indian context. 

Objectives of the study 

 To understand the concept of risk and return 

of a security.  

 To analyze the risk return characteristics of 

selected companies in pharmaceutical 

industry.  

 To compare the risk and return of selected 

companies.  

Hypothesis 

 

Ho: There is no significant relationship between risk 

and return in pharmaceutical companies.  

H1: There is significant relationship between risk 

and return in pharmaceutical companies. 

 

3. Research methodology 

Data collection methods: 

  The data collection methods in 2 types 

 1) Primary collection method. 

 2) Secondary collection method.  

 

1) Primary collection method 

This method includes the data collection from the 

personal    discussion with the authorized    clerks 

and members of the India bull’s financial services.  

 

2) Secondary collection method 

The secondary collection methods include the 

lectures of the superintend of the department of 

market operations and so on. Also, the data collected 

from the news, magazines and different books issues 

of this study superintend. 

 

Sample design 

The present study is aimed at finding at out the 

randomness in successive share price changes. All 4 

pharmaceutical companies listed on the index, 

bankex of the Bombay stock exchange are taken for 

the study. For compare the pharmaceutical 

companies two major sector company taken for 

analysis.  

 

Analysis and interpretation 

 

Table-1 

Mean Of Pharmaceutical Companies 

Sl.No Name of the 

company 

Mean 

     1         
Dr.reddy's 0.001851 

     2 
Biocon 0.021551 

     3 
Cipla -0.00345 

     4 
Granules -0.0164 
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Table -2 

Standard Deviation of Pharmaceutical 

Companies 

Sl.No Name of the 

company 

Standard 

deviation 

       1         Dr.reddy's       0.103103 

       2 Biocon       0.050947 

       3 Cipla       0.078676 

       4 Granules         0.31537 

 

Table-3 Skewness of Pharmaceutical Companies 

 

Sl.No Name of the 

company 

Skewness 

     1         Dr.reddy's       -1.69404 

     2 Biocon      1.265888 

     3 Cipla      0.743017 

     4 Granules       -2.49505 

 

Table-4 Kurtosis of Pharmaceutical Companies 

 

Sl.No Name of the 

company 

Kurtosis 

     1         Dr.reddy's 4.617113 

     2 Biocon 0.890196 

     3 Cipla -0.16541 

     4 Granules 7.671911 

 

Table-5range of Pharmaceutical Companies 

 

Sl.No Name of the 

company 

Range 

     1         Dr.reddy's 0.408418 

     2 Biocon 015776 

     3 Cipla 0.259483 

     4 Granules 1.255002 

T-TEST RESULT OF DR.REDDY’S WITH BIOCON 

T-test: paired two for means 

 

Table column subhead 
Dr.redd

y’s 
Biocon 

Mean 
0.00185

0949 

0.02155

079 

Variance 
0.01063

0261 

0.00259

56 

Observations       11 11 

Pearson Correlation 
0.04271

4521 
 

Hypothesized Mean 

Difference 
        0  

D f       10  

t Stat 

0.57801

9648 
 

P(T<=t) one-tail 

0.28801

7425 
 

T-test: paired two for means 

 

Table column subhead 
Dr.redd

y’s 
Biocon 

t Critical one-tail 
1.81246

1102 
 

P(T<=t) two-tail 
0.57603

485 
 

t Critical two-tail 

2.22813

8842 
 

 

For the above table 

Ho is accepted It is not significance .Calculated 

value is (-0.578>1.812) the table 

T-TEST RESULT OF DR.REDDY’S WITH CIPLA 

T-test: paired two for means 

 

Table column subhead 
Dr.redd

y’s 
Cipla 

Mean 
0.00185

0949 

-

0.00345 

Variance 
0.01063

0261 0.00619 

Observations       11 11 

Pearson Correlation 
0.04271

4521 
 

Hypothesized Mean 

Difference 
        0  

D f       10  

t Stat 

0.57801

9648 
 

P(T<=t) one-tail 

0.28801

7425 
 

t Critical one-tail 
1.81246

1102 
 

P(T<=t) two-tail 
0.57603

485 
 

t Critical two-tail 

2.22813

8842 
 

 

For the above table 

Calculated value (0.219<1.812) table value hence the 

hypothesis is accepted. 

 

T-test result of Dr.Reddy’s with granules 

 

T-test: paired two for means 

 

Table column subhead 
Dr.redd

y’s 

Granul

es 

Mean 
0.00185

0949 -0.0164 

Variance 
0.01063

0261 

0.09945

8 

Observations       11 11 

Pearson Correlation 
0.04271

4521 
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T-test: paired two for means 

 

Table column subhead 
Dr.redd

y’s 

Granul

es 

Hypothesized Mean 

Difference 
        0  

D f       10  

t Stat 

0.57801

9648 
 

P(T<=t) one-tail 

0.28801

7425 
 

t Critical one-tail 
1.81246

1102 
 

P(T<=t) two-tail 
0.57603

485 
 

t Critical two-tail 

2.22813

8842 
 

 

 For the above table Calculated value (0.1999<1.812) 

table is at 5% level off significance in the H0 (or) 

hypothesis accepted. 

Statistical analysis 

 Descriptive statistics: To analyze the 

descriptive statistics the mean value is 

considered. 

 T-test: The t-test is done to find the 

significant difference with the 4 companies 

and the factors. If the t-test value is greater 

than T-critical two tail null hypotheses is 

rejected, if it is less there is acceptance of 

null hypothesis. 

The actual return for the period of 1year is 0.020% in 

Dr.Reddy’s Company and Cipla is the least return -

0.038% .Standard deviation is highest in granules 

pharmaceutical company 0.315% and lowest in 

Biocon with 0.051%. 

 

4. Testing of hypothesis 
In all samples calculated value (t-test) is less than the 

tabulated value (t critical two tail). Hence accept the 

null   hypothesis. Thus, there is no significant 

relation of risk and return in pharmaceutical 

companies. 

 

Findings 

 During the study period the mean return for 

selected pharmaceutical companies shares 

both positive and negative figures. 

 The standard deviation reveals the total risk 

,the equity shares of Cipla ltd has high risk 

and the equity shares of Dr.Reddy’s ltd has 

low risk. 

 The skewness for Dr. Reddy’s is very less 

when compared to other pharmaceutical 

companies. 

 All the four pharmaceutical companies 

range is satisfactory.  

 

5. Conclusion  
Many investors are confused while they invest their 

money. In order to get maximum return the investor 

must consider both risk and return factors. By 

analyzing the selected pharmaceutical companies in 

the Indian stock market the equity shares of 

pharmaceutical companies is giving high return but 

the market risk of the shares are higher and the 

volatility of the return is also high than the market. 

But the equity   shares Reddy’s ltd gives high return 

and the market risk below average and the volatility 

of the return is lesser than the market. So these share 

more favorable to invest and the earning capacity of 

the shares is high. The study is an attempt to find the 

volatility of selected shares in pharmaceutical 

company listed in NSE for the purpose of providing 

valuable knowledge to the investor to scusseed.  
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