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Abstract 

 

This study thoroughly investigates the financial performance of three non-life insurance 

companies listed on the Nepal Stock Exchange (NEPSE): Shikhar Insurance (SICL), 

Nepal insurance company ltd. (NICL), and Neco Insurance Limited (NIL). The analysis 

aims to elucidate the impact of key financial indicators—namely Book Value Per Share 

(BVPS), Market Price Per Share (MVPS), Return on Equity (ROE), Earnings Per Share 

(EPS), and Price-to-Earnings Ratio (P/E Ratio)—on the stock prices of these firms over 

the period from 2013/2014 to 2022/2023.  

 

The study employs a dual approach for data analysis, integrating both financial and 

statistical tools. Financial metrics such as EPS and ROE are utilized to assess the 

companies’ performance, while statistical techniques, including correlation and regression 

analysis, are applied to explore and quantify the relationships among these variables. This 

methodology allows for a nuanced understanding of how financial indicators impact stock 

prices, and helps to clarify the raw data, leading to well-grounded conclusions. 

 

Moreover, this study underscores the significance of accounting for both internal financial 

metrics and external market conditions when evaluating the investment potential and risk 

profiles of insurance firms in emerging markets like Nepal. By providing a 

comprehensive analysis of the financial dynamics within the non-life insurance sector, the 

study offers valuable insights for investors, regulators, and market analysts. It highlights 

the critical role of financial indicators in shaping stock prices and provides a framework 

for assessing the financial stability and market value of insurance companies operating in 

a developing economy. The study’s findings contribute to a better understanding of the 

factors driving stock price variations and support informed decision-making for 

stakeholders in the financial sector. 

 

Key words: Market Price, Financial Performance, Non-Life Insurances and NEPSE 
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CHAPTER-I 

INTRODUCTION 

 

1.1 Background of the Study 

Capital market helps to flow the non-productive savings spread among the people towards 

the productive sector through mobilization. It encourages investments in productive 

sectors of the economy. The Stock market is a significant component of the capital 

market that plays an important role by channeling the funds from the savers to the 

investors. It helps in the efficient allocation of the capital in the economy. 

The stock market serves as a reflection of the economy and has become an indispensable 

marketplace that contributes significantly to economic prosperity, capital formation, and 

sustainable growth. Beyond merely facilitating the trading of securities, stock markets 

bridge the gap between savers and capital users by pooling funds, sharing risks, and 

transferring wealth. They are vital for economic development as they ensure that 

resources flow to the most productive investment opportunities (Kurihara, 2006). This 

facilitates industrial and commercial growth, subsequently influencing the country’s 

economy. Consequently, various sectors—including government, industry, corporations, 

and central banks—closely monitor stock market activities. The stock market channels 

the small and widely dispersed savings of investors into the productive activities of 

corporate entities. Furthermore, it provides investors with crucial features such as 

liquidity, marketability, and investment safety. An efficiently structured and regulated 

capital market affords sustainable economic development by providing long-term funds in 

exchange for financial assets to investors. Therefore, governments strive to enhance and 

grow their capital markets through various legislative and regulatory initiatives.  

Financial market can be defined as the center that provides facility for buying and selling 

of financial claims and services. Financial market can be divided into money market and 

capital market. Money market deals with short term financial market while capital market 

deals about long term. Primary and secondary are the component of capital market. 

Primary market is the place where organization government issues new securities. 

Secondary market is the place for buying and selling the issued new share by the 

company and government (Shrestha & Subedi, 2014). Stock markets operates as an 

intermediary between savers and users of the capital by means of pooling funds, sharing 

risks, and transferring wealth (Almumani, 2014). Financial market plays key role to 
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establish linkage between financial resources savers and users. The development of the 

capital market and the performance of the stock exchange have been linked to economic 

growth in some countries (Modal & Imran, 2010). This occurs because gaining access to 

capital represents a significant obstacle for businesses, particularly in developing nations 

such as Nepal, where the cost of debt finance is High due to elevated interest rates. In this 

context, the stock market holds immense significance as it serves as the platform for the 

issuance and exchange of shares, ultimately shaping the share prices of companies. Share 

price and its changes are very important in the finance literature as they are considered the 

most important indicators of firm performance and are the only credible measure of 

shareholders’ wealth (Singh, 2018).  

 

The share price is determined in the floor by the interaction of market forecasting demand 

and supply. The price is determined by the point of equilibrium by demand and supply, the 

shifting of this balance results in increscent adjustment price in search of the ever-

changing new equilibrium. The market price would upward and down ward, there are 

many other reasons that cause the stock price fluctuation, major of them are economic 

and noneconomic market factors. Dividend is the most important factors on the 

determination of stock price. Dividends are strongly influenced by the earnings power 

of the firm. There is a close relationship between corporate earnings and dividends. The 

most fundamental factor, stock price fluctuation lies in changes in corporate earnings, 

which together interest rates and business cycle trends, contribute to making up the 

economic factors influencing stock price. The next influencing factors are noneconomic 

factors, including changes in political condition, such as administrative changes, change 

in the weather and natural conditions and cultural conditions such as technological 

development. Similarly, the other influencing factors are market factors or internal factors 

of the market considering of the tone of the tone of the market and supply demand 

relationship may be cited as the third category, that influence the stock prices. In the 

modern financial world, stock market framework is popular intermediary to establish 

institutional relation between savers and users of financial resources (Subedi, 2002). 

The stock prices is influenced by the corporate performance of the company, company’s 

policy regarding the capitalization of earnings as well as governments rules and signaling 

effect of the market. Stock price and its changes are very important in the finance 

literature as they are considered the most important indicators of firm performance and 
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are the only credible measure of shareholders’ wealth (Singh, 2018). A company's share 

price goes up or down based on how well it's doing, what investors think it will do in the 

future, and how the economy is doing overall. The decision of an investor to buy shares in 

a company and the timing of such decision is based on the share price of the company 

(Ghimire & Mishra, 2018). 

The origins of Nepal's stock market can be traced back to 1936 A.D. with the founding of 

Biratnagar Jute Mill and in 1937 A.D. with the establishment of Nepal Bank Limited. To 

enhance and support the development of the capital market, the Securities Exchange 

Center was created in 1976. This center managed brokering, underwriting, and public 

issues as it was the only capital market entity in Nepal. Eventually, it transformed into the 

Nepal Stock Exchange (NEPSE), which commenced operations on January 13, 1994. The 

Securities Board of Nepal (SEBON) was formed in 1993 to serve as the regulatory 

authority for the securities market. It oversees the issuance and trading of securities, 

market intermediaries, promotes the market, and safeguards investors' rights. SEBON’s 

governing board is comprised of seven members from various governmental and non-

governmental sectors.  

 

The introduction of the Automatic Trading System, spearheaded by NEPSE, marked the 

commencement of online trading via a Wide Area Network (WAN) on October 13, 2007. 

This advancement streamlined the trading of securities, enabling brokers to execute trades 

directly from their offices. In 2010, CDS and Clearing Limited was founded under the 

Companies Act to provide centralized depository, clearing, and settlement services in 

Nepal. The main goal of this organization is to act as a central repository for various 

financial instruments (such as Equity, Bonds, and Warrants), particularly for managing 

securities in a dematerialized form. 

 

The Nepal Stock Exchange (NEPSE) operates as the sole organized stock exchange in the 

nation, promoting the active trading of common stocks and improving liquidity and 

investment opportunities. However, the bond market continues to be relatively inactive. 

Despite Nepal's promising business environment with numerous incorporated companies, 

the stock exchange features only a small number of listings. Recently, the securities 

market in Nepal has undergone significant changes due to technological advancements. 

The total value of traded securities in Nepal has seen a notable increase, reflecting a rise 
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in investor confidence. The vigorous trading of common stocks has improved liquidity, 

and investors are becoming more participative in the market. Digital platforms have 

broadened access to the market, leading to a reduction in dominance among a few large 

players. Partnerships among various stakeholders hold the potential for further growth 

and innovation within Nepal’s capital market. Today, many developing nations are 

enhancing their economic growth through contributions from this investment sector. 

Business cycle theorists believe that analyzing the development of various economic 

indicators over time can help clarify and forecast economic growth during boom periods. 

There are two main theories regarding stock price behavior: classical theory and efficient 

market theory. Classical or conventional theory encompasses both fundamental analysis 

and technical analysis theories. In contrast, efficient market theories consist of three 

forms of the efficient market hypothesis. The classical approach views the market as 

inefficient, while the efficient market theory posits that the market operates efficiently. It 

is anticipated that the results of this study will offer valuable insights into the factors 

influencing the performance of the Nepalese stock market, which would be beneficial to 

both policymakers and investors. 

1.2 Problem Statement 

Nepal Stock market is small as comparison to other developed and efficient market of the 

other world. There is limited number of broker of listed companies and very few number of 

transaction. Stock price is determined by demand and supply. Both the qualitative and 

quantitative factor determines the stock price, to specify exactly what factors to determine 

the stock is a controversial/ unpredictable issue. The stock price fluctuates time to time 

and stock exchange reacts with the environmental changes.  

The establishment of the Nepal Stock Exchange (NEPSE) provided an opportunity for 

investors of all sizes to engage in the enterprise sector and participate in the secondary 

market. Initially, there was great enthusiasm from both entrepreneurs and investors, 

leading to a successful start. However, over time, the performance of the stock exchange 

became mixed. By the early 2000s, the NEPSE index had dropped significantly from its 

peak, and transaction volumes had decreased substantially. This decline was attributed 

partly to the challenging politico-economic environment, but it also revealed underlying 

issues within the market ecosystem. One significant issue was the lack of effective 

regulation and enforcement, leading to loose connections among market participants. 
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Financial institutions dominated the market, stifling diversification. Moreover, corporate 

governance, transparency, and disclosure practices were lacking, eroding investor 

confidence. 

The issue with the Nepalese stock market has not been effectively addressed. The 

decision-makers are struggling to formulate appropriate policies for the growth of the 

stock market Since 1976, the government's initiatives aimed at developing the stock 

market have had limited success, only starting to show some positive effects in the early 

1990s following economic reforms and liberalization. While the policies meant to reform 

the capital market under the extended structural adjustment program (ESAP) have 

generated some beneficial outcomes for stock market development, these efforts have not 

been sustainable due to inadequate policy implementation. To restore the stock exchange 

and stimulate growth, it is crucial to focus on protecting investors, improving corporate 

governance standards, and promoting transparency among companies. Implementing 

regulatory reforms and strengthening enforcement mechanisms are essential to maintain 

market integrity and restore investor confidence. 

In the context of Nepal, several studies have been conducted to examine the behavior of stock 

prices among listed companies. However, these studies do not adequately investigate all the 

qualitative and quantitative factors that serve as key determinants of stock prices. Because of 

information symmetry, the findings can vary significantly, making it inappropriate to generalize 

the results due to the high volatility of stock prices. Stock prices are influenced by the dynamics of 

demand and supply. Both qualitative factors play a crucial role in determining stock prices, but 

identifying the specific factors remains a contentious and unpredictable matter. Stock prices vary 

over time, and the stock market responds to changes in the external environment. This study aims 

to identify the factors that influence stock prices and assess the level of impact those factors have. 

More specifically, this study will be expected to answer the following research questions: 

 What is the market position of sample non-life insurance companies? 

 What is the relationship between share price and firm specific variables of sample 

non-life insurance companies? 

 What is the impact of firm specific variables on share price of sample non-life 

insurance companies in Nepal? 
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1.3 Objectives of the Study 

The major objective of this study is to measure the relationship between financial factors 

(like: dividend per share, dividend yield, earning per share, price earnings ratio and 

dividend payout ratio.) and stock price of companies listed in NEPSE. Specifically, the 

study objectives will be as follows: 

 To assess the market position of each sample non-life insurance companies and 

compare the financial indicators i.e., MPS, EPS, DPS, P/E, DY and DPR. 

 To examine the relationship between share price and firm specific variables of 

sample non-life insurance companies. 

 To analyze the impact of firm specific variables on share price of sample non-life 

insurance companies in Nepal. 

1.4 Hypothesis 

Alternative hypothesis 

Hypothesis (H1):  There is significant relationship between Earnings per Share (EPS) and 

the Market Price per Share (MPPS). 

Hypothesis (H2): There is significant relationship between Return on Equity (ROE) and 

the Market Price per Share (MPPS). 

Hypothesis (H3): There is significant relationship between the Price Earnings Ratio (P/E) 

and the Market Price per Share (MPPS). 

Hypothesis (H4): There is significant relationship between Book Values per Share 

(BVPS) and the Market Price per Share (MPPS). 

1.5 Rationale of the Study 

Grasping the elements that influence stock prices is a crucial area of interest among 

researchers and scholars. Economists and investors often have differing opinions on stock 

valuation, and market fluctuations can often lead to confusion for investors. This 

uncertainty affects not only investors but also market participants such as policymakers 

and governmental authorities. Therefore, it is essential to investigate the primary factors 

impacting stock prices. This research is centered around the stock price trends of publicly 

traded companies in the NEPSE. Consequently, the study holds particular relevance for 

investors, managers, bankers, stock analysts, brokers, academics, government 

representatives, students, and any other parties interested in understanding share price 
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dynamics. Investors allocate funds in the capital market with the hope of achieving 

favorable returns on their investments. This study evaluates the financial circumstances of 

the selected companies and the performance of their traded stocks. It offers insights into 

the financial standings and capitalization levels within NEPSE. Management can assess 

their financial health and stock performance, enabling them to take necessary actions for 

enhancement. As the study presents a general overview of the current share market, it is 

valuable for government officials and policy-making bodies to timely prepare or adjust 

policies for the effective operation, growth, and advancement of the stock market. 

Additionally, this study would benefit stock analysts, bankers, and students keen on 

understanding the stock price trends in NEPSE, as well as those looking to build careers 

in banking or the stock business. 

1.6 Limitations of the Study 

There have been several researches done before in the topic stock market and stock 

Prices. All of those researches have many useful findings as their own limitation. 

Different researcher performs the above studies and their weakness is also mentioned 

there. This will analyze the situation of stock price change in Nepalese stock market. 

Usually the price of common stock in primary market is par value but in secondary 

market it may be any price .The price of common stock are largely influenced by different 

market related factors. Therefore here the studies made upon the various related factors 

that are major are caused of changes of stock price in secondary market. There has been 

limited number of study and researches been carried on the determinants of stock price on 

non – life insurance companies. The sample number are also low on the count. This study 

has been conducted to provide knowledge on the what and how the stock price of 

different non–life insurance companies are affected by the broader impact of various 

variables. The major limitations of the researches are outlined as below: 

 The study focuses exclusively on non-life insurance companies, potentially neglecting 

valuable insights from other sectors that could influence stock prices differently. 

 The study restricts the analysis to the years 2018/19to 2022/23 may overlook 

significant market fluctuations and events outside this period that could impact stock 

prices. 

 The study's findings is constrained by the availability and quality of data for non-life 

insurance companies during the chosen timeframe, potentially limiting the depth of 

analysis. 



8 

 

 The study may not account for all external variables that influence stock prices, such 

as regulatory changes, economic conditions, or geopolitical events, which could affect 

the validity and generalizability of its conclusions. 

 Without examining trends over a more extended period, the study may miss patterns 

or phenomena that emerge only over time, limiting the depth of understanding 

regarding stock price determinants. 
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CHAPTER-II 

LITERATURE REVIEW 

 

Review of literatures means reviewing research studies and other relevant propositions 

into the centered areas of study so that all the past studies, their conclusion and 

deficiencies may be known and further research can be conducted. In the context of 

Nepalese financial market, no sufficient studies have been made in the past relevant to 

share market. The second section of this chapter includes the studies of related literature 

carried out previously in the foreign as well as Nepalese context. 

 

2.1 Introduction 

Stock prices are influenced by a myriad of factors, both intrinsic and extrinsic, reflecting 

the complex interplay between a company's financial health and broader economic 

conditions. Understanding these determinants is crucial for investors, financial analysts, 

and policymakers to make informed decisions. This review explores the primary factors 

affecting stock prices, including company performance, market sentiment, 

macroeconomic indicators, interest rates, and geopolitical events. 

The stock price refers to the amount of money one must pay to acquire a share of a 

company. If 'A' purchases 10 shares of Bank of Kathmandu from 'B' for Rs.4000, then the 

price per share is Rs.400 (calculated as 4000/10). Therefore, the stock price represents the 

payment made by a buyer for a single share or the earnings received by a seller from 

selling a share. The stock price is established in the stock market through market forces, 

specifically the interplay of demand from buyers and supply from sellers. The levels of 

demand and supply are influenced by external factors and individual expectations or 

assumptions about the future. The market price of a stock differs from its par value and 

book value. Additionally, stock price fluctuations are not isolated events; both external 

and internal factors have been shown to impact these price changes (Tandon & Malhotra 

2013). 

2.2 Theoretical Review 

2.2.1 Efficient Market Hypothesis (EMH) 

The Efficient Market Hypothesis (EMH) is a fundamental concept in finance, originally 



10 

 

developed by Eugene Fama in the 1960s, that asserts financial markets are "efficient," 

meaning that asset prices fully reflect all available information at any given time (Fama, 

1970). According to EMH, it is impossible to consistently achieve returns that exceed 

average market returns on a risk-adjusted basis, because stock prices always incorporate 

and react to new information instantaneously. 

Forms of EMH 

EMH is categorized into three forms, each reflecting different levels of market efficiency: 

Weak Form Efficiency: This version suggests that current stock prices fully reflect all 

historical price data, implying that technical analysis (the study of past price and volume 

data) is of no use in predicting future price movements (Jensen, 1978). 

Semi-Strong Form Efficiency: According to this form, stock prices adjust rapidly to all 

publicly available information, including financial statements, news, and economic data. 

As a result, neither fundamental analysis nor technical analysis can provide an investor 

with an advantage (Malkiel, 2003). 

Strong Form Efficiency: This is the most stringent version of EMH, positing that stock 

prices reflect all information, both public and private (insider information). In this form, 

not even insider trading can yield consistent abnormal returns (Grossman &Stiglitz, 

1980). 

2.2.2 Capital Assets Pricing Model 

The Capital Assets Pricing Model was developed by William F. Sharpe, John Lintner, and 

Jan Mossin independently in the early 1960s. The capital asset pricing model (CAPM) 

serves as a fundamental tool within the realm of investment analysis. Its primary function 

is to provide a framework for assessing the expected return on investment for various 

assets, aiding in the strategic composition of well-diversified portfolios. CAPM considers 

essential variables such as the asset's sensitivity to broader market fluctuations, referred to 

as "systematic risk" or "market risk," typically quantified by the parameter known as 

"beta" (β). Additionally, CAPM incorporates projections of the overall market's return 

and the anticipated return on risk-free investments. CAPM focuses on systematic risk, 

also known as market risk, which cannot be diversified away. It measures an asset's 

sensitivity to this risk through its beta coefficient (Sharpe, 1964). 

CAPM operates under specific assumptions, including standardized risk measurement 

methodologies and the efficacy of diversification in mitigating individual asset risks. 

Within these parameters, CAPM asserts that the cost of capital acquisition from 
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shareholders is predominantly contingent upon beta. The CAPM serves as a model for 

pricing individual securities or portfolios, providing a structured framework for investors. 

Through the Security Market Line (SML), it establishes how securities should be valued 

relative to their risk and expected return, as measured by their beta coefficient. The SML 

facilitates the determination of the reward-to-risk ratio for each security in comparison to 

the market as a whole. According to CAPM, investors demand higher returns for bearing 

higher systematic risk. The model quantifies this relationship through the security market 

line (SML) (Lintner, 1965). Consequently, adjusting a security's expected return by its 

beta coefficient aligns its reward-to-risk ratio with that of the broader market. In essence, 

the CAPM guides investors in assessing the pricing of individual securities within the 

context of market risk and expected returns. It suggest that the expected return of a stock 

is equal to the risk free rate plus a risk premium based on stock’s systematic risk 

(Elbannan, 2015). 

2.2.3 Arbitrage Pricing Theory 

Arbitrage Pricing Theory (APT) is a multifactor model for asset pricing that was 

developed by economist Stephen Ross in 1976. APT is an alternative to the Capital Asset 

Pricing Model (CAPM) and offers a more flexible approach by allowing multiple sources 

of risk to determine the expected return of an asset. Unlike CAPM, which relies on a 

single market factor (the market portfolio), APT assumes that asset returns can be 

predicted using a linear relationship between the expected return and various 

macroeconomic factors that influence the overall market (Ross, 1976). 

Theoretical Framework of APT 

APT is grounded in the principle of arbitrage, which is the practice of taking advantage of 

price discrepancies between markets to earn risk-free profits. In a well-functioning 

market, arbitrage opportunities are quickly exploited, leading to a situation where no 

arbitrage exists, and the prices of assets reflect their true value. 

In the context of APT, the expected return on a financial asset is modeled as a linear 

function of various factors. The formula for APT is given by: 

E(Ri)=Rf+βi1F1+βi2F2+βinFn 

Where: 

  E(Ri) is the expected return of asset i. 

Rf is the risk-free rate. 

  βij is the sensitivity of the asset’s return to factor j. 
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jFj represents the risk premium associated with factor j. 

Factors in APT 

The specific factors in APT are not explicitly defined within the theory, which is both a 

strength and a limitation. This flexibility allows investors to choose factors that they 

believe are relevant to the pricing of assets. Commonly considered factors include: 

Inflation Rates: Changes in inflation can affect the purchasing power of future cash 

flows and thus impact asset prices (Chen, Roll, & Ross, 1986). 

Interest Rates: Fluctuations in interest rates can influence the cost of borrowing and the 

return on savings, impacting overall market dynamics (Elton, Gruber, & Mei, 1994). 

Gross Domestic Product (GDP) Growth: Economic growth as measured by GDP can 

affect corporate earnings and therefore stock prices (Chen, 1991). 

Exchange Rates: For companies with international operations, changes in exchange rates 

can affect profitability and stock prices (Solnik, 1987). 

Implications and Applications of APT 

APT is particularly useful for portfolio management and asset pricing because it 

acknowledges that multiple risk factors can influence asset returns. By using a multifactor 

approach, APT provides a more nuanced view of the risks affecting an asset, compared to 

the single-factor CAPM model. 

For investors, APT can be used to construct portfolios that are more accurately aligned 

with their risk preferences and economic outlook. By identifying the factors that they 

believe will drive asset returns, investors can create portfolios that are expected to 

perform well under specific economic conditions. 

Moreover, APT has implications for arbitrage activities. If an asset is mispriced according 

to the APT model, arbitrageurs can buy or sell the asset to exploit the pricing inefficiency, 

thereby driving the price back to its equilibrium level. This process helps ensure that 

markets remain efficient and that prices reflect the true underlying risks associated with 

an asset. 

Criticisms and Limitations of APT 

While APT offers a flexible and comprehensive framework for asset pricing, it also has 

several limitations. One of the main criticisms is that the theory does not specify which 

factors should be included in the model. This lack of specificity can lead to model 

uncertainty, as different investors may choose different factors, resulting in different 

expected returns for the same asset. 
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Additionally, the assumption that no arbitrage opportunities exist may not always hold in 

real-world markets, especially in the short term or in less liquid markets. This can lead to 

situations where the predictions of APT do not match observed market prices. 

Furthermore, empirical testing of APT has shown mixed results. While some studies have 

found that APT can explain asset returns better than CAPM, others have found that it 

does not perform significantly better than simpler models (Shanken, 1982; Connor 

&Korajczyk, 1988). 

Despite these limitations, APT remains a valuable tool in financial economics, 

particularly for its contribution to understanding the multifactor nature of asset pricing. It 

has influenced the development of more complex asset pricing models and continues to 

be a topic of research and debate in academic and professional finance circles. 

Conclusion 

Arbitrage Pricing Theory provides a sophisticated and flexible approach to asset pricing 

by incorporating multiple risk factors. Its emphasis on arbitrage and market efficiency 

aligns well with real-world financial markets, where multiple economic variables can 

influence asset prices. However, the theory's lack of specificity regarding the factors to 

include in the model and its assumptions about market conditions pose challenges for its 

practical application. Nonetheless, APT is a significant advancement in financial theory 

and continues to offer valuable insights for both academic researchers and practitioners. 

2.2.4 Behavioral Finance Theory 

Behavioral finance theory challenges the traditional assumptions of rationality and market 

efficiency that underpin classical financial models such as the Efficient Market 

Hypothesis (EMH). While EMH assumes that investors process all available information 

logically and consistently, behavioral finance highlights that psychological biases, 

emotions, and cognitive errors often lead to irrational decision-making. These irrational 

behaviors can deviate from what is predicted by traditional financial theories, resulting in 

market anomalies like bubbles and crashes. 

Key Concepts in Behavioral Finance 

1. Prospect Theory: Developed by Daniel Kahneman and Amos Tversky in 1979, 

Prospect Theory is a cornerstone of behavioral finance. It explains how people 

perceive gains and losses differently. Investors tend to exhibit loss aversion, meaning 

they feel the pain of a loss more intensely than the pleasure from an equivalent gain. 

This often leads to risk-averse behavior when faced with potential gains but risk-
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seeking behavior when trying to avoid losses. For example, an investor might hold on 

to a losing stock longer than rational analysis would suggest, hoping the price will 

recover rather than accepting the loss and reallocating the funds more effectively. 

2. Heuristics: Heuristics are mental shortcuts or rules of thumb that individuals use to 

make quick decisions. While these shortcuts can be useful, they can also lead to biases 

and systematic errors in judgment. In the stock market, representativeness—the 

tendency to believe that past performance will continue indefinitely—may cause 

investors to overvalue stocks with a recent history of success, inflating prices beyond 

what fundamentals would justify. 

3. Overconfidence Bias: Overconfidence is a prevalent bias where investors 

overestimate their knowledge, abilities, or access to information. This bias can lead to 

excessive trading, with the investor believing they can consistently "beat the market." 

In reality, this often results in underperformance due to transaction costs and the 

inability to predict short-term market movements accurately. 

4. Herd Behavior: Herd behavior refers to investors’ tendency to follow the crowd, 

buying or selling assets based on what others are doing rather than on independent 

analysis. This behavior can contribute to market trends and bubbles, where asset 

prices deviate significantly from their intrinsic values. For example, during the dot-

com bubble of the late 1990s, herd behavior drove technology stock prices to 

unsustainable levels, which eventually collapsed when the bubble burst. 

5. Mental Accounting: Introduced by Richard Thaler, mental accounting refers to the 

tendency of individuals to categorize and treat money differently depending on its 

source, use, or intended purpose. For instance, an investor might take more risks with 

money they consider "house money" (profits from previous investments) rather than 

treating all money as fungible. This can lead to irrational investment strategies that 

prioritize short-term gains over long-term wealth preservation. 

Implications of Behavioral Finance in Stock Markets 

Behavioral finance provides valuable insights into how psychological factors can cause 

stock prices to deviate from their fundamental values. Investors, influenced by emotions 

such as fear and greed, may cause stocks to be mispriced, resulting in speculative bubbles 

or sharp market corrections. 

For example, during periods of excessive optimism, investors may ignore warning signs 

and continue buying overvalued stocks, driving prices even higher. Conversely, in times 
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of panic, such as the 2008 financial crisis, investors may sell off assets at a loss in a herd-

like response, exacerbating market downturns. 

In the context of customer satisfaction and fancy stores in Bouddha, understanding 

behavioral finance can help store owners recognize the irrational factors influencing 

customer spending habits. For instance, customers may exhibit a form of loss aversion by 

sticking with familiar stores, even when better options are available, or they may follow 

trends set by peers, similar to herd behavior in financial markets. 

Criticisms of Behavioral Finance 

While behavioral finance provides a more realistic view of investor behavior, it has been 

criticized for its lack of predictive power. Unlike models such as the Capital Asset Pricing 

Model (CAPM) or the Dividend Discount Model (DDM), behavioral finance does not 

provide a clear framework for making quantitative investment decisions. Moreover, the 

field is often seen as fragmented, with many different biases and heuristics but no unified 

theory to explain how they interact to affect market prices. 

Nonetheless, behavioral finance remains a critical area of study, offering practical insights 

into the irrational aspects of market behavior that can lead to investment opportunities or 

risks. 

 

2.2.5 Dividend Discount Model (DDM) 

The Dividend Discount Model (DDM) is one of the oldest and most widely used methods 

for valuing a company's stock based on its dividends. The central premise of the DDM is 

that the intrinsic value of a stock is the present value of all future dividends the company 

is expected to pay, assuming that dividends are the primary source of returns for 

shareholders. This model is particularly useful for companies with a stable dividend 

policy, such as blue-chip firms or utilities that consistently pay dividends. 

The Basic Formula 

The basic form of the DDM is given by the following equation: 

   
  

   
 

 

Where: 

 P0 is the current stock price, 

 D1 is the expected dividend in the next period, 
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 r is the required rate of return (also known as the discount rate), 

 g is the growth rate of dividends. 

This equation is known as the Gordon Growth Model, named after Myron Gordon, who 

popularized this model in the 1960s. It assumes that dividends will grow at a constant rate 

indefinitely, making it suitable for mature companies with steady earnings and dividend 

growth. 

Key Assumptions of DDM 

1. Stable Dividend Growth: The DDM assumes that a company’s dividends will 

grow at a constant rate forever. This assumption works well for firms with a long 

history of stable or predictable dividend payments. However, it becomes less 

reliable for firms with volatile or irregular dividend policies, such as those in 

emerging markets or high-growth sectors. 

2. Constant Discount Rate: The model also assumes that the required rate of return, 

or discount rate, remains constant over time. This is typically derived from the 

Capital Asset Pricing Model (CAPM) or other risk-adjusted return models. The 

discount rate reflects the risk profile of the company and the broader market. 

3. Infinite Time Horizon: The DDM calculates the present value of dividends over 

an infinite time horizon, which may not always be a realistic assumption for 

companies that might experience significant changes in their business models, 

dividend policies, or market conditions. 

Applications and Variations 

While the basic DDM is most applicable to companies with stable dividend payouts, there 

are several variations designed to handle different scenarios: 

1. Multi-Stage DDM: This version of the DDM accounts for companies that may 

experience different growth phases. For example, a company may have a high 

growth rate in the short term, followed by a period of lower, stable growth. The 

multi-stage DDM calculates the present value of dividends during each phase, 

adjusting the growth rate as needed. 

2. Zero Growth DDM: In cases where a company is expected to maintain a constant 

dividend with no growth, the DDM simplifies to P0=DrP_0 = \frac{D}{r}P0=rD. 

This model is often applied to companies in mature industries with little room for 

growth but stable earnings and dividend payouts. 

3. Variable Growth DDM: The variable growth model accounts for companies with 
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fluctuating dividend growth rates. It is particularly useful for firms undergoing 

significant transitions, such as startups evolving into mature businesses or 

companies in cyclical industries where dividends are tied to market conditions. 

Limitations of the DDM 

The primary limitation of the DDM is its reliance on dividends as the sole measure of a 

company’s value. In practice, many companies do not pay dividends or reinvest profits 

into growth opportunities. For high-growth companies, such as those in the technology 

sector, the DDM is not suitable because these firms often focus on capital gains rather 

than dividends. 

Furthermore, the DDM assumes that dividends will continue indefinitely, which may not 

reflect reality, especially for companies facing financial distress or those with irregular 

dividend policies. Additionally, the model’s accuracy is highly sensitive to the estimated 

growth rate (g) and required return (r). Small changes in either of these variables can lead 

to significantly different stock valuations. 

2.2.6 Random Walk Theory  

The Random Walk Theory is a financial concept that suggests stock price movements are 

random and cannot be predicted based on historical data. The theory was first introduced 

by Maurice Kendall in 1953 and later popularized by Burton G. Malkiel in his influential 

book, A Random Walk Down Wall Street (Malkiel, 1973). The core idea of this theory is 

that stock prices follow a stochastic process, meaning their future movements are 

independent of their past behavior. According to this theory, any attempt to predict future 

price changes using past trends or patterns is futile because the price changes are random 

and driven by new information arriving unpredictably. 

Key Components of the Random Walk Theory 

Unpredictability of Stock Prices 

 The Random Walk Theory asserts that stock prices reflect all available information at 

any given time, and since new information enters the market randomly, price changes are 

also random. The future movement of stock prices is independent of their past 

movements. Hence, price changes resemble the steps of a "random walk," where each 

step is taken in an unpredictable direction. This implies that it is impossible to forecast 

stock prices based on historical performance or trends. 

Efficient Market Hypothesis (EMH):  

The Efficient Market Hypothesis (EMH) is closely related to the Random Walk Theory. 
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The EMH, first developed by Eugene Fama in the 1960s, suggests that stock markets are 

efficient and that stock prices always reflect all available information (Fama, 1970). 

Because new information is random and unpredictable, stock prices change randomly, 

and no amount of technical or fundamental analysis can consistently predict future price 

movements. In this context, the Random Walk Theory can be seen as a more practical 

expression of the EMH. 

Independence of Price Changes: One of the most crucial aspects of the Random Walk 

Theory is the assumption that price changes are independent of one another. This means 

that the movement of stock prices today has no bearing on their movements tomorrow. 

Each day’s price change is independent of the previous day’s movement, and as a result, 

stock prices follow no predictable pattern or trend over time. 

Short-Term vs. Long-Term Movements: While the Random Walk Theory generally 

focuses on the unpredictability of short-term stock price movements, its implications 

extend to the long term. In theory, because price changes are random, stock prices will 

not consistently move in a particular direction over time. Although stocks may increase or 

decrease in value over long periods, this is due to the accumulation of many random 

short-term price changes rather than a discernible long-term trend. 

Evidence Supporting the Random Walk Theory 

The Random Walk Theory has been tested in various empirical studies. For example, 

Kendall (1953) conducted an early study analyzing stock prices and found that stock 

prices did not follow any predictable pattern. He concluded that price movements were 

random, with no discernible trend over time. Similarly, Fama (1970) provided further 

support for the theory by demonstrating that stock prices followed random movements in 

efficient markets. 

In Malkiel’s (1973) study, he expanded on this concept, arguing that even professional 

fund managers cannot consistently outperform the market because prices move randomly. 

He emphasized that strategies like technical analysis, which rely on past price movements 

to predict future prices, are generally ineffective because stock prices do not follow trends 

that can be exploited for profit. 

Criticism and Counterarguments 

Although the Random Walk Theory has gained widespread acceptance, it is not without 

criticism. Several researchers have challenged the theory, pointing out anomalies and 

patterns in stock price movements that seem to contradict the idea of randomness. 
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Market Anomalies 

Some empirical studies have found evidence of market anomalies that seem to contradict 

the Random Walk Theory. For example, the January Effect, a phenomenon where stock 

prices tend to rise in January, suggests that certain calendar-based trends exist in stock 

price movements (Keim, 1983). Similarly, momentum strategies, which involve buying 

stocks that have performed well in the past and selling stocks that have performed poorly, 

have shown that past performance can, in some cases, be predictive of future returns 

(Jegadeesh & Titman, 1993). 

Behavioral Finance: Another area of criticism comes from behavioral finance, which 

argues that psychological factors, such as investor sentiment and irrational behavior, can 

influence stock prices in predictable ways. Robert Shiller (2003) has been a prominent 

critic of the Random Walk Theory, arguing that stock prices are influenced by human 

emotions, herd behavior, and overreaction to news, all of which can lead to predictable 

price patterns. 

Emerging Markets 

In developing or emerging markets, stock price behavior may deviate from the 

assumptions of the Random Walk Theory due to factors such as limited liquidity, market 

inefficiencies, and information asymmetry. In these markets, stock prices may not fully 

reflect all available information, leading to potential predictability in price movements. 

The Random Walk Theory is a cornerstone of modern financial theory, emphasizing the 

unpredictability of stock prices and the efficiency of markets. According to the theory, 

stock prices move randomly because they reflect all available information, and new 

information arrives unpredictably. This makes it impossible to consistently predict future 

stock price movements based on historical data. However, the theory has faced criticism 

from researchers who have identified market anomalies and behavioral patterns that 

challenge its assumptions. 

2.3 Empirical Review 

Several studies has been conducted regarding the stock prices, its determinants and its 

effect in economic development.  

Eugene and Kenneth (1992) investigated why stock returns differ across various 

companies, even within the same industry on study entitled "The Cross-Section of 

Expected Stock Returns". Fama and French analyzed a wide range of factors that could 
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potentially influence stock returns. They specifically focus on variables related to 

company fundamentals, such as earnings and dividends, to understand their impact on 

stock prices. It was discovered that the stock with higher earnings and dividend yields 

tended to have higher returns. The study also highlighted the importance of other 

variables, such as market capitalization and book-to-market ratio, in explaining cross-

sectional variation in stock returns. 

Chan, Jegadeesh, and Lakonishok (1996) explored the phenomenon of momentum in 

stock returns on study entitled ―Momentum Strategies‖. The study is based on the data set 

of primary stocks listed on the New York and American Stock exchange and on the 

Nasdaq market from January 1977 to January 1993. The authors of the study test price 

and momentum strategies by looking at how well a group of companies did in the six 

months before putting together a portfolio, and then seeing how they performed 

afterwards. According to this study, it was confirmed the existence of momentum effect 

in stock returns. The stocks that have performed well in the past tend to continue perform 

well in the future and vice versa which contradicted the efficient market hypothesis. 

Agarwal (2001) studied at how the stock market's growth relates to economic progress in 

nine African nations from 1992 to 1997. Instead of diving into complex economic 

theories, the research simply compared stock market numbers like market size and trading 

volume to broader economic factors such as GDP growth and investment levels. 

Surprisingly, they found a clear connection between the size of the stock market and how 

much money was being invested in the economy. This suggests that when people invest 

more in stocks, it tends to boost economic growth. The study concluded that governments 

should take a more active role in supporting stock market growth, rather than just 

focusing on banking reforms. It's like realizing that to really help the economy grow, it's 

not just about fixing the banks but also nurturing a healthy stock market. So, the takeaway 

here is that policymakers should pay attention to developing stock markets as well, 

alongside their efforts in the banking sector, to give the economy an extra boost. 

AI-Shubiri (2010) investigated the relationship of microeconomic factors with the stock 

price using the simple and multiple regression analysis. In this study, 14 commercial 

banks of Amman Stock Exchange, for the period of 2005 to 2008 were used as a sample. 

The study found highly positive significant relationship between market price of stocks 

and net asset value per share: market price of stock dividend percentage respective shares. 
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Naik and Padhi (2012) in their article entitled ―The impact of Macroeconomic 

Fundamentals on stock prices Revisited: Evidence from Indian Data‖ investigated the 

relationship between the Indian stock market index and five macroeconomics variables, 

namely, Industrial production Index, Wholesale price index, money supply, treasury bills 

rates and exchange rates over the period of 1994 to 2011. The study found that the stock 

prices positively correlates to the money supply and industrial production, but negatively 

correlated to inflation.  

 

Adhikari (2015), in an article titled Securities Market Regulation and Development, has 

examined and highlighted the underperformance of the market and the slow pace of its 

development. Despite several initiatives aimed at enhancing performance, these attempts 

have not yielded successful outcomes due to structural deficiencies within the market 

mechanism. A lack of an appropriate and standardized legal framework has been a 

significant factor impeding the efficiency of regulation. The author utilized technical 

analysis tools such as line charts, bar charts, Dow Theory, and moving averages to 

conclude that the Nepalese stock market is on an upward trend, heavily dominated by the 

banking sector, with the NEPSE index being influenced primarily by rising bank share 

prices. Furthermore, he noted that the Nepali stock market is largely driven by 

speculation rather than by new information, indicating market inefficiency. 

Islam et al. (2015) conducted a study titled Determinants of Stock Price Movements: 

Evidence from Chittagong Stock Exchange, Bangladesh. This research examines the 

events surrounding the stock market crash in Bangladesh during 2010-2011. The study 

aims to reassess the relationship between stock prices, dividends, and retained earnings of 

29 banks listed on the Chittagong Stock Exchange in the aftermath of the crash. Data 

were gathered from secondary sources using cross-sectional methods. Employing linear 

regression analysis, the findings indicated that both dividends and retained earnings 

significantly influence the stock price, although these variables had a moderate level of 

explanatory power. The study concludes that both dividends and retained earnings are 

crucial determinants of stock price at a statistically significant level.Atchyuthan (2017) 

conducted a study aimed at identifying the determinants of share prices in Sri Lanka. The 

research focused on 25 listed manufacturing firms in the Colombo Stock Exchange (CSE) 

from 2012 to 2016. Regression analysis was employed to analyze the data and test 

hypotheses. The results indicate a significant positive association between earnings per 
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share and dividend per share with share price. Consequently, the study concludes that 

earnings per share and dividend per share are the major determinants of share price. The 

findings underscore the importance for investors and fund managers to consider these 

determinants when making investment decisions. Additionally, manufacturing firms are 

encouraged to prioritize improving earnings per share and dividend per share to enhance 

the value of share prices. 

 

Dhungana (2017), in his article Performance of Stock Market and Reform in Nepal had 

examined causal relationship between stock market development and economic growth in 

Nepal. The finding suggests that stock market development has significantly contributed 

to the economic growth in Nepal. In this perspective, a refined policy measures should be 

adopted to strengthen and improve the role of stock market in order to expedite and 

maintain the strong growth of the economy. Author concluded that NEPSE is not 

providing facilities for investors such as general awareness about investment, investment 

procedure for general public and movement of stock trend in different periods and their 

cause. Market makers, brokers, and NEPSE staffs are making coalition for fraudulent 

activities towards investors. He also concluded that signaling factors play major role for 

fluctuating NEPSE index. 

 

Bhattarai (2018) examined how microeconomic and macroeconomic factors influence the 

stock prices of banks and insurance companies in Nepal. The research revealed a positive 

relationship between earnings per share, dividend per share, price-earnings ratio, firm 

size, GDP, and exchange rate with stock prices. Conversely, stock prices were negatively 

correlated with return on equity, return on assets, and money supply. Each variable 

demonstrated a significant impact on stock prices.  

 

Dhakal (2018) investigated the factors influencing share prices of Nepalese commercial 

banks, focusing on twelve randomly selected banks. The findings indicated that the 

market price per share (MPS) of most banks showed minimal correlation with individual 

financial indicators such as book value per share (BPS), earnings per share (EPS), and 

dividends per share (DPS). This suggests that these indicators alone have little influence 

on share prices, but they collectively impact them. Many banks lack awareness of the 

rules and regulations governing the share market, and the ineffective regulatory 



23 

 

framework and poor enforcement by market makers are significant issues facing the 

Nepalese capital market. 

 

Ghimire and Mishra (2018) in their study of Determinants of Stock price in Nepalese 

market explored the connection between stock price and several explanatory variables, 

including DPS, EPS, P-E ratio, BV, and Market to BV, spanning the years 2012 to 2017. 

Through simple and multiple regression analysis, as well as descriptive statistics, the 

study aimed to uncover the factors influencing stock prices. Using a sample size of 11 

financial and nonfinancial firms in Nepal, the findings revealed that variables like Market 

to BV and P-E ratio emerged as significant determinants of stock price, directly impacting 

its movement. Additionally, DPS and BV were found to exert a positive influence on 

stock price, although to a lesser extent. Interestingly, while EPS showed a positive 

influence, its impact on stock price was minimal. This study sheds light on the factors 

driving stock prices in Nepal, offering valuable insights for investors and policymakers 

alike. By identifying the significant determinants of stock price, such as Market to BV 

and P-E ratio, the research provides a clearer understanding of the dynamics at play in the 

country's stock market. 

 

Ghimire and Mishra (2018) investigated the factors affecting stock prices in the Nepalese 

market and examined the relationship between stock prices and various explanatory 

variables, such as DPS, EPS, P-E ratio, BV, and Market to BV, covering the years from 

2012 to 2017. The research utilized simple and multiple regression analyses, along with 

descriptive statistics, to identify the elements influencing stock prices. Based on a sample 

of 11 financial and non-financial firms in Nepal, key findings indicated that variables like 

Market to BV and P-E ratio stood out as crucial determinants of stock prices, significantly 

influencing their fluctuations. Moreover, while DPS and BV had a positive impact on 

stock prices, their effects were comparatively smaller. Interestingly, although EPS 

demonstrated a positive influence, its effect on stock prices was minimal. This research 

offers insights into the elements that drive stock prices in Nepal, providing valuable 

information for both investors and policymakers. By pinpointing significant determinants 

like Market to BV and P-E ratio, the study enhances the understanding of the market 

dynamics in the country. 
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Gautam & Bista (2019) carried out a research study to explore the factors influencing the 

share price of Nepalese non-life insurance companies. Their findings indicate that a firm's 

size is positively associated with the market price of shares and the price-to-earnings 

ratio. This suggests that larger firms tend to experience an increase in both share price and 

price-to-earnings ratio. However, the research found that inflation has a negative 

correlation with the market price of shares and the price-to-earnings ratio. Furthermore, 

the study revealed that dividend per share and return on assets have a negative 

relationship with the market price of shares and price-to-earnings ratio. Similarly, 

earnings per share were found to negatively impact the market price of shares and the 

price-to-earnings ratio. The conclusion drawn from the study is that rising returns on 

assets and earnings per share do not account for the variations in stock prices of Nepalese 

non-life insurance companies. As Nepal is an emerging economy, the identified 

determinants will provide valuable knowledge to prospective investors regarding the 

primary factors influencing share prices, helping them refine their investment strategies. 

 

Shrestha & Subedi (2019) conducted an analysis on the factors influencing stock market 

performance in Nepal, discovering that inflation and the growth of money supply are 

positively correlated with changes in stock prices. The study indicates that the Nepalese 

stock market responds notably to macroeconomic developments, particularly in the 

monetary sector. In addition, a loose monetary policy has the potential to create an asset 

price bubble in the stock market, which is primarily influenced by financial institutions. 

The main findings suggest that the Nepal Rastra Bank’s policy on lending against share 

collateral has been effective in shaping the stock market. The results further highlighted 

that stock prices are also affected by the speculative behaviors of investors, as well as 

news and rumors; therefore, it is essential to improve transparency in the market by 

making information related to listed companies readily available. In fact, the relevant 

authorities should enhance transparency and communication to dispel rumors and 

misinformation circulating in the market. 

 

Gormsen & Koijen (2020) conducted a study titled "Coronavirus: Impact on Stock Prices 

and Growth Expectations," aiming to assess how the coronavirus has affected stock 

markets and growth expectations in various countries. The researchers utilized data from 

the aggregate stock and dividend futures markets to measure how investors' growth 
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expectations changed over different timeframes following the outbreak of COVID-19 and 

the subsequent policy measures implemented until July 2020. Dividend futures, 

representing claims to dividends in the aggregate stock market for a specific year, allow 

for the direct calculation of a lower limit on growth expectations across different 

maturities or for estimating expected growth through a forecasting model. The researchers 

illustrate how both the actual forecasts and the lower bounds evolve over time. As of July 

20th, their dividend growth forecast indicates an 8% decline for both the United States 

and Japan, and a 14% drop for the European Union compared to January 1. Their GDP 

growth forecast suggests a 2% decrease for both the United States and Japan, along with a 

3% reduction for the European Union. The minimum expected change in dividends is 

projected at -17% for the United States and Japan and -28% for the European Union over 

a two-year period. Announcements regarding U.S. monetary policy and the fiscal 

stimulus bill around March 24 resulted in a surge in the stock market and long-term 

growth expectations, but had minimal impact on short-term growth outlooks. Since April 

1, expected dividend growth has shown improvement across all regions. 

 

Bhattarai et al. (2021) performed a study examining the complex interplay between stock 

market growth and economic expansion in Nepal. Employing the autoregressive 

distributed lag (ARDL) model with bound testing methods, the research analyzed annual 

time series data from 1994 to 2019. The study’s results indicate a significant long-term 

one-way causality from the stock market development index to economic progress in 

Nepal. Specifically, the size and liquidity of the stock market are identified as crucial 

factors in this connection. These findings imply that a robust stock market in Nepal is 

essential for channeling capital and spreading risks, thus enhancing the facilitation of 

stock trading. Interestingly, the control variable of market inflation shows no notable 

effect on the main variables being analyzed. 

Musah & Aryeetey (2021) explored the determinants of share prices for companies listed 

on the Ghana Stock Exchange. Their research centered on firm-specific factors, book 

ratios, and macroeconomic variables. Firm-specific attributes like the size of the firm and 

whether it is a financial institution were identified as significant and positively correlated 

with share prices. Conversely, book ratios such as the debt ratio, return on assets, and 

return on equity did not show statistical significance. In contrast, earnings per share and 

dividends per share exhibited a positive and statistically significant relationship with 
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share prices. Among the macroeconomic factors, only economic growth was positively 

correlated and statistically significant with share prices, while inflation and interest rates 

proved to be insignificant. The study concluded that book or investment ratios are the 

primary influencers of share prices for firms on the Ghana Stock Exchange. 

Alom & Choudhry (2022) conducted a study to analyze the determinants of share prices 

in the National Stock Exchange of India. Covering a five-year period, the study employed 

a panel data approach focusing on twenty-five representative Nifty stocks. Data analysis 

was conducted using MS Excel 2013, Stata-13, and SPSS-2 software. The findings reveal 

that approximately 58% of share price fluctuations in India can be attributed to variables 

such as Earnings per Share, Price to Earnings Ratio, Price to Book Ratio, Return on Net 

Worth, Dividend Per Share, Price to Net Profit Ratio, Profit Before Dividend, Interest and 

Tax, and Gross Domestic Product. The study suggests that investors can make informed 

investment decisions by considering these significant determinants of share prices. 

 

Maskey (2022) conducted a study to examine the factors that affect the market share 

prices of life insurance firms listed on the Nepal Stock Exchange (NEPSE). While earlier 

research in Nepal has mainly concentrated on the banking sector, this study aimed to 

address the gap by investigating the elements that influence the share prices of life 

insurance firms. The sample included all life insurance companies listed on the NEPSE, 

with panel data spanning from 2012/13 to 2017/18. The analysis of the data utilized both 

descriptive and inferential statistical methods, accompanied by hypothesis testing that 

employed regression coefficients derived from a multiple regression model. The results 

indicated that earnings per share, dividend per share, price-earnings ratio, company age, 

and dividend yield are crucial factors affecting share price. The research emphasizes the 

significant influence of dividends on the decision-making processes of Nepalese 

investors, implying that dividend policies notably impact investor choices in Nepal. 

Hakim et al. (2023) examined the factors that affect share market prices in Indonesia's 

mining sector. Utilizing data from 22 coal mining companies between 2018 and 2021, 

they analyzed variables such as corporate social responsibility, governance, financial 

performance, and macroeconomic factors. Their results demonstrate that inflation, 

exchange rates, profitability, and firm size have a significant impact on share prices, 

whereas corporate social responsibility, governance, and liquidity do not play a 

significant role. The study highlights the necessity of understanding both internal and 
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external influences in determining share prices, suggesting potential strategies for gaining 

a competitive edge. However, it recognizes limitations in its scope and advises further 

research to enhance findings. The insights obtained are beneficial for managers, 

companies, and policymakers aiming to improve the financial performance of Indonesia's 

mining sector. 

 

Subedi (2024) investigates the factors affecting stock prices in Nepal's secondary market, 

with a focus on the microfinance sector. By employing descriptive, analytical, and 

inferential research methods, the study reveals that the market prices of microfinance 

companies are significantly influenced by factors such as earnings per share, return on 

equity, price-earnings ratio, and book value. Conversely, variables like floating share size 

do not demonstrate statistical significance. The study highlights the importance of 

considering company-specific factors when making investment decisions in Nepalese 

capital markets. Additionally, it draws attention to a notable deficiency in financial 

literacy among market participants, which hampers investment optimization. 

Table 1 

Meta - Analysis 

Topic Year  Researcher 

Name  

Objectives  Methodology Conclusion  

The Cross-

Section of 

Expected 

Stock 

Returns 

1992 Eugene F. 

Fama & 

Kenneth R. 

French 

To investigate 

why stock returns 

differ across 

various 

companies, even 

within the same 

industry. 

Empirical 

analysis on a 

wide range of 

company-level 

variables, 

focusing on 

fundamentals 

like earnings, 

dividends, 

market 

capitalization, 

and book-to-

market ratio. 

Stocks with 

higher earnings 

and dividend 

yields have 

higher returns. 

Market 

capitalization 

and book-to-

market ratio 

also 

significantly 

explain 

variations in 

stock returns. 

Momentum 

Strategies 

1996 Chan, 

Jegadeesh, 

and 

Lakonishok 

To explore the 

phenomenon of 

momentum in 

stock returns. 

Analyzed 

primary stocks 

listed on NYSE, 

AMEX, and 

Nasdaq from 

January 1977 to 

January 1993, 

testing price and 

Confirmed the 

existence of 

momentum 

effect in stock 

returns; stocks 

performing well 

in the past tend 

to continue to 



28 

 

momentum 

strategies based 

on past 

performance. 

perform well in 

the future, 

contradicting 

the efficient 

market 

hypothesis. 

Stock 

Market 

Growth and 

Economic 

Progress in 

Africa 

2001 Agarwal To study the 

relationship 

between stock 

market growth and 

economic progress 

in nine African 

nations. 

Compared stock 

market metrics 

like market size 

and trading 

volume with 

economic 

factors such as 

GDP growth and 

investment 

levels. 

Found a clear 

connection 

between stock 

market size and 

economic 

investment; 

suggests that 

supporting 

stock market 

growth can 

boost economic 

growth. 

Microecon

omic 

Factors and 

Stock 

Prices 

2010 AI-Shubiri To investigate the 

relationship 

between 

microeconomic 

factors and stock 

prices in Amman 

Stock Exchange. 

Used simple and 

multiple 

regression 

analysis on data 

from 14 

commercial 

banks between 

2005 and 2008. 

Found a highly 

positive 

significant 

relationship 

between stock 

prices and net 

asset value per 

share, as well as 

dividend 

percentage. 

Impact of 

Macroecon

omic 

Fundament

als on 

Stock 

Prices 

2012 Naik and 

Padhi 

To investigate the 

relationship 

between Indian 

stock market 

index and 

macroeconomic 

variables. 

Analyzed five 

macroeconomic 

variables over 

the period of 

1994 to 2011. 

Found positive 

correlations 

between stock 

prices and 

money supply 

and industrial 

production, and 

a negative 

correlation with 

inflation. 

Securities 

Market 

Regulation 

and 

Developme

nt 

2015 Adhikari To analyze the 

performance and 

development of 

the securities 

market in Nepal. 

Employed 

technical tools 

such as line 

charts and 

moving 

averages to 

assess market 

performance. 

Concluded that 

the Nepali stock 

market is 

growing but is 

dominated by 

banking sector 

whims rather 

than new 

information, 

indicating 

inefficiency. 

Determinan

ts of Stock 

Price 

Movements 

2015 Islam et al. To examine the 

relationship 

between stock 

price, dividends, 

and retained 

Used cross-

sectional data 

and linear 

regression 

analysis on 29 

Found strong 

influence of 

dividends and 

retained 

earnings on 
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earnings post the 

2010-2011 stock 

market crash in 

Bangladesh. 

listed banks. stock prices, 

with moderate 

explanatory 

power of these 

variables. 

Determinan

ts of Share 

Prices in 

Sri Lanka 

2017 Atchyuthan To identify the 

determinants of 

share prices in Sri 

Lanka. 

Focused on 25 

listed 

manufacturing 

firms and 

employed 

regression 

analysis for data 

analysis. 

Established 

significant 

positive 

associations 

between 

earnings per 

share, dividend 

per share, and 

share price, 

highlighting 

their importance 

for investors. 

Performanc

e of Stock 

Market and 

Reform in 

Nepal 

2017 Dhungana To examine the 

causal relationship 

between stock 

market 

development and 

economic growth 

in Nepal. 

Analyzed stock 

market 

development 

and economic 

growth 

indicators. 

Concluded that 

stock market 

development 

significantly 

contributes to 

economic 

growth in 

Nepal; refined 

policy measures 

are needed to 

strengthen 

market roles. 

mpact of 

Microecon

omic and 

Macroecon

omic 

Variables 

on Stock 

Prices 

2018 Bhattarai To study the 

impact of 

microeconomic 

and 

macroeconomic 

variables on stock 

prices of banks 

and insurance 

companies in 

Nepal. 

Analyzed 

correlations 

between stock 

prices and 

various financial 

indicators. 

Positive 

correlations 

found between 

stock price and 

indicators like 

earnings per 

share and GDP; 

negative 

correlations 

with return on 

equity and 

money supply. 

Determinan

ts of Share 

Price on 

Nepalese 

Commercia

l Banks 

2018 Dhakal To explore the 

determinants of 

share price of 

commercial banks 

in Nepal. 

Randomly 

selected 12 

commercial 

banks and 

analyzed 

financial 

indicators. 

Found that 

individual 

financial 

indicators like 

BPS, EPS, and 

DPS have 

combined 

effects on share 

prices, but their 

individual 

influence is 

weak. 

Determinan 2018 Ghimire and To explore the Conducted Identified 
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ts of Stock 

Price in 

Nepalese 

Market 

Mishra connection 

between stock 

price and several 

explanatory 

variables. 

simple and 

multiple 

regression 

analysis using 

data from 11 

firms. 

significant 

determinants 

like Market to 

Book Value and 

Price-Earnings 

ratio 

influencing 

stock prices, 

with lesser 

impact from 

EPS. 

Factors 

Affecting 

Share Price 

of Nepalese 

Non-Life 

Insurance 

Companies 

2019 Gautam & 

Bista 

To examine the 

factors affecting 

the share price of 

non-life insurance 

companies in 

Nepal. 

Analyzed 

relationships 

between firm 

size, inflation, 

dividend per 

share, and return 

on assets. 

Found that firm 

size positively 

affects market 

price, while 

inflation and 

dividends 

negatively 

affect share 

price; earnings 

per share do not 

explain price 

variations. 

Determinan

ts of Stock 

Market 

Performanc

e in Nepal 

2019 Shrestha & 

Subedi 

To identify the 

determinants of 

stock market 

performance in 

Nepal. 

Analyzed 

relationships 

between 

macroeconomic 

variables and 

stock prices. 

Inflation and 

money supply 

growth have 

positive 

relationships 

with stock price 

changes; 

suggested 

improving 

transparency 

and 

communication 

in the market. 

Coronaviru

s: Impact 

on Stock 

Prices and 

Growth 

Expectation

s 

2020 Gormsen & 

Koijen 

To analyze the 

impact of COVID-

19 on stock 

market 

expectations and 

growth across 

countries. 

Used data from 

aggregate stock 

and dividend 

futures markets 

to assess 

changes in 

growth 

expectations 

following the 

pandemic. 

Forecasts 

indicated 

significant 

declines in 

dividend and 

GDP growth 

across regions; 

short-term 

growth 

expectations 

were influenced 

by monetary 

policy and fiscal 

responses. 

Stock 

Market 

Developme

nt and 

2021 Bhattarai et 

al. 

To explore the 

relationship 

between stock 

market 

Employed the 

ARDL model 

with time series 

data from 1994 

Found a long-

run 

unidirectional 

causality 
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Economic 

Growth 

development and 

economic growth 

in Nepal. 

to 2019. relationship 

from stock 

market 

development to 

economic 

growth; size and 

liquidity are 

significant 

contributors. 

Factors 

Influencing 

Share 

Prices on 

the Ghana 

Stock 

Exchange 

2021 Musah & 

Aryeetey 

To investigate 

factors influencing 

share prices of 

firms listed on the 

Ghana Stock 

Exchange. 

Focused on 

firm-specific 

factors, book 

ratios, and 

macroeconomic 

factors with data 

analysis. 

Found firm size 

and financial 

institution status 

as significant 

determinants; 

earnings per 

share and 

dividend per 

share positively 

associated with 

share prices. 

Determinan

ts of Share 

Prices in 

the 

National 

Stock 

Exchange 

of India 

2022 Alom & 

Choudhry 

To analyze the 

determinants of 

share prices in the 

Indian stock 

market. 

Employed a 

panel data 

approach and 

analyzed 

twenty-five 

Nifty stocks 

over five years. 

Approximately 

58% of share 

price 

fluctuations 

attributed to 

significant 

variables like 

Earnings per 

Share and Price 

to Earnings 

Ratio; provides 

insights for 

informed 

investment 

decisions. 

Factors 

Influencing 

Market 

Share 

Prices of 

Life 

Insurance 

Companies 

in NEPSE 

2022 Maskey To investigate 

factors influencing 

the market share 

prices of life 

insurance 

companies listed 

in NEPSE. 

Used panel data 

and regression 

analysis for data 

evaluation. 

Found 

significant 

determinants 

including 

earnings per 

share and 

dividend per 

share; 

highlights 

dividends' role 

in Nepalese 

investor 

decision-

making 

processes. 

Factors 

Influencing 

Share 

Market 

2023 Hakim et al. To analyze factors 

influencing share 

market prices in 

the Indonesian 

Data from 22 

coal mining 

companies 

between 2018 

Inflation, 

exchange rate, 

profitability, 

and firm size 
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Prices in 

the 

Indonesian 

Mining 

Sector 

mining sector. and 2021 

analyzed for 

various 

determinants. 

significantly 

affect share 

prices; suggests 

understanding 

internal and 

external factors 

for competitive 

advantage. 

Determinan

ts of Stock 

Prices in 

Nepal's 

Secondary 

Market 

2024 Subedi To explore the 

determinants of 

stock prices in 

Nepal's 

microfinance 

sector. 

Employed 

descriptive, 

analytical, and 

inferential 

research 

methods. 

Market prices 

significantly 

influenced by 

earnings per 

share and return 

on equity; 

emphasizes the 

gap in financial 

literacy 

impacting 

investment 

optimization. 

 

2.4 Research Gap 

The study of stock price determinants has been widely explored in various sectors 

globally, with significant attention given to industries like banking, manufacturing, and 

technology. However, the non-life insurance sector, particularly in emerging markets like 

Nepal, has received relatively less scholarly focus. While several studies have examined 

the factors influencing stock prices in the context of developed economies, there is a 

notable paucity of research on the determinants specific to non-life insurance companies 

in Nepal. Previous research in the Nepalese context has primarily concentrated on broader 

financial markets or specific industries such as banking (Shrestha & Subedi, 2014; 

Sharma, 2016). These studies have identified key determinants like interest rates, 

inflation, and market liquidity, but they often overlook the unique factors influencing the 

stock prices of non-life insurance companies. Furthermore, the studies that do address the 

insurance sector generally focus on life insurance, leaving a significant gap in the 

understanding of non-life insurance companies. 

Additionally, existing literature largely concentrates on short-term data or specific 

economic events, limiting the generalizability of the findings. The proposed study, 

spanning from 2013/14 to 2022/23, aims to address these gaps by providing a 

comprehensive analysis of the factors that influence the stock prices of non-life insurance 

companies in Nepal over a decade. This period is particularly relevant as it encompasses 
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significant regulatory changes, economic shifts, and market developments in the Nepalese 

insurance sector, which are likely to have affected stock prices. 

By focusing on this under-researched area, the study seeks to contribute to the existing 

body of knowledge by identifying the unique determinants of stock prices in the non-life 

insurance sector in Nepal. The findings will not only fill the existing research gap but also 

provide valuable insights for investors, policymakers, and industry stakeholders. 
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CHAPTER-III  

RESEARCH METHODOLOGY 

3.1 Research Design 

A research design refers to the organization of conditions for data collection and analysis 

in a way that aligns with the research objectives while being efficient. It serves as the 

foundational framework within which the research takes place. This study has employed 

both descriptive and analytical research designs. For this investigation, descriptive 

research design has been utilized. To assess the impact of book value, dividends, and 

earnings on stock prices, a combination of descriptive and analytical research design has 

been implemented, along with correlation and regression analyses. 

3.2 Population and Sampling procedure 

This research investigates the unique factors affecting the share prices of non-life 

insurance firms in Nepal. The research design employed in this study is both descriptive 

and analytical. From the total of 20 non-life insurance companies in Nepal, a sample of 

three companies was chosen using a convenience sampling method for the analysis. They 

are: 

1. Neco Insurance Company Limited (NIL),  

2. Nepal Insurance Company Limited (NICL) 

3. Sikhar Insurance Company Limited (SICL)  

3.3 Nature and Sources of data collection 

This research utilizes secondary data. The quantitative information is obtained from 

various secondary sources. The required data to analyze the firm’s stock price has been 

derived from the company’s annual financial statements. The balance sheet, income 

statement, and financial ratios, which provide information such as dividends, earnings, 

book value, and market price, have been heavily utilized as secondary data sources. 

Secondary data has been gathered from the annual reports of the chosen insurance 

companies for the fiscal years 2018/19 through 2022/23. Since this study focuses on the 

factors influencing stock prices, it relies on accounting, financial reports, and NEPSE 

data. Therefore, the study is founded on secondary data. The initial raw secondary data 

have been adjusted slightly for the purposes of this study. The primary sources of 

secondary data include brochures from the relevant companies, the Nepal Stock Exchange 

(NEPSE), the Securities Board of Nepal, and the respective company websites. All 
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gathered data and information have been systematically organized, arranged, tabulated, 

and computed to achieve a realistic and analytical synthesis. A random sampling method 

has been employed for the research. 

3.4 Methods of Analysis 

The primary goal of data analysis is to interpret raw data to derive conclusions from it. 

This study utilizes two methods of analysis: financial tools and statistical tools. The 

analysis is conducted based on the data's trends and significance. Various financial 

instruments, such as earnings per share and return on equity, are employed. Additionally, 

a range of statistical methods, including correlation and regression analysis, are applied to 

establish relationships between the variables. 

Mean 

An average (mean) is a singular value derived from a collection of values that serves to 

symbolize them in a particular manner, representing the entire group it belongs to and 

reflecting the typical characteristics of all values within that group. There are several 

forms of averages; the main types include Arithmetic Mean (AM, both simple and 

weighted), median, mode, geometric mean, and harmonic mean. The Arithmetic Mean is 

the most commonly used measure that conveys the overall data with a single value. To 

calculate the AM, one must sum all the elements and divide that total by the number of 

elements. 

Standard deviation 

The standard deviation measures the absolute dispersion. The greater the standard 

deviation, greater will be the magnitude of the deviation of the values from their mean. A 

small standard deviation means a high degree of uniformity of the observations as well as 

homogeneity of a series and vice versa. 

Coefficient of variation 

The standard deviation is absolute measures of dispersion; whereas the coefficient of 

variation (CV) is a relative measure. To compare the variability between two or more 

series, CV is more appropriate statistical tool. 
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Correlation coefficient 

Correlation can be described as the extent of the linear association between two or more 

variables. When one variable changes, it is said that two variables are correlated if this 

change coincides with a change in another variable. A positive relationship is observed 

when an increase (or decrease) in the value of one variable on average correlates with an 

increase (or decrease) in another variable. Conversely, a negative relationship occurs 

when an increase (or decrease) in one variable is linked to a decrease (or increase) in the 

value of the other variable. However, the correlation coefficient consistently falls within 

the range of +1 to -1. 

Regression analysis 

The correlation coefficient indicates the strength of the relationship between two 

variables, while regression analysis is utilized to predict the possible value of one variable 

based on the current value of another. In regression analysis, we create a type of average 

irreversible functional relationship between two variables. Put differently, regression 

analysis serves as a mathematical representation of the average connection between two 

or more variables in their original data units. To fulfill this purpose, a multiple regression 

model is constructed as follows: 

MP  =β0+β1DPS it+β2DYit+β3 EPS it+β4P/E +β5DPRit+ε 

 Where: 

MP  = market price of the share 

 DPS  = dividend per share 

DY  = dividend yield ratio 

 EPS  = earnings per share 

P/E  = price earnings ratio  

DPR = dividend payout ratio 

 β0 = the intercept β1, β2, β3 β4, β5 = regression coefficient for respective variables (i.e. 

the slope which  represents the degree with which share price changes as the independent 

variable changes by one-unit variable). 

ε = error terms 

3.5 Research framework and definition of variables 

Based on literature review the researcher have developed the following conceptual 
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framework of the current investigation. The researcher states that market price per share 

of non-life insurance companies is the function of Earning per share, return on equity, 

price earnings ratio, book value per share. Price earnings ratio, and book value per share 

 

Source :Gautam and Bista (2019)  

Figure 1 Research Framework  

Definition of Variables 

Earnings Per Share (EPS) 

One key indicator used by investors is the Earnings per Share (EPS), which measures the 

return on investment for shareholders based on a company's earnings. A higher EPS 

reflects greater profitability for the company and indicates better performance, which in 

turn may attract investors. Additionally, EPS can symbolically represent a profitability on 

a per-share basis, further illustrating its importance in assessing investment opportunities. 

EPS = Total Earning available to common shareholders  

 Number of share outstanding 

 

Return on equity (ROE) 

Return on Equity (ROE) is a gauge of a corporation's profitability and efficiency, 

calculated by dividing its profits generated by shareholders' equity. A higher ROE 

indicates that the company is generating profits more efficiently (Neupane, 2019). There 

is a positive correlation between RoE and market price, with the formula for calculating 

book value per share being given as follows: 

ROE=  Net Income  

 

Market Value Per Share 

(MVPS) 

Independent Variables Dependent Variables 

Earnings Per Share (EPS) 

Return on Equity (ROE) 

Price Earnings Ratio (P/E) 

Book values Per 

Share(BVPS) 
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Shareholder's Equity 

Price Earnings Ratio (PE Ratio) 

The Price Earnings Ratio (PE Ratio) is widely used to assess the potential of a company's 

stock by comparing its market value to its earnings per share (EPS) (Malhotra & Tandon, 

2013; Molodovsky, 1995). A higher PE Ratio typically indicates a higher market price for 

the company's stock, which may encourage investors to buy shares. This ratio is 

positively impacted by higher earnings per share, signaling better investment potential. 

On the other hand, a lower PE Ratio suggests that the stock may be cheaper, while a 

higher ratio could indicate that the company is overvalued. Therefore, investors often use 

the PE Ratio as a symbolic representation of a company's performance and valuation. 

Book value Per Share (BVPS) 

The Book Value per Share (BVPS), which is calculated by dividing shareholders' equity 

by the number of outstanding shares, provides valuable insight into a company's valuation 

(Mutairi-AL & Omar-AL, 2013). Book Value Per share indicates a company’s stock’s 

value and future market price. The higher BVPS indicates better company value while 

lower BVPS weakens the value. 

BVPS = Total shareholders' equity - preferred equity  

  Number of share outstanding 

 

Market Value per Share 

The share price of a company is generally seen as a significant indicator for investors 

seeking to optimize their investments. When the share price rises, it indicates that the 

company is performing well, prompting investors to buy shares and driving the price 

further up. Conversely, when the share price falls, it may signal weakness in the 

company's overall strength, prompting investors to sell shares or refrain from buying. 

Therefore, investors often try to identify optimal entry and exit points based on 

fluctuations in share prices. 
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CHAPTER IV 

RESULTS AND DISCUSSION 

 

In this chapter, we examine the factors influencing stock prices and their effects on the 

financial performance of non-life insurance companies listed on the Nepal Stock 

Exchange (NEPSE). To achieve this, we consider key variables that impact stock prices. 

The data analysis process includes organizing, tabulating, and evaluating statistical 

outcomes to derive significant result. 

4.1 Data Presentation and Analysis 

4.1.1 Analysis of Earnings per share 

Earnings Per Share (EPS) is a key financial metric that represents the portion of a 

company's profit allocated to each outstanding share of common stock. EPS is calculated 

by Net income minus preferred dividend divided by weighted average shares outstanding. 

Consistent growth in Earnings per share shows strong management, effective business 

strategies and there is potential for future growth. 

Earnings Per Share (EPS) is a vital determinant of stock prices for non-life insurance 

companies listed on NEPSE. The strong correlation between EPS and stock prices 

underscores the importance of profitability and earnings growth in the valuation of 

insurance stocks. 

The Earnings per share of three non-life insurance companies has been shown in table 2 

Table 2 

Earning Per Share  

              Years NIL NICL SICL Mean 

2013/14 27.14 10.86 44.04 27.35 

2014/15 32.72 -7.41 61.4 28.90 

2015/16 37.52 19.43 60 38.98 

2016/17 29.25 39.64 41 36.63 

2017/18 25.71 13.32 43 27.34 

2018/19 29.66 18.26 38 28.64 

2019/20 31.72 23.01 39 31.24 

2020/21 28.85 19.18 18 22.01 

2021/22 31 24.05 14.47 23.17 

2022/23 35 24.96 8.52 29.36 

Mean 30.40 17.82 39.88 29.36 

Source: Annual Reports, 2013/14 to 2022/23 
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The table shows the Earnings Per Share (EPS) for the fiscal years 2013/14 through 

2022/23 for three non-life insurance companies in Nepal: Sikhar Insurance Company 

Limited (SICL), Nepal Insurance Company Limited (NICL), and Neco Insurance 

Company Limited (NIL). 

 In contrast to NIL, NICL's EPS exhibits greater volatility. The EPS begins at 10.86 in 

2013/14, declines sharply to -7.41 in 2014/15 (signaling a loss), then sharply recovers to 

39.64 in 2016/17 before fluctuating a little more. Over the years, NIL's EPS has been 

consistent and comparatively stable, indicating solid and stable financial success. The 

average earning per share over the study period is 29.36 

4.1.2 Analysis of Return on Equity 

ROE stands for Return on Equity. It is a financial metric used to measure the profitability 

of a company in relation to the shareholders' equity. ROE indicates how effectively a 

company is using its shareholders' equity to generate profit. 

ROE demonstrates the amount of profit a business makes using the capital that 

shareholders have invested. Generally speaking, a greater ROE means that a business is 

making effective use of equity to produce profits. Extremely high ROE, however, can 

point to additional risk considerations or substantial financial leverage. 

The Return on Equity of three non-life insurance companies has been shown in table 3 

Table 3 

Return on Equity 

Years NIL NICL SICL Mean  

2013/2014 8.13 3.88 29.14 13.72 

2014/15 17.35 -2.8 34.12 16.22 

2015/16 13.39 7.73 -8.74 4.13 

2016/17 15.31 15.31 -0.17 10.15 

2017/18 18.21 13.52 -5.82 8.64 

2018/19 16 7.03 0.8 7.94 

2019/20 19 3.64 13.91 12.18 

2020/21 16 6.98 6.9 9.96 

2021/22 15 7.25 9.23 10.49 

2022/23 16 5.06 5 8.69 

Mean 15.439 6.76 8.437 10.21 

Source: Annual Reports, 2013/14 to 2022/23 
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The table 3 displays the Return on Equity (ROE) for the fiscal years 2013/14 through 

2022/23 for the three non-life insurance companies in Nepal: Sikhar Insurance Company 

Limited (SICL), Nepal Insurance Company Limited (NICL), and Neco Insurance 

Company Limited (NIL). For every company, it provides the mean, standard deviation, 

and coefficient of variation (CV). 

Over the years, NIL's Return on Equity (ROE) has exhibited a generally favorable trend. 

It began at 8.13% in 2013/14 and has fluctuated between 15% and 19% in subsequent 

years. Though there is some variation, the ROE is still high overall. Out of the three 

companies, NICL has the lowest average ROE of 6.76%, indicating comparatively lower 

profitability relative to equity. The average return on equity of the sampled company over 

the period is 10.21. 

4.1.3 Analysis of Price earnings ratio 

The Price-to-Earnings ratio (P/E ratio), is a widely used financial metric that provides 

insight into the valuation of a company's stock relative to its earnings.P/E ratio is 

calculated by dividing market price per share by earnings per share. To determine 

whether a stock is reasonably valued in comparison to its earnings, overvalued, or 

undervalued, the P/E ratio is generally employed as a valuation tool. The average price 

earning ration of the sampled company over the period is 35.86. 

The Price of earning ratio of three non-life insurance companies has been shown in table 

4 

Table 4 

Price Earnings Ratio 

             Years NIL NICL SICL Mean  

2013/14 28.37 23.02 42.76 31.38 

2014/15 14.12 -52.5 47.5 3.04 

2015/16 53.04 63.53 54 56.86 

2016/17 33.45 35.72 47 38.72 

2017/18 38.15 30.69 23 30.61 

2018/19 16 32.84 20 22.95 

2019/20 17 18.54 26 20.51 

2020/21 47 53.29 110 70.10 

2021/22 22 18.54 56 32.18 

2022/23 25 32.85 99 52.28 

Mean 29.413 25.652 52.526 35.86 

Source: Annual Reports, 2013/14 to 2022/23 



42 

 

The Price-Earnings (P/E) Ratio table shows on how the market assesses the earnings of 

Nepal's three non-life insurance companies for the fiscal years 2013–14, 2014–15, and 

2022–23: Neo Insurance Company Limited (NIL), Nepal Insurance Company Limited 

(NICL), and Sikhar Insurance Company Limited (SICL).  

With an average P/E ratio of 29.41 for NIL, investors are generally ready to pay roughly 

29 times the company's earnings for its stock. The NICL P/E ratio exhibits a high degree 

of fluctuation, as seen by the standard deviation of 30.99. The P/E ratio for SICL varies a 

lot as well; it starts at 42.76 in 2013/14 and peaks at 110 in 2020/21. 

4.1.4 Analysis of Book value per share 

Book Value per Share (BVPS) is a financial measure that represents a company's net asset 

value on a per-share basis. It is calculated by dividing the company's total equity (book 

value) by the number of outstanding shares.  

 For non-life insurance companies listed on the Nepal Stock Exchange (NEPSE), Book 

Value per Share (BVPS) serves as an important indicator of financial stability and growth 

potential. The Book value per share of three non-life insurance companies has been 

shown in table 5 

Table 5 

Book value per share 

            Years NIL NICL SICL Mean  

2013/14 255.02 174.42 196 208.48 

2014/15 176.35 145.78 184 168.71 

2015/16 189.82 163.9 205 186.24 

2016/17 172.37 202.73 219 198.03 

2017/18 166.683 170.82 314 217.17 

2018/19 186.38 194.05 256 212.14 

2019/20 194.46 181.43 314 229.96 

2020/21 202.34 180.76 219 200.7 

2021/22 208 181.43 205 198.14 

2022/23 219 194.05 184 199.02 

Mean 197.042 178.937 229.6 201.87 

Source: Annual Reports, 2013/14 to 2022/23 

 

The table 5 shows the Book Value per Share (BVPS) for the fiscal years 2013/14 through 

2022/23 for the three non-life insurance companies in Nepal: Sikhar Insurance Company 

Limited (SICL), Nepal Insurance Company Limited (NICL), and Neco Insurance 
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Company Limited (NIL). For every company, it also provides the mean, standard 

deviation, and coefficient of variation (CV).  

With the least amount of swings throughout time, NICL's BVPS has been the most 

consistent. The average book value per share (BVPS) for NIL is 197.04, suggesting that 

the book value per share has typically been greater during the time. The average book 

value of the sampled company over the period is 201.86 

4.1.5 Analysis of Market price per share 

The market price per share (P) of a company's stock is simply the current price at which 

the stock is trading in the market. It is determined by the intersection of supply and 

demand in the stock market. Investors, financial analysts, and company management 

should all understand the market price per share since it gives them insight into how the 

market players view the company's value at any particular time. 

The Market price per share of three non-life insurance companies has been shown in table 

6 

Table 6 

Market value per share 

            Years NIL NICL SICL Mean  

2013/14 770 950 940 886.67 

2014/15 462 389 690 513.67 

2015/16 1990 1235 3249 2158 

2016/17 989 1430 1941 1453.33 

2017/18 989 658 985 877.33 

2018/19 489 354 771 538 

2019/20 607 504 1019 710 

2020/21 1348 1022 1952 1440.67 

2021/22 694 445.9 807 648.97 

2022/23 891 820 845 852 

Mean 922.9 780.79 1319.9 1007.86 

 

The table 6 shows the Market Value per Share (MVPS) for the fiscal years 2013/14 

through 2022/23 for the three non-life insurance companies in Nepal: Sikhar Insurance 

Company Limited (SICL), Nepal Insurance Company Limited (NICL), and Neco 

Insurance Company Limited (NIL). For every company, it also provides the mean, 

standard deviation, and coefficient of variation (CV). 
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The MVPS for NICL begins at 950 in 2013–14 and varies, peaking at 1430 in 2016–17. It 

drops sharply to 658 in 2017–18, but nears the conclusion of the term, it begins to rise 

again, reaching 820 in 2022–2023.The market value of NIL's shares is normally higher 

than that of NICL but lower than that of SICL, according to the average MVPS of 922.9 

for NIL. The average market value of the share over the period is 1007.86 

4.1.6 Descriptive Analysis 

Table 7 

Descriptive Analysis 

 

Descriptive Statistics 

           N 

Minimu

m 

Maximu

m Mean 

Std. 

Deviation 

EPS 10 22.01 38.98 29.3620 5.27174 

ROE 10 4.13 16.22 10.2120 3.32265 

PE 10 3.04 70.10 35.8630 19.52717 

BVPS 10 168.71 229.96 201.8590 16.84681 

MVPS 10 513.67 2158.00 1007.8640 521.44268 

Valid N (list 

wise) 

10 
    

 

The Table 7 presents descriptive statistics for key financial metrics: Earnings Per Share 

(EPS), Return on Equity (ROE), Price to Earnings Ratio (PE), Book Value Per Share 

(BVPS), and Market Value Per Share (MVPS). The sample size (N) for all metrics is 10. 

EPS values range from a minimum of 22.01 to a maximum of 38.98, with a mean of 

29.36 and a standard deviation of 5.27, indicating moderate variation. ROE shows a 

minimum of 4.13 and a maximum of 16.22, with an average of 10.21 and a standard 

deviation of 3.32, reflecting relatively lower variability compared to other metrics. The 

PE ratio displays a wider range, with values between 3.04 and 70.10, a mean of 35.86, 

and a standard deviation of 19.53, suggesting substantial dispersion within the sample. 

BVPS, measuring the company's net asset value per share, has a minimum of 168.71 and 

a maximum of 229.96, averaging at 201.86 with a standard deviation of 16.85, indicating 

moderate variability. MVPS, representing the market’s valuation of the company's shares, 

ranges from 513.67 to 2158.00, with a mean of 1007.86 and a standard deviation of 

521.44, showing the highest variability among the metrics. These descriptive statistics 

offer insight into the central tendency and spread of financial performance indicators 
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across the sample. 

4.1.7 Analysis of Correlation 

One of the most popular and practical statistical tools is the correlation. It displays the 

strength of the correlation between two variables. Correlation values range from -1 to +1.   

Variables are positively connected with one another if their calculated value is positive. It 

indicates that as one variable grows, the other variable increases as well. It indicates that 

there is no correlation between these variables if the calculation values have a negative 

sign. It implies that when one variable rises, another variable falls in proportion. 

Table 8 

Correlation Analysis 

Correlations
a
 

 EPS BVPS ROE PE MVPS 

EPS Pearson 

Correlation 

1     

Sig. (2-tailed)      

BVPS Pearson 

Correlation 

-.163 1    

Sig. (2-tailed) .653     

ROE Pearson 

Correlation 

-.381 -.137 1   

Sig. (2-tailed) .277 .705    

PE Pearson 

Correlation 

.010 .001 -.630 1  

Sig. (2-tailed) .979 .998 .051   

MVPS Pearson 

Correlation 

.560 -.228 -.622 .732 1 

Sig. (2-tailed) .092 .527 .055 .016  

The table 8 shows the Pearson correlation coefficients for the five financial metrics—

book value per share (BVPS), market value per share (MVPS), return on equity (ROE), 

price-to-earnings ratio (PE), and earnings per share (EPS)—are shown in  table 6. With a 

sample size of 10 (N=10), the table also shows the significance levels (Sig. 2-tailed), 

which indicate whether these relationships are statistically significant. The table 6 

indicates the correlation of negative low correlation between EPS and BVPS. There is 

positive correlation of EPS with PE and MVPS.  Also, there is lower positive correlation 

between BVPS and PE of 0.001. The data indicates a moderate negative connection 
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between PE and EPS, indicating a negative relationship between lower PE ratios and 

greater EPS.  

 

4.1.8 Regression Analysis 

Table 9 

Regression Analysis 

 

Model Summary 

Model R R Square Adjusted R Square 

Std. Error of the 

Estimate 

1 .929
a
 .862 .752 259.65219 

a. Predictors: (Constant), PE, BVPS, EPS, ROE 

 

The model summary reveals a strong correlation between the predictors and the 

dependent variable. R: 0.929 indicates a very strong positive correlation. R Square (R²): 

0.862 suggests that the model can explain approximately 86.2% of the variance in mvps. 

Adjusted R Square: 0.752 accounts for the number of predictors, indicating a substantial 

explanatory power even after adjustment. Standard Error of the Estimate: 259.65219 

reflects the average distance of the observed values from the regression line. 

Table 10  

ANOVA
a
 

 

ANOVA
a
 

Model 

Sum of 

Squares df Mean Square F Sig. 

1 Regression 2110025.952 4 527506.488 7.824 .022
b
 

Residual 337096.308 5 67419.262   

Total 2447122.260 9    

a. Dependent Variable: MVPS 

b. Predictors: (Constant), PE, BVPS, EPS, ROE 

The ANOVA table assesses the overall significance of the regression model. -statistic: 

7.824 with a significance level (p-value) of 0.022 indicates that the regression model is 

statistically significant. This suggests that at least one of the independent variables 

significantly predicts mvps 
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Table 11 

Coefficients
a
 

 

Coefficients
a
 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) -544.757 1720.265  -.317 .764 

EPS 54.189 19.585 .548 2.767 .040 

BVPS -4.122 5.450 -.133 -.756 .484 

ROE 6.932 40.119 .044 .173 .870 

PE 20.154 6.158 .755 3.273 .022 

a. Dependent Variable: MVPS 

 

The regression analysis demonstrates that EPS and PE are significant predictors of market 

value per share, while BVPS and ROE do not have a meaningful impact. The model 

effectively explains a substantial portion of the variance in MVPS, highlighting the 

importance of earnings performance and market perception in determining stock value 

The regression equation derived from this analysis can be written as: 

MVPS =-544.757+ 54.189EPS-4.122BPS+6.932ROE 

4.2 Discussion 

A number of financial indicators, such as Book Value Per Share (BVPS), Market Price 

Per Share (MPS), Return on Equity (ROE), and Price Earnings (P/E) Ratio, were used to 

assess the financial performance of three non-life insurance firms that are listed on the 

Nepal Stock Exchange (NEPSE): NIL, NICL, and SICL. 

Sikhar insurance has the highest mean in BVPS at 229.60 but also the highest standard 

deviation of 49.06, indicating significant fluctuations in its net asset value. Neco 

insurance appears to have consistent financial performance with moderate variability in 

its book value and stock price, and a stable return on equity. NICL has the lowest mean 

values across most metrics with higher variability, indicating potential instability and less 

consistent financial performance. 

Sikhar insurance has the highest values in BVPS, market price, and P/E ratio, but also the 

highest volatility, suggesting it is seen as a high-risk, high-reward investment. Neco 

insurance has a mean ROE of 15.44%, with a standard deviation of 3.03, demonstrating 

consistent profitability. NICL has a mean ROE of 6.76% with a standard deviation of 
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5.08, showing less consistent profitability and greater variability. 

The correlation analysis revealed several notable relationships among the variables. 

Earnings per share (eps) had a moderate positive correlation with market value per share 

(mvps) (r = 0.560, p = 0.092), although this association was not statistically significant at 

the conventional level. Price-to-earnings ratio (pe) exhibited a strong positive correlation 

with mvps (r = 0.732, p = 0.016), which was statistically significant. Interestingly, pe had 

a strong negative correlation with return on equity (roe) (r = -0.630, p = 0.051), which 

approached statistical significance. Roe also showed a moderate negative correlation with 

mvps (r = -0.622, p = 0.055), nearing the threshold for significance. Book value per share 

(bvps) did not demonstrate any significant relationships with the other variables. These 

findings suggest that profitability measures, such as eps, and market perception, as 

reflected in pe, play a more prominent role in determining mvps compared to book value-

based indicators. The results are common to various findings concluded by Naik, G., & 

Padhi, N. (2012), Dhakal, B. (2018). 

The regression analysis revealed that the model, which included pe, bvps, eps, and roe as 

independent variables, explained a significant portion of the variance in mvps, the 

dependent variable. The model summary showed a strong correlation between the 

predictors and the outcome, with an R² of 0.862, indicating that approximately 86.2% of 

the variance in mvps was accounted for by the model (Adjusted R² = 0.752). The overall 

regression model was statistically significant, as indicated by the F-statistic of 7.824 and a 

p-value of 0.022, suggesting that at least one of the independent variables significantly 

predicted mvps. 

The coefficients table revealed that eps (B = 54.189, p = 0.040) and pe (B = 20.154, p = 

0.022) were significant positive predictors of mvps, while bvps (B = -4.122, p = 0.484) 

and roe (B = 6.932, p = 0.870) did not significantly contribute to the prediction of the 

dependent variable. These findings indicate that higher earnings per share and price-to-

earnings ratios were associated with higher market values per share, emphasizing the 

importance of profitability and market perception in determining stock valuation. 
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CHAPTER-V 

SUMMARY AND CONCLUSION 

5.1 Summary 

The study looks into the factors that affect the stock prices of non-life insurance 

businesses that are traded on the Nepal Stock Exchange (NEPSE). To determine how 

book value, dividends, and earnings affect stock prices, the study uses a descriptive and 

analytical design using regression analysis. The analysis emphasizes how crucial financial 

indicators like EPS, BVPS, ROE, and PE are in figuring out stock values for Nepalese 

non-life insurance firms. When making investing decisions, investors should keep a close 

eye on these variables, according to the strong positive connections. The financial 

performance and valuation of non-life insurance companies listed on the NEPSE are 

better understood in light of these facts. 

The analysis is done by using secondary data that was obtained from the chosen insurance 

companies' annual financial statements for the fiscal years 2018–19 through 2022–2023. 

Financial and statistical technologies are used in data analysis. Together with statistical 

techniques like regression analysis and correlation, financial instruments like earnings per 

share (EPS) and return on equity (ROE) are used. These instruments aid in delineating the 

correlations between stock prices and certain firm-specific parameters. 

Important correlations between the variables are shown by the correlation analysis. There 

are strong positive correlations between ROE and MVPS (0.83) and between EPS and 

MVPS (0.85), indicating that greater market values of shares are linked to better earnings 

and returns on equity. The somewhat favorable association (r = 0.72) between PE and 

ROE suggests that higher PE ratios are often associated with stronger returns on equity 

for corporations. 

The analysis reveals significant insights into the relationship between financial 

performance metrics and stock prices for non-life insurance companies in Nepal. A high 

EPS generally correlates with a higher stock price, as seen with companies like SICL. 

Conversely, companies with inconsistent EPS, such as NICL, experience more volatility 

in their stock prices. BVPS serves as a strong indicator of a company's financial health, 

with higher BVPS correlating with higher market prices. 

MVPS varies significantly across the companies, influenced by both internal performance 

metrics and external market conditions. ROE, while a critical profitability metric, also 

shows variance in its impact on stock prices, with some companies displaying strong 
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ROE but inconsistent stock performance, suggesting the presence of other influencing 

factors. The P/E Ratio provides a mixed picture, with significant volatility observed in 

companies like NICL, indicating market uncertainties and varying investor perceptions. 

It is essential for market analysts, legislators, and investors to comprehend the factors that 

influence stock prices. This report offers insightful information about the state of Nepal's 

insurance industry's finances and performance. It supports regulators in creating sensible 

market laws, managers in refining their financial strategies, and investors in making well-

informed judgments. A wide spectrum of stakeholders, including investors, managers, 

bankers, stock analysts, government officials, and academics, are expected to gain from 

the study's conclusions. 

In conclusion, this study adds the knowledge of how stock prices behave in the context of 

Nepal's stock market and makes useful suggestions for raising investor confidence and 

market efficiency. 

5.2 Conclusion 

The study looks at three non-life insurance businesses that are listed on the Nepal Stock 

Exchange (NEPSE) and their financial performance from 2013/2014 to 2022/2023. The 

examination focuses on how important financial measures affect stock prices, including 

Price-to-Earnings Ratio (P/E Ratio), Market Price Per Share (MVPS), Book Value Per 

Share (BVPS), Return on Equity (ROE), and Earnings Per Share (EPS).  NICL had a 

mean EPS of 18.53, which was lower than NIL and SICL. Financial difficulties are 

indicated by years with negative EPS. SICL had the highest mean BVPS at 229.60, 

indicating a robust asset base. However, the high standard deviation reveals significant 

fluctuations in net asset value. 

SICL had the highest P/E ratio with a mean of 52.53. This high ratio suggests strong 

market valuation but also reflects higher investor expectations and potential risk. NICL’s 

MVPS was the highest among the three companies, with a mean value of 1319.9. This 

reflects strong market confidence and the company's perceived high value. 

In terms of EPS, BVPS, and MVPS, SICL Insurance Company did better than the rest, 

indicating solid financial performance and a fair market value. NIL Insurance's ROE and 

EPS were both consistently high, although its MVPS fluctuated a lot. NICL Insurance had 

lower EPS and ROE, with higher variability in its financial metrics, indicating less 

consistent performance and market perception. 
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5.3 Implications 

Investors should carefully assess the three non-life insurance businesses' varying financial 

performance in the context of the Nepalese stock market. Strong financial parameters, 

such as high Earnings Per Share (EPS), Book Value Per Share (BVPS), and Market Value 

Per Share (MVPS), set SICL Insurance Company apart. SICL's strong profitability and 

stable market valuation make it a potentially appealing long-term investment opportunity. 

The elevated investor expectations indicated by the high Price-to-Earnings (P/E) ratio, 

however, carry a larger risk in the event that the company fails to live up to these 

expectations. NIL Insurance Company is a more reliable investment option due to its 

steady profitability and steady return on equity. 

The varied performance of these companies highlights the critical role of strategic 

financial management and market perception in the Nepalese insurance industry. 

Companies with strong financial metrics and stable performance generally attract more 

investor confidence, while those with fluctuating metrics face greater challenges. The 

analysis emphasizes the importance for insurance companies in Nepal to adopt effective 

financial strategies and risk management practices. Companies should focus on 

improving profitability, managing asset values, and ensuring consistent performance to 

enhance their standing in the competitive market. Industry stakeholders should also be 

mindful of market fluctuations and investor sentiment, making informed decisions based 

on comprehensive financial  
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Appendices 

Appendix I 

Five Year Major Indicator of sampled company as per Annual Report 2079/80 

 

Source: Financial Annual Report 2079/80,SICL  



 

Source: Financial Annual Report 2079/80,NICL  

  



 

 

Source: Financial Annual Report 2079/80, NECO  

 

 



 

Appendix II 

 Major Indicator of sampled company as per Annual Report 2074/75 

 

Source: Financial Annual Report 2074/75,SICL 

  



 

 

 

Source: Financial Annual Report 2074/75,NICL  

  



 

Source: Financial Annual Report 2074/75,NECO  
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