CHAPTER - |
INTRODUCTION

1.1 Background of the Study

In a recent time, world economy has been more competitive and complicated.
Globalization of economy and market has been one of the major instruments of change.
Due to globalization, every sort of change occurring in one sector of the world affects
other sector. With the result of dynamics of global changes and development, stock
markets are rapidly responding due to its sensitivity. Therefore, now-a-days stock market
has become global phenomenon and a basic concern of financial and economic condition
of a nation. Stock market index is perceived as an indicator of investor’s confidence to
invest in the stocks, which obviously, represents economic status of the nation. As capital
market is the crucial element in the national economy, its role in reinvigorating and
boosting the economic activities in the country holds significance that helps to mobilize
domestic resources. Its role to provide the best investment opportunity by transferring the
funds from surplus sectors to deficit sectors through transaction of stocks can not be
ignored. Hence, for the attainment of self reliant growth of the economy and smooth
running of the economic activities of the nation, stock market’s role has become major

importance in financial management.

The act of raising fund by issuing shares to the public in Nepa started in 1937.Though
the development of securities markets could not be a national policy of Nepal led to
ingtitutional development of securities markets with the establishment of Security
Exchange Centre (SEC) in 1976.The SEC used to manage and operate primary and
secondary markets of long-term government securities and corporate securities. After
some years of establishment, policies and programs were made to develop and promote

Stock Exchange and market makers.

With the objectives of regulating securities transactions and protecting interest of the
investors, a Security Exchange Act was enacted in 1993. The act provided some legal and



ingtitutional basis for the securities markets development. The SEC was converted into
the Nepal Stock Exchange Ltd (NEPSE) in 1993 with the objectives of operating and
managing secondary transaction of securities. After this conversion the open cry out
system of trading among the stockbrokers started. It means transaction of the securitiesis
conducted an open auction principle on the trading floor. The establishment of the
specialized firm as NEPSE proved to be a strong step towards liberalization of the

economy and amile stone in the path of the economic development in the nation.

Recently NEPSE had introduced ATS system which is of full automated computer
software system for the transaction process. This has helped eliminate all possible human
errors as in the open cry trading procedures. Several international practices have been
incorporated to make the system international compatible and modifications have been

made to customize the existing rules and regul ations of the country.

Under the provision of securities exchange act 1983A.D, securities board, Nepa
(SEBO/N) was established in May 26, 1993 A.D. to regulate and manage the securities
market. Since the establishment, SEBO/N has been concentrating its effect to improve the
legal and statutory frame work, which one the banes for the healthy development of
capital market. The amendment of that same act was made in 1997. This amendment
made provisions for registering securities business person and submitting semi and
annual report to SEBO/N. It is the apex regulator of the securities markets in Nepal. It
provides licenses to Stock Exchange and Securities business persons (stockbrokers,
securities dealers, market makers, and issue managers) it approves public securities.
NEPSE is the market operator and it provides membership to the securities business
persons. Listed companies and the securities businesspersons report their performance to
SEBON and NEPSE.

The securities market plays an important role in mobilizing savings and channeling them
into productive investment for the development of commerce and industry of the country.
It assists the capital formation and economic growth of the country. Nevertheless, the
Nepalese securities markets still could not take its heights. The further improvement of

this market is crucial.



History indicates that there are two basic theories of stock price behavior: the Technical
Analysis theory and Fundamental Analysis theory. Briefly, Technical anaysis is a
financial markets technique that claims the ability to forecast the future direction of
security prices through the study of past market data, primarily price and volume. In its
purest form, technical analysis considers only the actual price behavior of the market or
instrument, on the assumption that price reflects al relevant factors before an investor
becomes aware of them through other channels. The fundamental analysis evaluates the
‘intrinsic value’ of security. The fundamentalist maintains that at any point of time every
share has an intrinsic value which should be in principle to be equal to the present value
of the future stream of income from that share that discounted at the appropriate risk
related rate of interest. The actual price of security therefore is considered a function of a
set of anticipated capitalization rate. Investors can use both these different but somewhat
complementary methods for stock picking. Many fundamental investors use technical for
deciding entry and exit points. Many technical investors use fundamentals to limit their
universe of possible stock to 'good’ companies. .The choice of stock analysis is
determined by the investor's belief in the different paradigms for "how the stock market
works”. Strangely, enough an organized stock market has emerged for some years ago in
Nepal. The present study represents an effort to improve on shortcomings of the past
studies in the hope that the “Behavior of Stock price” can easily be understood.

1.2 Statement of the Problem

After the establishment of the Nepal Stock Exchange Limited (NEPSE), has emerged and
grown rapidly within the short span of time period. The shares of commercial banks play
avital role in the overall index of NEPSE. The Efficient Market Hypothesis (EMH) states

that three forms of stock market prevail in the theory;

Strong
The strong form of efficient market hypothesis states that current market prices reflect all
the relevant information in security prices. The market price reflects the true or intrinsic

value of the share based on underlying future cash flow and no one can beat such market.



Semi Strong
The semi-strong form of efficient market hypothesis states that current market price also

reflects al the publicly available information besides all price movements.

Weak
The weak form of efficient market hypothesis states that the current share prices fully
reflect the information contained in the past price movements. The stock price will
fluctuate less and more randomly. Weak efficiency market are markets in which past
prices provide no information about future prices that would alow a short-term trader to

buy and hold strategy.

The theory of efficient market in stock market prices presents important challenges to
both the chartist (technical analysis) and the proponent of fundamental analysis. For the
chartist, the challenge is straight forward. If the efficient market theory is a valid
description reality, the work of the chartists, like that of the astrologer, is of no real value
in stock market analysis. The empirical evidence to data provides strong support for the
efficient market theory. The only way the chartist can vindicate his position is to show
that he can consistently use his techniques to make better than chance predictions of stock
prices.

The challenge of the theory of efficient market to the proponent of fundamental analysis,
however, is more involved. If the efficient market theory is valid and if security exchange
are “efficient” markets, then stock prices at any point in time will represent good
estimates of intrinsic or fundamental values. Thus, additional fundamental analysis is of
value only when the analyst has new information, which was not fully considered in
forming current market prices, or has new sights concerning the effects of generaly
available information which are not already implicit in current prices. If the analyst has
neither better insights nor new information, he may as well forget about fundamental

analysis and choose securities by some random selection procedure.



Behavior of stock prices shows the misevaluation of the stock price in the secondary
market. The price earning information was not made available timely to the investors.
The investors could not identify the good and bad stocks. So, the lack of value judgment
to determine the stock price is the serious problem of the Nepalese stock market. This
happens due to the inability of the regulatory bodies of the stock market. The problem
can be solved only when the rea determinants of stock price are diagnosed and
identified.

The major causes of the deficiencies in Nepalese stock market appeared to be the
profitability and the good governance of the company, government policy regarding
investment, market operation system, investors’ knowledge information disclosures and
inefficiency of the market. Despite these facts, market makers involved in the securities
market are unable to exhibit the well performance according to the expectations of the

investors.

Some analyst doubts the concept of stock market efficiency in developing countries due
to some reasons. These are as follows (Sharma and Kennedy 1977; 392)
Difficulty in detecting and discriminating among investment opportunities
Investment performance is given to physical assets rather than to financial assets
A dichotomy exists in the financia activities between organized and unorganized
money markets, etc.

Therefore, this study is carried out to analyze the market share prices of the Nepalese
stock prices of the Nepal ese stock market in relation to banking sector and to recommend
for the improvement. To sum up the study, the study deals with follows:

What is the stock price behavior in Nepal ?

Whether the other factors affects the share price or not?

Isthe Nepal ese stock market efficient in pricing share?

Doesthe RWH exist in Nepalese stock market?

Isit possible to predict the price of the share of a company from past price series?



Is there any specific relationship of MPS with fundamental financia indicators
(EPS, DPS, NWPS and ROE)?
What is the behavior of the Commercial bank index and NEPSE Index?

1.3 Objectives of the Study
NEPSE is an organized stock exchange for trading stock in secondary market. This aims
to identify the behavior of stock price in NEPSE and other relationship with stock price,
so that it will be easy to raise the scattered fund from small investors to foster the
economic development of the nation. The specific objectives of the study are as follows:
To study and analyze the stock price movement of the commercial banks.
To analyze the stock volatility of the stock
To analyze the co-movement of commercial bank and the NEPSE index.
To study and analyze the relationship of NEPSE with independent
variables(Amount of public issue; Paid up value and Total turnover)
Analysis of Random walk hypothesis to know the market efficiency.
To test whether the successive price changes are independent or dependant with the
price of historical changes?
To analyze correlation among various financial indicators (EPS; DPS; NWPS;
ROE; MPS).

1.4 Significance of the Study

Investing in the stock is highly risky as being ownership capital. It represents only a final
clam while in liquidation. Stock price is determined by a number of factors. Some
factors are quantitative whose effect can be quantified by a number of factors. Some
factors are qualitative whose effect on share price can’t be quantified. The cause of price
change may be signaling or informational effect, low/high return; high/low risk; lack of
knowledge; low income of the investors and high price of the stock. Since the market
price of the share is the function of the information, these studies will focus to the
sensitivity of the stock price of NEPSE with focus to the commercial banks towards

various factors.



This study provides the guidance to the investors of stock market which isvery beneficial
to all partiesinvolved in the stock market.
This study will contribute literature to further researcher in this area.
This study is helpful to growing number of investors and individual institution, risk
return character of the market growing investment bankers etc.
This study is very useful to potentia investors who are interested to know the effect
of price trend, volume of stock traded, impact of signaling factors on NEPSE index.
This study is extremely helpful to financial managers of corporate firms to know the

behavior of their share price with respect to change in financial position of the firm.

1.5 Limitations of the Study
For the MBS program this study represents the partia fulfillment and this research has
been conducted and submitted within a time constraint, this study will be limited by the
following factors:
Since the data covers only a certain period and only stock price of only some banks
are studied, the findings may not be a complete picture of the Nepalese stock
marker.
The other limitations are time constraints, resource constraints, and lack of research
experience.
The regression equations are based on only five years data whereas the various tests
are done on the basis of daily stock price.
The major portions of analysis and interpretation have been done on the basis of the
available data and information. So the consistency of findings and conclusion is
strictly dependent upon the reliability of secondary data and information.
The data has been collected from NEPSE for its official records and data are not
verified.

1.6 Organization of the Study
Entire thesis has been organized into five parts, each devoted to some aspects of the study

of the market price efficiency.



Thetitles of each part are asfollows:

Chapter -1:  Introduction

This chapter introduction describes background of the study, statement of the problem,
the major issues to be investigated aong with the objectives and scope of the study,
limitation of the study and ends with the organization of the study.

Chapter —I1: Review of Literature

This chapter is devoted to theoretical analysis and brief review of related literature. It
tries to define the concept of security market, and conceptual theories of stock price. This
chapter also reviews the literature from foreign context, as well as the Nepalese context,
highlighting the major contributions of different studies like international journals,
Masters Dissertations and Nepalese journals.

Chapter- 111: Research Methodology

This chapter, Research Methodology, is the most important part to the study which
discusses the methodol ogies used in the study. It deals with research design, sources and
nature of data, sampling and population, test model and method of analysis as test
methodology and definition of key terms.

Chapter- 1V: Data presentation and Empirical Analysis
This chapter, Data presentation and empirical analysis present the graphical and statistical
analysis of stock behavior includes analysis of NEPSE and commercia Banks indices

behavior and at the end of this chapter

Chapter-V: Summary, Conclusion and Recommendations.

This chapter of the study states summary and conclusion, findings, suggestion and
recommendation. It includes summary of the study, findings, conclusion drawn from the
findings and the recommendation to the concerned authorities, companies, investors and
forthcoming researches for improving the future performance of the sample banks.
Finally, an extensive, bibliography and appendices are also presented at the end of the

thesis work.



CHAPTER - 11
LITERATURE REVIEW

This chapter will make an effort to lay down certain decision rules that can be some value
in assessing the stock price behavior. The first section of the chapter describes the
conceptual review and second section is related with the review of journas and articles
and the third section relating to the review of the thesis and the last part includes the

review of preview of previous studies related to the share price behavior.

2.1 Conceptual Framework

This parts deal with the concept of securities, securities market with its classification and

securities analysis or the theories of share price behavior.

2.1.1 Concept of Securities

Securities are the financial assets that form the part of the investors’” wealth. They are the
marketable interests represented by the certificate as a financial value. They include
shares of corporate stock or mutual funds, bond issued by the corporations or
governmental agencies, stock options or other options, other derivative securities, limited

partnership units and various other formal investment instruments.

A corporation may conveniently issue each class of securities in the market. There is a
class of investors for each class of securities because of their varying preferences of risk,
income and control. There are various classes of buyers such as the stock holders,
employers, customers and creditors of the corporation and traders in the capital market.
The largest number of security buyers is that o individual investors who seek safety on
their commitment and reasonable certainty of a moderate but regular income. The

speculator seeks large profits, even though considerable risk may be involveiniit.

In general, only a piece of paper represents the investor’s right to certain prospects or
property and the conditions under which she/lhe may exercise those rights. This piece of



paper, saving on evidence of property rightsis called the security. It may be transferred to
other investors and with it will go all its rights and conditions. Thus, everything from
pawn ticket to a share of common stock is the security. Hence, the term of security can be
understood as a lega representation of the right to receive prospective future benefits
under conditions. The primary tasks of security analysis are to identify misplaced
securities by determining these prospective future benefits, the conditions under which

they will be received and the likelihood of such conditions.

Briefly, securities are the intangible assets, represented by legal claims to some future
benefits or future cash. They give the holder an ownership interest in the assets of the
company as well these have value in exchange. Securities are the term used

interchangeably as financial assets or financial instruments.

2.1.2 Security Market

Securities markets are the board term, defined as a mechanism and the floor where
financial assets are bought and sold. They facilitates trading, the demand for and
availability of securities to be traded, and the willingness of buyers and sellers to reach
agreements on sales. Securities markets discover the fair price for the securities, maintain

the liquidity provision and minimize the trading cost.

The securities traded in the security market are share, bonds, debentures, bill, notes etc.
Therefore, security market is a mechanism for raising required funds by selling and
buying these securities. The development of the securities market enables the efficient
transformation of savings from the hand of surplus spending units to those of deficit

spending ones who can use them productively with lesser risk.

Security market interchangeably known as the integral part of the capital market isin fact
basis of the economy. The most effective use of idle and surplus resources can be brought
into pro-active purpose only by means of market mechanism. This indicates the structural
network of the savers and user group of funds presumably garnered for the long term

financing but the formation of network originates via conversion process of saving into
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investment outlet. Thus the security market upholds the attempts particularly concerned

with the collection and mobilization of savings.

“Saving meticulously diverted towards the regeneration activities, in essence of
financialization and industrialization activities will result in the repercussion favorable to

the economy as a whole” (Khatiwada; 1998: 16).

The security market can be defined as a mechanism for bringing together buyer and seller
of financial assets to facilitate trading. Security market is classified into two: the market
in which new securities are sold is called the primary market and the market in which the
securities are resold is called secondary market. Brokers, dealers, and market makers
create secondary market. Brokers bring buyer and seller together without themselves
actually buying and selling does not take place; dealer sets price at which they themselves
are ready to buy and sell (bid and ask price respectively). “Broker and dealer come

together in organized market of in stock exchange” (Gitman; 1994: 457).

(A) Primary Market

Primary market is the market place where instead of goods and services securities are
sold to mobilize the savings for the establishment and operation of the businesses. It is
also known as original sale of securities. But this is misleading to some extent. This
market is also known as IPO market. In this market, the securities can be sold either at
par or premium or at discount. But in case of Nepal, company Ordinance, 2005 has
restricted to sell the securities in discount. It means the securities can be sold in premium
only. In case of Nepal, NEPSE has issued license to the interested organizations to
perform the job of issue managers by operating primary market. SEBO/N, in order to

regul ate the primary market has issued i ssue management guidelines.

Investment bankers generally hold the shares and paid the entrepreneurs and can be sold
either through private placements or through secondary market or through primary
market. The price of securities may differ even in the primary market. There is also no

equal opportunity for al the investors. The investors who have contact with investment
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bankers can get the shares. The investor’s bankers generally provide three basic services.

They are advice and counsel; underwriting and distribution.

(B) Secondary Market

Secondary market is the market place where second hand securities are traded. It means
securities once purchased through primary market are traded in secondary market. Both
the primary and secondary markets are complementary to each other. In the absence of
one market another market cannot flourish. Secondary market comprises stock exchange
and Over-The-Country market, popularly known as OTC market.

Unlisted securities are not traded in stock market. Exchanges generally do have their own
listing rules. Stock exchanges are considered as an organized marker where as OTC
market from the earlier days considered as unorganized market. But presently, this
market is also as organized as the stock exchanges. Nepa does not have OTC market.
NEPSE is only the secondary market in the country.

Secondary market is a'so known as economic barometer of the country of the country.
Thisis because it reflects the economic policy of the country. All other things remain the
same, the rising price of stock exchange shows the policy is favorable and the declining

price indicates the opposite.

2.1.3 Theories of Stock Price Behavior

There are two approaches to explain share price fluctuations. Market efficiency is the
basis for both approaches. Conventional approach has considered that market is
inefficient, which includes technical analysis theory and fundamental analysis theory.
“Prior to the development of the efficient market theory, investors were generally divided

in two group’s fundamentalist and technician” (Reilly; 1986: 347).

Under efficient market theory there are three forms of efficient market theory hypothesis.
Conventiona theory assumes that the market is inefficient where as efficient market
theory assume that the market is efficient i.e. market efficiency is the factor for both the

approach.
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2.1.3.1 Fundamental Analysis Theory

Fundamental anaysis approach involves working to analyze different factors such as
economic influences, industry factors, governmental action, firm’s financial statement, its
competitor and pertinent company information like product demand, earnings, dividends
and management in order to calculate an intrinsic value for firms securities. The analyst
who believes on fundamental facts to determine the intrinsic value of stock is popularly

known as fundamental analyst or fundamentalist.

Fundamental analysisis also known as intrinsic value analysis. Its claims that at a point
of time, an individual security has an intrinsic value which should be equal to the present
value of the future cash flow from that security, discounted at appropriate risk related
rate.

“The fundamentalist maintain that any point of time every stock has an intrinsic value
which should be equal to the present value of the future stream of income from that stock
discounted at an appropriate risk related rate of interest” (Bhalla; 1983: 283).

Therefore, the actual price of security is considered to be set of anticipation. Price

changes as anticipation changes which in turn change, as aresult of new information.

“The value of common stock is simply the present value of all the future income which

the owner of the share will receive” (Francis; 1991: 398).

Therefore, the actual price should reflect intrinsic value of the stock i.e. good anticipation

of cash flows and capitalization rate corresponding to future time period.

As with the most analysis, the goal is to derive a forecast and profit from future price
movement. To forecast future stock prices, fundamental analysis combines economic,
industry, and company analysis to derive a stock’s current fair value and forecast future
value. If fair value is not equa to the current stock price, fundamental anaysis ether

believe that the stock is over or under valued and the market price will ultimately

13



gravitate towards fair value. Fundamentalist do not notice the advice of the random
walkers and believe that markets are weak form efficient. By believing that prices do not
accurately reflect all available information, fundamental analyst ook to capitalize on
perceived price discrepancies.

2.1.3.2 Technical Analysis Theory

The word “Technical” implies a study of the market itself and not of those external
factors which are reflected in the market. The entire relevant factor’s, whatever they may
be, can be reduced to the volume of the stock exchange transactions and the level of share
prices, or generally, to the sum of the statistical information produced by the market. In
simple words, “Technical analysis” is a general term for a number of investing techniques
that attempt to forecast securities prices by studying past prices and related statistics. The
technician usually attempts to predict short term price movement and thus maker’s
recommendations concerning the timing of purchases and sales of either specific stock of
group of stock or stock in general. It should be emphasized, however that a large part of
the methodol ogy of technical analysislacks astrictly logical explanation.

“Technical analysis is based on the widely accepted premise that security prices are
determined by the supply of and demand for securities. The tools of technical analysis are
therefore designed to measure supply and demand” (Francis, 1991:521-522).

Many proofs of the ability of technical analysis to “beat the market” were offered, they
believes that the forces of supply and demand are reflected in pattern of price and volume
of trading. By examination of these patterns, he predicts whether prices are moving
higher or lower, and even by how much. This reflects logical and emotional forces in the

narrower sense.

In ssimplest form, technical analysisinvolves the study of stock market price in an attempt
predict future price movements for the common stock of a particular stock and by
identifying an emerging trend or pattern, the analyst hopes to predict accurately future
price movement for the particular stock.

14



2.1.3.3 Efficient Market Theory

An efficient market is one where shares are correctly priced. In that market all investors
have access to al relevant information and which news that affects stock prices is
immediately available through market. “An efficient financial market exists when
security pricesreflect all available public information about the economic, about financial

market’s, and all about the specific company involved” (Van Horne; 1998:51).

An efficient market has a large numbers of rationa and profit maximizes actively
competing with each other and trying to predict future market values of individual
securities. It is a market where current information is freely available to al. In an
efficient market, competition leads to a situation where prices of securities reflect
information based on both events that have aready occurred and on expected events.

“An efficient capital market is one in which it is impossible to earn an abnormal return

by trading on the basis of publicly available information” (Brown; 1978:17).

Efficient market theory contends that in free and perfect competitive market, stock price
aways reflects al the available information and adjust it according to the new

information available.

(i) Random Walk Hypothesis
“The random walk hypothesis states that successive price changes are independent and

hence produce a random walk in price levels” (Kemp and Gavin; 1971:28).

In its simplest form, it states that price changes cannot be predicted from historical

changes in any meaningful manner.
“The history of past price movements and the history of stock trading volume do not

contain any information that will allow investors to do consistently better than a buy-

hold-strategy in managing a portfolio” (Black; 1971:18).

15



The RWH denies the existence of any kind of trends or patterns. Hence, past prices
contain no meaningful information to predict future price behavior. “As Fama advices
that the future path of the price level of a security is no more predictable than the path of
aseries of accumulated random numbers” (Fama; 1965:36).

This means that at a given point of time, the size and direction of the next price change is
random. “The underlying theory of random walk in stock behavior statistically consist
two main assumptions; (a) successive price changes are independent and (b) price
changes conform to some probability distribution without specifying the particular shape
or form of distribution” (Fama; 1965:35).

Independence is an important property of RWH. Proponents of random walk recognize
that in genera, strictly independence assumption does not exist in real world. So they
argued that small degree of dependence does not refuse the practical usefulness of RWH
as long as it may not be useful to predict above normal market returns. “The
independence assumption of the random walk model is valid as long as knowledge of the
past behavior of the series of price changes cannot be used to increase expected gains”
(Fama; 1965:56).

“The weak form of efficient market says that the current price of stock fully reflect al the
information continued in the historical sequences of prices. Therefore, there is no benefit
as far as forecasting the future is concerned, in examine the historical sequences of prices.
Therefore, this RWH is later popularly known as weak form of efficient market
hypothesis” (Fisher and Jordan; 1995:540).

(ii) Efficient Market Hypothesis
“A market is said to be efficient if all currently available information is rapidly reflected

in stock price” (Fama; 1970:383-417).

According to Fama, in an efficient market, share prices instantaneously and fully reflect

al reevant available information, which is known as the EMH. The favorable

16



information results in an upward revision and unfavorable information push downward

revision of security prices.

“The term market efficiency may be defined in the context of; (a) Allocation efficiency,
(b) Operational efficiency and (c) Informational efficiency” (Blake; 1998:243).

The main assumption of market efficiency is,
All investors have costless access to currently available information about the
future.
All investors are good analyst

All investors pay close attention to market prices and adjust their holdings

appropriately.

In such a market a securities price will be a good estimate of its investment value. Where
investment value is a present of the securities future prospects, as estimated by well
informed and capable analyst, and can be thought of as a securities fair value thus a
efficient market is one in which every securities price equals its investment value at al

times.

(A) Strong Efficient Market Hypothesis

Strong market is a market in which all information is reflected in security prices. The
market prices reflects the true or intrinsic value of the share based on underlying future
cash flows and no one can beat the market i.e. no one can earn abnormal profit in the

market.

“Specially, no information that is available can be used to earn consistently superior
investment return. It is well known that insiders have profited from inside information
under this form. Those who acquire inside information act on it, buying and selling of
stock. Their action affect the price of the stock, and the price quickly adjusts to reflect the
inside information” (Haugen; 1997: 645).
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This implies that not even security analyst and portfolio managers who have access to
information more quickly than the genera investing public are able to use this

information to earn superior returns.

(B) Semi Strong Efficient Market Hypothesis

Semi strong efficient market is that market is that market in which all relevant publicly
available information is fully reflected in security prices so that nothing will lead to
trades can be gained profit from public resources. In other words, it says that current
prices of stocks not only reflect al informational content of historical prices but aso
reflect al publicly available knowledge about the corporations being studied.
Furthermore, the semi strong form says that efforts by analyst and investors acquire and
analyze public information will not yield consistently superior returns the analyst.

“Under the semi strong form of efficient market hypothesis, publicly available

information is presumed to be reflected in security price” (Haugen; 1997: 643).

In afree and a competitive market, price adjusts so that they equate supply and demand.
When supply and demand does not change equilibrium price will emerged that represent
an opinion. For securities, this equilibrium price should be intrinsic value. The
equilibrium price will prevail until supply and demand will react and a new price will be
formed. The faster the news is assimilated and the equilibrium price emerges, the more

efficient is the market.

In order to be semi strong efficient, news must be completely disseminated to the market
without delay. Prompt news dispersion is important if prices are to reflect all relevant

information immediately.

(C) Weak Efficient Market Hypothesis
The weakly efficient market hypothesis says that historical price and volume data for
securities contain no information that can be used to earn a trading profit above what

could be attained with a naive (it refers to the investment policy of randomly selecting
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securities, buying them, and holding them over at least, one complete business cycle

while reinvesting all dividends) buy and hold investment strategy.

“Under the weak form of the efficient market hypothesis, stock prices are assumed to
reflect any information that may be contained in the past history of the stock price itself”
(Haugen; 1997: 641).

This weak form of market efficiency is popularly known as the random walk theory. If
this weak form of the efficient market is true, it is a direct repudiation of technical

anaysis.
Figure: 2.1
The Model of Share Price Behavior
Perfect Market
Efficient Market
Hypothesis
Random Walk ) Strong
Model Semi Strong
Weak ]
Fair Game

(Source: Rutherford; 1994: 290)
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The ability of the investors to pick winners and make excess return using new
information. Thus the efficiency can be considered in term of the "fare game" concept.
The fair game for investors is an outcome of market being efficient. If a market is
efficient then investment is fair game. This fair game concept is useful in that it allows
the different pieces of information, excess return can be made. The above model of share
price behavior gives clear idea about the efficient market hypothesis and the random walk

theory.

The above model help us to understand how market operates in practice and how closely
it approx to theoretically perfect market. It is revealed from the above mentioned model
that the origina random walk theory is must closely related to but slightly stronger then,
the weak form of the EMH. This is because the weak form implies that excess profit
information whereas, the random walk theory whilst conforming the uselessness of
studying past stock price movement. For example it requires successive share price
change to be independent with zero seria correlation. The weak form of the EMH doesn't
require any particular pattern of share price movement. So the random weak theory is
stronger then the weak theory is stronger then the weak form of the EMH. In above
model the perfect market has the most stringent requirement concerning market behavior.
The attraction of the perfect market is that it is an assumption underlying the major
security pricing model, such as the CAPM. However, the condition assumed in perfect

market doesn't prevail in the real world.

2.2 Independent Studies

Timilsina, (2001), has conducted the study on “Capital Market Development and Sock
Price Behavior in Nepal”. The main objective of the studies was to find out the fair
market prices of equities and test whether the present behavior of equity prices will
remain stable. Coefficient of correlation between the EPS, corresponding market price on
the one hand, and DPS and corresponding market price on the other are a'so computed.
This helps to know which one EPS or DPS has a higher degree of relationship with the

market price. Further, in order to test the degree of explanatory power of the two in
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influencing the MPS, regression equations of market price on EPS as well as on DPS are

drawn. Regression results are statistically tested to derive the conclusion.

Ojha, (2002), has conducted a study on “Mini Research on Financial Performance and
common Stock Pricing”. The major findings of the research are: Nepalese stock market is
in infant stage, dominant of banking sector is prevalent in the market in comparison to the
other industries including finance, insurance and manufacturing companies. He aso
concluded that people have a misconception of about the issuance of the bonus share and
right shares. Because it actually decreases the price and this makes them to increase their
overal wealth. Further, he concluded that stock price in Nepal is determined more by
other factors rather than the financial performance of the concerned company.

Pradhan, (2003), has carried out a ““Study on Stock Market Behavior in a Small Capital
Market”. The main purpose of the study was to address the stock market behavior in a
small capital market. It attempts to examine relationship of market equity, market value
to book value, price earning and dividend with liquidity, leverage, profitability, asset
turnover, and interest coverage. The result from the study was that the larger stocks have
larger price earning ratios, larger ratio of market value to book value of equity, lower
liquidity, lower profitability and smaller dividend. Price earning ratios and dividend
ratios are more variable for larger stocks. Larger stocks also have higher leverage, lower
asset turnover, and lower interest coverage but these are more variable for smaller stocks.
Stocks with larger market value to book value of equity have larger price earning ratios
and lower dividend. These stocks also have lower liquidity, higher leverage, lower
earnings, lower turnover and lower interest coverage. Stocks with higher price earnings
ratios have lower liquidity, higher leverage, lower profitability, lower turnover and lower

interest coverage.

Gurung, (December 2004), has conducted “The study on Growth and Performance of
Securities Market”. The variables such as number of listed and traded companies, their
securities, number of transactions, trading turnovers, paid up value, market capitalization

and NEPSE index. They are analyzed to know the growth trend and the performance of
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Nepalese securities market. The study revealed the growth and performance of Nepalese
securities market even after the introduction of new mechanism in 1993/1994 are not

satisfactory though it isimproving gradually.

Dorner, (2005), conducted “A research by using a computer-based content analysis of
gualitative data”. He took the data from a Swedish real estate firm during the period
1991-1996. The main objective was to examine the response of stock price to financial
announcement. He found the positive correlation between the stock price and the
following information categories. net assets value, occupancy rates, cash flow and overall
capitalization rate. The main contribution of the study was to support the assumption that

public financial information has an impact on stock market behavior.

Y ao, Partington and Stevenson, (2006), conducted “A Research on Run Length and the
Predictability of Stock Price Reversals.” Survival analysis is used to estimate time-
varying probabilities of price reversals using daily data for the Australian All Ordinaries
Price Index. Lagged price changes lead to persistence (shortening) in a price run if they
are of the same (opposite) sign as the run. An increase in the number of runs observed in
the previous 30 days also increases the probability of price reversal. The predictive
accuracy of the models is assessed using a probability scoring rule. Consistent with
market efficiency, the estimated models are less accurate than the random walk model in

predicting the length of individual price runs out-of-sample.

2.3 Review of Journalsand Articles
This section discusses about the review of international journals and Nepalese Journals.

The journals have been browsed through websites and the print media.

W. Faff and McKenzie, (2002), have conducted the study on “The Impact of Sock Index
Futures Trading on Daily Returns Seasonality: A Multicountry Study”. In this article, the
investigation was done on the impact of the introduction of stock index futures trading on
the daily returns seasonality of the underlying index for seven national markets. It has
been previously argued that the introduction of futures trading should lead to reduced
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seasonality of mean returns, and generally our results support this conclusion. The impact
of index futures introduction on return autocorrelations and volatility is aso tested, and
the evidence presented suggests that futures trading have no impact on the former,
although a change in the seasonal for the latter was detected.

Ojha, (2002), had conducted a “Mini Research on Financial Performances and Common
Stock Pricing”. The major findings of the research are: Nepalese stock market is in infant
stage, dominant of banking sector is prevalent in the market in comparison to the other
industries including finance, insurance and manufacturing companies. He also concluded
that people have a misconception of about the issuance of the bonus shares and right
shares. Because it actually decreases the price and this makes them to increase their
overal wealth. Further, he concluded that stock price in Nepal is determined more by

other factors rather than the financial performance of the concerned company.

Pradhan, (2003), has carried out a “Study on Stock Market Behavior in a Small Capital
Market”. The main purpose of the study was to address the stock market behavior in a
small capital market. It attempts to examine relationship of market equity, market value
to book value, price earning and dividend with liquidity, leverage, profitability, asset
turnover, and interest coverage. The result from the study was that the larger stocks have
larger price earning ratios, larger ratio of market value to book value of equity, lower
liquidity, lower profitability and smaller dividend. Price earning ratios and dividend
ratios are more variable for larger stocks. Larger stocks also have higher leverage, lower
asset turnover, and lower interest coverage but these are more variable for smaller stocks.
Stocks with larger market value to book value of equity have larger price earning ratios
and lower dividend. These stocks also have lower liquidity, higher leverage, lower
earnings, lower turnover and lower interest coverage. Stocks with higher price earnings
ratios have lower liquidity, higher leverage, lower profitability, lower turnover and lower
interest coverage.

Fuss, (2005), “Financial Liberalization and Sock Price Behavior in Asian Emerging

Market: Economic Change and Restructuring”. This paper exhibits tests of the random
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walk hypothesis and market efficiency for seven Asian emerging markets as a result of
the influence of financial market integration. Random walk properties of equity prices
influence the return dynamic and determine the trade strategies of investors. To examine
the stochastic properties of local index returns and to test the hypothesis that stock market
prices follow a random walk, the single variance ratio tests of Lo and McKinley, as well
as the multiple variance ratio test of Chow and Denning are employed. The multiple
statistical comparisons of variance ratios is based on the Student zed Maximum Modulus
distribution with control of the joint-test’s size. The weak-form market efficiency is also
tested directly, using a nonparametric runs test. These tests are particularly useful for
investigating stock prices the returns of which are frequently not distributed normally.
Documented evidence shows that, from the perspective of loca investors, weekly stock
prices in major Asian emerging markets do not follow a random walk in the pre-
liberalization period. However, in the post-liberalization period the weak-form efficiency
hypothesis is generally adopted at the 5% level except for the smaller stock markets of
Indonesia and Thailand. These empirical findings suggest that financia integration
affects the return predictability in such a way that domestic investors might not be able to
develop trading strategies allowing them to earn abnormal returns.

Rasheed, (2007), studied on “Sock Market Prediction with Multiple Classifiers is the
Stock Market Prediction is Attractive and Challenging”. According to the efficient
market hypothesis, stock prices should follow a random walk pattern and thus should not
be predictable with more than about 50 percent accuracy. In this paper, we investigated
the predictability of the Dow Jones Industrial Average index to show that not al periods
are equally random. We used the Hurst exponent to select a period with great
predictability. Parameters for generating training patterns were determined heuristically
by auto-mutual information and fase nearest neighbor methods. Some inductive
machine-learning classifiers—artificial neural network, decision tree, and k-nearest
neighbor were then trained with these generated patterns. Through appropriate

collaboration of these models, we achieved prediction accuracy up to 65 percent.

Spada, Farmer and Lillo, (2008), “Investigate the Random Walk of Prices” by developing

asimple model relating the properties of the signs and absolute values of individual price
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changes to the diffusion rate (volatility) of prices at longer time scales. We show that this
benchmark model is unable to reproduce the diffusion properties of rea prices.
Specificaly, we find that for one hour intervals this model consistently over-predicts the
volatility of real price series by about 70%, and that this effect becomes stronger as the
length of the intervals increases. By selectively shuffling some components of the data
while preserving others we are able to show that this discrepancy is caused by a subtle
but long-range non-contemporaneous correlation between the signs and sizes of
individual returns. We conjecture that this is related to the long-memory of transaction

signs and the need to enforce market efficiency.

2.4 Review of Thesis

Poudel (2001), studied on “Share Price Movement of Joint Venture Commercial Banks”

Objective of the Study
To find the market efficiency hypothesis and
The factors that affect the share market and

To know whether the successive price affects the share price or not.

Analysis and Findings of the study

By using various financial and statistical tools like standard deviation, correlation, beta,
and t-test concluded that Nepa stock exchange operates in a weak form of efficient
market hypothesis, indicating that the market price moves randomly. The findings show
that market value per share does not accommodate all the available historica
information. The shares of joint venture commercial banks emerge as a blue chip in the
Nepalese stock market. The beta coefficient, which measures the risky ness of individual
security in relative term, suggests that none of the share of eight sampled banks were
risky.
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Poudel (2002), carried study on “Share Price Behavior of Joint Venture Banksin Nepal”.
Objectives of the Study
The prime objective of the study was:

To analyze the price movement of joint venture bank through RWH model

To know the market efficiency of the stock listed in the NEPSE index.

Analysis and Findings

He concluded that the growth rate analysis as a stand-alone may not be adequate for the
analysis of share prices behavior and may not represent the banks performance in the
secondary market. The ordinary least square equation of the book value per share on
market value per share reveals that the independent variable does not fully explain the
dependent variable. Nepal Stock Exchange operated in the weak form of EMH, including
the market price move randomly. The market value per share does not accommodate all
the available historical information. Having good record of accomplishment of the
financial position, the market potential investors buy the shares of the joint venture
commercia banks. Thus the shares of these banks emerge as a blue chip in the Nepalese
Stock Market (NSM).

Shrestha (2003), conducted a study on "Behavior of stock market price".
Objective of the Study
To examine and analyze the fluctuation of security price in the stock market,
To examine the efficiency in the stock market in Nepal.
To know the investors view regarding the decision in the stock investment,
To analyze the NEPSE index
To study and examine the factors that impact in share price with the help of
NEPSE index.

Analysisand Findings
In her study she finds that there is significant difference between the market price of the
stock of banking sector and insurance sector. She further adds in her study that there is

gap between theory and practice of investment in Nepal security market. It is very useful
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if analyze properly done for the development of stock market. From the research analysis
she has given some recommendations which are listed below. The stock exchange should
carry out periodic research and analysis and make public the findings which they
believed would help them to make better awareness about the stocks and its market

importance in the role of market playersin the stock.

Gautam (2004), carried a study on “Sock Market Behavior”.

Objectives of the Study
To analyze the stock price behavior of the commercial bank in NEPSE;
To find the variable factor that affects the share price and

To outline the possible implication for the betterment of the stock price.

Analysisand Findings

The study concluded that political instability and other laws related issues are the
prominent factors for the underdevelopment of security market in Nepal. She further
concluded that the stockbrokers and the stock market are not being much active to create
investment environment in the stock market. Information deficiency in the capital market
is one of the reasons for determination of share price by excessive speculation. The
available information is of low quality and people have very little knowledge of the
trading procedure and price formation mechanism in the NEPSE. Lack of effective laws
and implication of the existing laws are the contributing factors for the less devel opment
of capital market. She aso highlighted some of the major problems experienced by stock
market and the poor regulatory controls and supervisions by SEBON & NEPSE.

Neupane (2008), “Stock Price Behavior of Commercial Bank in Nepal”’
Objective of the Study
To analyze the stock price behavior of commercial bank in Nepal
To analyze the behavior of those commercia banks index and NEPSE Index
To determine whether the present Nepalese stock market is efficient in pricing

shares.
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To outline the possible implications and also recommend for the betterment of stock
market

Analysis and Findings of the Study

The sampled stock had the mild serial dependence; it is hardly used for predicting their
price due to this it is enough to increase their expected profit to some extend. The
selected companies do not follow the random walk hypothesis. The historical information
is reflected in the security prices and supports the technical analysis of the study. The
commercia bank stock price is in the upward moving trends. The series of commercia
bank and NEPSE Index had the same volatility and the NEPSE index is dependant up to
the certain level of dependency and the information of past price changes have little role

to predict changes for longer days.

Prajapate (2009), studied on “A Sock Market Behavior of Listed Companies in Nepal™.
Objectives of the Study

To analyze the trend of annual turnover of Nepal stock exchange;

To analyze the behavior of listed companiesin NEPSE;

To analyze the behavior of NEPSE Index;

To analyze investor’s view while making investment decision; to analyze investing

technique in stock market.

Analysisand Findings

The analysis of the study concludes is as: The number of transactions traded amount and
market capitalization suggests that the bank and finance companies as compared to other
are in better position. Market performance of NEPSE Index shows the decreasing trend
and no any sign of improvement in NEPSE Index. The manufacturing and processing and
financing sector is less risky according to standard deviation. If investors are ready to
assume more risky they might obtain a higher expected monetary value. So investors are
encouraged to invest in manufacturing and processing and finance companies too. Most
of the companies are not following the capital market as an aternative source of fund

raising up. 142 companies are only listed in NEPSE up to 2007/08. It proves that the size
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of Nepalese stock market is very small. The numbers of listed companies are in
increasing trend. The number of companiesin the initial year 2001/02 it was 96 and from
2001/02to 2007/08 it was 142. A listed company was increasing by 46 companies. The
annual turnover is fluctuating. It is more than double in 2006/07 but market sharp incline
in 2007/08 and reaching turnover Rs.21987.784The market capitalization is in erratic
trend in each group in each year. The proportion of market capitalization of commercial
bank is the highest among the eight sectors. In the term of traded share quantity
commercia bank captured the largest chunk for the total share trading. Trading sector has

lowest share traded quantity comparison to other sector.

Bhandari (2009), had conducted a study on “Trends of Stock Market Price in Nepalese
Securities Market”
Objective of the study

To find out the trend of Nepalese stock market and economic growth of securities

market.
To study the volume of share traded in NEPSE and stock market situation

To analyze the impact of the signaling factors on the stock market price with the
help of NEPSE Index.

Study the legal provisions relating to protection of investors interest
To analyzed the investors view regarding the investment in Nepal ese stock market

To identify the trend and development of stock market and economy growth and to
asses the relationship of stock market indicators with different macro economic
indicators

Analysis and findings of the Study

From the study the price of a stock was volatile i.e. share price of banking sectors only is
in increasing trend rather than other sectors and market seems loosing confidence of
investors. The corporate sectors are still reluctant on disseminating information timely.
The implication is that the benefits of a well functioning stock market are not being
realized in the economy. The studies is based on the random selected sampled stocks and
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shown that price of the stocks are mostly influenced by different related factors but some
cases it is found that the facts deal there were not significant. Some of the findings indicate
that the sampled companies during the fiscal year 2001/02 to 2006/07 has shows the
fluctuation in the market price. The market price per share and leverage of the companies
shows significant results. It means that the rise or fall in the financial variable fall or rise in
the market price or vice versa. The analysis of expected return and required rate of return of
companies have greater required return than expected rate of return. So the company’s stock
price is over priced. The beta coefficient indicates lower risk. The correlation coefficient

analysis tests show both positive and negative results with relation to the financial indicators.

Research Gap

The studies done on the foreign context is not applicable in our underdeveloped country
Nepal. The stock market is still in the stage of development process. The economic condition
of Nepal and abroad doesn’t comes in the closeness in any content. With frequent bands,
hadtals, chaka jam and unstable government had lead to disaster in the economic
development of the nation. With the existing of one and only stock exchange (NEPSE) in
Nepal it had contributed to the development of secondary market in the nation. Through its
establishment it had a system of cry out system but gradually with its development it had
come to the automatic trading systems.

There had been no research done in together form of efficient market hypothesis and the
factors affecting the market share price as MPS, EPS, DPS, ROE and NWPS in a combined
form. The research relating to efficient market hypothesis will analyze the market on the
basis of Random walk theory which will analyze the successive price change with the current
trend of the stock price in the market. And the factors as MPS, EPS, DPS, ROE and NWPS
and its correlation with MPS will determine the factors that are responsible to affect the price
of the share in the NEPSE.

Since the studies done in developed security markets may not be entirely be relevant in the
security markets of underdeveloped countries like Nepal. Their applicability in the stock
market is not possible due to existence of different market economy. Therefore this research
will be necessary to bridge the gap between the developed nation and the underdevel oped

nation in the subject matter of stock price movement.
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CHAPTER - 11
RESEARCH METHODOLOGY

Research means to search or study about a phenomenon. Generaly it is an effort to
search new fact, knowledge and principle in scientific ways. Research may be defined as
the systematic and objective analysis and recording of controlled observation that may
lead to the development of generalization principles or theories resulting in prediction
and possibility ultimate control of events. Research is the process of a systematic in depth
study or search of any particular topic, subject or area of investigation backed by the
collection, complication, presentation and interpretation of relevant details or data. So
that research methodology is a systematic way of conducting the research in an effective

and practical so that it can explain how the research is done.

This chapter refers to the research design, sample selection and size, data collection
procedure, data processing, definition of variables and methodology for the analysis of
data. This research tries to perform awell design descriptive and analytical research in a

very clear way using both financial and statistical tools.

3.1 Resear ch Design

The research design refers to the entire process of planning and carrying out a research
study. It is the conceptual structure within which research is conducted. In other words, a
plan of study or blue prints for study is called aresearch design or research strategy. This
study is carried out to get the empirical result of the stock price behavior.

To conduct the study, analytical and descriptive research approach is adopted for the
historical data and information. Descriptive design is adopted to analyze the behavior of
daily stock price behavior of the sampled banks, NEPSE index and commercia bank
index. At the same time, analytical design is applied to identify the independence and the

randomness of the successive stock prices. Further, it interprets the empirical results.
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3.2 Population and Sample
The total variable is simply called population. There are 26 commercia banks listed in
NEPSE. For this purpose of the study, four out of the total listed commercia banks are
taken which is called sample of the study. The process of selecting the sample out of
population is called sampling. The sample of this study is four commercial banks, which
are asfollows:

1. Bank of Katmandu Itd

2. Everest Bank Itd

3. Himalayan Bank Itd

4. Nepa Investment Bank Itd

3.3 Source and Collection of Data

This research is fully based on secondary data. However, primary data are al'so necessary
for the support of the study. The required data were collected from annual trading report
of NEPSE, National dailies. Kantipur, The Himalayan Times, Gorkhaptra and The Rising
Nepal and also the required data were downloaded from different website and official site
of NEPSE. Previous studies and reports (Master’s Dissertation), published and
unpublished official records (concerned bank manual report & NEPSE annual reports)

are also of great help while doing the research work.

3.4 Data Analysis Tools

In this study, Statistical as well as financial tools are used to analyze the data. Statistical
tools are to function as a tool in designing research, analyzing its data and drawing
conclusion. Statistics is the science, which deals with classification and tabulation of
numerical facts as the basis of explanation description and comparison of phenomenon.

The various statistical as well as financial tools are presented below:

3.4.1 Statistical Tools
Arithmetic Mean
The most common method, generally referred to the average is the arithmetic mean. In

descriptive statistics, the arithmetic mean is the average of set of values or distribution.
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The most popular and widely used measure of representing the entire data by one value is
what most laymen call an average and what the statisticians call the Arithmetic mean
(Gupta, 2000) for a data set, the mean is just the sum of all the observations divided by
the number of observations.

Symbolically,
x =X
N

Where,
X =the population means variable X'
& X = sum of al the observed value of 'X' variable

N = the total number of observations

Standard Deviation
The standard deviation (SD) of a probability distribution, random variable or population
or multiset of values is defined as the square root of the variance. The standard deviation
measures the absolute dispersion, the greater the standard deviation the greater will be the
magnitude of the deviation of the deviation means a high degree of uniformity of the
observation as well as homogeneity of a series and a large standard deviation means just
the opposite. Standard deviation is extremely useful in judging the representative ness of
the means (Gupta, 2000).

_ax -X)?
- N

s = Standard deviation
X = Observation

Symbolically,

Where,

X = population mean for observed value of 'X'

N = total number of observations

& =sum of al values of (X-m)?
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Coefficient of Variation
The coefficient of variation (CV) is the measure of dispersion of a probability distribution
in probability theory and statistics. It is defined as the ratio of the SD to mean. It is
dimensionless number that allows comparison of the variation of populations that have
significantly different mean values. The CV of the exponentia distribution is often more
important than the normal distribution. The CV of an exponential distribution is equal to
its mean, so its CV is equal to 1. Distribution with CV<1 are considered low-variance,

while those with CV>1 are considered high-variance.

Symbolically,

Cv= ~100%

o
X
Where,
s =SD of population
X =Population Mean

Regression
Analysis means the estimation or prediction of the unknown values of one variable. Itisa
mathematical measure of the average relationship between two or more variables in terms
of the original units of data. In regression analysis, there are two types of variables. The
variable whose value is influenced or is to be predicted is called dependent variable and
the variable, which influences the values or is used for prediction is caled the

independent variable.

Simple Regression
The line of regression of X on Y is the line which gives the best estimates of X for any

given amount of Y. the simple regression can be expressed as.

Y (dependent variable) = a (constant) + b;x X; (independent variable) + E (error)
Where, b;=Beta



Multiple Regressions

The multiple regressions can be expressed as.
Y (dependent variable) = a (constant) + bix; + box, + bsxsz + E (error)

Where, X1, X, and X3 are independent variables

Coefficient of Regression
The coefficient ‘b’ which is the slope of regression of Y on X is called the coefficient of
regression of Y on X. it represents the increment in the value of the dependent variable Y
for a unit change in the value of the independent variable X. in other words, it represents

the rate of change. The convenient way to calculate the value of ‘b’ is as follows:

Symbolicaly,

_ndxy-axay

8- @0’
Where,
ax  =sumof all the observed value of 'X' variable
Ay =sumof al the observed value of ‘X' variable
A xQy = sum of all the observed value of X' variable and "Y' variable
(é x)? = sum of the square of observed value of 'X' variable
n = number of the sampled variable.

Standard Error of Estimates

A measure of the estimates so obtained from regression equation is provided by standard

error (S.E.E) of the estimates. Standard error is a word analogous to standard deviation,
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which is a measure of dispersion of observation about the mean of the distribution and

gives us ameasure of the scatter ness of the observations about the line of regression.

3.4.2 Test Model

The daily closing price of each stock has been selected for analysis of share price
behavior. The actua tests of autocorrelation were not performed on the daily prices

themselves but on the first differences of their natura logarithms. The variable of this

study is:
P
R, ;t=Ln—
)
=LNnP,) = Ln[Ppy] i 3.1
Where;
Rt = Price Changes in natural logarithm of stock |
P = Price of stock j. observed at the end of day t.
Pic- =Price of Stock j observed at the end of day t-1
] =1,2,3,4...n
t =1,2,3,4...n
Ln = natural log

It is preferable to analyze the data on the difference of lag prices rather than the raw
prices. Because the changes in the log prices is the yield with continuous compounding
from holding the security for that day (t) and the variability of the simple price changes
for the given stock is probably the function of the price level.
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There are three main reasons for using changes in log price rather than simple price
changes. First, the changes in the log price are the yield, with continuous compounding,
from holding the security for that day. Second, it has shown that the variability of ssmple
price changes for a given stock is an increasing function of the price level of the stock.
Third, for changes less stock (+) 15 percent the changes in log price is very close to the
percentage price changes. Similarly, it is suggested that it is wiser to analyze changes of
logarithms or square root of level. However, the other non-parametric test i.e. run tests
have been performed on the arithmetic first differences.

3.4.3 Test Methodology

The method of analysis employed in this study includes the use of:
Autocorrelation
Run Tests

Serial Correlation/ Autocorreation

Seria correlation is one of the statistical tools used to measure dependence of successive
number in series. It has been widely used to measure the possible dependence in
successive share price change as well. In genera, seria correlation coefficient measures
the relationship between the values of a random variable in time (t) and its value of the
(K) period earlier. It indicates whether the price change at time (t) is influenced by the

price changes occurring (k) period earlier.

For the given time series, the auto correlation coefficient for lagk is;

_ Covariancde, e, ,)
Variance(g)

........................ 3.2

k

Iy
a €€,

— _t=1

a €,

n
o 2
t=1
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N\ variance(e, .e,_,)]

Where,

r, =Auto correlation coefficient

e, =Price changes in natural logarithm of given stock from the end of day (t -1)

to the end of day (t)
k=lagged variables (1,2, 3..........cceevvnnn.n n)
t=time variable (1,2,3.......ccciiiiiiiie, n)

The result of autocorrelation always ranges between +1 and -1. If the computed
coefficient of autocorrelation is near to zero, then it is an indication of independence, i.e.
today’s price is an unbiased outcome of yesterday’s price. But if the computed value
departs significantly from zero, in positive and negative direction causes dependence

among the time series data accordingly either direction.

If the distribution of e, has finite variance, then in very large samples the standard error
of r,isgiven by;

1

(N - k)

SE(r,) =

Where,
S.E.(r,) = Standard Error of Auto correlation coefficient

N=Sample size
k=lag period

TheRun Test Analysis

Statistical tests based on the theory of runs ignore absolute values in the time series and
observe only their signs. That is, they are essentially concerned with the direction of

changes in a given time series. Thus for the present purpose, a run can be defined as a
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sequence of price changes of the same sign preceded and followed by price change of
different sign. In a given share price change series, there are three types of price change
in a series i.e. positive, negative, and no change, thus implying three types of runs.
Therefore, aplus run of length | may be defined as the sequence of positive price changes
preceded and succeeded by either negative or positive or zero price change (Fama, 1965).
Likewise, arun of length | of minus and no-change sign can be defined as a sequence of |
consecutive price changes of the same sign followed and preceded by negative and no-
change sign of price changes. A run test is performed by comparing the actual number of
runs with the expected number of runs on the assumptions that price changes are
independent. If the actual (observed) runs are not significantly different from the
expected number of runs then it is concluded that the successive price changes are
independent. In contrast, if these differences were significant, the price changes would be
dependent. Run test is the non- parametric test that ignores the magnitude of price
changes and observes only direction of changes in a given time series. The difference
between the expected and actual number of runs will be analyzed by the total number of

runs.

Total Number of Runs

Under the hypothesis of independence and on assumption that sample proportions of

positive, negative and no-change are unbiased estimate of the population proportions, the
population proportions, the expected number of runs of all types can be computed as

follows:
Symbolicaly,
é U
sN(N+1) - @n*y
M=¢ . TETT TR TTROrararr o 3.4
e N
8 i
Where,
M . Expected number of runs.
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N : Total number of runs.

n, : Number of price changes of each sign.

The standard error of M is;

N

A 3 N 3
an2+N(N+1);- 2N n/
i u

i=1 i=1

N

n.

1 Qoe
DD> (D
| emb emig

/
,

Q
1

............................ 3.5

NZ(N -1)

3
(D: (D> (D> (D> (D> (D~
[ Y NN N g

For large N, the sampling distribution of the expected number of runs of al types is
approximately normal with mean M and standard error (om) as given by (3.4) and (3.5)
respectively. Thus, the difference between the actual number of runs and the expected

number of runs can be expressed by means of the usual standardized variable.

Symbolicaly,
%R+;9-M
z="% e, 3.6
Om

Where,

R =Total actual no of runs of al signs.

% =Numerator of a discontinuity adjustment.

M =Mean (Expected number of runs).

s,, =Standard error of sampling distribution of runs

For large sample, Z will be approximately norma with mean O and Variance 1.
Therefore, for testing significance of the difference between actual and expected number
of runs, the test statistic employed would be standardized to normal variate Z. the null
hypothesis (i.e., randomness hypothesis) will be rejected or accepted at 5 percent and 1
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percent level of significance in favor of (or against) the alternative hypothesis (non-
random hypothesis) depending on observed values of Z. In addition, for comparison of
actual and expected number of runs, the percentage of K will be employed as,
Symbolicaly,

Here, the term K, is defined as proportionate difference between actual and expected

number of runs.

3.4.4 Hypothesis of the Study

The following hypothesisis set up in this study;

H, : The successive or lagged price changes are independent.
H, : The successive or lagged price changes are dependent.
Where,

H,=Null hypothesis

H, =Alternative hypothesis

Decision:

Decision can be made by comparing the calculated vale of Z with tabulated value of Z. if
the calculated value of Z islessthan equal to tabulated value of Z, it is not significant and
H,is accepted. Otherwisg, it is rejected.

3.4.5 Financial tools

The analysis of the study is based on following financia tools.

Market price per share(MPS)
Market price per share is the current price at which the stock is traded. It is calculated
dividing the total market capitalization by the number of share outstanding.
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Mathematically,
MPS= (Total market capitalization)/ (Number of share outstanding)

Earnings per share(EPS)
The amount earned during the accounting period on each outstanding share of common
stock. It is calculated by dividing the period’s total earnings available for the firm’s

common stockholders by the number of common stock outstanding.

Mathematically,

EPS= (Earning available to common stockholders)/ (Number of common stock

outstanding)

Dividend per share(DPS)
The percentage of earnings the firm pays in cash to its shareholders is known as dividend.
And dividend per share is the rupee earning distributed to common stock holders per
share held by them. It is computed dividing the total dividend distributed to equity
shareholders by the total numbers of equity shares outstanding.

Mathematically,
DPS= (Total distributed dividend to equity shareholders)/ (Total number of equity share
outstanding)

Net worth per share(NWPS)
NWPS is calculated to know the actual worthiness of the shares. It gives the calculation
regarding the actua amount to be invested in the price of the share. Total shareholders
equity is also called net worth, it is calculated through ,ordinary share capital+ preference
share capital+ reserve+ profit and loss a/c of retained earnings-debit balance of p/l alc-
preliminary expenses-discount and commission on issue of shares and debentures.

Mathematically,
NWPS= (Shareholders equity)/ (Number of shares issued)
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Return on equity(ROE)
The return on equity measures the book return to the owners of the firm. It is a “bottom

lineratio in that sense.

Mathematically,
ROE= (Net profit after tax)/ (NET worth per share)

3.5 Limitation of the M ethodology

Like other studies, this study has no exception regarding the limitations. Random
sampling method itself is not free from bias. Only equity shares of commercial banks are
studied, though NEPSE has listed others company too. This study has covered the short

period due to time and economy constraints.
The frequent bands and hartals had led difficulty in data collection process. Political

instability and whims has influenced the trading days of the stock market. Benefits of the

study are limited to those who carry out the research work smoothly.
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CHAPTER -1V
DATA PRESENTATION AND ANALYSIS

This chapter represents the graphs of stock price behavior and volatility analysis of
sample stocks. Similarly, it presents the comparative analysis of the commercial banks
Index and the NEPSE index based on the basic points and other aspect displays the graph
of daily co-movement of commercial banks index and the NEPSE Index. Likewise, it
imparts the details of seria correlation analysis and runs test analysis, with the

calculation of regression and correlation analysis and the various financial indicators.

4.1 Data Presentation and Analysis

4.1.1 Stock price behavior of sample commercial banks

This part presents the individua graphs of samples commercial banks. Graphs clearly
exhibit the series of stock price behavior based on the previously daily closing price of
the stock. The series represents the daily data covering from July 17 2008 to July 17
2009.



Figure4.1l
Daily stock price behavior of BOK
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Figure 4.1 exhibits the daily stock price behavior of the Bank of Kathmandu. The
maximum price is on the date of 08/07/08 as Rs.2809 and the minimum price is on date
of 01/25/09 as Rs.1155.As per the graph the price trend movement is coverage of a
period of one year. As being started from the middle of the month of July there has been
adlightly increase in the price then there was a little fall in the price then again there was
an increase at to the utmost level and afterwards there has been in the price and had been
increase and decrease in the random form. Between the periods from January to April, the
price is a of the lowest level and after the month there has been a positive increment in

the price of the stock.
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Figure4.2
Daily stock price Behavior of EBL
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(Source: Appendix 1)
The figure 4.2 represents the daily stock price behavior of Everest Bank Itd. The
maximum price is Rs.3672 as on date 08/07/08 and the minimum price is on date
01/06/09 as Rs.1855. As seen in the graph the price is at maximum between the month of
July and October and after that there had been in the phase of the decreasing trend
afterwards throughout the period. After the month of April there has been seen an

improving trends in the price.
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Figure4.3
Daily Stock Price Behavior of HBL
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The figure 4.3 represents the daily price behavior of Himalayan bank Itd. The maximum
is 2720 as on date 08/07/08 and the minimum price is 1137 as on date 01/26/09. The
starting phase shows an increasing trend in the price and thereafter shows a decreasing
trend in the price. The lowest price is between the month of January to April and between
the price of 1000 to 1200 and after that there has been in the form of increasing trend and
again in the decreasing trend and again increasing trend.
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Figure4.4
Daily Stock Price Behavior of NIBL
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The figure 4.4 represents the daily price behavior of Nepal Investment Bank Itd. The
maximum price is Rs.3599 as on date 08/07/08 and the minimum price is Rs.1003 as on
date 01/25/09. The stock price of NIBL shows the amount up to the level between 3600
to 3800 and after thereafter there has been in the form of a decreasing trend and reached
the lowest point up to the 1000 level in the month between January and April and
thereafter in the increasing trend and then again in the decreasing trend and again in the

increasing form.
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4.1.2 Volatility of daily stock price

To gain the actual knowledge of the stock, it isimportant to know the movement of stock
and due to this the volatility of stock comes to its analysis. The volatility is calculated
through the calculation of arithmetic mean, standard deviation and coefficient of

variance. The arithmetic mean calculate the average set of values of distribution,

Table4.1
Computation of stock volatility
Banks N* Mean Variance | Std.Deviation | C.V (%)
BOK 234 1778.42 230400 480 26.99
EBL 209 2424.65 232709.76 | 482.4 19.9
HBL 205 1890.57 166553.77 | 408.11 21.59
NIBL 226 1582.1 416760.62 | 645.57 40.8

(Source: appendix 4 (Note: N means total number of observation))

The mean shows the average value for each stock price of the sampled banks. The highest
average value is of EBL (2424.65) and then of HBL (1890.57) and then of BOK
(1778.42) and at last is of NIB (1582.1) bank. The standard deviation indicates the
amount of variability in stock. Among the calculated standard deviation NIB (645.57)
had greater variability than EBL (482.4) than BOK (480) and then HBL (408.11). In
other words it means that volatility comes in the sequence from NIBL to HBL. Only
measuring the absolute variable is not sufficient to conclude the variation in the stock, if
alternative need rel ative measures than comes to the calculation of coefficient of variation
(C.V). Asinthe calculation of variance the NIBL shows a highest and then EBL and then
BOK and at last comes the BOK. Asin the form of the comparison between the standard
deviation and coefficient of variation BOK std. deviation is higher and in case of C.V
NIBL is higher. The computed value of C.V considered as an exponential distribution
whereas, C.V with the distribution less than 1 is considered as low variance. Since all the
caculated C.V islessthan 1 therefore all are considered as low variance.
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4.1.3 Analysisof Co Movement of Commercial Bank Index and NEPSE I ndex

Figure4.5
Analysis of co Movement of Commercial Bank Index and NEPSE I ndex
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(Source: Appendix 1)

In the figure 4.5 Index points describes the commercial index and NEPSE index. The
index series of the commercial bank clearly exhibits that the fluctuation is higher than the
NEPSE index. The maximum daily point of the commercia bank is Rs.1204.79 on
08/06/08 whereas the minimum point is Rs. 561.03 on 01/22/09. In case of the Index
series of NEPSE the maximum daily point is Rs.1175.38 on 08/31/08 and the minimum
daily point is Rs. 609.46 on 01/22/09. From the above figure we can see that the index
point of commercial bank as well as NEPSE is in increasing trend had decreased in the

starting phase and afterwards are in an increasing trend at the end of the period.
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Table4.1

Correlation of Commercial Bank Index and NEPSE | ndex

Variable Correlation Relation Sig/insig
Commercid .088** Positive Sig

bank & NEPSE

Index

** correlation is significant at 0.01 levels (2-tailed)

(Source: Appendix 1)

The calculation of correlation between the Commercia Bank Index and NEPSE Index
shows the positive relation and it is significant at the level of 1%. It means that when the

commercial Bank Index increases NEPSE Index also increases and vice versa

4.2 Regression Equation

4.2.1 Simpleregression equation

One of the aspects of the study is devoted to analyzing how NEPSE is related to Amount
to public issue, Paid up value and Annual turnover. For the purpose, the average slopes
were computed from the linear regressions of returns on NEPSE on various measures
such as Amount to Public issue (PI); Paid up value (PV) and Annua turnover (AT).
NEPSE has been specified as the dependent variable and the independent variables are
specified asPl, PV and AT.

The results are based on time series data of four banks with the observations for the
period of 2004/05 to 2008/09 by using simple regression eguation.

The model is, NEPSE= a + B; (independent variable) + E. Results for various subsets of

independent variables are presented as well.
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Table4.2
Estimated Relationship between NEPSE and Fundamental Variables

Independent | Constant | Regression R? SEE F

Variable (@ Coefficient

Amt(Pl) 437.647 251
433 239.677 2.292

(2.765) (1.514)

Paid up(PV) | 498.931 006
.368 253.043 1.747

(3.495) (1.322)

Turnover(AT) 561.211 .010
121 298.471 412

(3.580) (.642)

Notes: Figuresin parentheses are t- values
The sign * denotes that the results are significant at 5 percent level of
Sgnificance

(Source: Appendix 5)

With respect to the computed regression equations shows that al the beta coefficients
have priori expected signs. Above table shows the simple regression anaysis between
NEPSE and other independent variables. Here, only few beta coefficients are found to be
significant. The above result indicates that PV, Pl and AT are positively related. The
result of t-statistics indicates that PV, Pl and AT al of them have higher explanatory
power. Similarly, adjusted R square (R"2) is .433, .368 and .121 respectively. This
indicate 43.3%, 36.8% and 12.1% variation in dependent variable NEPSE is explained by
independent variable PI,PV and AT respectively.

4.2.2 Multipleregression equation
After examining the simple regression equation among the selected variables, the

multiple regression analysis has been undertaken for the purpose of investigating the

causality between dependent and independent variables. The multiple regressions open
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up several additional options to enrich analysis and make modeling more realistic
compared to the simple regression.

For the purpose, the average slopes were computed from linear regressions of NEPSE on
various measures such as Amount to public issue (PI), Paid up vaue (PV) and Annual
turnover (AT).this model is developed to unravel the separate influence of the various
variables 0 NEPSE.

Table4.3
Estimated Relationships between NEPSE and Fundamental Variables
Mode | Constant Regression Coefficients of R? SEE F
! (@ AMT(PI) | Paid Turn
Up(PV) | Over(AT)
1 43.217 2.215 -.045 -.019
.806 | 242.899 | 1.384
(.086) (.876) (-.605) (-.473)

Notes: Figuresin parentheses aret- values
(Source: Appendix 5)

With respect to the computed multiple regression equations shows that al the beta
coefficients have priori expected sign. The positive regression coefficient indicates tat
there is an increase in the amount to public issue (AMT). The regression constant in
multiple regression NEPSE on PI, PV and AT is43.217. Theresult of t statistics indicates
that none of the selected variable is significant. However, adjusted R square is.806, this
indicates about 80.6% variation is dependent variable NEPSE is explained by
independent variable amount on Public issue (Pl), Paid up value (PV) and Annual
turnover (AT). The values of r sguare range from O to 1. Here R square being 0.806
indicates that the independent variables do explain the dependent variable NEPSE. The
result of multiple regression analysis presented that, the relationship between NEPSE (the
dependent variable) is negative with PV and AT and positive with PI.
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4.3 Test of Random walk hypothesis

As stated in methodol ogy, independence of successive priceis tested using the serial
correlation and run test. In this section, first, result of serial correlation is analyzed and
then of run test.

4.3.1 Analysisof theresult of serial correlation autocorrelation

Autocorrelation technique measures the correlation coefficient among a series of stock
prices with lagged numbers in the time series data. Autocorrelation coefficient for each
day in the sample was computed to test the hypothesis that successive share price changes
independently. It is computed under 1 natural log difference price for lags 1 to 10. If the
observed autocorrelation coefficients among price changes be zero, the hypothesis would
be accepted. It means past prices contain no predictive value regarding the future price
changes which leads that above normal returns cannot be earned by exploiting a sequence
of historical prices. In that situation, the stock market generaly described as weak
efficient. In other words, the price changes is said to be independent when each of
coefficient are found to be zero or close to zero. If the observed autocorrelation
coefficient is departed from zero, it would imply that the successive price changes are
dependant. In this situation the hypothesis will be rejected. It means the market is
inefficient in pricing of shares. Moreover, larger the value of coefficient (both negative
and positive) i.e. departed from zero, greater the dependence in the services of price

changes.

The result of autocorrelation coefficient for daily price series has been computed for lag 1
to 10. The order coefficient shows small serial dependence. It means that if the order
shifted in increasing order, the serial dependence also increased. According to appendix
7, three out of four of the first order coefficient are negative. Likewise, again three out of
four are negative in 2 lag days, two out of four in 3 lag days, one out of four in 4 lag
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days, two out of four in 5 lag days and rest from 7 to 10 lag days. The low number of one
of negative coefficient in the 4 lag number and highest up to threein 1 and 2 lag number
are of negative coefficient present.

However the agreement in the sign among the coefficient for the different securitiesis not
necessary evidence for consistent patterns of dependence. The price changes for different
securities are related to some extent to the behavior of a market component common to
all securities. The auto correlation coefficient of a given securities are partly determined
by the seria behavior of the market component and partly by the serial behavior of
factors pertaining to that securities. Therefore it is desirable to measure the dependence.
Both the judgment of coefficient magnitude and statistical significance test of
autocorrelation coefficients are required to be performed.

Table4.4
Series having significant values of first order to Tenth order Autocorrelation
coefficient

Lag Series having Series having Total
coefficient<2std error | coefficient>2std error | Series
1,234 -
1,234 -
1,234 -
2,34 1
1,234 -
1,24 3
1,234 -
1,234 -
1,234 -
10 1,234 -
Total 38 2
(Source: Appendix 5)
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The above table is derived from the appendix 7 for the distribution of the statistically
coefficient series. The first column indicates the various log days. Out of the total series,
coefficient having less than two or more than two times standard error is given in the
second column which was considered as statistically non significant. In the end, last

column shows the total number of series covered by the study.

The result based on the table4.4 and the appendix 7 presents a different picture. Only 2
out of 40 coefficients are dispersed from the expected value zero. It means these 2
coefficients were statistically significant. It indicates that the day to day fluctuations are
serialy dependent in most of the cases. The remaining 38 correlation coefficients had
value less than two times greater than its computed standard error which was considered
as not statistically significant. Those 2 deviated coefficient and other negative values give
hint that high degree of autocorrelation exists. These coefficients are also significantly
deviated from zero and not statistically significant. It implies that the successive price
changes are dependent. Thus, HO stated in methodology has been rejected and HA been
accepted. Therefore, it can be said that price changes are not independent and historical

price of the stock provide important information in predicting tomorrows price change.

The result of autocorrelation showed that the observed first order coefficients are found
to be reatively larger and statistically significant for most of the stocks. As the
coefficient which shows the predominance of negative signs means that most of the
observed coefficient are departed from zero. Thus we can say that few stocks had mild
serial dependence. It can hardly used for predicting their future course in a meaningful
manner. From the view point of investors, such low order dependence may be enough to
increase their expected profit to some extent. All above evidence related traded stocks
indicate small auto dependence among day to day price changes. This evidence support

that random walk hypothesis model is not appropriate to describe the price behavior.
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4.3.2 Analysis of the Result of Run Test

A run is defined as the sequence of price changes in the same sign. For the stock price
behavior, there are three types of price change pattern namely, positive, negative and
zero. This test is non parametric in nature and is used to examine independence
assumption that the price changes are independent. Testing the hypothesis of
independence, the deviation between the total, actual and the total expected number of
runs are analyzed. There should not be significant difference between the actual and the
expected number of runs to support the hypothesis of the study. The total number of

actual and expected run value of standard error, value of normal variant Z and K are

presented.
Table4.5
Computation of Run Test

Standard R-

No of Actual | Expected | Standard | yariate(z) | M/M

SNO | Banks | Observations | Runs(R) | Runs(M) | Error(s,,) (K)
1 BOK 234 114 126.22 159.56 -0.07 -0.1
2 EBL 209 94 126.16 83.84 -0.38 -0.25
3 HBL 205 84 124.53 114 -0.35 -0.33
4 NIBL 226 95 132.51 134.17 -0.28 -0.28
Total 874 387 509.42 491.57 -1.08 -0.96
Average 2185 96.75 127.36 122.89 -0.27 -0.24

(Source: Calculation of its recorded number based on official record of previous daily

closing price of share transaction in NEPSE (Appendix-1))

As presented in above table, the expected number of runs(M) was higher than the actua
number of runs(R) .the value of Z and K of all companies were also negative. The
average values were -0.27 and -0.24 respectively. It indicates that the actual number of
runs fall short of total expected number of runs. However, the absolute amount of

dependence in the price change is more important than whether the dependence is

57




positive or negative. Therefore, it is desirable to test the values of standard normal variate

Z for significance.

Table4.6
Names of Companies Having Significant Value of Standard Normal Variate Z at
5% & 1% Level of Significance

S.NO | Name of bank Level of significance
5% 1%
1 BOK A A
2 EBL A A
3 HBL A A
4 NIBL A A
Total 4 4

(Note: A indicates that the hypothesis of independence is accepted)
(Source: Appendix 5)

The above table is based on table 4.5. Inspecting the above table, which gives the
information regarding the composition of standardized variable, it can be seen that the
standard normal variate Z is significant (at 5% and 1%) in respect of four sampled banks.
At 5% and 1%level of significance, hypothesis of BOK, EBL, HBL, and NIBL of null
hypothesis are accepted. It is notable that this would imply a positive serial dependence
among the price change. The serial correlation analysis carried out in earlier section and
if the values of autocorrelation is near to zero it is the indication of independence. But if
the value departs significantly from zero, in positive and negative direction it causes

dependence among the time series data accordingly either direction.

The value of standard normal variate Z is presented in second last column of table. The
average value of Z is /0.27/. The value of percentage difference between actual and
expected run are given in last column of atable. Most of the results are quite large due to
the values of actual runs over expected runs values. All values of Z as well asK arein
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negative sign. The percentage difference varied from lowest 10% to highest 33%.

However mean absolute value of K is/0.24/.

Table4.7
Result of Percentage Difference between the Actual and Expected Number of Runs

as Proportion of Expected Number of Runs

Percentage of inequalities and Equalities of K Number of K

K having percent difference <= 10 1

K having percent difference <=28 2

K having percent difference > 30 1
Total 4

(Source: Appendix -1)

This table indicates that the percentage difference between actual and expected number of
runs are quite higher. Out of four stocks, only one stock is less than or equal to 10%.
Three out of five stocks are less than 28%. One stock out of four stocks is greater than
30%. In conclusion, there is significance difference between expected and actual number
of runsin the daily price change series. These evidences suggest that the random or weak
efficient market hypothesis does not support the daily closing stock of NEPSE. In
genera, the result shows that there is a significant difference between actual and expected
number or runs in the series of price change. Based on these findings, these companies do

not follow random walk model, but support the result based on autocorrelation analysis.
4.4 Analysis of thefinancial indicators

To gain the actual knowledge regarding the movement of the shares some financial and
statistical tools are used to analyze the stock price behavior. Therefore this part presents

the computation of mean, standard deviation and coefficient of variation of EPS, MPS,
DPS, NWPS and ROE of sampled commercia banks.
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Table4.8

Calculation of financial indicators of BOK

Year EPS(RS) | MPS(RS) | DPS(RS) | NWPS(RS) | ROE (%)
2004/05 30.1 1825 10 213.6 14.09
2005/06 43.67 2350 15 230.67 18.93
2006/07 435 1375 18 164.68 26.41
2007/08 59.94 850 20 22251 26.94
2008/09 54.68 430 211 206.25 26.51

M ean 46.38 1366 13.02 207.54 2258

SD 11.55 761.82 7.17 25.66 5.8

CV 0.25 0.56 0.55 0.12 0.26

(Source: Annual Report of BOK)

The average EPS earned by this bank during the study period is 46.38. The standard
deviation is 11.55 and the coefficient of variation is 0.25. The 25% of EPS explains that
there is light risk involved in earning capacity of the BOK. During the study period, the
mean MPS of 5 years analysis period is Rs 1366. The standard deviation, which measures
the total risk of the particular observation, is 761.82. The coefficient of variation indicates
per unit’s risk of return that is 0.56. The 56% of EPS explains that there is more than light
fluctuation in MPS of BOK in the study period. The average DPS is 13.02 and the total
risk involved in DPS to the shareholder is 7.17 which is measured by standard deviation.
The coefficient of variation is 0.55 which indicates that there is 55% is fluctuation in DPS
of BOK during the study period. The average of NWPS is 207.54 with a standard
deviation of 25.66. The coefficient of variation is 12% which indicates that there is no
more risk involved in NWPS of the BOK. Its means there is light fluctuation in NWPS of
BOK during the study period. The average ROE is 22.58 and the standard deviation is
5.8. The coefficient of variation is 0.26 i.e. 26% which indicates that there is fluctuation
in ROE.
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Table4.9

Calculation of financial indicators of EBL

Year EPS(RS) | MPS(Rs) | DPS(%) | NWPS(RS) | ROE (%)
2004/05 54.22 870 0 219.87 24.66
2005/06 62.78 1379 25 217.67 28.84
2006/07 78.42 2430 10 280.82 27.93
2007/08 91.82 3132 20 321.77 28.54
2008/09 99.99 2455 30 313.64 31.88

M ean 77.45 2053.2 17 270.75 28.37

SD 19.17 911.28 12.04 49.88 258

CV 0.25 0.4 0.71 0.18 0.09

(Source: Annual Report of EBL)

The average EPS of EBL is Rs. 77.45 earned by this bank during the study period. The
standard deviation is 19.17 and the coefficient of variation is 25% this explains that there
is low risk involved in earning capacity of EBL. During the study period of EBL, the
mean MPS of five years analysis period is Rs. 2053.2 with the standard deviation of
911.28. The coefficient of variation is 0.44 i.e. 44% which shows that there is low risk
involved in market price of share for the investors and the shareholder of the bank. The
mean DPS is Rs. 17 with the standard deviation of 12.04. The coefficient of variation is
71% which indicates that there is very high fluctuation in DPS of this bank. The average
NWPS of this bank is Rs. 270.75 with the standard deviation of 49.88. The coefficient of
variation is 18% which indicates that there is low risk involved in NWPS of this bank.
The average of ROE and the standard deviation are 28.37 and 2.58 respectively. The
coefficient of variation is 9% which explains that there is low risk involved in ROE of
this bank.
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Table4.10

Calculation of financial indicators of HBL

Year EPS(RS) | MPS(Rs) | DPS(RS) | NWPS(RS) | ROE (%)
2004/05 47.91 920 1158 239.59 20
2005/06 59.24 1100 30 228.72 25.9
2006/07 60.66 1740 15 264.74 22.91
2007/08 62.74 1980 25 247.95 253
2008/09 61.9 1760 12 256.52 24.13

M ean 58.49 1500 18.72 2475 23.65

SD 6.06 461.52 8.32 14.09 2.34

CV 0.1 0.31 0.4 0.06 0.1

(Source: Annual Report of HBL)

The average EPS earned by the bank is Rs. 58.49 during the study period. The standard
deviation of the EPS is 6.06 and the coefficient of variation of this bank is 0.1 i.e. 10%.
The 10% of EPS explains that there is very low risk involved in earning capacity of HBL.
During the study period of HBL, the mean MPS of five years analysis period is Rs. 1500.
The standard deviation is 461.52 and the coefficient of variation is and the coefficient of
variation is 31%. The 31% CV indicates that there islow risk involved in market price of
the share for the investors and shareholders of the bank. The average DPS is Rs.18.72
with the standard deviation of 8.32. The coefficient of variation is 44% which indicates
there is a more than little bit of fluctuation in DPS during the study period. The average
NWPS is 247.5 with standard deviation is 14.09. The coefficient of variation is 0.06 i.e.
6% which indicates that there is very low fluctuation in NWPS during the study period.
The average ROE is 23.65 with a standard deviation 2.34. The coefficient of variation is
0.1 that is 10% which indicates there is low degree of fluctuation in ROE.
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Table4.11

Calculation of financial indicators of NIBL

Year EPS(RS) | MPS(Rs) | DPS(RS) | NWPS(RS) | ROE (%)
2004/05 395 800 125 200.8 19.67
2005/06 59.35 1260 20 239.67 24.76
2006/07 62.57 1729 5 234.37 26.7
2007/08 57.87 2450 75 223.17 25.93
2008/09 37.42 1388 20 162.35 23.05

M ean 51.34 1525.4 13 212.07 24.02

SD 11.9 614.79 6.94 3155 2.79

CV 0.23 0.4 0.53 0.15 0.12

(Source: Annual Report of NIBL)

The average EPS earned by this bank during this study period is 51.34. The standard
deviation is 11.9 and the coefficient of deviation is 23%. The 23% of EPS shows the
there is light risk involved in earning capacity of the NIBL. During the study period of
NIBL, the mean MPS of five years analysis period is 1525.4 that mean average MPS is
Rs.1525.5. the standard deviation is 614.79 and the coefficient of variation is 40% which
indicates that there is a risk involved in market price of share for the investors and the
shareholder of the bank. The average DPS of this bank is Rs.13. the standard deviation
measures the total risk involved in dividend is 6.94. The coefficient of variation is 53%
which indicates that there is larger fluctuation in DPS. The average of NWPS is Rest.
212.07 And standard deviation is 31.55. The coefficient of variation is 15% which
indicates that there is less fluctuation in NWPS. The average of ROE is 24.02 and the
standard deviation is 2.79. The coefficient of variation is 12% which indicates there is
little fluctuation in ROE of the bank during the study period.
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4.4.1 Correlation analysis

The correlation analysis is generally used to describe the degree to which one variable is
related to another. In statistics, it is used to order to depict the co-variation between two
or more variable. It also measures the extent to which one variable affects the other one.

It also indicates the relationship is significant or insignificant.

Table4.12
Correlation Analysis of BOK
Variables Correlation(r) Relation Coef.fici?nt of Sig/insig
deter mination(r™2)
MPS& EPS 0.101 Positive 0.0102 Insignificant
MPS&DPS 0.330 Positive 0.1089 Insignificant
MPS&NWPS -0.092 Negative 0.0085 Insignificant
MPS& ROE 0.151 Positive 0.0228 Insignificant

(Source: Calculation based through the Annual Trading Report)

The correlation of MPS with EPS and DPS is 0.101 and 0.330 respectively during the
study period of BOK. It means there is a positive correlation between them. The
coefficient of variation of MPS with EPS and DPS is 0.0102 and 0.1089 respectively
which indicates that the MPS of BOK is not deeply affected by EPS and DPS. In other
words nearly 1% and 11% of total changed in MPS is due to the effect of EPS and DPS.
The higher portion of total changed on MPS is due to the effect of other factor. The
variable MPS is uncorrelated with the variable EPS and DPS that means the correlation
of MPS with EPS and DPS are insignificant. The correlation between MPS and NWPS is
-0.092 that means that there is an inverse relationship. It means that when NWPS
increases MPS decreases and voice versa. The coefficient of determination is 0.0085
which indicates that 0.85% change in MPS is explained by NWPS and remaining change
in MPS is due to other factors. The correlation between the MPS and ROE is 0.151 which
shows the positive relation. It shows that MPS is insignificantly correlated with ROE and
the coefficient of determination is 0.0228 which means 2.28% variation MPS is explained
by variation in ROE.




Table4.13

Correlation Analysisof EBL

Variables Correlation(r) Relation Coef.flcu'ent o Sig/lnsig
determination(r™2)
MPS&EPS 0.657 Positive 0.43 Insignificant
MPS&DPS 0.468 Positive 0.22 Insignificant
MPS&NWPS 0.450 Positive 0.2 Insignificant
Significant at
MPS&ROE 0.936 Positive 0.88 0.05 level (2
tailed)

(Source: Calculation based through the Annual Trading Report)

During the study period, the correlation between MPS and EPS of EBL is positive which
is 0.657 and the determination which shows nearly 43% variation in MPs which is
explained due to the variation of EPS. The correlation between MPS and EPS is
insignificant. The association between MPS and DPS is positive (0.468) and that means
that 46.8% variation in MPS is explained due to change in DPS. The correlation of MPS
and NWPS is 0.2 or 20% which represents the positive relationship. The correlation
between MPS and ROE is 0.936 which shows higher degree of positive relationship and
also significant at 5% level of significance (2 tailed). The coefficient of determination is

0.88 which means 88% variation is explained by variation in ROE ratio.

Table4.14
Correlation Analysis of HBL
Variables Correlation(r) Relation Coef.fici(-ent of Sig/insig
deter mination(r™2)

MPS&EPS 0.395 Positive 0.1560 Insignificant

MPS&DPS 0.000 Positive 0.0000 Insignificant
MPS&NWPS -0.592 Negative 0.3505 Insignificant

MPS& ROE 0.788 Positive 0.6209 Insignificant

(Source: Calculation based through the Annual Trading Report)
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The correlation between MPS and EPS is positive with 0.395 and the coefficient of
determination is 0.156 that means 15.6% of the total changed on MPs is due to the effect
of MPS. So that we can say the MPS is not highly affected by EPS and remaining change
in MPS is due to other related factors. The correlation between MPS and EPS is
insignificant. The correlation between MPS and DPS shows that there is no correlation
between them and the total change is due to the other factors that mean they are inversely
related. The correlation between MPS with NWPS is -0.592 it shows there is very low
degree of negative relationship. The coefficient of determination is 0.3505 that means
35.05% change in MPS is explained by inverse change in DPS. The correlation between
MPS with ROE is 0.788 which shows that there is high degree of positive relationship
between them. The coefficient of determination between MPS and ROE is 0.6209 that
means 62.09% variation in MPS is explained by variation in ROE.

Table4.15
Correlation Analysisof NIBL
Variables Correlation(r) Relation Coef.fici('ent o Sig/insig
determination(r™2)
MPS& EPS -0.488 Negative 0.2381 Insignificant
MPS&DPS -0.538 Negative 0.2894 Insignificant
MPS&NWPS -0.444 Negative 0.1971 Insignificant
MPS& ROE -0.405 Negative 0.1640 Insignificant

(Source: Calculation based through the Annual Trading Report)

During the study period the correlation of MPS with EPS, DPS, NWPS and ROE are
negative respectively .these al shows the low degree of negative relationship. The
coefficient of determination of MPS with EPS and DPS are 0.2381 and 0.2894 which
indicates that nearly 23.81% and 28.94% variation in MPS is explained by variation in
EPS and DPS respectively. The correlation of MPS with NWPS and ROE are -0.444 and
-0.405. These al shows the low degree of negative relationship. The coefficient of
determination is also 0.1971 and 0.1640 which indicates that nearly 19.71% and 16.4% in
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MPS is explained by variation in NWPS and ROE and al of the correlation are

insignificant.

4.5 Major Findingsof the Study

The major findings of the study are as follows:

1.

The graph of al the sampled commercia banks shows the downward movement
of the trend line and this exhibits the increasing trend in the price of the stock.

The computed value of SD and CV indicates the variability and volatility of the
stock. The CV of the share price indicates that al the stocks are low variance as
the computed CV is less than 1. The mean shows that the average value for each
stock price. The highest average value is of EBL whereas the lowest average
value is of NIBL. The standard deviation indicates the amount of variability in
stock. Among the computed standard deviation of the sampled banks, the standard
deviation the highest is of EBL i.e.994.95 and is of lowest is of HBL i.e.492.33
and comes in between is of BOK i.e.812 and isof NIBL i.e.667.97.it conveys the
results that the most volatile stock is of EBL and least volatileis of HBL.

The daily co movement of the series of indices has exhibited the fluctuation of
Commercial bank Index and NEPSE Index. The correlation between them shows
the significance. That’s why they have the same volatility. The correlation shows
that they are positive correlated and they are significant at the 0.01level.

Simple Regression as well as Multiple Regressions has been calculated between
NEPSE, Amount on Public Issue (PIl), Paid up Vaue (PV) and Annua Turnover
(AT). The regression coefficient is as 0.251, 0.006 and 0.010 respectively and
they al are positive coefficient which indicates that one rupee increase/decrease
in the independent variabl e affects the dependant variable NEPSE. The coefficient
of determination indicates the total variation in the variation in the variables and
the higher t-value also shows the relationship is statistically not significant.

The result of t-statistic under ssmple regression indicates that the variable Pl and
AT have higher explanatory power. Similarly, adjusted R square is 0.433, 0.368
and 0.121 respectively. This indicates that 43.3%, 36.8% and 12.1% variation in
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10.

11.

dependant variable NEPSE is explained by independent variables PI, PV and AT
respectively. Whereas, the results of t statistics on multiple regression indicate that
none of the selected variable is significant. However, adjusted R square is .806, this
indicates about 80.6 variation is dependant variable NEPSE is explained by
independent variable Amount on Public Issue (PI), Paid up (PV), and Annua
Turnover (AT) respectively.

The first order autocorrelation coefficient, for most of the equity shares is statistically
significant from expected value zero. The evidence pertaining to most of the shares
indicates serial dependence. Thus, this evidence suggests that the Nepalese market
does not accept random walk hypothesis and some price changes can even predict
some vauable information in predicting future price changes. Therefore,
opportunities for speculation exist for sophisticated investors in Nepalese stock
market.

The total numbers of actual and expected runs are statistically significant for most of
the shares, which implies that price changes are significantly different from random
series. Results of run test also support the result of autocorrelation. Therefore, today’s
price change is dependant on the information of yesterday’s price.

The mean absolute values of the correlation are lower when lag days are increased.
This means the information of past price change have little role to predict changes for
longer days.

There include low order serial dependence, which helpsin certain extent to increase
investors expected profit.

Due to the reason that the persistence hypothesis has been supported by the result of
autocorrelation and the run test, professional investor’s either individual or
institutional can beat the market. Therefore, to make greater profit than ‘naive buy
and hold strategy’, acute fundamental or other analysis are required which accurately
predicts the appearance of the new information in the market that affects the price of
shares.

The study shows that the CV of BOK Index is high among the selected banks Index.
This implies that there is high risk associated in the sample bank Index, which
indicates that this bank is very sensitive in the Nepalese stock market and then comes
EBL & NIBL, whereas the CV of HBL is low, which means that there involves low
risk and its stock is strong in the Nepal ese stock market.
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12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

With the comparison between the Commercial Bank Index and the NEPSE Bank
Index, the study shows that Commercial Bank Index is highly fluctuated than the
NEPSE Index and is highly sensitive in the Nepal stock exchange and both the Index
are interrelated with each other in the positive form.

The CV of the banks indicates that the MPS of the selected banks are not stable. The
CV ranges from 31% to 56%.The HBL bank has the lowest CV and which involves
low risk and BOK bank has the highest risk which involves the highest risk. EBL and
NIBL are considered to be at the moderate risk.

The CV of EPS of the HBL banks involves low risk and BOK and EBL are as
consistent high risk and NIBL is at moderate risk.

The DPS of HBL has the lowest CV and BOK has the highest. This means that HBL
has higher fluctuation and indicates that these banks common stocks are riskier. And
least CV of HBL indicates that this bank has highest consistency in paying the
dividend.

The fluctuation in NWPS of EBL is quite high and of HBL bank is quite low. This
means that EBL has high fluctuation and HBL has maintained consistency than other
selected banks.

The CV of ROE is higher of BOK and that of lowest of HBL bank. It means that
there ismore variability in ROE asit ranges from 10% to 26%.

The MPS of BOK is positively related with EPS, DPS, MPS and ROE whereas it is
negatively correlated with NWPS. All the correlation is insignificant. This indicates
that MPS largely does not depend on these variables.

The MPS of EBL is positively related with the other financial indicators and it is
significantly related with the ROE. It means that MPS has effect on the financia
factor of ROE.

For HBL, the MPS is positively related with EPS, DPS and ROE and negatively
related with the NWPS. And the relation between all these factors is insignificant
with the MPS correlation.

The MPS of NIBL is negatively correlated with EPS, DPS, NWPS and ROE. All
these correlation are not significant. So, the MPS is not largely depends on these
variables.
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CHAPTER YV
SUMMARY CONCLUSION AND RECOMMENDATION

5.1 Summary

This study is concluded to reveal the current status of stock price behavior in Nepal stock
exchange. This study mainly aims at examining the stock price behavior of commercial
banks in Nepal and to test whether successive price changes are dependent or not and to

analyze the different financial indicators.

The specific objectives of the study are as:

To study and analyze the stock price movement of the commercia banks.

To analyze the stock volatility of the stock

To analyze the co-movement of commercial bank and the NEPSE index.

To study and analyze the relationship of NEPSE with independent
variables(Amount of public issue; Paid up value and Total turnover)

Analysis of Random walk hypothesisto know the market efficiency.

To analyze correlation among various financial indicators (EPS; DPS; NWPS,
ROE; MPS).

The required data are taken from the website of the Nepal stock exchange, its annual
report and the financia report of the four different banks, various publications of
securities board of Nepa. To make the study more effective Review of national and

international journals, books as well as masters dissertations are studied.

Both the analytical and descriptive research designs are adopted to carry out this study.
The stock market performance is examined by analyzing the number of listed companies
in NEPSE. Statistical tools as well as the model are used to analyze the behavior of share
price of the sampled banks. Run test is used to know whether the movement of market
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price of stock is random is not. Autocorrelation test is done to find the dependence of the
price changes. In short, it analyzes whether the price changes are linearly correlated or
not. To this end, the independent assumption examines the successive prices in natural
logarithm of shares of four commercial banks listed in NEPSE. The regression,

autocorrelation and the run test were adopted as test methodol ogy.

To test the independent assumption, the seria (auto) correlation coefficient was estimated
among the first difference of log prices for different lags. The estimated autocorrelation
were found significantly deviated from the expected value zero. It means that the log
price series of shares were serialy dependent. Therefore, the random walk model was not
accepted for most of the cases. The run test was also conducted to test the hypothesis of
randomness. For this purpose, percentage difference between actual and expected number
of runs were observed. So, the series was found to be non random and the evidence did

not support the assumption of independence.

The result of seria correlation test and run test did not support the hypothesis of
independence. The result however demonstrated that the successive price changes are
dependent with historical price series. Thus, the hypothesis of randomness was aso
rejected. It is also important to note here that in some cases two tests have different
conclusions. Such differences may arise from two ways. Firstly, the autocorrelation was
only clam to investigate whether or not the price changes are linearly correlated.
Secondly, the run tests help to find out whether the price changes follow some trend, not

necessarily linear.

Regarding the analysis of the correlation between the commercial bank index and the
NEPSE Index the result indicates that it is significant at 0.01 levels. Comparison between
NEPSE and commercia bank index, it isfound that commercial bank is highly fluctuated
than the NEPSE index. But both NESE and commercial bank index move together and

also shows well performance in the long run in the Nepal ese stock market.
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There is no consistence performance in the relationship of MPS with EPS, DPS, NWPS
and ROE for the sampled banks. The calculated part of mean, standard deviations and

coefficient of variation differs accordingly with the calculation.

The correlation analysis of BOK indicates that of MPS with EPS, DPS, NWPS and ROE
is insignificant and it is negative with the NWPS. So, it means that MPS is not largely
dependent on this variable. The MPS of EBL has high correlation with ROE and is
significant at 0.05 levels. MPS depends on ROE. The correlation of MPS with EPS, DPS
and ROE is non significant which indicates that MPS does not depend on it. The MPS of
HBL is negatively correlated with NWPS and is insignificant and MPS with EPS, DPS,
ROE is aso insignificant with others indicators. The MPS of NIBL with EPS, DPS, ROE
and NWPS is negatively correlated and it indicates that MPS does not depend in these

indicators.

The risk per unit of return and total risk for the investors are different in different sample

banks which have been shown by the coefficient of variation and standard deviation.

From the data analysis, investor’s views regarding the decision on stock investment and
the factors that impact on stock price are identified. The investors in Nepal invest in
securities without analyzing the position of the company. Factors that impact on stock
price are earnings, dividends, market price of the share increase with the information on
future prospects, share price and banking sector have higher share price than other sector.
Similarly, there are the other environmental factors that impact on share price. Such
factors are political instability, uncertainty, strike, bands, demonstration and demand and
supply of the share rumors, change in management of the share of a bank, government

policy affects the share price.

5.2 Conclusions

This thesis paper addressed stock price behavior of commercial bank in Nepal. This is
based on the study of four commercia banks whose stock are listed and traded in stock
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market. The random walk hypothesis or weak efficient market hypothesis of share price
behavior has been tested to get answer whether successive daily price changes of
commercial banks shares were dependant or not. This independent assumption of the
study has been tested by the autocorrelation and run tests. The dependence in the series of
price changes implies that the price changes in the future will be dependant with the
historical price. Thus, the information of historical price is helpful to predict future price
of the shares. Therefore, sufficient opportunities are available to individuas or
institutional investors to make higher expected profits in future based on those past price
series. The analysis of the financial indicator’s gives the advantages to the investors to
analyze the share price and its return in the investment part to take the maximum

advantage by investing in the appropriate share for maximization of return.

From the study it shows that in the early phase of the study, the stock price has drastically
decreased but with the passage of time it indicates movement in the positive but slowly
rising form. As with the comparison between NEPSE and Commercial Bank Index, it
indicates that commercial Bank Index is highly fluctuated with the NEPSE Index but is
positively correlated with the significant at the level of 0.01.

Therisk per units of return and total risk for the investors are different in different sample
a bank which has been shown by the coefficient of variation and standard deviation. As
the profitability ratio should be carefully kept in mind by the bank so that the investors

can be attracted in the long run of investment.

5.3 Recommendation

The findings of this study provide important information for those who are directly or
indirectly concerned with the stock market activities. Thus, major recommendation is as
follows:

1. Political stability should be maintained by the government for the devel opment of

securities of securities market. As there have been seen strikes, bands and chakka
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jam, which affects the market in the negative term (as been the closure or less
transaction in these days); so these kinds of things should be abolished.

. Observation of volatility indicates that sample stocks exhibit large variation in
their prices. They are not doing well. Therefore the stock of the concerned bank
should analyze and monitor the causes of the variation.

. Asthere had been seen the rapid change in the stock price of the share, the actual
cause should be analyzed and keep it for the future reference.

. Since the movement of the share price is affected by so many factors, the
investors should analyze the previous prices listed in the stock market and the
performance of the concerned bank to make decision in regarding of the
investment in the share.

. The computed SD and CV have decided that the Index of commercial sectors
fluctuates more than NEPSE Index. The perfect positive correlation between them
is observed. This implies the prosperity in the stock market. The series of
commercia bank Index indicates the dominance of its position.

. Nepalese stock market is not fully efficient in pricing shares. Both the tests seria
correlation and run test have shown the results. Therefore it is suggested that the
smart investors should take benefits of the short term speculation. It is also
recommended that the stock market makers should carry out the research work to
find out the causes of inefficiency.

. The tests of both autocorrelation and run tests findings shows that the successive
price changes are dependant with the price of the historical changes. So, it is
recommended that the investors should consult with the fundamentalist and
technical analyst before the investment is made in any share listed in stock
market.

. As the coefficient of variation is the mgjor determination for the calculation of
risk, so it is recommended that the entire bank should analyze periodically and try
to minimize the risk by proper handling of the overall performance of the bank.

. The banks had to be careful regarding the profitability ration. If these ratios are
unduly low then it would negatively affect the share price movement in the stock
exchange of the concerned bank.
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APPENDI X-1

Daily Share Previously Closing Prices

DATE BOK EBL HBL NIBL
7/16/08 2350 3132 1980 2440
07/17/08 2400 2965 2135 2571
07/20/08 2460 2951 2200 2640
07/21/08 2399 2960 2170 2620
07/22/08 2414 2935 2140 2606
07/23/08 2300 2861 2095 2620
07/27/08 2400 2840 2120 2660
07/28/08 2411 2930 2250 2700
07/29/08 2425 2930 2220 2686
07/30/08 2460 3030 2275 2700
07/31/08 2485 3225 2493 2760
08/03/08 2630 3425 2500 2781
08/04/08 2614 3310 2460 2860
08/05/08 2652 3480 2550 3146
08/06/08 2754 3500 2674 3272
08/07/08 2809 3672 2720 3599
08/10/08 2601 3600 2600 3430
08/11/08 2600 3570 2500 3235
08/12/08 2650 3400 2550 3450
08/13/08 2630 3301 2515 3400
08/14/08 2610 3305 2560 3300
08/18/08 2649 3370 2546 3281
08/19/08 2585 3270 2531 3155
08/20/08 2500 3250 2449 3120
08/21/08 2560 3226 2511 3150
08/24/08 2536 3200 2470 el
08/25/08 2451 3170 2510 el
08/26/08 2472 3220 2490 el
08/27/08 2451 3160 2470 3156
08/28/08 2420 3140 2400 2100
08/31/08 2470 3110 2420 2310
09/01/08 2595 3230 2463 2541
09/02/08 2565 3190 2450 2495
09/03/08 2530 3200 2530 2525
09/04/08 2475 3185 2470 2466
09/07/08 2530 3175 2410 2460
09/08/08 2540 3100 2410 2470
09/09/08 2550 3100 2460 2400
09/10/08 2530 3083 2550 2380
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09/11/08 2460 3105 2530 2358
09/15/08 2545 3125 2491 2352
09/16/08 2499 3102 2479 2300
09/17/08 2475 3112 2450 2280
09/18/08 2450 3120 2445 2230
09/21/08 2550 3085 2470 2285
09/22/08 2500 3039 2480 2255
09/23/08 2465 3010 2480 2230
09/24/08 2450 2991 2490 2211
09/25/08 2400 2970 2490 2150
09/28/08 2495 2950 2480 2150
09/29/08 2365 ol 2475 2175
10/01/08 2400 2949 2480 2210
10/05/08 2415 FrA 2490 2244
10/13/08 2400 2950 ool 2285
10/15/08 2330 2860 2500 2245
10/16/08 2360 2975 2455 2220
10/19/08 2361 3033 2450 2200
10/20/08 2301 2940 2395 2150
10/21/08 2210 2850 2290 2100
10/22/08 2215 2900 2320 2125
10/23/08 2255 2958 2300 2170
10/26/08 2274 3000 2285 2213
10/27/08 2299 2856 2300 2220
11/02/08 2299 2950 2300 2110
11/03/08 2280 FrA 2310 1300
11/05/08 2255 ool 2280 1430
11/06/08 2205 FrA 2252 1450
11/09/08 2201 FrA 2200 1440
11/10/08 2090 ool 2150 1400
11/11/08 2029 FrA 2125 1300
11/12/08 2170 ool 2200 1310
11/13/08 2200 2400 2165 1370
11/16/08 2190 ool 2100 1331
11/17/08 2167 ool 2058 1290
11/18/08 2080 2352 2020 1270
11/19/08 2097 ool 2050 1200
11/20/08 2075 FrA 2030 1240
11/23/08 2060 ool 2010 1218
11/24/08 2010 FrA 1950 1200
11/25/08 1901 ool ool 1185
11/26/08 1840 ool 1935 1160
11/27/08 2024 FrA 1960 1201
11/30/08 1840 ool 1935 1160
12/01/08 1999 2303 1965 1315
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12/02/08 2190 2123 1880 1350
12/03/08 2121 2125 1886 1345
12/04/08 1500 2157 1940 1380
12/07/08 1490 2200 1945 1357
12/08/08 1420 2200 1908 1350
12/10/08 1400 2200 1900 1314
12/11/08 1410 2127 1880 1300
12/14/08 1395 2180 1850 1321
12/15/08 1395 2137 1830 1325
12/16/08 1390 2095 1850 1300
12/17/08 1371 2054 1840 1260
12/18/08 1340 2070 1800 1271
12/21/08 1340 2009 ool 1256
12/22/08 1270 FrA FrA 1225
12/23/08 1255 1946 ool el
12/24/08 1258 1935 ool 1110
12/28/08 1255 1900 FrA 1220
12/29/08 1270 1900 ool 1201
12/31/08 1300 1900 FrA 1205
01/01/09 1325 1900 ool 1181
01/04/09 1335 1910 FrA 1200
01/05/09 1290 1875 ool 1200
01/06/09 1315 1855 ool 1197
01/07/09 1308 1890 FrA 1180
01/08/09 1324 1901 ool 1180
01/11/09 1325 FrA 1800 1190
01/12/09 1300 1900 1520 1175
01/13/09 1297 1954 FrA 1155
01/15/09 1283 2026 1465 1160
01/18/09 1240 1947 1445 1080
01/19/09 1280 1951 FrA 1105
01/20/09 1271 2069 1415 1100
01/21/09 1270 2028 1275 1101
01/22/09 1250 1988 1235 1020
01/25/09 1155 2010 1141 1003
01/26/09 1205 1930 1137 el
01/28/09 1300 1920 il 1030
02/01/09 1342 2035 FrA 1133
02/02/09 1285 1975 1167 1140
02/03/09 1330 2005 FrA 1110
02/04/09 1295 1960 ool 1110
02/05/09 1310 1960 ool 1135
02/08/09 1313 2007 1261 1150
02/09/09 1325 2060 1337 1195
02/10/09 1324 1990 1390 1178
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02/11/09 1334 1960 1441 1195
02/12/09 1350 1990 1469 1201
02/15/09 1340 2015 1456 1200
02/16/09 1379 2015 1475 1215
02/17/09 1400 1990 1525 1230
02/19/09 1484 2050 ool 1250
02/22/09 1511 2040 1586 1300
02/24/09 1555 2080 1600 1336
02/26/09 1500 2066 1610 1310
03/01/09 1455 2120 1560 1285
03/02/09 1435 2060 1570 1215
03/03/09 1450 2020 1571 1215
03/04/09 1422 1982 1599 1200
03/05/09 1460 2000 1561 1200
03/08/09 1479 2000 1570 1200
03/09/09 1450 2040 1580 1200
03/11/09 1430 2015 1545 1210
03/12/09 1406 2120 1560 1205
03/15/09 1415 2040 1535 1190
03/16/09 1435 1960 1534 1186
03/17/09 1426 1999 FrA 1185
03/18/09 1440 2000 1504 1206
03/19/09 1445 2001 1520 1195
03/22/09 1425 1981 FrA 1185
03/23/09 1490 2050 1590 1210
03/24/09 1455 2090 1575 1220
03/25/09 1465 2110 1582 1224
03/29/09 1499 2071 1580 1215
03/30/09 1499 2001 1535 1194
03/31/09 1487 2002 1550 1190
04/01/09 1477 2015 1560 1195
04/02/09 1487 2012 1591 1180
04/05/09 1437 2040 FrA 1180
04/06/09 1459 2100 1565 1200
04/07/09 1440 2085 1545 1155
04/08/09 1416 2155 1530 1178
04/09/09 1444 2190 1536 1170
04/12/09 1420 FrA 1570 1170
04/13/09 1426 2188 1560 el
04/16/09 1445 FrA 1560 1170
04/19/09 1427 2230 1561 1185
04/20/09 1431 2059 1570 1180
04/21/09 1450 FrA 1575 1208
04/22/09 1425 2080 1590 1195
04/23/09 1397 2060 1580 1195
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04/26/09 1405 2131 1595 1180
04/27/09 1361 2100 1565 1145
04/28/09 1374 2100 1510 1130
04/29/09 1420 2100 1525 1152
04/30/09 1372 2100 1540 1155
05/03/09 1420 2100 1550 1145
05/04/09 1390 2145 ol el
05/05/09 1400 2199 1490 1115
05/06/09 1450 2156 1520 1157
05/07/09 1400 2240 1520 1190
05/10/09 1396 2284 1550 1205
05/11/09 1427 2325 1520 1205
05/12/09 1415 2190 1500 1195
05/13/09 1415 2147 1475 1195
05/14/09 1414 2174 1504 1172
05/17/09 1420 2125 1500 1172
05/18/09 1450 2167 1550 1180
05/19/09 1510 2243 1560 1224
05/20/09 1485 2200 1595 1209
05/21/09 1463 2200 ool 1205
05/24/09 1451 2240 1580 1197
05/25/09 1482 2350 1585 1220
05/26/09 1549 2340 1620 1260
05/27/09 1600 2370 1685 1300
05/28/09 1600 2450 1853 1410
05/31/09 1590 2400 1705 1332
06/01/09 1520 2399 1705 1310
06/02/09 1520 2400 1700 1301
06/03/09 1535 2305 1703 1300
06/04/09 1535 2300 1690 1297
06/07/09 1516 2290 1699 1280
06/08/09 1475 ool 1633 1245
06/09/09 1525 2315 1600 1208
06/10/09 1510 2300 1630 1220
06/11/09 1529 2300 1602 1215
06/14/09 1530 2300 1630 1215
06/15/09 1509 2345 ool 1190
06/16/09 1495 2299 1610 1180
06/17/09 1520 2305 1580 1157
06/18/09 1540 2345 1605 1177
06/21/09 1520 2303 1615 1190
06/22/09 1505 2270 1585 1176
06/23/09 1495 2340 1590 1175
06/24/09 1505 2269 1593 1170
06/25/09 1501 2310 1590 1175
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06/28/09 1500 2270 1580 1157
06/29/09 1495 2240 1550 1130
06/30/09 1482 2240 1545 1140
07/01/09 1490 2245 1545 1130
07/02/09 1480 2244 1540 1150
07/05/09 1626 2245 1530 1140
07/06/09 1570 2246 1589 1170
07/07/09 1545 2260 1590 el
07/08/09 1562 2300 1690 1160
07/09/09 1599 2300 1710 1212
07/12/09 1645 2305 1720 1236
07/13/09 1660 2310 1720 1280
07/14/09 1700 2400 1750 1300
07/15/09 1785 2448 1750 1379
07/16/09 1750 2455 1760 1388

(Source: www.nepal news.com)
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APPENDI X-2

Daily Indices of Commercial Banks and NEPSE

Date Commercial Banks NEPSE
07/16/08 1011.09 982.12
07/17/08 1024.9 991.91
07/20/08 1016.16 985.24
07/21/08 999.44 973.3
07/22/08 986.39 962.78
07/23/08 1001.81 972.47
07/27/08 1012.61 980.81
07/28/08 1014.07 983.07
07/29/08 1038.18 1001.99
07/30/08 1065.14 1020.05
07/31/08 1081.05 1034.02
08/03/08 1095.64 1047.67
08/04/08 1131.15 1075.34
08/05/08 1168.28 1102.1
08/06/08 1204.79 1128.13
08/07/08 1166.98 1101.36
08/10/08 1132.95 1075.51
08/11/08 1151.82 1088.91
08/12/08 1145.88 1085.03
08/13/08 1139.59 1079.58
08/14/08 1143.62 1084.76
08/18/08 1127.14 1075.87
08/19/08 1101.18 1057.53
08/20/08 1111.07 1064.28
08/21/08 1107.65 1062.24
08/24/08 1098.52 1057.36
08/25/08 1099.88 1068.17
08/26/08 1086.88 1087.8
08/27/08 1026.05 1086.19
08/28/08 1040.91 1119.65
08/31/08 1079.38 1175.38
09/01/08 1074.72 1134.39
09/02/08 1080.42 1102.39
09/03/08 1065.81 1064.01
09/04/08 1065.13 1067.2
09/07/08 1067.26 1071.08
09/08/08 1060.91 1058.64
09/09/08 1064.72 1051.2
09/10/08 1053.27 1029.85




09/11/08 1050.34 1028.5
09/15/08 1003.31 996.09
09/16/08 999.13 976.01
09/17/08 991.93 985.16
09/18/08 1011.8 1004.28
09/21/08 1010.81 976.81
09/22/08 1009.07 952.64
09/23/08 997.99 951.28
09/24/08 994.68 945.07
09/25/08 988.94 941.12
09/28/08 1002.44 954.6
09/29/08 1019.15 962.55
10/01/08 1031.82 970.23
10/05/08 1024.33 973.65
10/12/08 1017.61 969.56
10/13/08 1008.94 957.33
10/15/08 992.37 938.31
10/16/08 986.45 933.97
10/19/08 965.29 918.62
10/20/08 940.96 899.99
10/21/08 954.06 907.73
10/22/08 959.62 914
10/23/08 966.4 919.33
10/26/08 965.86 918.15
10/27/08 899.06 881.86
11/02/08 845.05 853.16
11/03/08 843.18 849.44
11/05/08 840.22 848.18
11/06/08 826.56 832.59
11/09/08 800.18 810.81
11/10/08 765.24 779.78
11/11/08 792.56 802.11
11/12/08 808.66 815.63
11/13/08 800.35 806.9
11/16/08 784.19 793.86
11/17/08 770.3 774.18
11/18/08 77177 775.99
11/19/08 769.75 776.58
11/20/08 764.94 770.37
11/23/08 738.17 750.51
11/24/08 709.44 726.47
11/25/08 686.91 698.81
11/26/08 718.4 728.57
11/27/08 725.1 732.18
11/30/08 745.06 750.71
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12/01/08 760.42 765.76
12/02/08 754.86 761.67
12/03/08 749.07 758.08
12/04/08 741.85 754.91
12/07/08 734.9 754.29
12/08/08 726.13 147.72
12/10/08 725.07 742.36
12/11/08 725.2 743.25
12/14/08 12547 742.04
12/15/08 713.19 734.85
12/16/08 706.17 729.24
12/17/08 700.73 728.88
12/18/08 694.17 720.52
12/21/08 674.57 708.12
12/22/08 662.67 701.64
12/23/08 653.86 701.85
12/24/08 665.07 705.21
12/28/08 658.86 699.2

12/29/08 661.63 700.57
12/31/08 657.1 695.5

01/01/09 657.93 693.81
01/04/09 657.3 696.21
01/05/09 653.64 690.97
01/06/09 651.56 687.63
01/07/09 650.23 682.29
01/08/09 646.94 674.32
01/11/09 628.24 664.02
01/12/09 624.99 660.4

01/13/09 627.39 659.81
01/15/09 611.17 651.22
01/18/09 611.55 650.73
01/19/09 610.15 647.29
01/20/09 600.5 641.05
01/21/09 580.89 625.79
01/22/09 561.03 609.46
01/25/09 568.7 616.15
01/26/09 594.84 645.32
01/28/09 617.46 658.83
02/01/09 602.41 638.51
02/02/09 605.76 636.31
02/03/09 600.57 636.7

02/04/09 605.18 641.64
02/05/09 619.49 656.06
02/08/09 641.76 67171
02/09/09 641.84 668.82
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02/10/09 636.33 665.15
02/11/09 637.98 663.52
02/12/09 649.62 671.49
02/15/09 649.86 669.75
02/16/09 656.15 6/73.51
02/17/09 677.03 690.25
02/19/09 692.16 699.6
02/22/09 696.47 704.1
02/24/09 683.77 695.92
02/26/09 668.61 6/77.52
03/01/09 661.34 676.3
03/02/09 656.74 673.7
03/03/09 660.87 675.77
03/04/09 662.94 672.99
03/05/09 662.75 670.68
03/08/09 665.43 671.35
03/09/09 664.81 671.44
03/11/09 661.02 670.23
03/12/09 656.85 667.2
03/15/09 656.47 669.23
03/16/09 657.69 6/70.86
03/17/09 656.57 667.66
03/18/09 657.23 667.13
03/19/09 656.36 666.59
03/22/09 674.29 683.5
03/23/09 668.9 676.31
03/24/09 670.73 678
03/25/09 669.71 675.3
03/29/09 663.68 669.74
03/30/09 664.68 665.66
03/31/09 660.39 664.13
04/01/09 660.11 665.04
04/02/09 658.4 661.96
04/05/09 664.18 664.73
04/06/09 660.38 663.46
04/07/09 656.09 659.54
04/08/09 659.74 661.28
04/09/09 660.86 660.36
04/12/09 660.26 660.15
04/13/09 662.71 661.27
04/16/09 664.72 662.71
04/19/09 661.33 659.95
04/20/09 664.14 660.01
04/21/09 664.4 659.06
04/22/09 662.52 657.33
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04/23/09 662.38 657.02
04/26/09 651.39 649.04
04/27/09 643.85 640.16
04/28/09 643.15 641.64
04/29/09 642.66 643.44
04/30/09 649.56 647.78
05/03/09 640.06 642.04
05/04/09 641.59 640.89
05/05/09 650.37 648.57
05/06/09 653.41 651.16
05/07/09 658.49 654.05
05/10/09 660.83 660.42
05/11/09 657.15 659.17
05/12/09 655.48 660.05
05/13/09 658.4 661.55
05/14/09 658.53 660.96
05/17/09 668.02 665.7

05/18/09 689.87 683.92
05/19/09 682.44 6/8.61
05/20/09 676.64 677.2

05/21/09 676.11 6/6.64
05/24/09 691.52 688.07
05/25/09 712.14 701.51
05/26/09 731.78 714.72
05/27/09 768.92 739.89
05/28/09 736.55 718.62
05/31/09 722.72 707.89
06/01/09 719.6 699.95
06/02/09 723.55 703.01
06/03/09 724.19 699.62
06/04/09 717.11 698.88
06/07/09 702.53 685.61
06/08/09 695.06 679.73
06/09/09 705.6 684.88
06/10/09 709.36 686.07
06/11/09 706.12 684.39
06/14/09 696.78 678.74
06/15/09 697.01 676.41
06/16/09 698.82 681.83
06/17/09 703.05 682.8

06/18/09 704.35 683.71
06/21/09 697.28 679.23
06/22/09 695.08 67/8.52
06/23/09 688.66 671.47
06/24/09 689.15 670.25
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06/25/09 690.21 670.61
06/28/09 683.37 666.35
06/29/09 681.71 663.96
06/30/09 679.64 662.63
07/01/09 680.1 661.78
07/02/09 685.03 667.43
07/05/09 695.77 675.16
07/06/09 697.42 676.14
07/07/09 711.03 685.55
07/08/09 729.87 696.16
07/09/09 736.57 702.88
07/12/09 750.96 711.06
07/13/09 754.67 717.46
07/14/09 780.24 743.69
07/15/09 780.87 749.1

(Source: www.nepal news.com)

89




APPENDI X-3

Names and Number of Observations of the Sampled Company
(From July 16, 2008 to July 16, 2009)

S.NO | Name of the Company No. of Observation
1 Bank of Kathmandu Itd. 234
2 Everest Bank Itd. 209
3 Himalayan Bank Itd. 205
4 Nepal Investment Bank Itd. 226
Total 874

(Source: Based on Official Record of Daily Previously Closing Price of Share

Transaction in NEPSE)

APPENDI X-4
Frequencies

Particular s\Bank Name BOK EBL HBL NIBL
No. of Observation 234 209 205 226
Mean 1778.42 2424.65 1890.57 1582.09
Std.Deviation 480.00 482.4 408.11 645.57
Variance 230400 232709.76 166553.77 416760.62
Minimum Share Price 1155 1855 1137 1003
Maximum Share Price 2809 3672 2720 3599
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APPENDI X-5

Simple Regression

Amount on Public I ssue

Model Summary

M odel
1
R .658(a)
R Square 433
Adjusted R Square 244
Std. Error of the Estimate 239.66728
F 2.292
Predictors: (Constant), AMT
Coefficients (a)
Mode Standardized
I Unstandardized Coefficients = Coefficients t Sig.
B Std. Error Beta B Std. Error
1 (Constant) | 437.647 158.294 2.765 .070
AMT 251 .166 .658 1.514 227
Dependent Variable: NEPSE
Paid up Value
Model Summary
Model
1
R .607(a)
R Square .368
Adjusted R Square 157
Std. Error of the Estimate 253.04370
F Change 1.747

Predictors: (Constant), PAIDUP
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Coefficients (a)

Model Standardized
Unstandardized Coefficients = Coefficients t Sig.
B Std. Error Beta B Std. Error
1 (Constant) | 498.931 142.771 3.495 .040
PAIDUP .006 .005 .607 1.322 278
Dependent Variable: NEPSE
Annual Turnover
Model Summary
Model
1
R 347(a)
R Square 121
Adjusted R Square 172
Std. Error of the Estimate 298.47170
F Change 412
Predictors: (Constant), TURNOVER
Coefficients (a)
Unstandardized  Standardized
Model Coefficients Coefficients t Sig.
Std. Std.
B Error B Error
1 (Constant) 561.211 156.774 3.580 037
TURNOVER .010 .016 347 .642 567

Dependent Variable: NEPSE
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APPENDI X-6

Multiple Regressions

Model Summary

Model
1
R .898(a)
R Square .806
Adjusted R Square 224
Std. Error of the Estimate 242.89970
F 1.384

Predictors: (Constant), TURNOVER, AMT, PAIDUP

Coefficients (a)

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) 43.217 504.705 .086 .946
AMT 2.125 2.427 5.581 .876 .542
PAIDUP -.045 .074 -4.349 -.605 .654
TURNOVER -.019 .041 -.657 -473 .719

Dependent Variable: NEPSE
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APPENDI X-7

Daily Autocorrelation coefficient for Lag 1 to 10, having natural log difference 1

Name of Lag days
the 1 2 3 4 5 6 7 8 9 10
company
BOK -.033 =111 -.043 0.38 -.120 .079 055 039 049 -.030
EBL -.068 -.062 .035 .093 -1 020 -102 -.055 -.096 .017
HBL 086 | 038 | .014 | 057 | 041 | -238 044 | 102 | _o46 | -.063
NIBL -~069 | _o76 | -009 | -036 | .01 | 038 | -009 | _oos5 | 044 | 004
A. The underlying process assumed is independence (white noise).
B. Based on the asymptotic chi-square approximation.
APPENDI X-8
Distribution of Signs of Coefficients
Lag Number of +sign Number of -sign Total

1 1 3 4

2 1 3 4

3 2 2 4

4 3 1 4

5 2 2 4

6 4 0 4

7 2 2 4

8 2 2 4

9 2 2 4

10 2 2 4

TOTAL 21 19 40
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APPENDI X-9

Standard Error (S.E.) of the Stocks

Name of Lag days

the

company 1 2 3 4 5 6 7 8 9 10
BOK 065 | .065 |.065 |.065 |.065 |.064 |.064 |.064 |.064 |.064
EBL .069 |.068 |.068 |.067 |.066 |.066 |.065 |.065 |.064 | .064
HBL .069 |.067 |.067 |.066 |.066 |.065 |.065 |.065 |.065 | .065
NIBL 066 | .065 |.065 |.064 |.064 |.064 |.064 |.064 |.064 |.064

a. Theunderlying process assumed is independence(white noise)

b. Based on the asymptotic chi-sgquare approximation.
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