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Abstract 

Financial innovations are engine for the growth of any economy. Financial innovations are 

not new to Indian economy; these are having a great history and proven success story. Indian 

Economy has a great potential for every type of financial innovation. World’s leading brands 

in financial sector are in a line to take advantage of lucrative Indian Financial Market. There 

are certain geographical areas which are waiting for the financial growth and upliftment. At 

international level there is cut throat competition, in the urge to enhance stakeholder’s wealth. 

This competition leads towards the emergence of financial innovation. This emergence is a 

natural process: like other innovations in the society. It is on-going process in which financial 

engineer develop their products, services as well as processes. Innovations in the financial 

sector are the need of the hour; they are required to face the challenges which will come 

during the process of economic growth. Financial innovations are important for risk 

diversification. The major roles of financial innovations are reduced; as well as to disperse 

financial risk. In any economy financial instruments/innovations are affected by number of 

factors. This study is an attempt to determine various factors which affect the financial 

innovations at global level. The first part of study includes introduction followed by literature 

review related to micro and macro level factors which affects the innovative finance. In the 

next part research design, data analysis and conclusion has been presented. 
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Background and Introduction 

Introduction 

Financial innovations are engine for the growth of any economy. Financial innovations are 

not new to Indian economy; these are having a great history and proven success story. Indian 

Economy has a great potential for every type of financial innovation. World’s leading brands 

in financial sector are in a line to take advantage of lucrative Indian Financial Market. There 

are certain geographical areas which are waiting for the financial growth and upliftment. At 

international level there is cut throat competition, in the urge to enhance stakeholder’s wealth. 

This competition leads towards the emergence of financial innovation. This emergence is a 

natural process: like other innovations in the society. It is on-going process in which financial 

engineer develop their products, services as well as processes. There are certain dark areas 

also whereby financial innovations went wrong and resulted in financial crisis. When studied 

deeply it came across that it’s not the fault of financial innovations rather it is the human 

greed, which turns into financial crisis. Innovations in the financial sector are the need of the 

hour; they are required to face the challenges which will come during the process of 

economic growth. One of the bedrocks of our financial system is financial innovation, the life 

blood of efficient and responsive capital markets. [1]. 

Literature Review 

Financial innovations are important for risk diversification. The major roles of financial 

innovations are reduced; disperse as well as to disperse financial risk. In any economy 

financial instruments/innovations are affected by number of factors. These factors are largely 

divided into two parts: 

Macro level factors, which influence financial innovations 

Micro level factors, which influence financial innovations 

 

Macro level factors, which influence financial innovations 

Different studies at different time performed to determine the various factors, at macro level 

these are discussed. Advancements in IT (information and technology) sector become the 



cause of emergence of financial innovations, which  are otherwise not possible because of 

complex nature[2] 

 Unlimited profit is another reason of growth of innovations. Greenspan argued in his remark 

in a conference, “…..Perhaps the clearest evidence of the perceived benefits that derivatives 

have provided is their continued spectacular growth. As a consequence of the increasing 

demand for these products, the size of the global OTC derivatives markets, according to the 

Bank for International Settlements (BIS), reached a notional principal value of $220 trillion 

in June 2004…..” Corporate legal framework is also a driving force to accelerate the 

emergence of financial innovations,  Chou developed a model to study the effect of 

macroeconomic factors and how government policies induces changes and developments in 

the economy [3]. Merton discussed in his study  that certainly, the exceptional economic 

circumstances of the early 1980s-high inflation, volatile interest and exchange rates and the 

sharp changes in the credit worthiness of large economic sectors-were the major spurs to 

innovation.[4].  

Taxes are very important factor to impact the financial innovation. Taxes are two edged 

sword and effect the investors as well as corporate identities also. Taxes have a direct impact 

on performance indicators. Although higher taxation expected to affect the net income. [5]. 

Along with taxes many authors concluded in their studies that regulatory frame work also 

effects the financial innovations. There are number of macro factors which were studied by 

different researchers which effect the financial innovations in the economy, These factors 

included Customer needs, Competition, Economic environment and Technology. Under 

customer needs customer feedback, staff motivation, customer protection, dynamic customer 

needs and customer service had an effect on financial innovation in commercial banks. All 

the factors under competition affected financial innovation as well as economic 

environment.[6] 

Financial innovations are also induced due to their capacity to manage risk. Number of 

instruments has been developed due to this feature. Equity is a risk management device. It is 

an "all purpose" risk cushion. The more equity a firm has, the more it cushions itself against 

outcomes that require it to go the capital markets in adverse times or when it might have to 

divulge its confidential operating plans to out- side parties. [7] 

 



Micro level factors, which influence financial innovations 

Micro level factors are also have great importance in financial innovation. These factors are 

specific to a particular industry or firm. Number of studies analysed such factors.[8]. This 

Study found that high profit has a significant and positive relationship on factors influencing 

financial innovation. Organisation always in a hurry to enhance their profit and value of 

balance sheet, financial innovations play an important role in it.[9]. 

Price volatility is another factor which is very crucial and an important driver for the growth 

of financial innovations. Financial innovation never increases price volatility, and almost 

always reduces it. These are economies with no aggregate risk. [10]. Financial innovations 

also emerged due to the increase in demand for financial sources. Financial innovations are 

helpful in widening the access to the credit markets or increasing the credit capacity both for 

the borrowers and for the creditor. These are also increasing the assess to the equity financing 

together with the higher flexibility of the capital structure [6] 

The study recommends that the board composition to be given much consideration among 

commercial banks in Kenya. This is attributed to the fact that corporate governance practices 

greatly influence the financial innovation. Thus the board needs to be well structured to 

ensure best corporate governance practices. [11] 

There are certain other factors like liquidity, market risk, information disclosure etc. which 

are responsible for growth of financial innovation. This study is an attempt to study all those 

factors in the indian context. 

Research Design  

Research Design provide the answer of what, why, where, whom etc., [12] define the 

research design, "A design is the arrangement of conditions for collection and analysis of data 

in a manner that aims to combine relevance to the research purpose with economy in 

procedure." In short we can say that the research design is the conceptual structure within 

which research is conducted. It includes the blue print for the collection, measurement and 

analysis of data. 

Research Design normally consist of following parts: [13] 

 Sampling Design; 

 Observational Design; 



 Statistical Design; and 

 Operational Design 

In this study, a descriptive design was used. The main aim of study is to find the impact of 

financial innovation on the financial performance of selected firms and then to find out the 

micro and macro environmental factors which influence the financial innovations in India's 

capital and money market. 

Churchill explained that descriptive study can be used to describe the characteristics of 

certain goods make specific predictions or estimate proportions of people, who behave in a 

certain way. [14] Such studies are concerned with describing or analysing the features of a 

specific individual, group, situation: In such studies the first and foremost step is to define the 

objectives with precision and to ensure that the data collected are relevant to the study. If this 

step went wrong, then there are chances that study may not provide the accurate and desired 

result. Once the objectives have been defined, next step is to selection of a method by which 

the data will be collected. For descriptive studies numbers of methods are available with their 

merits and demerits. Different methods as observation, questionnaire, interviewing are 

available. When researcher design the data collection procedure, proper safeguards against 

bias and unreliability must be ensured. This is the most important requirement of research 

design under descriptive research design. 

Population 

The population of the study include all listed public companies at National Stock Exchange. 

Such companies are part of the population which are non-banking and non-financial. 

Sample 

As population of the study is non-banking and non-financial firms listed at the National Stock 

exchange, so out of such top 40 firms were selected on the basis of market capitalisation. 

Only those firms are selected which were having their registered office in northern part of 

India. These 40 firms were the part of the top 200 firms as per market capitalisation as on 

31
st
, March, 2018. 

 

 



Data Collection  

This study comprises the analysis of primary data which data was collected with the help of 

structured questionnaire, which was based on a six point Likert scale. For a descriptive study 

it is the requirement that questionnaire must be in structured form. A six point Likert scale 

has been used, as Strauss explained that six point scale clustering, which is the major issue of 

an odd numbered Likert scale.[15] Structured questionnaire presented a standard set of 

questions for all respondents will be more quantitative in nature. 

As the sample contains the high/senior officers of selected companies so efforts have been 

made to collect the data personally. Most of the data from the respondent collected through 

personal appearance or through Skype interview. 

A total of 125 mails were sent to officers of 40 companies for the collection of primary data. 

Out of which only 48 revert back and researcher was able to collect the data only from 75 

respondents, whereas researcher was not able to connect with rest 9 due to their busy 

schedule and burden of work. 

Low response rate is a common feature of corporate's researches especially in case of 

high/senior officers. These officers are normally having lack of time and struggling with 

fatigue and other issues i.e. stress etc.  

Questionnaires were not mailed because often such mails were not revert back. There are 

certain issues with mailed questionnaire, such as loss of control once it is sent, inbuilt 

inflexibility because of difficulty of amending it, moreover in certain cases possibility of 

ambiguous replies. To remove all these problems, questionnaires were filled through personal 

interview or Skype interview. 

Before using this method, a pilot survey was conducted for testing the questionnaires. For this 

purpose 5 questionnaire were distributed among the selected population and as per the 

requirement of study, those 5 were excluded, while conducting the main survey. 

Data Validity and Reliability 

To test the validity and reliability of the data, as earlier mentioned a pilot survey was 

conducted. For the pilot survey 5 filled questionnaires were entered into SPSS. For analysis 

of data SPSS is used. To check the reliability of data Cronbach Alpha statistics is calculated. 

As a general rule, a coefficient of greater than or equal to .5 is a benchmark. In this study, the 



value of coefficient is 0.619, so it is a good indication to construct reliability. Validity of the 

data was enhanced by requesting the respondent. They were given a space to express their 

views and opinions on the terminologies used in the questionnaire. 5 questionnaires which 

were included in the pilot survey were excluded from the main study. Baker, Veil & Powell 

expressed that size of sample to be used for pilot testing depends upon time, cost and 

practicality, a size of 5-10% is acceptable. Here we use [5/75] i.e. 6.67% out of total sample 

size of 75. [16] 

Descriptive Statistics 

Along with different questions related to financial innovations, respondents were also given 

different factors, which are responsible for financial innovation or effect the financial 

innovation. [17] 

The summary of analysis of the collected data related to factors, which are considered as 

influencing financial innovation in India’s capital market, are given in the Table below. 

These factors were accessed on six point Likert Scale i.e. 1 to 6 represents as Strongly 

disagree, Fairly disagree and Strongly Agree. Table represents a summary of mean score and 

their ranking, Standard Deviation. 

 

Table 1 

Descriptive Statistics Summary 

Mean Score, Standard Deviation and Ranking of factors based upon Mean Score. 

Regulatory framework of Indian Financial Market 

 Mean S.D. Rank 

1. The Indian laws protecting investors 

interest at the stock market. 

3.23 1.203 7 

2. Restrictive rules and regulations of 

the authorities of capital market. 

4.77 .909 4 

3. Poor implementation of corporate 

governance principles in the Indian 

market. 

4.17 1.379 6 



4. High corporate taxes in India. 5.23 .781 1 

5. Quantity and quality of information 

disclosed by listed companies in their 

financial statement. 

2.00 .805 9 

6. Market imperfections such as Moral 

Hazards, Information Asymmetry 

and transactional cost. 

4.93 .991 3 

7. Less number of listed companies. 4.33 .977 5 

8. Government neutral attitude towards 

profitable Government. 

2.92 .983 8 

9. Lack of tax incentives to potentials 

investors. 

5.15 .711 2 

 

Market Volatility 

1. Fluctuations of interest rates in India. 5.07 .759 1 

2. Instability in Inflation rates in India 4.72 .938 3 

3. Unstable foreign exchange rate in 

India. 

4.93 .905 2 

 

Technology & Awareness 

1. Poor internet connectivity. 4.76 .984 2 

2. Late implementation of NSCCL 

(national securities clearing 

corporation limited) 

4.68 .947 3 

3. Lack of Awareness regarding 

innovative products among the 

investors. 

4.65 1.097 4 

 

4. Lack of Awareness regarding 

innovative products among the 

4.65 1.097 4 



investors. 

5. Lack of confidence by some potential 

investor in the Indian capital market. 

2.80 1.065 5 

6. Inadequate knowledge among the 

public regarding investment 

opportunities in Indian capital 

market. 

5.00 .900 1 

 

Global Financial Competition and Integration 

1. Increased competition among 

financial institution. 

5.05 .751 1 

2. Increased liquidity in the financial 

market at global level. 

4.29 .969 4 

3. Increased demand for credit. 4.43 .918 3 

4. Integration of India with other 

countries. 

5.00 .991 2 

 

From the above table, Mean Square, Standard Deviation and Rank based on mean score are 

analysed and accessed for the overall opinions of the respondents in general. On the basis of 

mean score, a factor which is having a mean score of 4 or more to be considered as more 

effective as compare to others. A mean score of 4.0 and above considered to accept as factor 

and treated as to be within the acceptance region of the factor influencing innovation. A mean 

score of 4.0 and below treated as not influential and fall within the rejection region. When the 

above scale has been applied to the above table, a number of factors influencing financial 

innovation were identified. In a general, high corporate taxes, lack of tax incentive, market 

imperfections, Restrictive rules and regulations of the authorities of capital markets, 

fluctuations in interest rates, inflation rates, instable foreign competition & integrations are 

considered as influential. 

Under the regulations, Quantity and Quality of information disclosed by listed companies in 

their financial statement and government’s neutral attitude towards profitable government, 

companies are treated as non-influential. These two factors along with the Indian laws 



protecting investor’s interest in the stock market are also non-participating. These factors are 

also having a highest standard deviation i.e. 1.203, .983 & .805 respectively. Lowest Standard 

Deviation i.e. .711 & .781 foes with highest mean score i.e. 5.15 & 5.23. These two factors 

are having 1
st
 and 2

nd
 rank in their mean score. This shows that high corporate taxes and lack 

of tax incentives effect the financial innovation. Market imperfections such as moral hazards, 

informational asymmetry and transaction cost also ranked statistics. These market 

imperfections adversely affect the financial innovations. 

Under Market Volatility, High fluctuations in interest rates impact the financial innovations. 

This factor is having highest mean score and least Standard Deviation which depict the 

importance of interest rate in India Capital Market. Factor which was ranked 2
nd

 with a mean 

score of 4.93 is unstable foreign exchange rate in India. It also has a higher Standard 

Deviation i.e. .905. Instability in price level i.e. inflation rates are also important and played a 

function role in case of financial innovations, as their factor is having a mean score of 4.72 

with a highest Standard Deviation of .938. Technology and Awareness is an important point 

when we talk about financial innovations, technology changed the picture of capital structure 

at the global level. Under this head inadequate knowledge among the public regarding 

investment opportunities in Indian capital market is ranked at the top with a mean score of 

5.00. That shows the level of financial literacy among the Indian population. There is lack of 

financial knowledge which impact inversely, when comes to financial innovation. 

At the same time lack of confidence by some potential investor in the Indian Capital market 

ranked at the least with a score of 2.8 and 2
nd

 highest S.D. i.e. 1.065 that mean investor has 

full confidence in Indian Capital market due to restrictive rules and regulations of the 

authorities of capital market. This factor was ranked 4
th

 under the regulation. This also shows 

the interrelationship of different factors and also provides a cross check on the importance 

and relevance of different factors. Under the technology, Poor internet connectivity is ranked 

on second number and depicts the true picture of Indian telecommunication sector. This poor 

connectivity and narrow coverage adversely impact the financial innovation.  

Global Financial Competition and Integration 

All the factors under this head are having a mean score of more than 4, that mean all these 

factors have a great impact on the financial innovations. Under this head, increased 

competition among financial institution ranked on the top with a lowest S.D. of .75%. This 

shows that increased competition positively affect the financial innovation, Integration of 



Indian with other countries ranked 2
nd

 with a mean score of 5.00. That mean Globalisation, 

Liberalisation and International trade also effects the financial innovation. Financial 

liberalisation and financial innovations are directly interconnected. The least important factor 

in this head is increased liquidity in the financial market at global level is also having a mean 

score of more than 4. This shows the importance of financial liberalisation and international 

trade. 

 

Conclusion 

The main aim of study was to determine various factors which effect the financial 

innovations in Indian Corporate sector. Regulating framework of Indian Corporate sector i.e. 

SEBI Act, company Act, SCRA Act etc. played very important role while deciding about the 

capital structure of the company. High corporate taxes and lack of incentives related to 

taxation are the major cause of non-popularity of financial innovative instruments. 
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