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Abstract

Exchange Traded Funds (ETFs) are in their infancy stage in
India. There is a huge potential in India for ETFs to grab the attention
of all types of investors. The study is conducted on Indian Equity
ETFs tracking broader indices namely SENSEX and NIFTY 50. The
time frame taken for the study is 10 years and the daily return
series from 1st April 2009 to 31st March 2019 forms part of the
study. This study investigates the spillover effect of returns between
Equity ETFs and its Benchmark Index. Also, the study uses the
EGARCH model to identify the presence of leverage effect in the
conditional variance of ETFs. The study found that there is only a
unidirectional spillover of returns from the Benchmark index to
ETF. The presence of leverage effect is not identified in SENSEX
based ETFs. The best performer based on risk-adjusted returns is
ICICISENSX ETEF.

JEL Code: G12,G14
Keywords : ETF; Leverage; Spillover; EGARCH; SENSEX; NIFTY; Conditional
Heteroscedasticity; Tracking-error; NSE; BSE; India

L. Introduction

EXCHANGE TRADED FUND (ETF) is an innovative investment avenue
which is having a great popularity among developed nations like US where
60% of trading value in the American Stock Exchange (AMEX) is from ETFs
(Patak, 2018). Various types of ETFs are available for Indian investors such
as Equity ETFs, Debt ETFs, Gold ETFs and World Indices ETFs. ETFs are
new entrant (first ETF in India Nifty BeES launched towards the end of
2001) in India and the share of ETF trade is low compared to other schemes.
According to AMFI (Association of Mutual Funds in India), March 2019
report only 2 percentages of investor accounts are held in ETF/FOF (Fund

*  M.Phil. Research Scholar, Mahatma Gandhi University, School of Management and
Business Studies, PD Hills, Athirompazha, Kottayam, Kerala, INDIA.

Associate Professor, Mahatma Gandhi University, School of Management and
Business Studies, PD Hills, Athirompazha, Kottayam, (Kerala), INDIA.

*%

Submitted January 2021; Accepted September 2021



Sabu & Abraham; Evaluation of Leverage Effect and Spillover Effect of.... 1323

References

Agarwal, J. D., (1969, 1988), “Capital Budgeting Decision under Risk and
Uncertainty”, IIF Publications, Delhi, India, 1988; Doctoral Thesis Work done at
Delhi School of Economics, The University of Delhi, Delhi 1969.

Agarwal, ]. D. and Aman Agarwal, (2004), “ Literature in Finance Vol. I : Corporate
Finance”, IIF Publications, Delhi, India.

Agarwal, Yamini, K.C. Iyer and Surendra S. Yadav, (2009), “Capital Structure
Decision: A Behavioral Study on Multiple objectives framework”, Finance India,
Vol. 23, No. 2, June, 2009, pp 431-468.

Agarwal, Yamini, K.C. Iyer and Surendra S. Yadav, (2012) “Multi-objective
Capital Structure Modeling: An Empirical Investigation of Goal Programming
Model Using Accounting Proxies”, Journal of Accounting, Auditing and Finance, Vol.
27, No.3, July 2012, pp. 359-385.

Agarwal, Yamini,(2013), “Capital Structure Decisions under Multiple Objectives :
A Study of Indian Corporates”, IIF Publication, Delhi, 2013

Agarwal, Yamini, (2013), “Capital Structure Decisions : Evaluating Risk and
Uncertainty” John Wiley & Sons, USA (Wiley USA, UK & Singapore)

Aliyev, F., R. Ajayi and N. Gasim, (2020), "Modelling asymmetric market
volatility with univariate GARCH models: Evidence from Nasdaqg-100", The
Journal of Economic Asymmetries, Vol. 22.

Black, F., (1976), Studies of stock price volatility changes", In Proceedings of
the American Statistical Association, Business and Economic Statistics Section,
pp-171-181.

Bodie, Z., Kane, A., & Marcus, A. (2018). “Investments" (11th ed.), McGraw-
Hill Education.

Chandrasekaran, B., and R.H. Acharya, (2019), "A study on volatility and
return spillover of exchange-traded funds and their benchmark indices in India.",
Managerial Finance, Vol. 46, No. 1, pp. 19-39.

Chen, J. H., (2011), "The spillover and leverage effects of ethical exchange
traded fund.", Applied Economics Letters, Vol. 18, No. 10, pp. 983-987.

Christie, A., (1982a), "The stochastic behavior of common stock variances
Value, leverage and interest rate effects." Journal of Financial Economics, Vol. 10,
No. 4, pp. 407-432.

Christie, A., (1982b), "The stochastic behavior of common stock variances
Value, leverage and interest rate effects.", Journal of Financial Economics, Vol. 10,
No. 4, pp.407-432.

Du, L., and Y. He, (2015), "Extreme risk spillovers between crude oil and
stock markets.", Energy Economics, Vol. 51, pp. 455-465.

Engle, R. F., (1982), "Autoregressive Conditional Heteroscedasticity with
Estimates of the Variance of United Kingdom Inflation." Econometrica, Vol. 50,
No. 4, p.987.

Kholdy, S., (1995), "Causality between foreign investment and spillover
efficiency." Applied Economics, Vol. 27, No. 8, pp.745-749.

© Indian Institute of Finance



1324 Finance India

Kothari, S. P., and ].B. Warner, (2001), "Evaluating Mutual Fund Performance.",
The Journal of Finance, Vol. 56, No. 5, pp. 1985-2010.

Krause, T., and Y. Tse, (2013), "Volatility and return spillovers in Canadian
and U.S. industry ETFs.", International Review of Economics and Finance, Vol. 25, pp.
244-259.

Liu, X., S. Cheng, S. Wang, Y. Hong and Y. Li, (2008), "An empirical study on
information spillover effects between the Chinese copper futures market and
spot market." Physica A: Statistical Mechanics and Its Applications, Vol. 387, No. 4,
pp- 899-914.

Luu Duc Huynh, T., (2019), "Spillover Risks on Cryptocurrency Markets: A
Look from VAR-SVAR Granger Causality and Student’s-t Copulas.", Journal of
Risk and Financial Management, Vol. 12, No. 2, pp. 52.

Mansson, K., and G. Shukur, (2009), "Granger Causality Test in the Presence
of Spillover Effects.", Communications in Statistics - Simulation and Computation,
Vol. 38, No. 10, pp. 2039-2059.

Nelson, D. B., (1991), "Conditional Heteroskedasticity in Asset Returns: A
New Approach." Econometrica, Vol. 59, No. 2, pp. 347.

Patak, B. V., (2018), "Indian Financial System", 5th edition, Pearson, 2018.

Peng, C.,H. Zhu, Y. Guo and X. Chen, (2018), "Risk spillover of international
crude oil to China’s firms: Evidence from granger causality across quantile."
Energy Economics, Vol. 72, pp.188-199.

Rao, D.S. N., (2003), Performance Evaluation of Indian Mutual Funds. Vol. 24.

Singh, J., and P. Kaur, (2016), "Tracking Efficiency of Exchange Traded Funds
(ETFs): Empirical Evidence from Indian Equity ETFs." Paradigm, Vol. 20, No. 2,
pp- 176-190.

Svetina, M., and S. Wahal, (2008), "Exchange Traded Funds: Performance and
Competition", Journal of Applied Finance (Formerly Financial Practice and Education,
Vol. 20, No. 2

Yu, J., (2005), "On leverage in a stochastic volatility model." Journal of
Econometrics, Vol. 127, No. 2, pp. 165-178.

© Indian Institute of Finance



