CHAPTER I

INTRODUCTION

1.1 General Background

Capital isthe lifeblood of the business organizations. Every business enterprise
requires short term, intermediate and long term capita for the smooth
operation and expansion of the organizational activities. Among these types of
fund, the long term funds plays highly significant role for future growth and
prosperity of the organizations. Most business organizations gather long term

funds from financial market.*

Financial Market is the place where the financial instruments are traded.
Financia instruments include share, bond, debenture etc. It is a means to
transfer funds from savers to those in need of funds. Financial experts have
mentioned it as a brain of the entire economic system. The failure of the

financial market obstructs the progress of the whole economy.

Financial markets can be defined as the centers or arrangements, which
provide facilities for buying and selling of financial clams and services.
Specificaly, financial market chiefly refers to money market and capital
market. It facilitates the transfer of funds from the savers to those who with to

invest in capital goods.

Footnotes:
1. James C. Van Horne, Financial Management and Policy, 11" Edition. New Delhi: Prentice Hall of India 2000.
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Money Market can be defined as short term financial market, which
facilitates liquidity and marketability of securities. It is the market for short

term marketabl e instruments having less than one year maturity period.

Money markets are sometimes defined as organized and unorganized money
markets. The organized or formal money markets provide an institutional
mechanism for the transactions of short term securities and commercial banks,
finance companies and other saving/credit unions are the players in the money
market. Local merchants, indigenous bankers and relatives come under the

informal or the unorganized sector.

The development of efficient market requires the development of institutions,
instruments and operating procedure that aids widening and deepening of the
market and allocation of short term resources with minimum transactions costs

and delays.

Capital Markets also play avital rolein the national economy. Capital market
facilitates the alocation of funds between the savers and borrowers. This
allocation will be optimum if the capital market has efficient pricing
mechanism. If the capital market is efficient, the current share price of the
company fully reflect the available information and there will be no question
of the share price being over or under priced. Capital market is concerned with
the long term finance. The funds collected in the market are raised and traded

by long term financial instruments such as equities and bonds.

“Stock Exchange is a market for long term capital where both new capitals
can be raised by companies and where existing shares can also be bought and
sold. By providing a second hand market for investors to sell their shares, it
facilitates the raising of new capital on the new issues market. The stock
exchange also provides a market for government loans and securities, and

increasingly involved in the buying and selling of securities in the overseas



companies. On the market, the main operators are the market makers who trade
in a group of share, and the stock brokers who act as agents for their clients,
who are the investors who are actually buying and selling shares.”? New Y ork
Stock Exchange (NY SE), London Stock Exchange, Tokyo Stock Exchange,
Paris Stock Exchange, Frank fruit Exchange , Toronto Stock Exchange are the
biggest stock Exchanges of the world. Nepal Stock Exchange (NEPSE) is the only
organized stock exchange of Nepal.

111 Constituent of Capital Market in Nepal
Security Board, Nepal (SEBON)

Security Board, Nepal was established on May 26, 1993, under the provision
of the Security Exchange Act, 1983. It was established with the objectives of
the promoting and protecting the interests of investors by regulating the
securities market. It also assumes the responsibility of development of
securities market in the country, besides the regulatory role. Security Board has
identified the policy development, legal and regulatory reform, stand arising
disclosers, bringing enforcement to insure compliance and promoting broad
based market as priority area to reform. The private sector has also been
participating equally in establishing a sound system of security exchange. In
private sector - investors, listed companies, financia and market
intermediaries and in government sector — Ministry of Finance, Registrar of
Companies (Ministry of Industry, Commerce and Supply), Nepal Rastra Bank,
Nepa Stock Exchange, Federation of Nepalese Chamber of Commerce and
Industries (FNCCI), Institute of Chartered Accountants of Nepal (ICAN) and

Foot notes:
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Associations of Chartered Accountants have been playing vita role in

promoting the capital market of the country.

The objectives of the Board are to promote and protect the interest of the
investors by regulating the issuance, sae and distribution of securities and
purchase, sale or exchange of securities, to supervise, look after and monitor
the activities of the stock exchange and other related firms on securities
business, and to render contribution to the development of the capital market

by making securities transactions fair, healthy, efficient and responsible.®

Nepal Stock Exchange (NEPSE)

Along with the formation of Security Exchange Board, the then His Mgesty's
Government converted the Securities Exchange Centre Ltd. into Nepal Stock
Exchange Ltd. (NEPSE) in 1993 with aview to reform the Capital market. It is
a non-profit making organization operating under Securities Exchange Act
1983. Brokers and market makers operate on the trading floor as per the
Securities Exchange Act rules and bylaws of NEPSE. Nepal Stock Exchange
started its trading operation on 13 January 1994 through its licensed members.
The Securities Board was constituted in 1993 under Sec. 1 of the Securities
Exchange Act 1983.

Its main objective is to provide essential policy direction for the systematic
and regular exchange of securities and develop competitive stock exchange
market by protecting and promoting the interest of the investors. Nepal Stock
Exchange is a trading (operational) institution, whereas Securities Board is the
regulatory body. Before the Board came into existence, the Securities

Exchange Centre carried on both the functions. Though any corporate body

Footnotes:
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desirous to carry out the transaction of securities can submit application to the
Board for obtaining the license, till now Nepal Stock Exchange Ltd. alone is

representing the securities market in the country.

At present, there are 23 valid member brokers (out of 35 brokers in whom 12
of them are either not working or suspended) and 135 listed companies.
NEPSE has adopted an “Online Trading System” in the place of “Open out
Cry” system. It means, transactions of securities are conducted by online open
auction principle, where the price is determined when bid and offer price
match. The rate of brokerage on equity transactions ranges from 1 to 0.70

percent depending on the traded amount.*

Similarly the basic objectives of the NEPSE is to impart free marketability and
liquidity to the government and corporate securities by facilitating transactions
on its trading floor through market intermediaries such as brokers, market
makers etc. Nepal Stock Exchange (NEPSE) is the only organized stock exchange of
Nepal.

1.1.2 Securities M arket

In simple sense, securities market is the place where people buy and sell
financial instruments. These financial instruments may be in the form of
government bonds, corporate bonds or debentures, ordinary share, preference
share etc. So far security market is concerned; it is an important constituent of
capital market. It has a wide term embracing the buyers and sellers and all the
agencies and institutions that assist the sell and resell of corporate securities.

Although security market is concerned in few locations, they refer more to

Footnotes:
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mechanism rather than to place designed to facilitate the exchange of
securities. Security market can be defined as a mechanism for bringing
together buyers and sellers of financia assets in order to facilitate trading. In
order to allocate capital efficiently to maintain higher degree of liquidity in
securities, the securities market should be efficient enough in pricing the shares

solely by economic considerations based on publicly available information.

An efficient market is one where current price of the shares gives the best
estimate of its true worth. Thus, the securities market is a place where shares of
listed companies are traded or transferred from one to another a fair price
through the organized brokerage system. The major function of securities
market is a competitive price thereby, importing future market ability and
liquidity. It is a medium through which scattered savings and scarce resources
are transferred to productive areas that ultimately help in the economic

development and industrialization of the nation.

The first public floatation of shares in the securities market was initiated by
Biratnagar Jute Mills Ltd. in 1937. There were very few companies in Nepa
issuing shares to the general public until another company Act came into
operation in 1951. In the absence of developed security market in Nepal, the
government was the sole issuing authority of Development Bonds and National
Saving Certificates. Therefore, the securities generally in the market were
mainly the government securities. Government securities are fully traded under
the management and supervision of Nepal Rastra Bank (NRB). . Institutional
Development of securities market in Nepal started from the year 1976 when
Securities Exchange Centre (SEC) was established under the Companies Act
with the joint Capital contribution of Nepa Rastra Bank and Nepal Industrial
Development Corporation. The Industrial Policy of the Government aso
encouraged the promotion of securities exchange activities in Nepal. The main
objective of the establishment of the Centre was to mobilize public savings and

encourage the people to participate in the ownership of industries and business



enterprises. As a securities market intermediary, its role was to organize and
provide marketing facilities of channeling securities exchange business
through the centre. Its activities included the purchase, underwrite and sale,
directly or through the licensed brokers or sub-brokers of the Centre, the
shares, stocks and debentures of public limited companies and also

Development bond as well as Treasury bills issued by the Government.

Securities market can be further categorized into two groups as Primary
Market and Secondary Market.

Primary Market denotes the market mechanisms for the original sale of
securities time of their initial issuance. In other words, a market for newly
issued securities is called primary market. Corporate bodies issue new
securities in the primary market. Securities available for the first time are
offered through the primary security market. The issuer may be a brand new
company or one that has been in business for years. The securities offered
might be a new type for the issuer or additional amount of security — used
frequently in the past. The key is that these securities absorb new funds for the
coffers of theissuer.®

All the securities whether in the money market or capital market, are initially
issued in the primary market. Thisisthe only market in which the corporate or

government issuer is directly involved in the transaction and receives direct
benefit from the issue, that is, the company actually receives the proceeds from

the sale of securities.’

Secondary Market is the market in which securities are traded that has been

Footnotes:
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issued at some previous point of time. In other words, where outstanding
securities are traded is referred to as the secondary market or more popularly
known as the stock market. Share or stock is the mgjor component of the
securities market. Stock market is the medium through which corporate sector
mobilizes funds to finance productive projects by issuing shares in the market.
The efficient collection of small amounts of savings and transferring funds into
the completive and efficient uses requires a well functioning capital market to
facilitate the process.® Thus, Secondary market deals with previously issued
shares mainly traded through stock exchange, over the counter market or direct
salling.

Secondary market in simple sense, are markets in which existing, aready
outstanding securities are traded between investors. It is the market that creates
the price and allow for liquidity. If the secondary market do not exists, the
investors would have no place to sell the assets. Without liquidity many people
would not invest a all. The function of the security market is to provide

liquidity for the securities purchased in the primary market.

1.2 Focusof the study

NEPSE is an organized stock exchange for trading stocks (shares) in secondary
market. Although small investors can invest their money by purchasing shares
of companies in primary market (during initial public offering) or in the
secondary market, they (genera public or investors) lack effective knowledge
of capital market and its mechanism. The price of the stock is the function of

several factors.

Footnotes:
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Investing in stock is highly risky as being ownership capital. It represents only
a final claim while in liquidation. Stock price is determined by a number of
factors. Some factors are quantitative whose effect can be quantified whereas
other factors are qualitative whose effect on share price can’t be quantified.
This study focuses to the sensitivity of stock price on NEPSE with specia
focus to Commercial Banks towards various factors. In other words, this study
intends to determine the factors affecting the price (i.e. market value) of the
stock.

1.3 Statement of the problem

Basically stock price is determined by demand and supply. Both the qualitative
and quantitative factors determine the stock price. However, to specify exactly
what factors do determine stock price is a controversial/unpredictable issue.

Share price is the function of the several factors. The stock price fluctuates
time to time and stock exchanges react to the environmental changes.
However, for some environmental changes, the stock exchanges have no
effect. This study will try to identify the determinants of stock price and find
out the degree of affection of those determinants. More specifically, this study

is expected to answer the following research questions:

. What are the major determinants of the stock price in NEPSE?
. How earning and book value affect to the stock price?
. What is the effect of the dividend to the stock price?

1.4 Objective of the study:

Investors require proper knowledge of share price i.e. how it is formed, why
does it fluctuate, what factors are responsible for the determination of its price

and so on. A few studies have been made regarding securities listed in NEPSE,



however, most of the studies made up to present n capital market are related to
the financia performance evaluation, capital structure analysis, dividend
policy, risk and return etc. But sufficient researches have yet not been done to
provide core perspective on the determinants of stock price, Thus, the present
study will be very much important to the investors, planners, researchers,
student and policy makers to get a deep insight into the concerned field of the
study. Therefore, this study aims to identify the factors responsible for
determinants of stock price and their relationship with the stock price, so that it
will give a better insight into the stock price. Furthermore, this study is

proposed to meet the following objectives:

. To identify qualitative as well as quantitative factors affecting the
stock price in NEPSE with focus to commercial banks

. To determine the effect of earnings and book value to the stock price

. To determine the effect of dividend to the stock price

. To make appropriate recommendations/suggestions for the betterment

of the stock market and so on.

1.5 Research Hypothesis

“A hypothesis is a conjectural statement of the relation between two or more
variables. Hypothesis is always in declarative sentences form, and they relate
either generally or specifically, variables to variables.”® Generally, two
complimentary hypothesis are setup at one time. If one of the hypotheses is
accepted then other is regjected and vice versa. The null hypothesis is also
called hypothesis of no difference and the alternative hypothesis is called the
hypothesis of difference.’

The first hypothesis is based on the significance for correlation coefficient

between market price of share and earnings. (T-test)

10



Null Hypotheses:

Ho:p=0

|.e. the earning is not related to the market price of share or earning does not
affect the market price of stock (share).

Alternative Hypothesis:

Ho: p= O

l. e. the earning and market price of share are related to each other or earning
affects the market price of stock (share).

The second hypothesis is based on the significance for correlation coefficient
between market price of share and book value of the share. (t — Test)

Null Hypothesis:
Ho:p=0

i.e. book value and the market price of share are not related or the book value

does not affect the market price of the stock. (Share)

Alternative Hypothesis:

Ho: p= O

|.e. the book value and market price of the share are related or the book value
affects the market price of the stock. (Share)

The third hypothesis is based on the significance for correlation coefficient
between market price of the stock (share) and dividend. (t —test)

Footnotes:
9. F. N. Kerlinger [2002]. Foundation of Behavioral Research. New Delhi: Surjeet Publications. P. 18
10. P. K. Sharma & A. K. Chaudhary. [2002]. “Statistical Methods” Kathmandu: Khanal Books Prakashan. P. 229-230

11



Null Hypothesis:
Ho:p=0

|.e. the dividend is not related with market price of the share or dividend does

not affect the market price of stock.

Alternative Hypothesis:
Ho:p =0

l.e. the dividend and market price of the share are related or the dividends
affect the market price of the stock. (Share)

The test statistic is:

l.e. t follows t- distribution with (n-2) degree of freedom, n being sample size
and r is correlation coefficient between variables.

To test the significance of the effects of the qualitative factors, collected from
primary sources, z-test will be carried out. Z — Test is made, since the sample
size is more than 30. The test of significance of single mean for large samples
(N>30)is:

Null Hypothesis:

Hoom=m o

|.e. the population mean has specified value m o. In other words, there is no

significant difference between sample between sample mean (xj and the

population mean (m)

12



Alternative Hypothesis:

Hi:m # mo

|.e. population mean is not equal tom. In other words, there is significant
difference between sample mean (5() and the population mean (m).The test

statistic, under the null hypothesisis, Ho is given by,

X—mMm X—Mm
Z= -
S

SE.(x) s

Jn
S

Where, S.E. (>_<) = Standard error of mean = —

Jn

In this study, the population mean (m ) will be assumed as zero, assuming that

such qualitative factors does not affect market price of shares.

1.6 Research Methodology

This research is based both on primary and secondary data.

. The primary data will be gathered from primary sources through
research questionnaire,

. The secondary data are taken from companies brochures, financial
documents, publications, annua reports, and importantly through
relevant web sites,

. Appropriate financial tools [EPS, DPS, BPS & MVPS etc.] will be
used when necessary and

13



" Suitable statistical tools [Average, S.D., C.V., Correlation, Regression,
t — statistics, Z - statistics etc.] may be used to make the study more
presentable and to the point.

1.7 Limitationsof the Study

This study tries to explore the factors determining the stock price in Nepal
Stock Exchange. Both primary and secondary data are analyzed. However, this

study may face the following limitations during the course of research:

. Time constraints,

. Takes into account a few number of selected organizations [i.e. seven
listed private commercia banks] from among the listed companies,

. Most of the primary data are based on research questionnaire and

. Takes into account the only latest available seven years

1.8 Organizations under study

This study basically concentrates on specific sector i.e. Private Commercial
Bank sector. The commercia banking sector is the most efficient sector among
the others. There are 15 listed banks in NEPSE where as 12 banks fall under
category “‘A’. However, due to lack of sufficient data, the researcher takes into

account only 7 banks; thus, this research study basically focuses on those
commercia banks.

14



S. No. Name of the Sample banks
Standard Chartered Bank (Nepal) Ltd.

NABIL Bank Ltd.
Bank of Kathmandu Ltd.

Himalayan Bank Ltd.

Everest Bank Ltd.

Nepal Investment Bank

Nepal SBI Bank Ltd.

N O O A W N

(See Annex VIII for Introduction of the mentioned Banks)

1.9 Chapter Plan

The first chapter is the introduction chapter. This chapter consists of general
background of the study with the reference to the existing economic and
political scenario of Nepal, introduction of capital market and Nepal stock
exchange. Beyond these, this chapter comprises of focus, significance, and
objectives of the study, statement of problems, a research hypothesis, a brief

introduction to the sample listed companies and the limitation of the study.

Second chapter is the review of literature. This chapter reviews the relevant
previous studies made on the stock price determinants and the principle set on
stock market. This chapter includes the conceptua framework on common
stock, stock certificates, securities as well as security markets, stock price etc.
Except that, this chapter reviews the published books, journals, and
unpublished thesis reports separately.

15



The third chapter is the research methodology. This chapter includes the

detailed framework of study such as data collection and analysis techniques.

Fourth chapter of this research is concerned with the presentation and
analysis of data. In this chapter, the primary and secondary data collected from
different sources are presented in systematic formats (like: tables, charts,
figures) and analyzed using different analytical tools for instance; average,
standard deviation, coefficient of variation, correlation, regression). In addition

to that, the major findings of the study are drawn out.

Eventually, fifth chapter involves the summary, conclusons and
recommendation of the study and concludes the reports with the major
recommendations/suggestions to the investors, listed commercia banks and

government about the stock price determination.
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CHAPTER II

REVIEW OF LITERATURE

2.1 Introduction

Review of literature is one of the most significant parts of research. It will be
better to review some fundamental aspects of relevant literature before doing
anaysis. S0, it is attempted to present brief glimpses on the common stock as
well findings of the related previous studies. The review of literature has been

divided into two broad categories which are as follows:
2.2 Conceptual Framework [Review of Books]

Conceptual framework involves some of the technical terms, which are in
frequent use in researches regarding capital market and finance. Thus, before
going into the details of factors affecting stock price of Commercial Banks,
some the relevant technical terms related to capital market are defined and
discussed here.

2.2.1 Common Stocks [Shar es]

The common stocks represent ownership in a company. The holders of
common stocks, called the shareholders or stockholders, are the legal owners
of the company. The common stocks are the permanent and vital source of
capital since they do not have a maturity date. For the capital contributed by
the shareholders by purchasing commons stocks, they are entitled to dividends.
The amount or rate of dividend is fixed by company’s Board of Directors. The
common stock is, therefore, known as variable income security. Being the

owners of the company, the stockholders bear the risk of ownership; they are

17



entitled to dividends after the claims of others have been satisfied. Similarly,
when the company is wound up, they can exercise their claims on assets after
the claims of the other suppliers of capital have been met. The common stocks
are issued by the firms to raise ownership capital and the investors buy them
with the expectation that they receive a share of profit periodicaly. The
common stocks legally represent the equity of business firm, and the holders
are the owners who share al the profits and losses of the business. They enjoy
all earnings after meeting the obligation of interests on debts and dividends on
preferred stocks. Thus, they enjoy all net benefits of the business by assuming
the risk of losing their capital.

2.2.2 Stock Certificates

“The ownership of a firm’s stock has typically been represented by a single
certificate, with the number of shares held by the particular investor noted on
it. Such a stock certificate is usually registered, with the name, address, and
holding of the investor included on the corporation’s books. Dividend
payments, voting materials, annual and quarterly reports and other things are
then sent directly to investor, taking into account the size of his or her
holdings.

Shares of stock held by an investor may be transferred to a new owner with the
assistance of either the issuing corporation or, more commonly, its designated
transfer agent. This agent will cancel the old stock certificate and issue a new
one in its place, made out of the new owner. Frequently, a register will make
sure that this canceling and issuing of certificate has been done properly.
Usually, banks and trust companies act as transfer agents and registrars. Many
stock holders have chosen to avoid these rather cumbersome procedures.
Instead, depository trust companies are used which substitute computerized

records for embossed certificates.”*

2.2.3 Securities

18



“When someone borrows money from a pawnbroker, he or she must leave
some item of value as security. Failure to repay the loan (plus interest) interest
means that the pawnbroker can sell the pawned item to recover the amount of
the loan (plus interest) and perhaps make a profit. The terms of agreements are
recorded via pawn tickets. When a college student borrows money to buy acar,

the lender usualy holds formal title to the car until the loan is

Footnotes:
1. OP. Cit: W. E. Sharpe, G. J. Alexander & V. B. Bailey. [2000]. P. 458

repaid. In the event of default, the lender can repossess the car and sdll it to
recover his/her costs. In this case, the official certificate of title, issued by the
state, serves as the security for the loan. A person who borrows money for a
vacation may simply sign a piece of paper promising repayment with interest.
The loan is unsecured, in the sense that there is no collateral, meaning that no
specific assets have been promised to take the borrower to court to try to
recover the amount of the loan. Only a piece of paper called a promissory note

stands as evidence of such |oan.

When a firm borrows money, it may not offer collateral. For example, some
loans may be secured (backed) with specific pieces of property (building or
equipment). Such a loan are recorded by means of mortgage bonds, which
indicate the term of repayment and the particular assets pledged to the lender in
the event of default. However, it is much more common for corporation to
simplify pledge al of its assets, perhaps with some provision for the manner in
which the division will take a place in the event of default. Such a promise is

known as debenture bond.

Finally, a firm may promise a right to share in its profits in return for investor’s
funds. Nothing is pledged, and no irrevocable promises are made. The firm
simply pays whatever its directors deem reasonable from time to time.
However, the investor is given the right to participation in the determination of

who will be the members of the board of directors. The right protects the
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investors against serious malfunctions. The investor’s property right is
represented by a share of common stock, which can be sold to someone else,
who will then be able to exercise the right. The holder of common stock is said
to be as owner of the corporation and can, in theory, exercise over its operation

through the board of directors.

Generally, only a piece of paper represents the investor’s right to certain
prospects or property and the conditions under which he or she may exercise
those rights. This piece of paper, serving as evidence of property rights, is
called a security. It may be transferred to another investor, and with it will go
all rights and conditions. Thus everything from pawn ticket to share of GM

common stock is a security.” ?

Footnotes:
2. lbid, p. 2-3

224 Security Market

The security market is known as the market where all types of securities are
traded. The security market is a broad term embracing a number of markets in
which securities are bought and sold. Securities markets includes how an
individual investor goes about the business of placing any order to buy or sell,
how the order is executed, the process of setting the payment and transfer
costs, and one hope the payment of federal personal income taxes on the
profits from the transactions.® These securities include common shares,

preference shares and debentures.
The security market may be divided into two categories:
Primary Markets: In the primary market the origina issuance of the financial

instruments of the company is traded. The company should sell its approved
share through the authorized issue and sales agent. The company has to
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register its shares in the SEBO to get the valid authority to the issuance of
shares. Primary markets provides as important allocate function by channeling
the funds to those who can make the best use of them — presumably, the most

productive.

Secondary Markets: In the secondary market the share once issued in the
primary market are traded. So, the secondary market liquidates the shares and
provides the opportunity between the investor and the seller of the securities.
The company must list the securities in the security market for the transaction

purpose.

“If the owner of 100 shares sells his/her stocks, the trade is said to have
occurred in the secondary market. Thus, the market for outstanding shares or
the used share is the secondary market. The company receives no new money

when sales occur in this market.”*

Footnotes:

3. D.E. Fisher, R. J. Jordan, Securities Analysis and Portfolio Management. 5" Edition, New Delhi: Prentice Hall
of India[1992]. P. 16

4.  Eugene F. Brigham, Louis C. Gapenski and Michagl C. Ehrhardt [1999]. Financial Management Theory and
Practice.  Ninth Edition. Harcourt College3 Publishers. P. 327

In the secondary market existing securities are traded and thus enabling
disposal of these securities whenever the owner wishes. An active secondary
market is, therefore, a necessary condition for an effective primary market, as

no investor wants to feel ‘locked in’ to an investment.

Relation between Primary & Secondary mar ket
The primary market and the secondary market have a symbolic relationship.

While the primary market creates long term securities, the secondary market

provides liquidity through marketability of those institutions.
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Fresh capital issues are influenced by the level and trend in stock prices at the
time of issue. Actually, new activity in the primary market adds depth to the
secondary market by enlarging the supply of instruments for trading and
investment in the secondary market. Stock prices in turners are influenced by
the large size and bunching of new issues. Besides, primary and secondary
market is indispensable ingredients of the capital market and is the basis to
meet the financia requirements of corporate bodies.

225 Stock market & Stock Exchanges

“Secondary markets are those in which outstanding previously issued securities
are traded. By far the most active secondary market, and the most important
one to financial managers, is the stock market. It is here that price of firm’s
stock are established, and since the primary goal of financial management is to
maximize the firm’s stock price, knowledge of the market in which thispriceis

established is essentia for anyone involved in managing a business.

There are two basic types of stock market — the organized stock exchanges,
which include the New York Stock Exchange [NY SE], The American Stock
Exchange [AMEX], and several regional exchanges, and the less formal over-
the —counter markets. Since the organized exchanges have actua physical
market location and are easier to describe and understand, we shall consider
them first.

The organized security exchanges are tangible physical entities. Each of the
larger one occupies its own building, has specialy designated members, and
has an elected governing body-its board of governors. Members are said to
have “seats” on the exchange, although everybody stands up. These seats,

which are bought and sold, give the holder the right to trade on the exchange.”
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2.3 Stock Price

Stock price is the amount of money that one has to pay to purchase/receive a
stock of a company. If A buyslO shares of the Bank of Kathmandu from B,
g/he pays Rs. 2000 for these 10 shares, and then the price of share is Rs. 200
[i.e. Rs. 2000/10]. Thus, stock price is the amount of money paid by a buyer to
buy one stock or the amount received by the seller by selling a stock. The stock
price is determined in stock market, by market forces i. e. demand (buyer’s
force) and supply (seller’s force).The demand and supply are based on the
environmental forces and individuals’ future expectations/assumptions. The

stock (market) priceisdifferent from its par value and book value.

2.3.1 Par Value

“When a corporation is first chartered, it is authorized to issue up to a stated
number of shares of common stock, each of which will often carry a specified
par value. Legally a corporation may be precluded from making payments to
common stockholders if doing so would reduce the balance sheet value of
stockholders equity below the amount represented by the par value of
outstanding stock. For this reason, the par valueis typicaly low relative to the
price for which the stock is initially sold. Some corporations issue no-par
stock. [In that case, a stated value must be recorded in place of the par value]”®
Theinitial offering price of the share may vary from the par value if stocks are

issued on premium or discount.

Footnotes:
5. J. F. Weston & E. F. Brigham [1987]. Essential of Manageria Finance. P. 78
6. Op. Cit: W. F. Sharpe, G. J. Alexander & V. B. Bailey [2000]. P. 461

2.3.2 Earning per share[EPS]
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Accounting earnings that represent the difference between revenues and
expenses, including the expenses associated with non-equity source of funds
(such as interest to debt, dividend to preference shares) is also known as total
earnings available for common stock. If this portion of income is divided by

number of outstanding shares, we get earning per share.’
2.3.3 Dividend per share[DPS]

The percentage of earnings the firm pays in cash to its shareholders is known
as dividend. The dividends, of course, reduce the amount of earnings retained
in the firm and affect the total amount of internal financing.

Nothing is more important than dividends to shock holders. They buy shares of
the firm with the hope of sharing profits earned by firms. The sole motive of
stockholders is to receive return on their investment; nothing pleases them
more than knowing the firm’s earnings and more profits mean more dividends

coming in.

Krishnaman opines that of two stocks with identical earnings record and
prospect, but the one paying a large dividend than the other, the former will
undoubtedly command higher price merely because stockholders prefer present
to future values. Stockholders often act upon the principle that a bird in the
hand is worth two in the bush and for this reason that are willing to pay a

premium for the stock with the higher dividend rate.

Forms of dividend

Cash dividend: Payments made in cash to stockholders are termed cash
dividends. For which, a firm needs to have enough cash in its bank account.
When cash dividend is declared, the cash account and reserves amount of the
firm will be reduced, thus both the total assets and the net worth of the firm are
reduced in case of distribution of cash dividends.
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Footnotes:
7.  Op. Cit. Sharpe, Alexander and Bailey. [2001]. P. 622

Bonus share (stock dividend): An issue of bonus share represents a distribution
of sharesin addition to cash dividend (known as stock dividend in USA) to the
existing stockholders. This practice has the effect of increasing the number of
outstanding shares of the company, which are distributed proportionate

ownership of the company.

2.34 Net worth per share [NWPS]/ Book value per share
[BPS]

A corporation will generate income, much of which is paid out to creditors (as
interest) and to shareholders (as dividends). Any remainder is added to the
amount shown as cumulative retained earnings on the corporation’s books. The
sum of cumulative retained earnings and other entries (such as common stock
and capital contributed in excess of the par value) under shareholder’s equity is
the book value of the equity. The book value per share is obtained by dividing
the book value of the equity by the numbers of share outstanding. ®

The book value of the equity reflects the historical costs of — brick and meter-
the physical assets of the company. A well run company with strong
management and an organization that functions effectively should have a
market value greater that the historical book value of its physical assets.’

Cumulative retained earnings + Capital contributed in excess of par + common

stock =Book value of equity.

The accounting value of share of common stock equal to the common equity of
the firm (common stock plus retained earnings) divided by the number of

shares outstanding.™®

25



Book vaue is generally considered to be relatively unimportant in
determination of the value of the company, since it represents only the
historical investments made in the company- investment that may have little

relation to current value of price.™*

Footnotes:

8.  Op. Cit: Sharpe, Alexander Bailey. [2001]. P. 506
9.  Weston & Copland [1992]. P. 695

10. Weston & Brigham [1987]. P. 674

11. Weston & Copeland [1992]. P. 111

2.35 Market priceper share[MPS]

A share of common stock can be authorized either with or without par value.
Par value is the recorded figure in the corporate charter. Generally, par values
of most of stocks are set at fairly low figures with compare to their market
value, and the market value per share is the current price at which the stock is
traded. Market value per share of common stock is the function of the current
and expected future dividend of the company and the percelved risk of the

stock on the part of investors.*?

“Common stock holders are sometimes referred as the residual owner since in
essence s/he receives what is left the residual after al other claims on the
firm’s income and assets have been satisfied. All the companies issue common
stock. Common stock holders are true owners of business firm. They invest
money with expectation of getting high return.

The return from common stock is usually from the capital gain earned .If they
increase in value after public buy them. That’s why price for common shares
can be more volatile. They move up and down due to the factors like economy
and company performance.”*®

The market price of share gives the value of shares, and the value of the
organization. The market price of sharesisthat price in which shares are traded
or the amount which, is paid by the buyer to the seller to purchase the stock of
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company. The market piece of shares varies from one company to other. Since,
the common stock holders are the owner of the organization and have least
priority to claim in liquidation, the share price is highly volatile and very
sensible to environmental factors. An organization has two types of
environment, i.e. internal & external. The environment within the organization
is caled internal environment and is somehow in control of the organization.
So the organization tries to maintain the favorable environment to maximize
the share price in stock market. On the other hand, external environmental
factors are not within the control of the organization, but such forces highly
affect the market price of share. So, the firm tries to adjust themselves
according to the changing environmental forces, and such adjustments are
indented to maximize the share price of the value of the firm.

Footnotes:
12. Op. Cit.: J. C. Van Horne & J. M. Wachowicz. [2000]. Fundamental of Financial Management. P. 546
13. L. J. Gitman. [1991]. Principles of Managerial Finance. Singapore: Harper Collins Publications. P. 573

Since the market price of shares is very much sensitive to the environmental
forces, the shares price increases if there is favorable environment and vice
versa. Thisincrease in share price is based on the market mechanism or market
forces, i.e. demand and supply. If the earning and divided of an organization
increases, then the investors have positive perception towards the organization
and they like to buy the shares of the organization, as a result demand
increases; on the other hand, the supplier like to hold the shares and supply
decreases, and there is gap between demand and supply, so, the market price of
the shares increase. The investors determine the share price they would like to
pay for the shares of an organization and the sellers determine the price they
would like to receive by selling shares based on their assumptions towards
organization and future expectation. Such assumptions and expectations vary
from individual to individual. Since different person anayses the same
situation differently with their level of knowledge.
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The index of stock gives the surrogate of market price of share. NEPSE index
isthe surrogate of all the listed companiesin NEPSE. So, it consists one of the
indicators of stock price in NEPSE. There are various indexes to analyze the
stock behavior in the world’s capital market. “Stock market indexes are “pure
numbers” used for making comparison between index number in the same
series of the index number. An index is usually aratio tabulated from average
of different securities. Typically, a time series of index number is constructed
from the same base date and base value (usualy set 100 or 10 or 1) to make
time directly comparable. Some past year is selected as the base year from
which index’s base value is calculated in order to impart time perspective to
index.* The base of the NEPSE is 12"February 1994.%

24 Review of Books

In this section of Review of literature, the well-established principles for the
valuation of common stock in global contexts are reviewed from various
books. The share price is somehow set with the vauation of stock. The
internationally set principles are viewed and the abstracts of such principles are

presented here.

Footnotes:
14. J. K. Francis. [1991]. Investments: Analysis and Management. New Y ork, McGraw Hill P. 183
15. Kathmandu Post Daily: March 11, 2004

2.4.1 Capitalization of Income Method of Valuation

The capitalization of income method of valuation states that the “true” or
“intrinsic” value of any assets is based on the cash flow that the investors
expect to receive in the future from owing the assets. Because these cash flows
are expected in future, they are adjusted by a discount rate to reflect not only
the time value of money but also the friskiness of the cash flows.

Angdlically, the intrinsic value of an asset is equal to the sum of present values
of the assets expected cash flows:
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Where, Ct denotes the expected cash flow associated with the asset at time t,
and Kk is the appropriate discount rate for cash flows of this degree of risk. In
this equation the discount rate is assumed to be the same for all the periods.*®

cl N c?2 N c3
(1 + k)1 (1 + k)2 (1 + k)3

2.4.2 Net Present Value

At the current time (t=0), if the cost of purchasing an assets is P, then its net
present value (NPV) is equa to the difference of its intrinsic value (V) and

COst.

l.e. NPV =V -P

_ {f (ftk)l} P e (2.2)

t=1

Footnotes:
16. Op. Cit: W. F. Sharpe, G. J. Alexander & V. B. Bailey. [2000]. Investments. P. 523-524

Simply, NPV is the excess of present values of a the cash flows over the
present values of cash outflows (investments).*® Positive NPV is favorable and

viceversa

2.4.3 Internal Rateof Return
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IRR approach for the investment decision making is similar to NPV approach.
IRR (K*) is the discount rate, which makes the NPV of the investment equal to

Z€Ero.

For rational decision making, the investment is viewed favorably of k* > k,

and unfavorably if k* <k

2.4.4 Stock Valuation

Securities analysts study companies’ earnings and their managements, the
economic outlook, the firm’s competition, market conditions, and many other
factors. Then their research findings are used in the accepted models to
estimate value of an equity share. If the security’s price is less than its
estimated value, then it appears to be a good buy or at least worthy for further
investigation.'® Such valuation models are presented here:

244.1 Single price valuation model
“An investor who buys a share of the Honda Co.’s stock for $ 50 and then sold
it for $55 a year later, after collecting a cash dividend of $ 2.50, earned a rate

of earning of 15 percent.

_(pl-p0O)+dl _ ($55-$50)+$2.50 _ $7.50

r =15%
p0 $50 $50

Footnotes:

18. Ibid. P. 524

19. Ibid. P. 453
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If the stock market is efficient, then 15% is an equilibrium rate of return for

Honda’s stock........................ The single period valuation model is given
by,
0= P (2.4)
1+r

Figuring out the risk adjusted discount rate to use in the valuation model is an

important part of the valuation process.

A fundamental principle of valuation says that in perfectly efficient markets,
all securities in an equivaent risk class should be priced to yield the same rate
of return. This principle implies that Honda’s equilibrium rate of return of 15
percent should be used as the risk adjusted discount rate to find the present

value of Honda’s stock.”%°

Where, pl = market price of asecurity at period 1
d1 = dividend per share for period of 0 to 1 year
p0 = present value of stock

r = single period rate of return

24.4.2  Dividend Discount Model [DDM]

J. B. Williams and M. J. Gordon have developed a model relating the value of
an equity share to its cash dividends. They hypothesized that the value V of a
share of stock equals the present value of the infinite (t = o) Stream of
dividend to be received by that stock’s owner?’ this model is known as
dividend discount model [DDM].

D1 D2 Doo = D1

:m'i‘m'i‘ ...................... +W_ m ................ (25)
t=1

Vv
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Where, K is the capitalization rate, which is appropriate for the firm’s risk

class.

Footnotes:
20. Op. Cit: J. C. Francis. [1991]. Investments: Analysis & Management. P. 524
21. Ibid. P. 455

24421 The Zero Growth M odd

If the dividend amount per share paid over the past year DO will also be paid
over the next year D1 and year after D2, and the year after that D3 and so on;
that is:

D0=D1=D2=D3=......ccccvvrrrrue. Dn

Thisis equivaent to assuming that the dividend growth rates are zero because
if g=0, then D { =D ;- 1: The present value of stock with zero —growth is
(from equation 2.5)

V0= Do{f u—lm} ............................. (2.6)

t=1

Using the property of indefinite series from mathematics, if K>0, then,

2 1 1
I T ( 2.7)
Zt::1 (1+k)1 k
D
V o e, 2
S, K (2.8)

24422 The constant — Growth M ode€l

“The next type of DDM to be considered is one that assumes that dividends
will grow from period to period at the same rate forever and is therefore known

as the constant growth model. Specificaly, the dividends per share that were
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paid over the previous year Dy are expected to grow at given rate ‘g’ so that
the dividends expected over the next year D; are expected to be equal to Dy
(1+9) . The dividends the year after that are again to grow by the same rate g,
meaning that D2 = DO (1+g) ? and in general:

D1 T T N ) (2.9)
Dt = DO+ ) erveveeereeeerereeersesseserneen (2.10)

Now, in the equation (2.5) substituting D ; by Dq (1+g) *, we get,

2 DO(+9g)"
V= Z‘l ) e (211)

For zero growth models, the equation (2.12) can be ssimplified by noting that
Do isafixed dollar amount, so it can be written outside the summation sign:

_ T3+ 9)
V_DO{Z (1+k)1} ............................. ( 2.12)

t=1

If K > g, the equation (2.11) follows a property of infinite in series from

mathematics.
Then,
0 g
S Wk 340 (2.13)

= (k) k-g

Substituting the equation (2.13) into equation (2.12) results in the valuation

formulafor the constant growth model:
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2 (1+9)" _(1+9)
or, thll AT (el (2.15)

Because, D1 = DO (1+g).

The equation (2.14) can be reformulated to determine the required rate of
return (K) as,

Where, “V’ is substituted by ‘P’, the current price of the security.

2.4.4.2.3 Themultiple— Growth Mode

“A more general DDM for the valuing the common stock is the multiple-
growth, with this model, the focus is on time in the future (T), after which
dividends are expected to grow at a constant rate ‘g’. Although the investor is
still concerned with forecasting dividends, these dividends do not need to have
any specific pattern of constant growth. The dividends up to T (D1, D2, D3,
........ D 1) will be forecast individually by the investor. Thereafter, dividends
are assumed to grow by a constant rate ‘g’ that the investor must also forecast,
meaning that:

Dt+1: Dt(l+g)
D+2=D+1(1+g) =D (1+g)?
D{+3=D+2(1+g) =D (1+g)*® andsoon.



2443 Valuation Based On Infinite Holding Period

The capitalization of income method valuation involves discounting all dividends
that are expected throughout the future. But when an investor plans to sell the
stock in a year, then the cash flows that the investor expect to receive from
purchasing a share of stock of the are equal to the dividends expected to be paid
one year from now and the expected selling price of the stocks. The intrinsic value
of the stock to the investor is given by discounting these two cash flows at the

required rate of return asfollows:

D1 P1
V = +
1+k) (@+k)

Where D1 and P1 are the expected dividend and selling price at t = 1, respectively.

“To use equation (2.18) the price of the stock at t = 1, should be expected. The
simplest approach assumes that the selling price will be based on the dividends
that are expected to be paid after selling date. Thus the expected selling priceat t =
lis

Pl= D21+ D32+ D43+ .................... zit_l ..................
1+k) 1+k) 1+k) — (1+K)

Form (2.18) & (2.19) we Qet,

V= |

DL D2 D3 D4 _ ][1}
(1+ k) (1+ k)l (1_+_ k)2 (1+ k)3 .......................

Or,

35



D1 D2 D3 D4 Z“’ D1

V= + + + + —_—
L+k) @+k)*' @+k)? @+k)° = (L+Kk)*

This results to the equation (2.5). Thus, valuing a share of common stock by
discounting its dividends up to some point in the future and its expected selling
price at the time is equivalent to valuing stock by discounting al future

dividends.”

2444 Models Based on Price Earning Ratio

In order to show the interaction of earnings, dividends, retained earnings, and
the growth rate of the firm, the model can be reformulated to treat these
variables explicitly. Dividends are related to earnings by defining dividends to
be equal to the payout ratios of (1-f) times earnings as in the equations (2.20)
and 2.20a)

Dt = (1- f)Et = Corporaion'stotal cashdividends..............cccceenu... (2.20)
dt = (1- f)et = Cashdividend per share........c.cccoeveeeenene (2.20a)

Total corporate retained earnings of dollars are assumed to be reinvested
within all equity firms to earn a rate of return of r. Since the firm we are
discussing here has borrowed money, it can only grow from retained earnings

period, as shown in equation (2.21), assuming no external capital isinvested in

the firm.

El=e0(1+g)" = EO(L+ fr) e (2.2
el=e0(1+ g) = €0(L+ fr) e (2.21a)
dl=(1+ )@+ )" (€0) o, (2.22)

o R i T IR ) = 0) OO (2.22a)



G V= S (2.22b)

As long as the retention ratio is positive number, f > 0, dividend per share will
change each period as indicated in equation (2.22) if no new shares are issued.
When some fraction of earnings is retained and earns a return of r within the
form, the present value of a share of stock is determined by substituting
equation (2.22) into (2.19a) to obtain (2.23). In equation (2.23) the beginning
cash dividend per share is stated in terms of the beginning earnings per share
by substituting e (1-f) in place of dy.

& e0(L- )L+ fr)t
vo_Z; Qalgr (2.23)

do(l+g)* di
" 1+ k)1 k-g

5 dO(L+ fr)® fr)
thll @+k)*

Mg
|
~
N
N
s

or,

—_
Il

Equation (2.23) may be written equivalently as (2.25 since g = f r. By
substituting el (1-f) for equation (2.24) below, we get (2.26).

<& e0(- f)(L+0g)!
vo_2; T T (2.25)
or, VO A (2.26)
k—g

One advantage of the dividend valuation model is that it may be written
equivaently in different forms. Equations (2.19a), (2.23), (2.24), (2.26) all are
useful representation of the same model. Equation (2.23) explicitly shows the
relationship of earnings e, dividend policy f, internal profitability r, the firms
cost of capital k and the firm’s growth rate g in the determination of value of
stock. The model may be used to determine the value per share by defining all

the variables on a per share basis as shown or the model may be used to value
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the entire form by using the total quantities represented by the variables in
capital lettersin equations (2.20) and (2.21).

2445 Signaling

“A relative simple view of dividend changes is that an announced increase in
dividends is a signal that management has increased its assessment of the
form’s future earnings. The announced increase in dividends is therefore good
news and will, in turn, cause investors to raise their expectations regarding the
firm’s future earnings. Conversely an announced decrease in dividends is
signal that management has decreased its assessment of the firm’s future
earnings. The announced decrease in dividends is therefore bad news and will,
in turn, cause investors to lower their expectations regarding the firm’s future
earnings. An implication is that an announced increase in dividends will cause

the firm’s stock price to rise, and an announced decrease will cause it to fall.”*?

There is nothing inconsistent with dividends being used as a signa and with
the dividend irrelevancy argument of Miller and Modigliani. In particular,
stockholders will neither better off nor worse off if the level of dividends,
relative to earnings, is high or low. Changes in dividends may, however, be
important because they convey information to the public about the future

earnings prospects for the firm.

Footnotes:
22. Op. Cit: W. F. Sharpe, G. J. Alexander & V. B. Bailey [2000]. Investments. P. 567
23. Ibid, p. 567-568

2.4.4.6 January Effect
“There is no obvious reason to expect stock returns to be higher in certain

months than in others. However, in a study that looked at average monthly

returns on NY SE listed common stocks, significant seasonality was found. In
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particular, the average return in January were higher than the average return in
any other months.................... It appears that the average return in January
has been approximately 3% higher than the average monthly returns in

February through December.”%*

2447 Day-of-the-week-effect

“Studies looked at the average daily return on NY SE listed securities found
that the return on Monday was quite different than returns on other days. In
particular, the average return on Monday was found to be much lower that the
average returns on any other day of the weak. Furthermore, the average return
on Monday was negative, whereas, the other days of the weak had positive

average returns.”?

2448 Size Effect

The past evidence suggests that the size effect also exists in Japan. The
securities of Tokyo stock exchange classified into two sections, the second is
less than 10% of the size of the first, measured by the market value of the
examined over the period on it. Two indices were prepared and examined over
the period from 1952 to 1980; they include the same stocks but are compiled
differently. The equally weighted (EW) index weights the stocks by market
value waited (VW) index weights the stock by market value. Hence, the EW
index is influenced much more by the performance of small stocks than the
VW index is. Te EW index returned 5.1% more, suggesting the preference of a

size effect.?

Footnotes:

24. 1bid. P. 497
25. lbid. P. 497
26. lbid. p. 501
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2449 Earnings Announcement & Price Changes

“A number of studies have shown large price changes for stocks of companies
that reports earnings that differ substantially form consumers expectations.
One study looked at three groups of 50 stocks. The first group consisted of the
50 stocks listed on the NY SE that expected the greatest price rise during 1970.
The second group consisted of 50 stocks chosen randomly from all those on
the NY SE during 1970. The third group consisted of the 50 stocks listed on the
NY SE that experiences the greatest price decline during 1970....................
It is found that the median changes in actual earnings per share for the top ,

random, and bottom, groups were 21.4%, -10.5%, and -83% respectively.”?’
25 Reviews of the previous studies
This section includes the previous studies regarding stock markets price and

organized stock exchanges both in the national as well as internationa

contexts:

2.5.1 Foreign Context

According to www.stocksabout.com “Socks trade in an open market, where

buyers and sellers agree on a price. There is no fixed price like you’ll find at
convenience store, instead, prices follow the simple laws of supply and
demand. Therefore, when a stock’s price rises, it means that buyers are
continually willing to pay more for the stock (and sellers are demanding more
before they’ll part with their shares.)

+ What Causes Buyer Demand?

As more and more buyers flock to a stock, the supply at a lower price

diminishes (partly because a the chap shares are sold out and partly because
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sellers realize they can raise the price) Three man factors drive buyers

demand. They are:

Footnotes:
27. lbid. P. 578

Company profitability

Dividend income

Speculation

Most investors value company profitability.

A business that makes money is worth purchasing for a variety of reasons. It
won’t go bankrupt, it will grow, and it might be purchased by any other

company. Therefore, the company becomes more valuable.

You might notice that the stock market pays attention to earnings release.
These releases are the company’s proof that it is a valuable enterprise. When a
company can demonstrate consistent earnings growth, it attracts more and
more investors.

Dividend income is also vauable to investors. By paying a dividend, the
company is sharing profits with the shareholders. Many investors like the idea

of getting paid and not doing any work.

Dividend stocks can attract more and more investors just like growth stocks. If
a stock has a history of always paying a heavy dividend, one can expect that
history to continue. It’s even better if the dividend has a history of increasing.
Stock that offer constituent dividend growth will continually attract investors.
Also, stocks that offer a relatively high dividend yield (dividend payment
divided by share price) attract buyers.

Finally, Speculation can cause a stock’s price to change dramatically. While
earnings growth and attractive dividends are reasonable approaches to
investigating; speculating is harder to understand.
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The basic idea is that you buy a stock because you think somebody else will
pay more for it in future. The reason for the price increase doesn’t really matter
(after all, any profit in the stock market isa good profit.) All the matters are the
belief that there will be an increase.

Speculators typically don’t base their buying behavior on historical
performance (such as earnings growth or constituent dividend growth.) Rather,
they are hoping to predict the future of a stock. The markets saw plenty of
speculation in the intent boom. Buyers hoped that internet stocks would make a

bundle of money, but they weren’t quite sure how, some gained, some lost.

+ What CausesPricesto fall?

Now that you know what causes buyer demand, you can start to understand
what drives prices down. When a stock becomes unattractive (due to poor
earnings outlook, missed dividends payment, or speculation), shareholders
want to get rid of their shares. Sellers will settle for less (because they just

want to make a sale) and buyer demands are limited.

Next time somebody asks why the markets is up, you can respond with the old
Wall Street joke: “More buyers than sellers” ........... but you will have a better
idea why they are buying.”%’

In an journa published on www.utk.edu by Debosah L. Murphy, Ronald E.
Shrieves and Samuel L. Tibbs entitled “ Determinants of Stock Price Reaction
to Allegation of Corporate Misconduct: Earning Risk and Size Effects”
studied using the most extensive sample to date. They examined the source and
magnitude of market imposed penalties experienced by firms alleged to have
committed illegal acts. Stratification of the sample by crime category reveas
significant verification in the announcement - related wealth effects. Also
examined were the linkages between the observed wealth effects and changes

in reported and expected earnings, risks, firm sizes and reputation. They found
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the allegations of misconduct were accompanied by statically significant
control firm adjusted decline in reported earnings, increased in return
variability and a decline in concordance among analysts’ earning estimates.
The magnitude of the market-imposed penalties accompanying alegations is
systematically related to the type of misconduct, firm size, and increase in
uncertainty. However, the statistical relationship between earnings changes
around the allegations and the wealth effects of criminal alegations was
ambiguous. Thelr results offer the strongest evidence regarding a link between
market-imposed penalties associated with allegations of misconduct and

subsequent changes in the level of uncertainty of earnings.?®

Footnotes:
27. www.stocksabout.com
28. L. M. Deborah, E.S. Ronald & L.T. Samuel: Determinants of Stock Price Reaction to Allegations of corporate

Misconduct www.ukt.edu

In the journal of Financial Economics, summer 1996, entitled “ Commonality
in the Determinants of Expected Stock Returns “ by Robert A. Haugen and
Vardin L. Baker, they presented with evidence that the determinants of the
cross section of expected stock return were stable in their identify and
influence from period to period and from country . The determinants were
related to risk, liquidity, price level, growth potential and stock price history.
Out of sample predications of expected returns, using moving average values
for the pay-offs to these firm characteristics were strongly and consistently
accurate. Two findings, however, distinguished their paper form others in the
contemporary literature. First, the stock with higher expected and realized rate
of return was unambiguously of lower risk than the stocks with lower returns.
Second, they found that the important determinants of expected stock returns
were strikingly common to the major equity markets of the world. Given the
nature of the texts, it was highly unlikely that those results may be attributed to
bias or data snooping. Consequently, the result seems to reveal a major failure

in the efficient market hypothesis.

43



In 1997 International Monetary Fund [IMF], Policy Development and
Review Development Division published a working paper entitled
“Determinants of Stock Prices: The case of Zimbabwe”. The working paper
examined the genera relationship between stock price and macroeconomic
variables in Zimbabwe, using the revised DDM, error-correction model, and
multi factor return generating model. Despite the large fluctuation in stock
prices since 1991, the analysts indicated that the Zimbabwe Stock Exchange
functioned quite constituently during the period. Whereas, sharp increases in
the share prices in stock prices during 1993-94 were mainly due to the shift of
the risk premium that was caused by partial capital account liberalization, the
monetary aggregates & market interest rates explained by the rapid increase of
1990’s in stock prices.®

Footnotes:
29. A. H. Robert & L.B. Nardin: “Commonality in the Determinants of Expected Stock Returns”

30. IMF working paper: “Determinants of stock prices; the case of Zimbabwe”

+ CEO CHARISMA AFFECTSSTOCK PRICES

The head honcho’s clever workings influence all aspects of a company, and
according to a recent University of Florida study, their powers of persuasion

don’t end with the firm.

The study found securities analysts predict a firm’s future performance based
not only on its track record but also on how favorably they view the company,
which is influenced largely by how charismatic they consider its chief

executive officer.



That influence indirectly affects the price of a company’s stock because
investors use the tainted predictions to decide whether to buy or sell stock, said
Angelo Fanelli, who conducted the study for his doctoral dissertation at the UF
Warrington College of Business.

“The essence (of this study) is in this particular relationship between the CEO
and securities anaysts, a charismatic leader will make a security analyst
excited, and then he will rate a company more favorably in his

recommendation to stockholders,” said Fanelli.

However, the effects of CEO charisma do not mean an analyst is more accurate

in predicting the future performance of a company.

The results showed CEO charisma significantly affected the perceptions of
anaysts, leading them to recommend to investors the stock of a firm with a
charismatic CEO in a more favorable way. The study also found, as a group,
securities analysts are more likely to have more similar high recommendations

for afirm that received a high score for CEO charisma.

[Source: www.napa. ufl.edu/2003news]

4 Equity Funds - What affects price?

What factors influence the price of stocks, and therefore the
value of equity mutual funds? There are several fundamental
factors: expectations, external events, fiscal and tax policies,
government spending, monetary policy, inflation, and business
cycles. Technical factors include: the condition of securities
markets, price movements, trading volume and supply and

demand.

Fundamental factors include everything outside the security

markets themselves which might influence price. Because
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market security prices are negotiated between buyer and

seller, future expectations help determine price.

[Source: www.fiscalagents.com/newsl etter/4af ctpre.shtml]

« What Is The Impact Of Research On Stock Prices?

Although the total return on the investment in research is hard to quantify, the
information provided via third-party research has tangible value. Objective
research provides information to the market to reduce uncertainty. Even
though the nature of the stock market prevents us from isolating any one of
the many variables that affects a stock price, no one can disagree that in the
long run, greater available information means greater market efficiency.

[Source: By Rick Way man / www.investopedia.com/articles/analyst/03/070903.asp]

+ Stock Price Behavior in Small Emerging Markets: Tests
for Predictability and Seasonality on the Bahamas
I nternational Securities Exchange

This paper presents evidence on the behavior of stock prices on the Bahamas
International Stock Exchange (Bisx) over the first eighteen months of its
existence (January 2 2001 to June 29 2002). The paper is unable to reject the
hypothesis of randomness in the rates of return series for the mgority of the
seventeen stocks listed on the Bisx. One is therefore unable to reject the notion
that the Bisx is weak form efficient. The paper finds no evidence of a day of
the week effect or January effect. This provides further evidence that many of
the seasonal patternsin stock returns identified on developed stock markets, do
not generally carry over to emerging markets. The paper also provides further
evidence that stock prices are not generally drawn from a normal distribution,
and that non-parametric statistics are potentially important in the statistical
analysis of stock prices.
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[Source: by C. Justin Robinson, University of the West Indies, Cave Hill Campus, Barbados]

+ WhytheMarket Risesand fall? /What

moves the stock market?

That complex question has many answers. Some market movers are obvious,
while others creep up on us unseen. In this and subsequent articles, I’ll look at
some of the economic, political, and societal issues that may cause the market

to change direction or speed up or slow down its momentum.

A quick list of the obvious includes:

. Inflation
. Interest rates
. Earnings

. Oil/Energy Prices

. War/terrorism

. Crime/fraud

. Serious domestic political unrest

As you can see, many of these have serious long-term implications, while

others may only cause temporary disruptions.

However, the one factor not listed above that drives the market absolutely
crazy is uncertainty. The market cannot stand surprises and when there is the

chance that something may change, it rattles the market.

[Source: www.stocksabout.com]

+  What factorsinfluence a shareprice?

When you look at the performance of the stock market at the end of a trading day it can be hard to
work out why shares have either risen or fallen in value.
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Broadly speaking, share prices are influenced by news or information: new
data on employment, manufacturing, directors’ dealings, political events or

even the weather, all kinds of news can influence the way shares move.

You will sometimes, however, see little move in share prices when, for
example, interest rates shift. Thisis because investors try to anticipate what is
going to happen in the next few months and try to move their portfoliosin or
out of these stocks before the rest of the market catches on. Sometimes, of
course, these expectations can be wrong and if this happen, markets can move

very sharply.

If you want to trade successfully in the stock market you will need to know
what news other investors look at and how they will look at it. Thiswill help
you pick the best moment to buy and sell your shares. Read more about

monitoring news on a company.

The economy

Company news
Analysts reports

Press recommendations
Sentiment

Technical influences

- The economy

The hedlth of the global economy has a fundamental influence on share prices
because it is ultimately responsible for driving company profits. Broadly
speaking, if the economy is growing, company profits improve and shares will
become more highly valued. If the economy is weakening, company profits

will fall and share prices will go down.
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Investors look at a vast amount of data to try and work out what is going to
happen to the economy and shift their portfolios before the events occur. This
is why you will often see markets move well ahead of an actual event
occurring. You may, for example, get little reaction from the stock market
when interest rates rise. This is because investors have already anticipated the
shift months in advance and adjusted their portfolios beforehand.

You can usualy assume that the stock market will anticipate moves in the
economy by around six to nine months. So if you want to stay ahead of the

game you will need to follow economic data as closely as the professionals.

The kind of information you need to play close attention to is: employment
data, the reports put out by the Monetary Policy Committee (to get an idea
where interest rates are headed), trade with other countries, retail saes and
manufacturing. Sentiment surveys produced by trade bodies such as the
Confederation of British Industry are also important indicators of where the

economy is heading.

It is not only news about the UK economy that will impact on share prices. The
signals coming out of other major economies, particularly the UK’s major
trading partners, such as the US and Europe will affect UK shares as what

happens in these economies will have an impact on our own.

When looking at economic data, you need to think not only how the wider
economy will be affected but whether certain areas will be more affected than
others. A rise in interest rates is, for example, often bad news for house
builders as people feel less confident about taking on debt. Retailers are often
badly affected too as people spend less. Pharmaceutical companies are,
however, usually unaffected as people’s demand for drugs is not influenced by

the state of the economy.

Companies whose profits are closely tied to the heath of the economy are

known as ‘cyclical’ stocks. Those businesses that aren’t too affected by the
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economy are called “‘defensive’ stocks. If economic conditions deteriorate you

will often see investors shift from cyclical stocksto defensives

- Company news

The way investors interpret news coming out of companies is also a major
influence on share prices. If, for example, a company puts out a warning that
business conditions are tough, shares will often drop in vaue. If, however, a
director buys shares in the firm, it may be a signal that the company’s

prospects are improving.

Companies put out a great deal of news and most of the major announcements
are covered by the financial press. But some announcements not regarded as so
important and sometimes, particularly among smaller firms that are monitored
less by investors and financia journalists, indicators of the company’s health
can be missed.

You can stay one step ahead of the game by looking carefully at all the
information sent out by companies you own, their competitors and other
companies you are interested in. This information is usualy available on

companies’ websites.

Try to think lateraly about the information you are getting. If, for example, a
competitor to a company you have shares in produces a revolutionary new
product, it will probably hit profits at the company you own. Also think about
the impact it will have on suppliers to that business. An increase in sales of
mobile phones with cameras in them will not only be good for the phone

company but the firms that supply the technology in the phones.
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Takeovers or even rumors of takeovers also have a big influence on prices.

This is because investors expect the bidder to pay a premium to shareholders.

- Analysts’ reports

Reports produced by independent analysts aso influence share prices. If an
analyst changes their recommendation from ‘sell’ to ‘buy’, for example, the
shares will often rise in value. Analysts’ reports are produced primarily by
investment banks for professional investors, athough some stockbrokers will
make their research available to private investors. You may find summaries of
some reports published on financial news websites or in newspapers and
magazines. Some investment banks also publish their reports on their websites
for free. You should remember that the recommendation an analyst puts on a
company will affect its share price very quickly and can become irrelevant
within hours. This is because the analyst will usually say a stock is a ‘buy’
within a particular price range. If the price moves above their targets the
improvements the analyst expects may be ‘priced in’ and so the shares not

worth buying.

But analysts’ reports are always worth reading, even if the recommendation is
out of date. The reports usually contain a great deal of useful information on
the company and how its business is developing. They aso often look at how
the company rates against its competitors.

- Pressrecommendations

The financial pages of most national newspapers and investment magazines
usually contain share tips. Like analysts’ reports these tips can have a major
influence on share prices. If a journalist recommends a share, the price will
usually rise and if they write a negative story the price will fall. These moves
usually happen very quickly so if you are going to follow the recommendation

it often makes sense to do so as soon as possible.
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- Sentiment

Investor sentiment is amost impossible to predict and can be infuriating if, for
example, you have bought shares in a company that you think is a good ‘buy’
but the price remains flat. Investor sentiment is influenced by a wide variety of
factors. Share prices can, for example, be flat during the summer simply
because so many major investors are on holiday or attending major sporting
events such as Royal Ascot and Wimbledon, hence the adages ‘sell in May and

go away’.

Investor sentiment can lead to irrational buying or selling of shares and result
in bull and bear markets. A bull market is when share prices rise while a bear
market is when they fall. In the technology boom of the late 1990s, for
example, investors paid extremely high prices for shares and ignored
traditional valuation measures, such as P/E ratios. This carried on until 2000
when investors belatedly realized these shares has risen too far and resulted in

athree year bear market in shares.
- Technical influences

Share prices can rise and fall for a variety of technical reasons that may have
nothing to do with the actual outlook for an individual company or the outlook
for the market.

It is, for example, a common occurrence for share prices to drop back after a
strong rally. This happens because investors take profits on some of the shares
that have risen in value, protecting their gains just in case the shares start to

slip back. Investors often refer to this as market consolidation.

Another technical reason for share prices to rise or fal is the quarterly
adjustment in the FTSE 100™ index. Shares that are expected to enter the
FTSE 100™ may experience a sharper rise than one would expect in the weeks

beforehand while shares that leave the index can fall more sharply. This
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happens because funds that simply track the index have to match the
composition of the index. Some professional fund managers who hold the
affected stocks also adjust their portfolios as they do not want their holding to
be too far above or below the company’s weighting in the index.

Share prices can aso be affected by investors who use technical analysis to
drive their investment techniques. Technica analysis, also known as Chartism,
is simply the study of past share price movements and stock market index
trends, which are then used to forecast how shares and stock markets will

behave in future. Read more about strategies for investment.

Market makers can also influence prices. If they, for example, do not own
enough shares to balance their books they will have to buy more. Market
makers also influence prices if the market is looking flat, reducing prices to
attract buyers.

[Source: www.londonstockexchange.com]
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25.2 Nepalese Context

There are very few independent studies in Finance in Nepalese perspective.
On the core concept of capital market and determinants of the stock price in
stock market, very negligible studies have been made. Such research studies
are made on shareholder’s democracy and dividend policy etc. Even though,
these studies have been made many years ago, these can provide intellectual

ground, since there are no researches made on the specific topic.

‘- In 1993, Prof. Dr. Rahde Shyam Pradhan studied the market behavior
in Nepal and concluded that:

Large stocks have large PE ratios; large ratios of the market value to book of
equity and smaller dividends. PE ratios and dividend ratio are more variable
for smaler stocks where as market value to book value of equity is more

variable for the large stocks.

Large stocks also have lower liquidity, higher leverage, lower profitability, and

lower assets turnover interest coverage stocks.

Smaller dividends, lower profitability, lower assets turnover, and lower interest
coverage for large stock may be attributed to the fact that most of the large
stocks are at their initial stage of operation.

Stocks with large market value to book value of equity, large PE ratios and
lower dividends. PE ratios are more variable for stocks with large market value
to book value ratios and dividends ratios are more variable for stocks with

smaller market value to book value.

Stocks with large market value to book ratios have lower liquidity, higher

leverage, lower earnings, lower turnover and lower interest coverage.
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However, liquidity and leverage are more variable for stocks with large market
value to book vaue ratios while earnings, assets turnover and interests
coverage are more variable for stocks with smaller market value to book value
ratios.

Stock with large ratios large PE has large market value to book value of equity
and smaller dividends ratios. However, their ratios of market value to book
value of equity, and dividends are more variable for smaller stocks than for

large stocks.

Stocks with large PE ratios have lower liquidity, higher leverage, lower
profitability, lower assets turnover, and lower interest coverage. However,
liquidity, leverage, earning turnover, and interest coverage are al more

variable for stocks with smaller PE ratios as compared to large ones.

Stocks paying higher dividends have higher liquidity, lower leverage, higher
earnings and higher turnover and higher interest coverage. However, liquidity
and leverage ratios are more variable for the stocks paying lower dividends
while earnings, assets turnover and interest coverage is more variable for the
stocks higher dividends.

& The other study by Prof. Dr. Rahde Shyam Pradhan and Mr. Nabaraj
Adhikari entitled “Impact of Dividends on Share price in Nepal” leads
to three important conclusions. First, dividends have positive impact on
share price, i.e. paying dividends can increase share price. Second,
dividends have comparatively more favorable impact on the share price
of the non-finance sector than to the share price of finance sector.
Third, past earnings have more impact than retained earnings and

dividends on share private of finance sector.
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+ A mini research entitled ““Financial Performances and Common Stock
pricing” concluded by Mr. Khagendra Prasad Ojha in 2002 was also
reviewed for this study. The maor findings of the research were:
Nepalese stock market is in infancy stage. Dominant of banking sector
is prevaent in the market due to other industries including finance and
insurance companies. Manufacturing companies are not encouraging.
He also conducted that people have a misconception that the issuance
of the bonus shares and right shares , which actually decreases price
and this makes them to invest even at atoo high price with expectation
of getting the same to increase their overall wealth. Further, he
concluded that stock price in Nepal is determined more by other factors

rather than the financial performance of the concerned company.

2521 Review of Unpublished Thesis

There are numerous thesis reports for the partial fulfillment of Master of
Business Administration, Master of Business Studies and Mater in Arts in
Tribunal University. Among those thesis reports some are related to the capital
market and vary few are related to the stock price in Nepal Stock Exchange.

Some of those thesis reports are viewed here:

s In 1996, a study on “Dividend Decision and Its Impact on Sock
Valuation™ [by Mr. Bhattarai 1996] revealed that:

. Though the stockholders have not good enough return, market price of
shares are increasing due to the high expectation in future.

= If there are rational investors and stable dividend influences

considerable impact on valuation of shares.
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There is positive relationship between cash dividend and valuation of
shares. There are five companies out of ten, having positive coefficient
of correlation between cash dividend and valuation of shares.

The market price is considerably higher than the actual net worth. In
some cases, market price of share is two or three times higher than the
net worth. This certainly includes that investors do not have adequate
knowledge on how to evaluate the value of shares before investing in
them.

In 1999, Mr. Surya Chandra Shrestha made a study entitled “A Study
on Stock Price Behavior in Nepal.” The major findings were:

The price changes of the past and present can be very helpful to
forecast future price and present can be very helpful of future price
changes.

When log days increase, the mean value of serial correlation of
coefficient is lower, that indicates the past price changes may have low
power to predict the future price in the long run.

The price changes in the present and the future stock market may not
be independent of the price changes in the past and present
respectively.

There dlitists no profitable trading rules to make greater profit than
they would make the buy-and-hold strategy on past price changes.
Nepal Stock Exchangesis not efficient in pricing shares.

Another research entitled “A Study of Stock Market Behavior in Nepal”
by Ms. Sangita Gautam Concluded that political instability and other
laws related issues are the prominent factors for the underdevel opment
of security market in Nepal. She further concluded that the
stockbrokers and stock market are not being much active to create

investment environment in stock market. Most of the investors are

57



influenced through media only. Information deficiency in the capital
market may be 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 NEPSE. Lack of effective laws and effective
implication of the existing laws are the contributing factors for the less
development of the capitol market. She also argued that some of the
major problems experienced by stock market are the poor regulatory
controls and supervision by SEBO/N and NEPSE.

Another study [Poudyal, 2001] on “A study on Share Price Behavior
of Joint Venture Banksin Nepal” is undertaken by using financial and
statistical tools and revealed 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 bank’s
performance in the secondary market.

The ordinary least square equation of the book value per share on
market value per share reveds that the independent variable does not
fully explain the dependant variables on the basis of above mentioned
two points; Nepal Stock Exchange operated in a weak form of efficient
market hypothesis, including that the market prices move randomly.
The market value per share does not accommodate all the available
historical information.

Having good track record of the financial position, the market potential
investors buy the shares of joint venture commercial banks. Therefore,
the shares of joint venture bans 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 shares of eight

sampled banks are risky. Therefore, even a risk averter can go for
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making an investment in shares of these banks. The shares of publicly
guoted joint venture commercial banks are less risky as compared to the

other average stocks traded in the stock exchange.

In 2004, Mr. Apar Neupane made a research entitled “Determinants of
Stock Price in NEPSE” and tried to explore the factors that have
significant influence on the stock price in NEPSE. He concluded his
study by quoting:

Nepalese investors have not adequate education about the capital
market. They do not have good knowledge and information to analyze
the scenario and to forecast share price. Perhaps due to this reason stock
price in NEPSE rather showsirrationa behavior.

In NEPSE, DPS, BPS & EPS individually do not have constituent
relationship [with the market price of the share among the listed
companies. The pricing behavior varies from one company to another.
But EPS, BPS & DPS, jointly have significant effect in market price of
the share. So, there may be other major factors affecting the share price
significantly. NEPSE is in its primary stage, adopting open out cry
system for stock trading and stockbrokers lack professionalism to create
investing opportunitiesin NEPSE.

Commercial banking sector has dominated the overall performance of
NEPSE. Manufacturing & processing, trading and hotel sectors have
weak performance. So, financia intermediaries are strong but their
ultimate investment is suffering.

Companies’ performances (earning, dividend, book value, risk etc)
information disclosed , timely AGM , political stability, national
economy, demand & supply situation, strikes, demonstrations, ceasefire
and peace talks (and their outbreak) are the major factors affecting the
share price in NEPSE, according to the respondent of survey. Interest
rate, retention ratio, cost of equity, tax rate, gold price, vaue of US$,
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globa economy, market liquidity, season, day of the weak, size of the
firm, change in the management do not significantly affect the price of
the sharein NEPSE.

There is deficiency of proper laws and policies regarding the capital
market. Shareholders are feeling unsecured to invest in security markets
due to poor regulatory mechanism to protect shareholders interests. The
implementation of existing lawsiswesak.

Listed companies do not provide sufficient information (financial as
well as non financial) to their shareholders and they are not able to act
according to the shareholders’ interests. The performance of most of the
listed companies is not transparent.

Since NEPSE is in increasing trend, in spite of unfavorable
environment for investment, Nepalese citizens have a huge amount of
scattered fund remained unproductive, which can be used in the
industrial development through capita market to accelerate the
economic growth of the nation.

With the existing Maoist problem, industria development and capital
market development is impossible. So, the peaceful solution of the
Maoist problem is preliminary condition for capital market and
economic development in Nepal.

60



CHAPTER IlII

RESEARCH METHODILOGY

3.1 Introduction:

Research methodology is a way to systematically solve the research problem.
It refers to the various sequential steps that are to be adopted by a researcher
during the course of studying the problem with certain objectives. This chapter
refers to the overall research method from the theoretical aspects to the
collection and analysis of data. This study covers quantitative methodology in
a greater extent and also uses the descriptive part based on both technical
aspects and logical aspect. This research tries to perform a well-designed
guantative and qualitative research in a very clear and direct way using both
financial and statistical tools. Detail research methods are described in the

following headings:
3.2 Research Design

In order to make any type of research awell-set research design is necessary to
fulfill the objectives of the study. Generally, research design means definite
procedure and techniques which guides to study and provide ways for research
viability. It is arrangements for collection and analysis of data. To achieve the
objective of this study, descriptive and analytical research design has been
used. Some financial and statistical tools have been applied to examine facts
and descriptive techniques have been adopted to determine factors determining

stock prices of commercial banksin the NEPSE.
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3.3 Variables

A variable is a symbol to which numerals or values are assigned. * So, the
variables can take on values. This research intends to identify the factors that
affect share price in NEPSE. So, the market price of the share is the dependant
variable, which is affected by many variables, such variables are regarded as
the independent variables in the study. The entire factors that affects the
market price of shares , such as, earnings, dividends, interest rate, liquidity,
book value of share, economy of the nation, peace & prosperity, rumors and

whims etc. are the independent variables.
3.4 Population & Sample

This study intends to identify the factors affecting the stock price of Private
Commercial Banks in NEPSE. So, the population of the study is al the listed
companies in NEPSE up to Julyl6, 2007 i.e. 135 listed companies. In this
study, seven sample organizations representing the private commercia banks
are taken into account amongst listed companies. The following Table 1
reflects the detail of the samples:

Table: 1 Population & Sample

Serial no. Name of thelisted banks

Standard Chartered Bank (Nepal) Ltd.
Nabil Bank Ltd.

Bank of Kathmandu Ltd.

Himalayan Bank Ltd.

Everest Bank Ltd.

Nepal Investment Bank Ltd.

Nepal SBI Bank Ltd.

N o g M W N E
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Footnotes:
1. Ibid. P-300

The secondary data of sample organizations are analyzed to determine the
relationship of earning, dividend and book value with market price of sharesin
NEPSE. But, to identify the qualitative factors affecting the stock price in
NEPSE, primary information are collected through questionnaire from the
senior officers of the listed banks, SEBO/N, NEPSE, and Security Brokers.

3.5 Sources & Natureof Data

The study is based on primary data as well as secondary data. To show the
relationship between variables (share price — earnings, share price — book
value, share price — dividend), secondary data are used but to determine the
factors, which affect the stock price, primary data are collected form
respondent through research questionnaire. The respondents of the primary
data are listed commercial banks and stock brokers etc.

The sources of secondary data are AGM reports of listed companies, SEBO/N,

NEPSE, and other concerned organizations, bulletins, publications, researches,

journals, unpublished thesis reports, newspapers, journals, and internet.
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3.6 Data Collection Techniques

The research consists of both primary and secondary data. Since the nature of
these two types of data is different, the data collection procedure aso varies.
To collect the secondary data, published materias are viewed in various spots.
Books by different authors, unpublished thesis reports, journals, magazines,
internet, AGM reports of the listed companies, SEBO/N, NEPSE etc. Trading
reports of NEPSE are the magjor source of secondary data. To collect these
secondary data, the researches visited Central library, NRB library and library
of SEBO/N. On the other hand, the primary data collected through

guestionnaire with private commercial banks and security brokers.

3.7 DataAnalysisTools

The primary and secondary data collected from various sources leads to the
logical conclusion, only if the appropriate tools and techniques are adapted to
analyze such data. The collected data has been no meaning, if such data are not
analyzed. To analyze the data in this research, the researcher has used some

statistical and financial tools, which are explained here.

3.7.1 Statistical Tools

Statistical tools are the measures or the instruments to analyze the collected
data from different sources. In statistics, there are numerous statistical tools to

analyze data of various natures. In this study, the researcher has used the

following statistical tools to analyze the data:

3.7.1.1 Average/M ean



An average isasingle value related from a group of values to represent them in
someway, a value, which is supposed to stand for whole group of which itisa
part, as typical of al the values in the group.  There are various types of
averages. Arithmetic mean (AM, Simple & Weighted), median, mode,
geometric mean, harmonic mean are the major types of averages. The most
popular and widely used measure representing the entire data by one value is
the AM. The value of the AM is obtained by adding together all the items and
by dividing this total by the number of items.

Footnotes:
2. S C.Gupta[1992]. Fundamentals of Statistics, Bombay. Himalaya Publishing House. P. 238

Mathematically:
Arithmetic Mean (AM) is given by,

X = % .......................................... (3.0

Where, X = Arithmetic mean
>x  =Sumof al the values of the variable X

n = Number of observations

3.71.2 Standard Deviation

The standard deviation (s ) measures the absolute dispersion. The greater the
standard deviation, the greater will be the magnitude of the deviations of the
values from their mean. A small standard deviation means a high degree of
uniformity of the observations as well as homogeneity of a series and vice

versa.
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Mathematically:

3.7.1.3 Coefficient of Variation

The standard deviation is absolute measures of dispersion; where as the
coefficient of variation (CV) is arelative measure. To compare the variability

between two or more series, CV is more appropriate statistical tool.

Mathematicaly,
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3.714 Corrédation Coefficient

When the relationship is of quantative nature, the appropriate statistical tool for
discovering and measuring the relationship and expressing it in a brief formula
is known as correlation. If the values of the variables are directly proportional
then the correlation is said to be positive. On the other hand, if the values of
the variables are inversely proportional, the correlation is said to be negative,
but the correlation is said to be negative, but the correlation coefficient always
remains within the limit of + 1 to — 1. By Karl person, the ssmple correlation

coefficient (between two variables, say X and Y) is given by:

Where,

I xy =isthe correlation coefficient between two variablesx & y
‘r’ lies between +1 to -1

Whenr = +1, thereis perfect positive correlation

When r= -1, thereis perfect negative correlation

Whenr =0, thereis no correation

When r lies between 0.7 to 0.999 9 (or -0.7 to -0.999), there is high degree of
positive or negative correlation

When r lies between 0.5 and 0.699, there is moderate degree of correlation
When r islessthan 0.5, there is low degree of correlation.

3.7.15 Standard Error of Estimate
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A measure of precision of the estimates so obtained from the regression
equation is provided by standard error (S.E.) of the estimate. Standard error is
a word analogous to standard deviation (which is measure of dispersion of
observations about the mean of distribution) and gives us a measure of the
scatterness of the observations about the line of regression (Gupta 1999: 633-
635)

Thus,

Syx = S.E. of Estimate of Y for given X

Syx = \/z (Yn_YC)Z =dy(1-r2)1/2

D Y2-a) Y-b) XY
= n-2

(Shrestha & Manandhar 2000 (2057):246)

3.7.1.6 SimpleRegression

Regression and correlation analysis are the techniques of studying how the
variations in one series are related to the variations in another series.
Measurement of the degree of relationship between two or more variables is
called correlation analysis and using the relationship between a known variable
and an unknown variable to estimate the known one is termed as regression
analysis. Thus, correlation measures the degree of relationship between the
variables while regression analysis shows how the variables are related. Thus,
regression and correlation analysis determines the nature and the strength of

relationship between variables.®

The equation of regression line where the dependant variables Y is determined

by the independent variable X is given by:

Footnotes:
3. P.K.Sharma& A. K. Chaudhary. [2002]. Statistical Methods. Kathmandu. Khanal Books Prakashan. P. 425

Y =a+bx
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a=y - intercept

Where:
b = dope of the regression line (i.e. it measures the change in Y per unit X) or
regression coefficient of Y on X.

3.7.1.7 Multiple Regressions

Assuming that all variables are closely related, we can estimate the unknown
value of one variable from the given or known values pf the other variables.
Multiple regression analysis is a logica extension of the simple linear
regression anaysis. In multiple regression anaysis, instead of single
independent variable, two or more independent variables are used to estimate

the unknown values of dependant variables.

The multiple regression equation describes the average relationship between
dependant variable and two or more independent variables and this relationship
is very much useful for estimating (or predicting) the dependant variable. Thus,
the multiple regression equation of X1 on X2, X3 and X4 is an equation for
estimating a dependant variable X, from three independent variables X2, X3
and X4.

The multiple regression equation of dependant variables X1 on three

independent variables X2, X3 & X4 isgiven by:
X1=a+ blx2 + b2x3 + b3x4

Where,

a = x1 - intercept = the value of x1 when three independent variables x2, x3
and x4 are zero.

bl = the partia regression coefficient of x1 on x2 when x3 & x4 are held

constant
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b2 = the partia regression coefficient of x1 on x3, when x2 & x4 are held
constant

b3 = the partia regression coefficient of x1 on x4, when x2 & x3 are held
constant

3.7.1.8 Coefficient of Determination

The coefficient of determination gives the percentage variation in the
dependant variable that is accounted for by the dependant variable/s. In other
words, the coefficient of determination gives the ratio of expected variance to
the total variance. The coefficient of determination is given by the square of

the correlation coefficient, i.e. r?

So the coefficient pf determination =r? =

Expected variance
Total variance

3.7.1.9 Test of Hypothesis

A quantitative statement about population parameter is called a hypothesis. In
other words, it is an assumption that is made about the population parameter
and then its validity is tested. It may or may not be found valid in verification.
The act of verification involves testing the validity of such assumptions which,
when undertaken on the basis of sample evidence, is caled statistical
hypothesis or testing of hypothesis.'® The main goal of testing hypothesis is to
test the characteristics of hypothesized population parameter based on sample
information whether the difference between the population parameter and
sample statistics is significant or not. The act of verification involves testing
the validity of such assumption which, when undertaken on the basis of sample

evidence, is called statistical hypothesis or the testing of hypothesis.
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For the test of hypothesis t-test is made in this study.

3.7.1.10 T - statistics

T —statistics is applied for the test of small sample. If the sample size is less
than 30 i.e. called small sample and t-test is used.

The following formula is used to test an observed simple correlation
coefficient:

Where, r = simple correlation coefficient

n= number of observations
3.7.1.11 Z- statistics

To test the significance of effects of the qualitative factors, collected from
primary sources, z-test is carried out. Z test is made, since the sample size is

more than 30. The test of significance of single mean for large samples (N>30)

under Ho is:
7 = X—= m_ _ X; m 11
S.E.(X
SO
Where, S. E. (5() = standard error of mean:i
Jn
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In this study, the population mean (m) will be assumed zero, assuming that

such qualitative factors doesn’t affect market price of shares.

3.7.2 Financial Tools

Except the statistical tools, some financial tools are aso used in this research

work. The mgjor financial tools used in this research are:

3721 Earning per share

The earning per share [EPS] is the share of a stock on the earning of the
company.
Mathematicaly,

EPS= Total Earnings of Company . (3.8)

No. of Shares Outstanding

3.7.2.2 Dividend per Share
The DPS is the amount paid as dividend to the holder of one share of the stock.
Mathematically:

Dividend paid

DPS = T TR (3.9)
No. of Outstanding Shares

3.7.2.3 Market Price per Share

The MPS is amount in which a share of the stock istraded in the market.
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Mathematically,

mps= Jo@l Market Capitalization (3.10)

No. of SharesOutstanding

3.7.24 Book Value per Share

The BPS represents the real net worth per share. It is ssmply the ratio of net
worth (share capital plus retained earnings i.e. ownership capital) and the

number of existing shares.

Mathematically:

BPS = Net worth (3.11)

No. of outstanding shares

3.7.25 M ethods of Data Presentation

The collected data (from both primary and secondary sources) are presented in
simple and easily understandable tables. To make those data clearer and more
informative such data have been presented in figures like bar diagram, trend
line, and pie chart whichever is relevant to explain the data more effectively,
based on the nature of data. After presenting such datain the tables and figures,
are analyzed using various statistical, mathematical and financial tools and

techniques.
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CHAPTER IV
DATA PRESENTATION AND ANALYSIS

4.1 Introduction

This chapter is the backbone of the research. In this chapter, both the primary
and secondary data are presented in systematic manner. The sources of data
were company brochure, annual reports, NEPSE website, SEBON website,
journal and library, and banks and stock brokers (questionnaire). Those
collected data are presented in systematic formats and analyzed using different
appropriate tools and techniques. In this chapter, in addition to that the
relationship of the variablesis presented in graphs and figures. The analysis of
data consists of organizing, tabulating and performing statistical analysis. In
this chapter, the secondary as well as primary data, collected from different
sources are presented in understandable form and analyzed separately using
both qualitative and quantitative measures whichever is appropriate.

Table2: Listed Companies at the end of the Fiscal Year 2006/07
SN sectors | 00 s | pertent
1 | Commercial Bank 15 11.11
2 | Development Bank 16 11.85
3 | Finance Company 53 39.26
4 | Insurance Company 16 11.85
5 | Hotel 4 2.96
6 | Mfg. & Process. Co. 21 15.56
7 | Trading Company 5 3.70
8 | Other Company 5 3.70

Total 135 100.00

Source: SEBON Annual Report 2006/07
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Classification of Listed Companies

Out of 135 listed companies, NEPSE classified 66 companies (48.89 percent)
consisting of 12 commercia banks, 4 development banks, 37 finance
companies, 11 insurance companies, 1 manufacturing and processing company
and 1 other company under group "A" and the rest under group "B", as per the
provision of "Securities Listing Bye-laws, 1996". As per the provision of
"Securities Listing Bye-laws, 1996" those listed companies which have profit
track record for the last three consecutive years, book value higher than paid
up value, submitted its financia statement to NEPSE within six months after
the expiry of fiscal year, paid up capital at least Rs. 20 million and has at least
1000 shareholders can be categorized group "A". The commercial banks which
fall on category "A" are given below:

Table3: Listed Commercial Banksunder Group " A"

S. No. | Name of the commercial banks S. No. | Name of the commercial banks
1 NABIL Bank Ltd. 2 Nepal Investment Bank Ltd.
3 Standard Chartered Bank (Nepal) Ltd. 4 Himalayan Bank Ltd.
5 Nepa SBI Bank Ltd. 6 Everest Bank Ltd.
7 Bank of Kathmandu Ltd. 8 NIC Bank Ltd.
9 Machhapuchhre Bank Ltd. 10 | Laxmi Bank Ltd.
11 | Kumari Bank Ltd. 12 | Siddhartha Bank Ltd.
411 Analysis of I ndividual Company

From among the listed companies, the researcher has chosen 7 listed private
commercial banks that falls in group ‘A’. The summary of the financial data of
the sample listed companies of the study are presented with seven years data
(from fiscal year 2000/01 to 2006/07 i.e. 2057/58 to 2063/64) including Market
Price of Share [MPs], Earning Per Share [EPS], Dividend Per Share [DPS] and
Book Value Per Share [BPS] and Market Capitalization in the table 4.1
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DATA PRESENTATION & ANALYSIS

Years
57/58 | 58/59 59/60 60/61 61/62 62/63 63/64
2000/01 | 2001/02 | 2002/03 | 2003/04 | 2004/05 | 2005/06 2006/07
STANDARD CHARTERED BANK
MPY 2.144,00] 1.550,00] 1.640,00] 1.74500] 2.34500  3.77500]  5.900,00
DPY 100,00, 100,00 110,00] 110,000 120,00 130,00 80,00
BPS 327.5| 363.86] 403.15| 399.25| 422,38 468,22, 512,12
EPY 12688 14113 149.3] 14355 143,14 175,84 167,37
MARKET CAPITALIZATION| 7279.93] 5263.01] 5568.6] 6537.42| 878531 14.142,67| 24.382,03
NABIL BANK
MPY 1500,00| 700,00] 740,000 1.000,00| 1.505,00]  2.240,00]  5.050,00
DPS 60.00 30,00 50,00 65,00 70,00 85,00 100,00
BPY 216000 23300 267,00 301,000 337,00 381,00 418,00
EPS 59.26 55.25 84.66 9261 10549 129,21 137,08
MARKET CAPITALIZATION| 5891.94| 3608.81] 3608.81f 4909.95 7.39940 11.013,06] 24.828,55
BANK OF KATHMANDU
MPY 850,00 254,00 198,00 29500 430,00 850,00  1.375,00
DPS - 10,00 5,00 10,00 15,00 18,00 20,00
BPY 207.72| 171.83] 19245 21838 213,60 230,67, 162,81
EPS 27.97 2,00 17.72 275 30,10 43,67 43,50
MARKET CAPITALIZATION| 1.989,00] 594.36| 917.89| 1367.56] 199340  3.94044|  8.293,19
HIMALAYAN BANK
MPY 1.500,00| 1.000,00] 836,00 840,000 920,00  1.100,00]  1.740,00
DPS 575 35,00 1,32 - 11,58 30,00 15,00
BPY 299.42| 29334 247,81] 24693 239,59 228,72 264,74
EPS 9357 60.26 49.45 49,05 47,91 59,24 60,66
MARKET CAPITALIZATION| 4.500,00] 3.000,000 3586.44| 4.410,00] 5.920,20  8.494,20| 14.108,09
EVEREST BANK
MPY 650,00 40500 44500 680,000 870,00  1.379,00]  2.430,00
DPS - - 20,00 20,00 - 25,00 10,00
BPY 17300 24163 150.09] 17152 219,87 217,67, 292,75
EPS 3156 3291 29.9 4558 54,20 62,80 48,40
MARKET CAPITALIZATION| 1.080,00 619.2] 1171.29| 2.142,00
. INVESTMENT BANK
MPY 1.150,00 760,000 79500 940,00| 800,00  1.260,00]  1.729,00
DPS . 30,00 20,00 15,00 12,50 20,00 5,00
BPY 275.96] 307.95| 216.24| 246.89] 200,80 239,67 234,37
EPS 33.18 3359 39.56 51.7 39,50 59,35 62,57
MARKET CAPITALIZATION| 1945.66| 1285.78] 1881.33| 2775.75| 4.701,91]  7.441,38| 13.855,39
. NEPAL SBI BANK
MPY 1500,00 401,00 25500 307,00| 335,00 612,00  1.176,00
DPS 20,00 - 8,00 - - 5,00 12,59
BPY 16573 13183 134.03 146.8) 159,54 151,78 178,04
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EPS 8.69 9.61 11.47 14.26 13,29 18,27, 39,35

MARKET CAPITALIZATION| 2156.76] 577.44| 1100.72| 1325.18] 1.446,75 3.918,24 7.618,11

[Source: AGM reports of the listed companies, NEPSE & SEBON]

Note:
MPS = Market price per share
DPS = Dividend per share (i.e. including bonus)
BPS = Book value per share
EPS = Earning per share

4.2 Relationship between EPS, DPS & BPSto MPS

To analyze the relationship of EPS, DPS and BPS to MPS, it is assumed that
the market price of shareisinfluenced with the changesin EPS, DPS and BPS.
So, MPS is the dependant variable; whereas BPS, EPS & DPS are independent
variables. Here in this section, relationship of EPS, DPS & BPS with MPS is
determined separately to each of the sampled listed companies. The correlation
analysis is performed to determine the relationship of EPS, DPS, & BPS with
MPS. To determine the effect of DPS, EPS & BPS on MPS, simple correlation
as well as their coefficient of determination are calculated. For the test of
hypothesis of simple and multiple coefficient; calculated t-value are compared
with the tabulated t-value at 95% level of significance. To determine the
magnitude of the effects of the independent variables to the dependant
variable, smple and multiple regression analysis are made and the magnitude
is identified after determining the regression equations. In addition to that,
multiple correlation coefficient, multiple coefficient of determination (MPS
being dependant variable and DPS, BPS and EPS being independent
variables), Standard errors of estimate are analyzed during the correlation and

regression analysis.
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421 Correlation & Regression Analysis of SCB

Table 4.2 (a & b) summarizes the financial performances of SCB over last 7
years and table 4.2 (b) shows the relationship (Correlation) of EPS, DPS &
BPS to MPS aong with the significance of such relationship.

Table4.2(a)
Summary of the Financial Performance of SCB
Y ear MPS (a) DPS (b) BPS(c) EPS (d)
2000/01 2,144.00 100.00 327.50 126.88
2001/02 1,550.00 100.00 363.86 141.13
2002/03 1,640.00 110.00 403.15 149.30
2003/04 1,745.00 110.00 399.25 143.55
2004/05 2345.00 120.00 422.38 143.14
2005/06 3775.00 130.00 468.22 175.84
2006/07 5900.00 80.00 512.12 167.37
Tota 19099.00 750.00 2896.48 1047.21
Mean 2728.43 107.14 413.78 149.60
SD 1590.77 16.03 61.87 16.69
Ccv 58.30 14.96 14.95 11.16
Source: Table 4.1 and Excel Software
Table4.2 (b)
Relationship of BPS, EPS and DPSwith MPS
Variables R R? t-cal t-table Remarks
rab -0.3949 0.1560 -0.3022 2571 Not Significance
rac 0.8479 0.7189 1.9479 2571 Not Significance
rad 0.7271 0.5287 0.9964 2571 Not Significance

Source: Table 4.1 and Excd Software

Where,

T-table valueis at 95% level of significance (n-2=7-2=5 degree of freedom)

fh =

= correlation coefficient of ‘a’ & ‘b’
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r* = coefficient of (simple) determination

SD = standard deviation
CV = coefficient of variation
Mean = arithmetic mean

For SCB, it is found from the table and figure 4.2 that the BPS is in increasing
trend till the year 2006/07 and EPS is increasing trend till the year 2003/04 and
after that slightly decreased in 2004/05. BPS and EPS are very less volatile
with 14.95% coefficient of variation (CV) of BPS and 11.16% CV of EPS. In
comparison to these, MPS is little bit more volatile with 58.30% of CV where
as DPS is volatile with 14.96% CV in the last seven years period. Looking at
the simple correlation analysis, MPS of SCB is negatively correlated with DPS
meaning that increasing the DPS, MPS decreases and vice versa. On the other
hand, MPS is positively correlated with BPS and EPS. However, there is high
degree of correlation. The coefficient of ssimple determination shows that
15.60% of changes in the MPS is explained by DPS, where as 71.89% and
52.87% of the changes in the MPS is explained by BPS and EPS respectively.
Even though, the MPS is affected by DPS, BPS and EPS, the degree of
correlation are not significant at 95% level of confidence for al these three
independent variables even the MPS is relatively more negatively correlated
with DPS than others.

Similarly, while comparing SCB with Industrial benchmark (i.e. the average
performance of selected seven banks) it is revealed that for MPS, mean MPS
of SCB is greater (2728.43) than industrial mean of MPS (1283.69), Standard
deviation of MPS is greater (1590.77) than industria standard deviation
(800.93) and Coefficient of Variation is lesser (58.30) than industrial CV
(61.68). This result shows that MPS has very good performance. For DPS, its
mean is higher (107.14) than industrial average (33.91), coefficient of variation
is lesser (14.96) than industrial average (120.20) and standard deviation is aso
lesser (16.03) than industrial SD (40.38), thus, is good however it is more risky
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than industrial average DPS. For BPS SCB mean is greater (413.78) than
industrial average mean (255.59), standard deviation is lesser (61.87) than

industrial average SD (92.43) and less Coefficient of variation (14.95) is lesser
than industrial CV (35.89). It proves that SCB’s BPS is satisfactory. Finally,
for EPS, SCB mean EPS is greater (149.60) than industrial average (63.13),
standard deviation is lesser (16.69) than industrial average (47.15) and CV is
also lesser (11.16) than industrial average (76.71). Thus, EPS has very good

performance. Thus, in overall, SCB has very good performance in the last

seven years. [See Annex: V]

The linear relationship of DPS, EPS and BPS to MPS of SCB is presented in

thefigure 4.2.

Figure 4.2

Relationship of MPS with DPS, BPS & EPS of SCB
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Source: Table 4.1 and Excd Software

From the simple regression analysis, the regression equations are found (MPS

being dependant variable) as. [Annex 1]
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MPS on DPS

MPS = 6924.3611 — 39.1620 DPS

The regression constant 6924.3611 implies that when DPS is zero, MPS is
6924.3611. The constant for DPS -39.1620 implies that when DPS increases
by RS.1, MPS decreases by RS. 71.33 and vice versa. The simple correlation
coefficient is-0.3949 with 1601.0639 standard error of estimate.

MPS on BPS

MPS =-6291.3771 + 21.7984 BPS

The regression constant -6291.3771implies that when BPS is zero, MPS is -
6291.3771. The constant for BPS 21.7984 implies that when DPS increases by
RS.1, MPS increases by RS. 21.7984 and vice versa. The simple correlation
coefficient is 0.8479 with 924.0372 standard error of estimate.

MPS on EPS

MPS = -7643.7924 + 69.3324 EPS

The regression constant -7643.7924 implies that when DPS is zero, MPS is -
7643.7924. The constant for EPS 69.3324 implies that when EPS increases by
RS.1, MPS increases by RS. 69.3324 and vice versa. The simple correlation
coefficient is 0.7271 with 1196.0131 standard error of estimate.

The multiple regression analysis of SCB gives the multiple regression equation
(MPS being dependant variable and DPS, BPS & EPS being independent

variables) as[Annex I1]

MPS on DPS, BPS & EPS

MPS = 3608.7650 — 1.0619 DPS + 3.9859 BPS - 22.8016 EPS

Where,

3608.7650 = Dependant variable — intercept (MPS - intercept), Multiple

regression constant

81



-1.0619 = Partia regression coefficient of dependant variable (MPS) on DPS
when BPS & EPS are held constant

3.9859 = Partia regression coefficient of dependant variable (MPS) on BPS
when DPS & EPS are held constant

-22.801 = Partial regression coefficient of dependant variable (MPS) on EPS
when DPS & BPS are held constant

The equation implies that the multiple regression constant (a) is 3608.7650
which suggest that when DPS, BPS and EPS are zero, MPS would be
3608.7650. The constant for DPS is -1.0619 implies that when DPS increases
by RS. 100, MPS decreases by RS. 106.19, the constant for BPS is 3.9859,
implies that when BPS increases by RS. 1, MPS will increases by RS. 3.9859
and the constant for EPS is -22.801, implies that when EPS increases by RS. 1,
MPS decreases by RS. 22.50 and vice versa, remaining intervening variables
constant. The analysis shows that the multiple correlation coefficient 0.9038
and coefficient of multiple determinations 0.8168 with 233.5668 standard error
of estimate. The multiple correlation coefficients are significant at 95% level

of significance. [See Annex: 11]
4.2.2 Correlation and regression analysisof NBL
Table 4.3(a & b) summarizes the financial performances of NBL over last 7

years and table 4.3(b) shows the relationship (correlation) of EPS, DPS & BPS
to MPS aong with the significance of such relationship.

Table4.3 (a)
Summary of the Financial Performance of NBL
Y ear MPS (a) DPS (b) BPS(c) EPS (d)
2000/01 1,500.00 60.00 216.00 59.26
2001/02 700.00 30.00 233.00 55.25
2002/03 740.00 50.00 267.00 84.66
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2003/04 1,000.00 65.00 301.00 92.61
2004/05 1505.00 70.00 337.00 105.49
2005/06 2240.00 85.00 381.00 129.21
2006/07 5050.00 100.00 418.00 137.08
Total 12375.00 460.00 2153.00 663.56
Mean 1819.29 65.71 307.37 94.79
SD 1522.28 22.81 75.37 31.68
Ccv 83.67 34.71 24.52 33.42
Source: Table 4.1 and Excel Software
Table4.3 (b)
Relationship of BPS, EPS and DPSwith MPS
Variables r r2 t-cal | t-table Remarks
rab 0.8490 0.7208 1.9638 2.571 | Not Significance
rac 0.7848 0.6160 1.3199 2.571 | Not Significance
rad 0.7467 0.5575 1.0897 2.571 | Not Significance

Source: Table 4.1 and Excel Software

It is revealed from above tables and figure 4.3 that the NBL has not consistent
performance over the seven years period. MPS is more volatile with 83.67% of
CV. In comparison to MPS, DPS and EPS are less volatile with 34.71% CV of
DPS and 33.42% CV of EPS. On the other hand, BPS has relatively
consistence performance with lower CV of 24.52%. The simple correlation
analysis reveled that the MPS is positively correlated with the independent
variables DPS and EPS which indicates that on increasing DPS, and EPS, MPS
also increases and vice versa except in year 2000/01. DPS is more correlated to
MPS than the BPS and EPS. The coefficient of determination shows that the
55.75% of changes in the MPS is explained by EPS, 61.60% of changes in the
MPS is explained by BPS and this ratio to DPS is 72.08%.The simple
correlation of coefficients of DPS, BPS and EPS with MPS are not significant
at 95% level of significance.
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Similarly, the comparison of NBL with industrial benchmark yields the

following results:

For MPS of NBL, mean MPS is higher, SD is higher, and CV is aso higher
than that of industrial average, it indicates clearly that MPS of NBL is
satisfactory. For DPS, mean DPS is near about double, SD and CV are lesser
than industrial; averAaage meaning that it is aso satisfactory. For BPS, NBL
has higher mean of BPS, and lesser SD and CV, so BPS can be taken as a good
performer. And finally for EPS of NBL, mean EPS is greater, and SD and CV
are lesser than that of industrial average, meaning that is also good. Thus, it is
revealed from above anaysis that NBL has good performance in last seven
years. [See Annex: VII]

The linear relationship of DPS, BPS and EPS to MPS of NBL are presented in
figure4.3

Figure 4.3
Relationship of MPS with DPS, BPS & EPS of NBL
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From the simple regression analysis, the regression equations are found (MPS

being dependant variable) as. [Annex 1]

MPS on DPS

MPS = -1904.4777 + 56.6660 DPS

The regression constant -1904.4777 implies that when DPS is zero, MPS is -
1904.4777. The constant for DPS 56.6660 implies that when DPS increases by
RS.1, MPS increases by RS. 56.6660 and vice versa. The simple correlation
coefficient is 0.8490 with 881.0365 standard error of estimate.

MPS on BPS

MPS = -3055.6490 + 15.8498 BPS

The regression constant -3055.6490 implies that when BPS is zero, MPS is -
3055.6490. The constant for BPS 15.8498 implies that when BPS increases by
RS.1, MPS increases by RS. 15.8498 and vice versa. The simple correlation
coefficient is 0.7848 with 1035.5149 standard error of estimate.

MPS on EPS

MPS = -1582.5263 + 35.8863 EPS

The regression constant -1582.5263 implies that when DPS is zero, MPS is -
1582.5263. The constant for EPS 35.8863 implies that when EPS increases by
RS.1, MPS increases by RS. 35.8863 and vice versa. The simple correlation
coefficient is 0.7467 with 1109.0858 standard error of estimate.

The multiple regression analysis of NBL gives the multiple regression equation
(MPS being dependant variable and DPS, BPS & EPS being independent
variables) as[Annex I1]

MPS on DPS, BPS & EPS
MPS = 969.8061 + 24.4219 DPS - 3.9001 BPS - 3.4628 EPS
Where,
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969.8061 = Dependant variable — intercept (MPS - intercept), Multiple

regression constant

24.4219 = Partia regression coefficient of dependant variable (MPS) on DPS
when BPS & EPS are held constant

-3.9001 = Partial regression coefficient of dependant variable (MPS) on BPS
when DPS & EPS are held constant

-3.4628 = Partial regression coefficient of dependant variable (MPS) on EPS
when DPS & BPS are held constant

The equation implies that the multiple regression constant (@) is 969.8061
which suggest that when DPS, BPS and EPS are zero, MPS would be
969.8061. The constant for DPS is 24.4219 implies that when DPS increases
by RS. 1, MPS decreases by RS. 24.4219, the constant for BPS is -3.9001,
implies that when BPS increases by RS. 1, MPS will decreases by RS. 3.9001
and the constant for EPS is -3.4628, implies that when EPS increases by RS. 1,
MPS decreases by RS. 3.4628 and vice versa, remaining intervening variables
constant. The analysis shows that the multiple correlation coefficient 0.7230
and coefficient of multiple determinations 0.5228 with 396.0393 standard error
of estimate. The multiple correlation coefficients are not significant at 95%
level of significance.

[See Annex: 1]

4.2.3 Correlation and regression analysis of BOK
Table 4.4(a & b) summarizes the financial performances of BOK over last

seven years and table 4.4 (b) shows the relationship (correlation) of EPS, DPS
& BPS to MPS aong with the significance of such relationship.

Table4.4 (a)
Summary of the Financial Performance of BOK
Y ear MPS(a) | DPS(b) BPS (c) EPS (d)
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2000/01 850.00 - 207.72 27.97
2001/02 254.00 10.00 171.83 2.00
2002/03 198.00 5.00 192.45 17.72
2003/04 295.00 10.00 218.38 27.50
2004/05 430.00 15.00 213.60 30.10
2005/06 850.00 18.00 230.67 43.67
2006/07 1375.00 20.00 162.81 43.50
Total 4252.00 78.00 1397.46 192.46
Mean 607.43 11.14 199.64 27.49
SD 433.68 7.13 25.02 14.55
cVv 71.40 64.00 12.53 52.93
Source: Table 4.1 and Excel Software
Table4.4 (b)
Relationship of BPS, EPS and DPSwith MPS
Variables r r2 t-cal | t-table Remarks
rab| 0.4501| 0.2026 | 0.3645 2571 | Not Significance
rac | -0.2203 | 0.0485| -0.1495 2571 | Not Significance
rad | 0.7626 | 0.5816| 11771 2571 | Not Significance

Source: Table 4.1 and Excd Software

It is revealed from above tables and figure 4.4 that the BOK has not consistent
performance over the seven years period. DPS is highly volatile with 64.00%
of CV. In comparison to DPS, EPS and MPS are less volatile with 52.93% CV
of EPS and 71.40% CV of MPS. On the other hand, BPS had relatively
consistence performance with lower CV of 12.53%. The simple correlation
analysis reveled that the MPS is positively correlated with DPS and EPS,
whereas BPS is negatively correlated (inverse relationship) with MPS. MPS is
more correlated to EPS than the DPS. The coefficient of determination shows
that the 58.16% of changesin the MPS is explained by EPS, 4.85% of changes
in the MPS is explained by BPS and this ratio to DPS is 20.26%.The simple
correlation of coefficients of DPS, BPS and EPS with MPS are not significant
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at 95% level of significance even EPS is more positively correlated with MPS

than others.

Similarly, the comparative analysis of BOK with industrial benchmark reveals

the following results:

For MPS of BOK, it is less risky but mean is less than industrial average and
more volatile. For DPS of BOK, mean isless than industrial average, risk level
aswell as CV isaso less. Similarly, looking at BPS, all the factors mean, SD
and CV are less than that of industrial average. Finally, the EPS shows the
same result as BPS. Thus, in overal, BOK does not have good performance in

the last seven years. [See Annex: VII]

The linear relationship of DPS, BPS and EPS to MPS of BOK are presented
infigure4.4

Figure 4.4
Relationship of MPS with DPS, BPS & EPS of BOK
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From the simple regression analysis, the regression equations are found (MPS

being dependant variable) as. [Annex 1]

MPS on DPS

MPS = 302.2095 + 27.2915 DPS

The regression constant 302.2095 implies that when DPS is zero, MPS is
302.2095. The constant for DPS 27.2915 implies that when DPS increases by
RS.1, MPS increases by RS. 27.2915 and vice versa. The simple correlation
coefficient is 0.4501 with 424.2050 standard error of estimate.

MPS on BPS

MPS = 1369.7476 — 3.8185 BPS

The regression constant 1369.7476 implies that when BPS is zero, MPS is
1369.7476. The constant for BPS -3.8185 implies that when BPS increases by
RS.1, MPS decreases by RS. 3.8185 and vice versa. The simple correlation
coefficient is -0.2203 with 463.4046 standard error of estimate.

MPS on EPS

MPS = -17.4691 + 22.7283 EPS

The regression constant -17.4691 implies that when DPS is zero, MPS is -
17.4691. The constant for EPS 22.7283 implies that when EPS increases by
RS.1, MPS increases by RS. 22.7283 and vice versa. The simple correlation
coefficient is 0.7626 with 307.3283 standard error of estimate.

The multiple regression analysis of BOK gives the multiple regression
equation (MPS being dependant variable and DPS, BPS & EPS being
independent variables) as[Annex 11]

MPS on DPS, BPS & EPS
MPS = -347.8140 + 7.4901 DPS + 2.2437 BPS + 14.6597 EPS
Where,
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-347.8140 = Dependant variable — intercept (MPS - intercept), Multiple

regression constant

7.4901 = Partial regression coefficient of dependant variable (MPS) on DPS
when BPS & EPS are held constant

2.2437 = Partia regression coefficient of dependant variable (MPS) on BPS
when DPS & EPS are held constant

14.6597 = Partial regression coefficient of dependant variable (MPS) on EPS
when DPS & BPS are held constant

The equation implies that the multiple regression constant (@) is -347.8140
which suggest that when DPS, BPS and EPS are zero, MPS would be -
347.8140. The constant for DPS is 7.4901 implies that when DPS increases by
RS. 1, MPS decreases by RS. 7.4901, the constant for BPS is 2.2437, implies
that when BPS increases by RS. 1, MPS will increases by RS. 2.2437 and the
constant for EPS is 14.6597, implies that when EPS increases by RS. 1, MPS
increases by RS. 14.6597 and vice versa, remaining intervening variables
constant. The analysis shows that the multiple correlation coefficient 0.7615
and coefficient of multiple determinations 0.5799 with 357.3611 standard error
of estimate. The multiple correlation coefficients are not significant at 95%

level of significance. [See Annex: 11]
4.2.4 Correlation and regression analysisof HBL
Table 4.5(a & b) summarizes the financial performances of BOK over last

seven years and table 4.4 (b) shows the relationship (correlation) of EPS, DPS
& BPS to MPS aong with the significance of such relationship.

Table4.5(a)
Summary of the Financial Performance of HBL
Y ear MPS (a) DPS (b) BPS(c) EPS(d)
2000/01 1,500.00 57.50 299.42 93.57
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2001/02 1,000.00 35.00 293.34 60.26
2002/03 836.00 1.32 247.81 49.45
2003/04 840.00 - 246.93 49.05
2004/05 920.00 11.58 239.59 47.91
2005/06 1100.00 30.00 228.72 59.24
2006/07 1470.00 15.00 264.74 60.66
Total 7936.00 150.40 1820.55 420.14
Mean 1133.71 21.49 260.08 60.02
SD 351.51 20.66 27.09 15.84
CVv 31.01 96.14 10.42 26.39
Source: Table 4.1 and Excel Software
Table 4.5 (b)
Relationship of BPS, EPS and DPSwith MPS

Variables r r2 t-cal | t-table Remarks
rab 0.5358 | 0.2871 | 0.4340 | 2571 Not Significance
rac 0.4316 | 0.1863 | 0.2929 | 2.571 Not Significance
rad 0.6422 | 04125 | 09913 | 2571 Not Significance

Source: Table 4.1 and Excel Software

It is revealed from above tables and figure 4.5 that the HBL has not consistent
performance over the seven years period. DPS is highly volatile with 96.14%
of CV. In comparison to DPS, EPS and MPS are less volatile with 26.39% CV
of EPS and 31.01% CV of MPS. On the other hand, BPS had relatively
consistence performance with lowest CV of 10.42%. The simple correlation
analysis reveled that the MPS is positively correlated with the independent
variables DPS, BPS & EPS which indicates that on increasing DPS, BPS and
EPS, MPS aso increases and vice versa. MPS is alittle more correlated to EPS
than the DPS whereas BPS has less correlation with MPS. The coefficient of
determination shows that the 41.25% of changes in the MPS is explained by
EPS, 18.63% of changesin the MPS is explained by BPS and this ratio to DPS
is 28.71%.The simple correlation of coefficients of DPS, BPS and EPS with

MPS are not significant at 95% level of significance.
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Similarly, comparative analysis of HBL with industrial benchmark reveals the

following information:

For HBL, MPS has good performance, DPS is good but mean DPS is a less
than industrial average. Likewise, BPS is satisfactory and its level of
consistence is very low and last but not least, EPS is satisfactory as well.
Therefore, HBL in overall have satisfactory performance. [See Annex: Vl]

The linear relationship of DPS, BPS and EPS to MPS of HBL are presented in
figure 4.5

Figure 4.5
Relationship of MPS with DPS, BPS & EPS of HBL
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From the simple regression analysis, the regression equations are found (MPS

being dependant variable) as: [Annex 1]

MPS on DPS

MPS = 952.5024 + 8.4341 DPS

The regression constant 952.5024 implies that when DPS is zero, MPS is
952.5024. The constant for DPS 8.4341 implies that when DPS increases by
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RS.1, MPS increases by RS. 8.4341 and vice versa. The simple correlation
coefficient is 0.5358 with 334.4229 standard error of estimate.

MPS on BPS

MPS = -434.5502 + 6.0286 BPS

The regression constant -434.5502 implies that when BPS is zero, MPS is -
434.5502. The constant for BPS 6.0286 implies that when BPS increases by
RS.1, MPS increases by RS. 6.0286 and vice versa. The simple correlation
coefficient is 0.4316 with 343.1912 standard error of estimate.

MPS on EPS

MPS = 271.4054 + 14.3670 EPS

The regression constant 271.4054 implies that when DPS is zero, MPS is
271.4054. The constant for EPS 14.3670 implies that when EPS increases by
RS.1, MPS increases by RS. 14.3670 and vice versa. The simple correlation
coefficient is 0.6422 with 293.4649 standard error of estimate.

The multiple regression analysis of HBL gives the multiple regression equation
(MPS being dependant variable and DPS, BPS & EPS being independent
variables) as[Annex I1]

MPS on DPS, BPS & EPS

MPS =-174.9768 + 3.0571 DPS + 0.8660 BPS + 11.8107 EPS

Where,

-174.9768 = Dependant variable — intercept (MPS - intercept), Multiple

regression constant

3.0571 = Partia regression coefficient of dependant variable (MPS) on DPS
when BPS & EPS are held constant

0.8660 = Partial regression coefficient of dependant variable (MPS) on BPS
when DPS & EPS are held constant
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11.8107 = Partial regression coefficient of dependant variable (MPS) on EPS
when DPS & BPS are held constant

The equation implies that the multiple regression constant (a) is 174.9768
which suggest that when DPS, BPS and EPS are zero, MPS would be -
174.9768. The constant for DPS is 3.0571 implies that when DPS increases by
RS. 1, MPS increases by RS. 3.0571, the constant for BPS is 0.8660, implies
that when BPS increases by RS. 1, MPS will increases by RS. 0.8660 and the
constant for EPS is 11.8107, implies that when EPS increases by RS. 1, MPS
increases by RS. 11.8107 and vice versa, remaining intervening variables
constant. The analysis shows that the multiple correlation coefficient 0.7664
and coefficient of multiple determinations 0.5873 with 370.3039 standard error
of estimate. The multiple correlation coefficients are not significant at 95%

level of significance. [See Annex: 11]

4.2.5 Correlation and regression analysisof EBL

Table 4.6(a & b) summarizes the financial performances of EBL over last
seven years and table 4.6 (b) shows the relationship (correlation) of EPS, DPS
& BPSto MPS aong with the significance of such relationship.

Table4.6 (a)
Summary of the Financial Performance of EBL
Y ear MPS (a) DPS (b) BPS(c) EPS (d)
2000/01 650.00 0.00 173.00 31.56
2001/02 405.00 20.00 241.63 32.91
2002/03 445.00 20.00 150.09 29.90
2003/04 680.00 - 171.52 45.58
2004/05 870.00 - 219.87 54.20
2005/06 1379.00 25.00 217.67 62.80
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2006/07 2430.00 10.00 292.75 78.40
Total 6859.00 75.00 1466.53 335.37
Mean 979.86 10.71 209.50 47.91

SD 717.58 10.97 49.06 18.32
Cv 73.23 102.43 23.42 38.24

Source: Table 4.1 and Excel Software

Table 4.6 (b)
Relationship of BPS, EPS and DPSwith MPS
Variables r r2 t-cal t-table Remarks

rab | 0.0484 | 0.0023 0.0392 2571 | Not Significance
rac | 0.7555| 0.5708 0.5128 2571 | Not Significance

rad | 09358 | 0.8753 1.4444 2571 | Not Significance
Source: Table 4.1 and Excd Software

It is revealed from above tables and figure 4.6 that the EBL has not consistent
performance over the seven years period. DPS is highly volatile with 102.43%
of CV. In comparison to DPS, MPS, EPS & BPS are less volatile with 73.23%
CV of MPS, 23.42% CV of BPS as well as 38.24% CV of EPS. The simple
correlation analysis reveled that the MPS is positively correlated with all
independent variables DPS, BPS & EPS which indicates that on increasing
DPS, BPS and EPS, MPS also increases and vice versa. MPS is a little more
correlated to EPS than the DPS and BPS. On the other hand DPS is least
correlated with MPS. The coefficient of determination shows that the 87.53%
of changesin the MPS is explained by EPS, 57.08% of changesin the MPSis
explained by BPS and this ratio to DPS is 0.23%.The simple correlation of
coefficients of DPS, BPS and EPS with MPS are not significant at 95% level
of significance.

The comparative analysis of EBL performance with industrial benchmark

yields the following results:
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For MPS of EBL, it’s mean is lesser than that of average otherwise good, for
DPS, it is more similar to MPS however DPS’s risk level is very low than
industrial average, for BPS, it has the same case as of MPS and finaly, for
EPS, it ismore similar to DPS. Thus, in overall, the good performance of EBL
is lacked by lower mean of independent variables in the last seven years
period.

[See Annex: VII]

The linear relationship of DPS, BPS and EPS to MPS of EBL are presented in

figure 4.6
Figure 4.6
Relationship of MPS with DPS, BPS & EPS of EBL
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From the simple regression analysis, the regression equations are found (MPS

being dependant variable) as: [Annex 1]

MPS on DPS

MPS = 864.2290 + 10.7920 DPS

The regression constant 864.2290 implies that when DPS is zero, MPS is
864.2290. The constant for DPS 10.7920 implies that when DPS increases by
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RS.1, MPS increases by RS. 10.7920 and vice versa. The simple correlation
coefficient is 0.0484 with 775.3100 standard error of estimate.

MPS on BPS

MPS =-1335.1977 + 11.0502 BPS

The regression constant -1335.1977 implies that when BPS is zero, MPS is -
1335.1977. The constant for BPS 11.0502 implies that when BPS increases by
RS.1, MPS increases by RS. 11.0502 and vice versa. The simple correlation
coefficient is 0.7555 with 515.0077 standard error of estimate.

MPS on EPS

MPS = -776.8668 + 36.6672 EPS

The regression constant -776.8668 implies that when DPS is zero, MPS is -
776.8668. The constant for EPS 36.6672 implies that when EPS increases by
RS.1, MPS increases by RS. 36.6672 and vice versa. The simple correlation
coefficient is 0.9358 with 276.8393 standard error of estimate.

The multiple regression analysis of EBL gives the multiple regression equation
(MPS being dependant variable and DPS, BPS & EPS being independent
variables) as[Annex I1]

MPS on DPS, BPS & EPS

MPS = 23.8661 + 13.2201 DPS - 4.7524 BPS + 42.6580 EPS

Where,

23.8661 = Dependant variable — intercept (MPS - intercept), Multiple

regression constant

13.2201 = Partia regression coefficient of dependant variable (MPS) on DPS
when BPS & EPS are held constant

-4.7524 = Partial regression coefficient of dependant variable (MPS) on BPS
when DPS & EPS are held constant
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42.6580 = Partial regression coefficient of dependant variable (MPS) on EPS
when DPS & BPS are held constant

The equation implies that the multiple regression constant (a) is 23.8661 which
suggest that when DPS, BPS and EPS are zero, MPS would be 23.8661. The
constant for DPS is 13.2201 implies that when DPS increases by RS. 1, MPS
increases by RS. 23.2201, the constant for BPS is -4.7524, implies that when
BPS increases by RS. 1, MPS will decreases by RS. 4.7524 and the constant
for EPS is 42.6580, implies that when EPS increases by RS. 1, MPS increases
by RS. 42.6580 and vice versa, remaining intervening variables constant. The
analysis shows that the multiple correlation coefficient 0.7025 and coefficient
of multiple determinations 0.4935 with 258.6511 standard error of estimate.
The multiple correlation coefficients are not significant at 95% level of

significance. [See Annex: 1]

4.2.6 Correlation and regression analysisof NIB

Table 4.7(a & b) summarizes the financia performances of NIB over last
seven years and table 4.7 (b) shows the relationship (correlation) of EPS, DPS
& BPSto MPS aong with the significance of such relationship.

Table4.7 (a)
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Summary of the Financial Performance of NIB

Y ear MPS (a) DPS (b) BPS (c) EPS (d)
2000/01 1,150.00 0.00 275.96 33.18
2001/02 760.00 30.00 307.95 33.59
2002/03 795.00 20.00 216.24 39.56
2003/04 940.00 15.00 246.89 51.70
2004/05 800.00 12.50 200.80 39.50
2005/06 1260.00 20.00 239.67 59.35
2006/07 1729.00 5.00 234.37 62.57
Total 7434.00 102.50 1721.88 319.45
Mean 1062.00 14.64 245.98 45.64
SD 350.68 10.04 36.15 12.15
Ccv 33.02 68.58 14.70 26.62
Source: Table 4.1 and Excel Software
Table 4.7 (b)
Relationship of BPS, EPS and DPSwith MPS
Variables R r2 t-cal t-table Remarks

rab -0.5454 | 0.2975| -0.4417 2571 | Not Significance

rac -0.0710 | 0.0050 | -0.0482 2571 | Not Significance

rad 0.7449 | 0.5548 | 1.1497 2571 | Not Significance

Source: Table 4.1 and Excel Software

It is reveadled from above tables and figure 4.8 that the NIB has not consistent
performance over the seven years period. DPS is more volatile with 68.58% of
CV. In comparison to DPS, MPS, EPS & BPS are volatile in increasing rate
with 33.02% CV of MPS, 26.62% CV of EPS and relatively low degree of
volatility i.e. 14.70% CV of BPS. The simple correlation analysis reveled that
the MPS is negatively correlated with DPS and BPS except EPS which
indicates that on increasing DPS, BPS and EPS, MPS also increases and vice
versa. MPS has high degree of correlation with EPS. On the other hand thereis
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negative correlation of DPS and BPS with MPS. The coefficient of
determination shows that the 29.75% of changes in the MPS is explained by
DPS, 0.50% of changes in the MPS is explained by BPS and this ratio to EPS
is 55.48%.The simple correlation of coefficients of DPS, BPS and EPS with

MPS are not significant at 95% level of significance.

The comparison of NIB with industrial Benchmark gives the following clues:

For MPS of NIB, mean, level of risk and volatility is less than the industrial
average meaning that MPS does seem good. For DPS, mean and SD as well as
CV islesser than industrial average. BPS is also lesser in all case. Finaly, for
EPS, mean, SD and CV are less than industrial average. The level of risk
seems very lower. Thus, in overall, the NIB does not reach the industria

benchmark because of lower mean of independent variables. [See Annex: VII]

The linear relationship of DPS, BPS and EPS to MPS of NIB are presented in
figure4.7

Figure 4.7
Relationship of MPS with DPS, BPS & EPS of NIB
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From the simple regression analysis, the regression equations are found (MPS

being dependant variable) as. [Annex 1]

MPS on DPS

MPS = 1357.3451 — 20.1699 DPS

The regression constant 1357.3451 implies that when DPS is zero, MPS is
1357.3451. The constant for DPS -20.1699 implies that when DPS increases
by RS.1, MPS decreases by RS. 20.1699 and vice versa. The simple correlation
coefficient is -0.5454 with 313.5549 standard error of estimate.

MPS on BPS

MPS = 1231.5236- 0.6892 BPS

The regression constant 1231.5236 implies that when BPS is zero, MPS is
1231.5236. The constant for BPS -0.6892 implies that when BPS increases by
RS.100, MPS decreases by RS. 68.92 and vice versa. The simple correlation
coefficient is-0.0710 with 383.1799 standard error of estimate.

MPS on EPS

MPS = 81.6576 + 21.4819 EPS

The regression constant 81.6576 implies that when DPS is zero, MPS is
81.6576. The constant for EPS 21.4819 implies that when EPS increases by
RS.1, MPS increases by RS. 21.4819 and vice versa. The simple correlation
coefficient is 0.7449 with 256.4350 standard error of estimate.

The multiple regression analysis of NIB gives the multiple regression equation
(MPS being dependant variable and DPS, BPS & EPS being independent

variables) as[Annex I1]

MPS on DPS, BPS & EPS
MPS = -689.2320 — 3.2339 DPS + 3.8919 BPS + 17.1813 EPS
Where,
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-689.2320 = Dependant variable — intercept (MPS — intercept), Multiple

regression constant

-3.2339 = Partia regression coefficient of dependant variable (MPS) on DPS
when BPS & EPS are held constant

3.8919 = Partia regression coefficient of dependant variable (MPS) on BPS
when DPS & EPS are held constant

17.1813 = Partia regression coefficient of dependant variable (MPS) on EPS
when DPS & BPS are held constant

The equation implies that the multiple regression constant (@) is -689.2320
which suggest that when DPS, BPS and EPS are zero, MPS would be -
689.2320. The constant for DPSis -3.2339 implies that when DPS increases by
RS. 1, MPS decreases by RS. -3.2339, the constant for BPS is 3.8919, implies
that when BPS increases by RS. 1, MPS will increases by RS. 3.8919 and the
constant for EPS is 17.1813, implies that when EPS increases by RS. 1, MPS
increases by RS. 17.1813 and vice versa, remaining intervening variables
constant. The analysis shows that the multiple correlation coefficient 0.7368
and coefficient of multiple determinations 0.5429 with 268.4530 standard error
of estimate. The multiple correlation coefficients are not significant at 95%

level of significance. [See Annex: 11]

4.2.7 Correlation and regression analysis of SBI

Table 4.8(a & b) summarizes the financial performances of SBI over last seven
years and table 4.8 (b) shows the relationship (correlation) of EPS, DPS &
BPS to MPS aong with the significance of such relationship.

Table4.8 (a)
Summary of the Financial Performance of SBI
Y ear MPS(a) | DPS(b) | BPS(c) | EPS(d)
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2000/01 | 1,500.00 20.00 | 165.73 8.69
2001/02 401.00 -| 131.88 9.61
2002/03 255.00 8.00 | 134.03 11.47
2003/04 307.00 - | 146.80 14.26
2004/05 335.00 - | 159.54 13.29
2005/06 612.00 500 | 151.78 18.27
2006/07 | 1176.00 1259 | 178.04 39.35
Total 4586.00 4559 | 1067.80 114.94
Mean 655.14 6.51| 15254 16.42
SD 489.10 7.64 16.71 10.60
Ccv 7466 | 117.36 10.95 64.56

Source: Table 4.1 and Excel Software

Table 4.8 (b)
Relationship of BPS, EPS and DPSwith MPS
Variables R r2 t-cal t-table Remarks
rab 0.8937 | 0.7988 0.7238 2571 | Not Significance
rac 0.7347 | 0.5398 0.4987 2571 | Not Significance
rad 0.3471 | 0.1205 0.5358 2.571 | Not Significance

Source: Table 4.1 and Excd Software

It is revealed from above tables and figure 4.8 that the SBI has not consistent
performance over the seven years period. DPS is more volatile with 117.36%
of CV. In comparison to DPS, MPS, EPS and BPS are volatile in increasing
rate with 74.66% CV of MPS, 64.56% CV of EPS and relatively low degree of
volatility i.e. 10.95% CV of BPS. The simple correlation analysis reveled that
the MPS is positively correlated with DPS, BPS and EPS which indicates that
on increasing DPS, BPS and EPS , MPS also increases and vice versa. Thereis
high degree of correlation with DPS, BPS and EPS. The coefficient of
determination shows that the 79.88% of changes in the MPS is explained by
DPS, 53.98% of changes in the MPSis explained by BPS and this ratio to EPS
is 12.05%. The simple correlation of coefficients of DPS, BPS and EPS with
MPS are not significant at 95% level of significance.
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The comparison of SBI with industrial Benchmark gives the following

information:

For MPS of SBI, mean and level of risk are less whereas CV is higher than the

industrial average meaning that MPS does not seem good. For DPS, mean and

SD aswell as CV is lesser than industrial average. BPS as well as EPS is adso

same as DPS. Thus, in overall, the SBI does not have satisfactory performance
than industrial benchmark. [ See Annex: V]

The linear relationship of DPS, BPS and EPS to MPS of SBI are presented in

figure 4.8
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From the simple regression analysis, the regression equations are found (MPS

being dependant variable) as: [Annex 1]
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MPS on DPS

MPS = 282.9010 + 57.1549 DPS

The regression constant 282.9010 implies that when DPS is zero, MPS is
282.9010. The constant for DPS 57.1549 implies that when DPS increases by
RS.1, MPS increases by RS. 57.1549 and vice versa. The simple correlation
coefficient is 0.8937 with 262.3248 standard error of estimate.

MPS on BPS

MPS = 2700.4660 + 21.9978 BPS

The regression constant 2700.4660 implies that when BPS is zero, MPS is
2700.4660. The constant for BPS 21.9978 implies that when BPS increases by
RS.1, MPS increases by RS. 21.9978 and vice versa. The simple correlation
coefficient is 0.7347 with 368.2966 standard error of estimate.

MPS on EPS

MPS = 392.1972 + 16.0137 EPS

The regression constant 392.1972 implies that when DPS is zero, MPS is
392.1972. The constant for EPS 16.0137 implies that when EPS increases by
RS.1, MPS increases by RS. 16.0137 and vice versa. The simple correlation
coefficient is 0.3471 with 513.1113 standard error of estimate.

The multiple regression analysis of SBI gives the multiple regression equation
(MPS being dependant variable and DPS, BPS & EPS being independent

variables) as[Annex I1]

MPS on DPS, BPS & EPS

MPS = -1635.4881 + 28.5635 DPS + 14.9660 BPS — 16.1136 EPS

Where,

-1635.4881 = Dependant variable — intercept (MPS — intercept), Multiple

regression constant
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28.5635 = Partial regression coefficient of dependant variable (MPS) on DPS
when BPS & EPS are held constant

14.9660 = Partial regression coefficient of dependant variable (MPS) on BPS
when DPS & EPS are held constant

-16.1136 = Partial regression coefficient of dependant variable (MPS) on EPS
when DPS & BPS are held constant

The equation implies that the multiple regression constant (a) is -1635.4881
which suggest that when DPS, BPS and EPS are zero, MPS would be -
1635.4881. The constant for DPS is 28.5635 implies that when DPS increases
by RS. 1, MPS increases by RS. 28.5635, the constant for BPS is 14.9660,
implies that when BPS increases by RS. 1, MPS will increases by RS. 14.9660
and the constant for EPS is -16.1136, implies that when EPS increases by RS.
1, MPS decreases by RS. 16.1136 and vice versa, remaining intervening
variables constant. The analysis shows that the multiple correlation coefficient
0.8845 and coefficient of multiple determinations 0.7823 with 339.2341
standard error of estimate. The multiple correlation coefficients are significant
at 95% level of significance. [See Annex: 1]

4.3 Analysisof Primary Data

This thesis involves primary data also which were collected through
guestionnaire (Annex-V). During the course of collecting primary data, the
researcher visited the private commercial banks as well as security brokers.
Among the various factors affecting the share price, twenty factors were
considered and primary information was collected from thirty [seven private
commercia banks and twenty three security brokers] institutions. The answers
of the respondents were marked with + 2 to — 2 on the basis of the degree of
agreement to disagreement of the respondents. (-2 for strongly disagree, -1 for
disagree, 0 for undecided, 1 for agree and 2 for strongly agree; using five
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degree Likert -Type Scale. The summaries of the respondent’s response for
each of the identified factors are presented in this section separately. All the
necessary calculations for this section are presented in Appendices 111 and 1V
with the help of MS. Excel Software.

4.3.1 Higher the Earnings (EPS), Higher the Share Price
The responses of the respondents for the affect of EPS to the market price of

share were found as shown in table 4.9.

Table4.9

4.3.1 Higher the Earnings (EPS), Higher the SharePrice

S.no. | Responses No. | Percentage
1| Strongly Agree (SA) 4 13.33
2 | Agree (A) 20 66.67
3 | Undecided (V) 4 13.33
4 | Disagree (D) 2 6.67
5 | Strongly Disagree (SD) 0 0.00
Total 30 100.00

Source: Annex IV

Form the primary responses it is found that 80.00 % of the respondents were
agree that the increased earnings increases the share price in the market. Only,
6.67% were disagreed and 13.33 % were undecided with the statement. So, the
increase in EPS significantly increases the market price of the share and vice

versaat 95 % level of significance. (See Annex: V1)

4.3.2 Higher the cash dividend, higher the shareprice
The responses of the respondents for the affect of cash dividend to the market

price of share were found as shown in table 4.10.
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Table4.10

4.3.2 Higher the cash dividend, higher the share price

S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 5 16.67
2 Agree (A) 18 | 60.00
3 Undecided (U) 10.00
4 Disagree (D) 10.00
5 Strongly Disagree (SD) 3.33
Total 30 | 100.00
Source: Annex IV

Form the primary responses it is found that 76.67 % of the respondents were
agree that the increased cash dividend increases the share price in the market.
Only, 10.00% were disagreed and 10.00 % were undecided with the statement.

So, the increase in cash dividend significantly increases the market price of the

share and vice versa a 95 % level of significance. (See Annex: VI)

4.3.3 Lower thegrowth rate (g), higher theshareprice

The responses of the respondents for the affect of growth rate to the market

price of share were found as shown in table 4.11.

Table4.11
4.3.3 Lower thegrowth rate (g), higher the shareprice

S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 0 0.00

2 Agree (A) 6.67

3 Undecided (U) 5 16.67

4 Disagree (D) 20 | 66.66

5 Strongly Disagree (SD) 3 10.00

Total 30 | 100.00

Source: Annex IV
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Form the primary responses it is found that 6.67 % of the respondents were
agree that the decreased growth rate increases the share price in the market.
Only, 76.66% were disagreed and 16.67 % were undecided with the statement.
So, the decrease in growth rate significantly increases the market price of the

share and vice versa at 95 % level of significance. (See Annex: VI)

4.3.4 Higher theinterest rate(r), higher the shareprice
The responses of the respondents for the affect of interest rate to the market

price of share were found as shown in table 4.12.

Table4.12

4.3.4 Higher theinterest rate (r), higher the shareprice

S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 2 6.67

2 Agree (A) 17 | 56.67

3 Undecided (U) 6 | 20.00

4 Disagree (D) 4 [1333

5 Strongly Disagree (SD) 1 3.33

Total 30 | 100.00

Source: Annex IV

Form the primary responses it is found that 63.34 % of the respondents were
agree that the increase in interest rate increases the share price in the market.
Only, 16.66% were disagreed and 20.00 % were undecided with the statement.
So, the increase in interest rate does not significantly increase the market price

of the share and vice versa at 95 % level of significance. (See Annex: VI)
4.3.5 Higher theretention ratio, better the share price

The responses of the respondents for the affect of retention ratio to the market

price of share were found as shown in table 4.13.
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Table4.13

4.3.5 Higher theretention ratio, better the share price
S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 2 6.67
2 Agree (A) 14 | 46.67
3 Undecided (U) 5 |1667
4 Disagree (D) 7 23.33
5 Strongly Disagree (SD) 2 6.67

Total 30 | 100.00

Source: Annex IV

Form the primary responses it is found that 53.34 % of the respondents were
agree that the increase in retention ratio increases the share price in the market.
Only, 30.00% were disagreed and 16.67 % were undecided with the statement.
S0, the increase in retention ratio does not significantly affect the market price
of the share and vice versa at 95 % level of significance. (See Annex: VI)

4.3.6 Stock dividend increasesthe shareprice
The responses of the respondents for the affect of stock dividend to the market

price of share were found as shown in table 4.14.

Table4.14

4.3.6 Stock dividend increasesthe shareprice
S. no. | Responses No. | Percentage
1 Strongly Agree (SA) 2 6.67
2 Agree (A) 14 | 46.67
3 Undecided (U) 5 |16.67
4 Disagree (D) 8 |26.67
5 Strongly Disagree (SD) 1 3.33

Total 30 | 100.00
Source: Annex IV
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Form the primary responses it is found that 53.34 % of the respondents were
agree that the stock dividend increases the share price in the market. Only,
30.00% were disagreed and 16.67 % were undecided with the statement. So,
the stock dividend significantly affects the market price of the share and vice

versaat 95 % level of significance. (See Annex: V1)

4.3.7 Higher cost of equity reducesthe shareprice

The responses of the respondents for the affect of cost of equity to the market

price of share were found as shown in table 4.15.

Table4.15
4.3.7 Higher cost of equity (Ke) reducesthe shareprice

S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 2 6.67

2 Agree (A) 14 | 46.67

3 Undecided (U) 5 16.67

4 Disagree (D) 8 26.67

5 Strongly Disagree (SD) 1 3.33

Total 30 | 100.00

Source: Annex IV

Form the primary responses it is found that 53.34 % of the respondents were
agree that the higher cost of equity decreases the share price in the market.
Only, 30.00% were disagreed and 16.67 % were undecided with the statement.
So, the higher cost of equity does not significantly affect the market price of
the share and vice versa at 95 % level of significance. (See Annex: V1)
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4.3.8 Lower personal tax ratereducesthe shareprice

The responses of the respondents for the affect of persona tax rate to the
market price of share were found as shown in table 4.16.
Table4.16

4.3.8 Lower tax ratereducesthe shareprice
S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 1 3.33
2 Agree (A) 7 23.33
3 Undecided (U) 6 | 20.00
4 Disagree (D) 14 | 46.67
5 Strongly Disagree (SD) 2 6.67
Total 30 | 100.00
Source: Annex IV

Form the primary responses it is found that 26.66 % of the respondents were
agree that the lower tax rate decreases the share price in market. Whereas,
53.34% were disagreed and 20.00 % were undecided with the statement. So,
the personal tax rate significantly affects the market price of the share a 95 %
level of significance. (See Annex: VI)

4.3.9 Fall in gold prices causesfall in the shareprice

The responses of the respondents for the affect of gold price to the market price

of share were found as shown in table 4.17.

Table4.17
4.3.9 Fallingold pricecausesfall in shareprice
S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 0 0.00
2 Agree (A) 7 | 2333
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Undecided (U) 15 | 50.00
Disagree (D) 7 23.33
Strongly Disagree (SD) 1 3.33
Total 30 | 100.00

Source: Annex [V

Form the primary responses it is found that 23.33 % of the respondents were
agree that the fal in gold price causes fal in the share price in market.
Whereas, 26.66% were disagreed and 50.00 % were undecided with the
statement. So, change in gold price does not significantly decreases the market

price of the share and vice versa at 95 % level of significance. (See Annex: V1)

4.3.10 Fall in value of US $ exchange rate causes fall in the

shareprice
The responses of the respondents for the affect of fal in the value of US$

exchange rate to the market price of share were found as shown in table 4.18.

Table4.18

4.3.10 Fall in value of US$ reducesthe shareprice
S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 0 0.00
2 Agree (A) 6 | 20.00
3 Undecided (U) 17 | 56.67
4 Disagree (D) 7 23.33
5 Strongly Disagree (SD) 0 0.00

Total 30 | 100.00

Source: Annex IV

Form the primary responses it is found that 20.00 % of the respondents were
agree that the fall in the value of US$ causes fall in the share price in market.
Whereas, 23.33% were disagreed and 56.67 % were undecided with the
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statement. So, fall in the value of US$ does not significantly decreases the
market price of the share and vice versa at 95 % level of significance.
(See Annex: VI)

4.3.11Instability of the government causes fall in the share
price

The responses of the respondents for the affect of the instability of the

government to the market price of share were found as shown in table 4.19.

Table4.19
4.3.11 Instability of government reducesthe shareprice

S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 3 10.00

2 Agree (A) 22 | 7333

3 Undecided (U) 4 13.33

4 Disagree (D) 1 3.33

5 Strongly Disagree (SD) 0 0.00

Total 30 | 100.00

Source: Annex IV

Form the primary responses it is found that 83.33 % of the respondents were
agreed that instability of government causes fall in the share price in market.
Whereas, 3.33% were disagreed and 13.33 % were undecided with the
statement. So, instability of the government significantly decreases the market

price of the share and vice versa at 95 % level of significance. (See Annex: V1)
4.3.12 Strikes, demonstration etc. causesfall in the share price

The responses of the respondents for the affect of strike, demonstration to the

market price of share were found as shown in table 4.20.
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Table 4.20
4.3.12 Strikes, Demonstrationsreducesthe shareprice

S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 3 10.00
2 Agree (A) 23 | 76.67
3 Undecided (U) 1 333
4 Disagree (D) 2 6.67
5 Strongly Disagree (SD) 1 3.33
Total 30 | 100.00

Source: Annex IV

Form the primary responses it is found that 86.67 % of the respondents were
agreed that strike, demonstration etc. causes fal in the share price in market.
Whereas, 10.00% were disagreed and 3.33 % were undecided with the
statement. So, strike, demonstration etc. significantly decreases the market

price of the share and vice versa at 95 % level of significance. (See Annex: V1)

4.3.13 Cease-fire/peacetalks affect positively the shareprice
The responses of the respondents for the affect of cease-fire/peace talks to the

market price of share were found as shown in table 4.21.

Table4.21
4.3.13 Cease-fire/peacetalk affect positively to the shareprice

S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 4 13.33

2 Agree (A) 22 | 7334

3 Undecided (U) 1 333

4 Disagree (D) 2 6.67

5 Strongly Disagree (SD) 1 3.33

Total 30 | 100.00

Source: Annex IV
Form the primary responses it is found that 86.67 % of the respondents were

agreed that cease-fire/piece talks affect positively the share price in market.
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Whereas, 10.00% were disagreed and 6.67% were undecided with the
statement. So, Cease-fire/peace talk significantly affects the market price of the
share positively at 95 % level of significance. (See Annex: VI)

4.3.14 Outbreak of Cease-fireincreasesthe shareprice
The responses of the respondents for the affect of cease-fire/peace talks to the

market price of share were found as shown in table 4.22.

Table4.22

4.3.14 Outbreak of cease-fireincreasesshareprice
S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 0 0.00
2 Agree (A) 2 6.67
3 Undecided (U) 3 10.00
4 Disagree (D) 19 |63.33
5 Strongly Disagree (SD) 6 20.00

Total 30 | 100.00

Form the primary responses it is found that 6.67 % of the respondents were
agreed that outbreak of cease-fire affect positively the share price in market.
Whereas, 83.33% were disagreed and 10.00 % were undecided with the
statement. So, outbreak of cease-fire significantly affects the market price of
the share negatively at 95 % level of significance. (See Annex: V1)

4.3.15 Better the national economy, better the share price

The responses of the respondents for the affect of national economy to the

market price of share were found as shown in table 4.23.

Table4.23
4.3.15 Better the national economy, better the share price
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S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 4 13.33
2 Agree (A) 21 | 70.00
3 Undecided (U) 4 1333
4 Disagree (D) 3.33
5 Strongly Disagree (SD) 0 0.00
Total 30 | 100.00
Source: Annex IV

Form the primary responses it is found that 83.33 % of the respondents were
agreed that better national economy affect positively the share price in market.
Whereas, 3.33% were disagreed and 13.33% were undecided with the
statement. So, better economy significantly affects the market price of the
share positively at 95 % level of significance. (See Annex: VI)

4.3.16 Better the global economy, better the shareprice
The responses of the respondents for the affect of global economy to the
market price of share were found as shown in table 4.24.

Table4.24
4.3.16 Better the global economy, better the shareprice

S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 2 6.67

2 Agree (A) 11 | 36.67

3 Undecided (U) 10 |33.33

4 Disagree (D) 6 | 20.00

5 Strongly Disagree (SD) 1 3.23

Total 30 | 100.00
Source: Annex IV

Form the primary responses it is found that 43.34% of the respondents were
agreed that better global economy affect positively the share price in market.
Whereas, 23.23% were disagreed and 33.33% were undecided with the
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statement. So, better global economy does not significantly affect the market

price of the share and vice versa at 95 % level of significance. (See Annex: V1)

4.3.17 Higher the market liquidity, lower the shareprice

The responses of the respondents for the affect of market liquidity to the

market price of share were found as shown in table 4.25.

Table 4.25
4.3.17 Higher themarket liquidity, lower the shareprice

S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 2 6.67

2 Agree (A) 9 30.00

3 Undecided (U) 7 23.33

4 Disagree (D) 10 | 3333

5 Strongly Disagree (SD) 2 6.67

Total 30 | 100.00

Source: Annex IV

Form the primary responses it is found that 36.67% of the respondents were
agreed that higher market liquidity affect negatively the share price in market.
Whereas, 40.00% were disagreed and 23.33% were undecided with the
statement. So, higher market liquidity does not significantly affect the market
price of the share and vice versa at 95 % level of significance. (See Annex: V1)

4.3.18 Sharepriceisinfluenced by season
The responses of the respondents for the affect of season to the market price of
share were found as shown in table 4.26.

Table 4.26

4.3.18 Sharepriceislower in winter than in summer

S.no. | Responses No. | Percentage
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1 Strongly Agree (SA) 1 3.33
2 Agree (A) 5 16.67
3 Undecided (U) 14 | 46.67
4 Disagree (D) 9 |30.00
5 Strongly Disagree (SD) 1 3.33
Total 30 | 100.00
Source: Annex IV

Form the primary responses it is found that 20.00% of the respondents were
agreed that share price is influenced by season. Whereas, 33.33% were
disagreed and 30.00% were undecided with the statement. So, the season i.e.
summer or winter does not significantly affect the market price of the share

and vice versa at 95 % level of significance. (See Annex: V1)

4.3.19 Sharepriceislower in Sunday than on Thursday
The responses of the respondents for the affect of week of the day to the
market price of share were found as shown in table 4.27.

Table4.27
4.3.19 Sharepriceislower in Monday than in Thur sday

S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 2 6.67

2 Agree (A) 7 23.33

3 Undecided (U) 16 |53.34

4 Disagree (D) 4 13.33

5 Strongly Disagree (SD) 1 3.33

Total 30 100.00

Source: Annex IV

Form the primary responses it is found that 30.00% of the respondents were
agreed that share priceislower on Sunday than on Thursday. Whereas, 16.66%
were disagreed and 53.34% were undecided with the statement. So, the week
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of the day effect does not significantly affect the market price of the share and

vice versaat 95 % level of significance. (See Annex: V1)
4.3.20 Higher therisk, higher the shareprice

The responses of the respondents for the affect of risk to the market price of

share were found as shown in table 4.28.

Table4.28
4.3.20 Higher therisk, higher the shareprice

S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 1 3.33

2 Agree (A) 2 6.67

3 Undecided (U) 4 13.33

4 Disagree (D) 20 | 66.67

5 Strongly Disagree (SD) 3 10.00

Total 30 | 100.00

Source: Annex IV

Form the primary responses it is found that 10.00% of the respondents were
agreed with higher the risk, higher the share price. Whereas, 67.67% were
disagreed and 13.33% were undecided with the statement. So, the risk factor
significantly affects the market price of the share negatively at 95 % level of
significance. (See Annex: V1)

4.3.21 Larger companies have higher shareprice

The responses of the respondents for larger companies have higher share price

were found as shown in table 4.29.

Table4.29

4.3.21 Larger companieshave higher share price
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S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 3 10.00
2 Agree (A) 14 | 46.67
3 Undecided (U) 5 |1667
4 Disagree (D) 7 | 2333
5 Strongly Disagree (SD) 1 3.33
Total 30 | 100.00
Source: Annex IV

Form the primary responses it is found that 56.67% of the respondents were
agreed with higher the risk, higher the share price. Whereas, 26.33% were
disagreed and 16.67% were undecided with the statement. So, the larger
company size significantly affects the market price of the share at 95 % level

of significance. (See Annex: V1)

4.3.22 Sharepriceincreaseswith changein management
The responses of the respondents for share price increases with change in

management were found as shown in table 4.30.

Table 4.30
4.3.22 Sharepriceincreases with changein management

S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 0 0.00

2 Agree (A) 5 |1667

3 Undecided (U) 17 | 56.67

4 Disagree (D) 7 23.33

5 Strongly Disagree (SD) 1 3.33

Total 30 | 100.00

Source: Annex IV
Form the primary responses it is found that 16.67% of the respondents were

agreed with share price increases with change in management. Whereas,
26.33% were disagreed and 56.67% were undecided with the statement. So,
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change in management does not significantly affect the market price of the

share and vice versa at 95 % level of significance. (See Annex: VI)

4.3.23 Lower the BPS, higher the shareprice

The responses of the respondents for lower the BPS, higher the share price

were found as shown in table 4.31.

Table4.31
4.3.23 Lower the BPS, higher the shareprice

S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 0 0.00

2 Agree (A) 2 6.67

3 Undecided (U) 5 16.67

4 Disagree (D) 20 | 66.66

5 Strongly Disagree (SD) 3 10.00

Total 30 | 100.00

Source: Annex [V

Form the primary responses it is found that 6.67% of the respondents were
agreed with lower BPS causes higher the share price. Whereas, 76.66% were
disagreed and 16.67% were undecided with the statement. So, BPS
significantly affects the market price of the share and vice versa at 95 % level

of significance. (See Annex: V1)
4.3.24 Sharepriceisinfluenced by demand & supply

The responses of the respondents for share price is affected by demand and
supply were found as shown in table 4.32.

Table4.32
4.3.24 Sharepriceisaffected by demand and supply

S.no. Responses No. Per centage
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1 Strongly Agree (SA) 4 13.33
2 Agree (A) 20 66.67
3 Undecided (U) 2 6.67
4 Disagree (D) 3 10.00
5 Strongly Disagree (SD) 1 3.33
Total 30 100.00
Source: Annex IV

Form the primary responses it is found that 80.00% of the respondents were
agreed with lower share price is affected by demand and supply. Wheress,
13.33% were disagreed and 6.67% were undecided with the statement. So, the
fact that demand and supply of the stock significantly affects the market price

of the share and vice versa at 95 % level of significance. (See Annex: VI)

4.3.25 Rumorsand whims affect the share price

The responses of the respondents for share price are affected by rumors and
whims were found as shown in table 4.33.

Table4.33
4.3.25 Rumorsand Whims affectsthe share price

S.no. | Responses No. Per centage
1 Strongly Agree (SA) 4 13.33
2 Agree (A) 17 56.67
3 Undecided (U) 5 16.67
4 Disagree (D) 3 10.00
5 Strongly Disagree (SD) 1 3.33
Total 30 100.00

Source: Annex [V

Form the primary responses it is found that 70.00% of the respondents were
agreed with share price is affected by rumors and whims. Whereas, 13.33%
were disagreed and 16.67% were undecided with the statement. So, the fact
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that rumors and whims significantly affects the market price of the share and

vice versaat 95 % level of significance. (See Annex: V1)

4.3.26 Capital market is not developed due to poor regulatory

mechanism

The responses of the respondents for capital market is not well developed due

to poor regulatory mechanism were found as shown in table 4.34.

Table4.34

4.3.26 Capital market isnot well developed dueto poor regulatory mechanism
S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 4 13.33
2 Agree (A) 17 | 56.67
3 Undecided (U) 4 13.33
4 Disagree (D) 4 13.33
5 Strongly Disagree (SD) 1 3.33

Total 30 | 100.00

Source: Annex IV

Form the primary responses it is found that 70.00% of the respondents were
agreed with capital market is not well developed due to poor regulatory
mechanism. Whereas, 16.33% were disagreed and 13.33% were undecided
with the statement. So, the fact that capital market is not well developed due to
poor regulatory mechanism is significant at 95 % level of significance.

(See Annex: VI)
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4.3.27 Listed companies are not serious towards shareholder’s

interests

The responses of the respondents for listed companies are not serious about
shareholders interests were found as shown in table 4.35.
Table 4.35

4.3.27 Listed companiesare not serioustowards shareholder'sinterest

S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 5 16.67
2 Agree (A) 16 |53.32
3 Undecided (U) 2 | 667
4 Disagree (D) 5 |16.67
5 Strongly Disagree (SD) 2 6.67
Total 30 | 100.00

Source: Annex IV

Form the primary responses it is found that 69.99% of the respondents were
agreed with the fact that listed companies are not serious about shareholders
interests. Whereas, 23.34% were disagreed and 6.67% were undecided with the
statement. So, the fact that listed companies are not serious about shareholders
interestsis significant at 95 % level of significance. (See Annex: VI)

4.3.28 NEPSE and SEBO are not able to protect shareholders

interests
The responses of the respondents for NEPSE and SEBO are not able to protect
shareholders interests were found as shown in table 4.36.

Table 4.36
4.3.28 NEPSE and SEBO are ableto protect shareholder'sinterest

S.no. | Responses No. | Percentage
1 Strongly Agree (SA) 2 6.67
2 Agree (A) 4 13.33
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Undecided (U) 3 10.00
Disagree (D) 17 | 56.67
Strongly Disagree (SD) 4 13.33
Total 30 | 100.00

Source: Annex IV
Form the primary responses it is found that 20.00% of the respondents were

agreed with the fact that NEPSE and SEBO are able to protect the shareholders
interests. Whereas, 70.00% were disagreed and 10.00% were undecided with
the statement. So, the fact that NEPSE and SEBO are not able to protect
shareholdersinterestsis significant at 95 % level of significance.

(See Annex: VI)

4.4 Empirical Findings of the study

In this study both of the primary as well as secondary data are analyzed. The
researcher, with the help of research questionnaire, gathered primary data which
helped to identify the factors affecting stock price. Similarly, with the help of
secondary data, the relationship of market price per share with dividend, earning as
well as book value was determined. Here, the empirical findings from both of the

primary as well as secondary data analysis are presented separately below:
4.4.1 Findingsfrom Secondary Data Analysis

The analysis of secondary data of seven private commercial banks gives the

following results:

. For Standard Chartered Bank, MPS is negatively correlated with DPS
where as it is positively correlated with BPS and EPS. None of these
relationships are significant at 95% level of significance. BPS, EPS and
MPS are less volatile except DPS. In overal, SCB has very good
performancein the last seven years.

. For NBL, MPS is positively correlated with DPS, BPS and EPS. However,
the relationship is not significant at 95% level of significance. DPS, BPS
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and EPS as well as MPS are less volatile. It is revealed from analysis that
NBL has good performancein last seven years.

For BOK, MPS is positively correlated with all of the independent
variables i.e. DPS & EPS, where as negatively with BPS, the degree of
correlation shows insignificant at 95% level of significance. The volatility
of DPS, MPS and EPS are a little bit higher than that of BPS which has a
good performance. In overall, BOK does not have good performance in the
last seven years

While analyzing the HBL, MPS is positively correlated with DPS, BPS and
EPS. The degree of correlation shows insignificant at 95% level of
significance. BPS is very much consistent where as MPS and EPS are not
bad and DPS is a little bit more volatile. HBL in overall have satisfactory
performance.

For EBL, there exists medium degree of positive correlation of MPS with
all independent variables. The t-test explains that these results do not show
significance at 95% level of significance. The performance of BPS and
EPS are good. MPS is in increasing trend where as DPS is more volatile
which is not good. In overall, the good performance of EBL is lacked by
lower mean of independent variablesin the last seven years period.

MPS has negative correlation with DPS and BPS, where EPS is positively
for NIB. However, these degrees of correlation are not significant at 95%
level of significance. BPS has not good performance and EPS and MPS are
in increasing trend, where as DPS is in volatile condition. In overal, the
NIB does not reach the industrial benchmark because of lower mean of
independent variables.

For, SBI bank, MPS has high degree of correlation with DPS and BPS, low
degree correlation with EPS. But, t-test analysis shows that neither of them
issignificant at 95% level of significance. BPS consistent and good where
as EPS, MPS and DPS have higher volatility respectively. In overal, the

SBI does not have satisfactory performance than industrial benchmark.
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From the view point of multiple correlations, it is known that independent
variables (DPS, BPS and EPS) are significantly correlated to SCB and SBI

only. Remaining al isinsignificantly correlated.

4411 Empirical Findingsfrom Primary Data Analysis

On the other hand, the analysis of primary data reveals the following results:

= MPS is significantly affected by company’s performance such as earnings,
cash dividends payment, book value, risk associated with the company and
growth rate at 95 % level of significance.

= When looking at, the other relevant factors to share piece such as interest
rate, retention ratio, and cost of equity etc., these factors do not affect
significantly whereas stock dividend significantly affects the share price at
95% level of significance.

= Similarly, the political, economic and environmental factors such as
instability of government, strike and demonstrations, national economy, tax
rate, etc. significantly affect the share price where as globa economy
insignificantly affect the share price at 95% level of significance.

= From other factors, gold prices, value of US$ exchange rate, seasonal
factors like summer and winter, day of the week, change in management
have insignificant impact on the share price.

= Similarly, size of the company, demand and supply, rumors and whims etc
significantly affect the share price.

= While analyzing the response of capital market is not well developed in
Nepal, Listed companies are not serious about shareholder’s interests and
NEPSE and SEBO are not able to protect share holders interest has shown
significant implication at 95% level of significance.
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CHAPTER V

SUMMARY CONCLUSIONS &
RECOMMENDATIONS

5.1 Introduction

This is the fina chapter that involves summary, conclusions and
recommendations of the research work. The facts and findings from primary
and secondary data analysis are presented in this chapter. Besides summarizing
and concluding research work, recommendations are made to concerned
persons and organizations.

5.2 Summary

The history of securities market began with the floatation of shares by
Biratnagar Jute Mills Ltd. and Nepal Bank Ltd. in 1937. Introduction of the
Company Act in 1964, the first issuance of Government Bond in 1964 and the
establishment of Securities Exchange Centre Ltd. in 1976 were other
significant development relating to capital markets.

Securities Exchange Centre was established with an objective of facilitating
and promoting the growth of capital markets. Before conversion into stock
exchange it was the only capital markets institution undertaking the job of
brokering, underwriting, managing public issue, market making for

government bonds and other financial services.

The then His Majesty’s Government, under a program initiated to reform
capital markets converted Securities Exchange Centre into Nepa Stock
Exchange in 1993. Nepa Stock Exchange, in short NEPSE, is a non-profit
organization, operating under Securities Exchange Act, 1983.
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The basic objective of NEPSE is to impart free marketability and liquidity to
the government and corporate securities by facilitating transactions in its
trading floor through member, market intermediaries, such as broker, market
makers etc. NEPSE opened its trading floor on 13th January 1994. The then
His Majesty’s Government, Nepal Rastra Bank, Nepal Industrial Development

Corporation and members are the shareholders of the NEPSE.

After the restoration of democracy in 1990, the then HMG/N initiated
privatization and economic liberalization, the industrial development as well as
the capital market development process took a pace. However, with the
initiation of Moist armed revolution, the industrial and capital market
development process got a break. The nation has been paralyzed in terms of
economic development due to the lack of peace and security. Most of the
government investment has been concentrated to maintain security only.
Similarly, lack of political stability and Royal take over of February 1; has
added fuel in thisissue.

Nepalese capital market is still in primary stage. Most of the citizens are not
aware of the basic knowledge regarding security market. As aresult they have
not been able to make investment and if even invested; are being exploited in
the absence of proper knowledge. In spite of poor condition of the security
market in Nepal, government of Nepal has not given priority in its current
tenth five year plan. Government has not been able to create basic
infrastructures, sound policies and laws and their effective implementation, for
the capital market development. As a result, there is not transparency in the
performance of the listed companies and the capital market due to which

capital market is struggling to mature.

The researcher has tried to explore the factors affecting share price in NEPSE,
with specia focus to private commercial banks. The maor objectives of the
dissertation work are listed as:
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. To identify qualitative as well as quantitative factors affecting the

stock price in NEPSE with focus to commercial banks

. To determine the effect of earnings and book value to the stock price
. To determine the effect of dividend to the stock price
. To make appropriate recommendations/suggestions for the betterment

of the stock market and so on.

To meet the desired objectives, the researcher identified the effect of
guantitative factors, DPS, BPS & EPS with MPS by correlation and regression
analysis of secondary data, whereas, to identify the qualitative factors affecting

the share price, the researcher used the questionnaire approach.

On the one hand, from the secondary data analysis it is found that, for some
companies, the correlation coefficient of MPS with independent variables ( i.e.
DPS, BPS & EPS ) is significantly positive whereas in some other cases
significantly negative at 95% level of significance. MPS is significantly
positively correlated with DPS, BPS and EPS of NBB where as MPS is
significantly negatively correlated to none of the factors.

Even though DPS, BPS & EPS affect the MPS positively, there are severa
other factors in the internal as well as external environment that affect the
share price significantly. Theoretically, when earnings, dividends and book
value per share increases, the market price per share aso increases and vice
versa. But in case of NEPSE, this theory does not seem to be true hundred
percent meaning that there are various other factors too that affects the share

price.

On the other hand, the qualitative factors affecting the share price are identified

through the primary data analysis. Dividends, earnings, book value per share,
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growth rate and risk associated with the company are some internal factors
affecting the market price per share. Among other environmental factors
affecting the share price are political stability, cease fire and peace taks,
strikes/bandha, rumors and whims, national economy, demonstrations, demand
and supply situations. While analyzing the effects of interest rate, retention
ratio, stock dividend , cost of equity, tax rate, value of US $ exchange rate,
gold price, globa economy, market liquidity, season, day of the week, size of
the organization, change in the management etc , it is found that these factors

have nominal effects o share price.

During the course of research work, it was understood that, there is not good
regulatory mechanism in the NEPSE for the listed companies to protect
shareholders interests. The listed companies other than banks and financial
companies, are not able to conduct the AGM in time, submit their report to
SEBO/N and give the detail information to the shareholders (knowingly and
unknowingly) .Thus, it seems that, on the one hand, listed companies are not
able to protect the shareholders interests properly and on the other hand, there

islack of effective watchdog to implement rules and regulations.

Talking about the listed companies in the NEPSE, most of the companies are
unable to meet organizational objectives. Service industries and manufacturing
industries are suffering loss in the present context. The only the satisfactory
sector is banking and financia institutions.

5.3 Conclusion

Based on the above summary and findings of the research, the researcher came

into the following conclusions:

» Adequate knowledge and information regarding the capital market is
lacking in Nepalese investors. This is precisely the reason why they are
cheated by the concerned companies and the NEPSE shows rather
irrational behavior.
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Most of the listed companies do not provide sufficient and timely
information to NEPSE as well as their shareholders. And even the supplied
information does not have similarity among NEPSE, Annual Report and
their particular websites. Meaning that they try to attract potential investors

by providing exaggerated information regarding their performances.

From the secondary data analysisit is revealed that, pricing behavior differs
company to company. Even though, DPS, BPS and EPS jointly have
significant effect on the share price, individualy they do not have
consistent relationship with MPS. It means that there may be other major
factorsinfluencing and determining the share price significantly.

Whereas analysis of primary data (from view point of respondents)
summarizes, company performance ( EPS, book value, DPS, risk),
information disclosed, timely AGM, other political and economic factors
such as political stability, national economy, peace, strikes/bandhas,
demand and supply situation of the share, cease-fire etc. are the some
important factors having significance influence on the share price.
Similarly, other relevant factors, interest rate, tax rate, seasonal factors, day
of the week effect, gold price, global economy, vaue of USS$, cost of
equity, market liquidity, size of the firm and change in management do not
have significant effect .

Due to poor rules and regulations as well as effective regularity
mechanism, one the one hand, shareholders are not confident enough to
invest in the share whereas on the other hand, capital market has not been
growing as per expectation. Similarly, lack of political stability, peace and
Moist revolution has constrained the smooth development of security
market.

The study concludes that the Nepalese stock market is in infancy stage.
There is a gap between the theory and practice of investment in Nepalese
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stock market due to lack of proper study/analysis of stock market.

Professionalism is lacking.

» In gpite of the severa constraints, the NEPSE has been growing gradually.
The commercial banking sector is the best performer among the listed
companies. We can’t undermine the truth that with the presence of peace

and political stability, the capital market gets far better soon.

5.4 Recommendations

Based on the research work, the researcher has reached the following

recommendations:

Tolnvestors

Lack of education and sufficient information is the main weakness of the
investors. They should seek their right towards accurate and timely
information, as well as for protection. Similarly, investors should be alert to
exploit the opportunities through short term speculation. So, they are
suggested to raise their voice and complain about the misconduct of relevant
company or NEPSE, SEBON as well as of Government. They are encouraged
to enrich their level of knowledge and make the investment opportunities

fruitful.

ToBrokers

Brokers are suggested not only to look at their interests but also be sincere and
cooperate with investors. Since they have greater level of practical knowledge
they should provide rational and accurate advices to their clients/investors and

foster professionalism.
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To SEBON NEPSE

Perfect markets require that all information concerning future risks and returns
of securities bereadily availableto all investors. Asthere exists various market
imperfections, relevant information are not easily available to the investors.
They are often published in nationa dailies, but most of the information is
highly aggregated and not reliable. Because of the lack of technical
knowledge, majority of the investors is unable to anayze the available
information. As such, a single buyer and a single seller can affect the price of
securities. NEPSE has to insure listed companies relevant information.
Similarly, NEPSE can expand its service to regional and local level so that it
gives the equal opportunity to al the potential investors. The existing manual
method of security trading should be replaced with computerized method to
ensure the accuracy and systematic. Investors should be provided with
investment guidelines and relevant information through media. It should
monitor the activities of brokers as well as listed companies.

To Listed Companies

Listed companies are requested to avail the accurate and timely information to
concerned authorities as well as to investors. They should conduct timely
AGM, and fulfill the requirement of concerned authorities. They should not

provide gimmicks to attract the potential investors.

To Government

Government should formulate as well as implement effective rules and
regulations, code of conduct, for the gradual development of capita market.
For this purpose national as well as international stock experts should be

consulted. Similarly, it should encourage independent rating agencies so that
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the investors will have a confident picture of financial health and future
prospects of organizations/instruments. NEPSE should be given authority to
take immediate action for wrongdoer companies. Government should
encourage the concerned body to organize programs, seminars time to time to

create awareness among the investors.

To Further researcher

Research is an ongoing process. Study of security is a vast field of study.
Through this research, the researcher has tried to explore the factors affecting
share price of commercial banks, which is | believe more specific, the further
researcher can focus their study towards more specific factors. Similarly, they
can even carry out research based on primary source. The other relevant
factors for example can be impact of CEO charisma, Research, inflation,
oil/energy prices etc that affect the share price.
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ANNEX

You are kindly requested to indicate the extent to which you agree with the

following statements by filling in each of the blank with:

SA for Strongly Agree
A for Agree

u for Undecided

D for Disagree

SD for strongly Disagree

[All the statements are related to NEPSE and market price of share of private

commercial banks.]

Higher the EPS, higher would be the share price.
Higher the DPS/cash dividend, higher would be the share price.

3. Lower the growth rate (g) of a company, higher would be the share
price.

4, If interest/reinvestment rate (r) increases, share price also
increases.

5. Higher the retention ratio, better will be the market price of the
share.
Payment of stock dividend increases the share price in market.

Higher cost of equity (Ke) reduces the share price.

6

7

8. Lower the personal tax rate, lower would be the share price.
9 Fall in gold price, causesfall in share price.

10. Fall inthe value of US $, causesfall in share price.

11. Share price declines, with the instability of the government.

12. Strikes/bandhas/demonstrations badly affect the share price.

13. Peace talks with Maoist (cease- fire) affect positively to the share
price.

14. Outbreaks of the cease-fire decrease the share price.

137



15.
16.
17.
18.
19.
20.

21.
22.
23.
24,
25.
26.

27.

28.

Standard Chartered Bank Nepal Limited has been in operation in Nepal since 1987

when it was initialy registered as a joint-venture operation. Today the Bank is an

Share priceis sensitive toward nationa economic environment.
Share priceis sensitive towards global economy.
Share price decreases with increase in liquidity in market.

Share priceisinfluenced with seasonal factors.

Share priceislower on Sunday, than on Thursday.

Higher the risk associated with a company, higher will be the share
price.

Larger companies have higher share price.

Share price reacts positively with change in management.

Lower the book value of share, higher would be the share price.

Share priceis affected with demand and supply of the share.

Rumors and whims affect the share price.

Capital market is not well devel oped due to poor regulatory mechanismin
Nepal.

Public/listed companies are not serious towards shareholders

interests.

NEPSE and Securities board are not able to protect investors’ interest
effectively.

ANNEX

Standard Chartered Bank Nepal Ltd. [SCB]

integral part of Standard Chartered Group who has 75% ownership in the company

with 25% shares owned by the Nepalese public. The Bank enjoys the status the largest

international bank currently operating in Nepal.
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Standard Chartered Group employs 30,000 people in over 500 locations in more than
50 countries in the Asia Pacific Region, South Asia, the Middle East, Africa, the
United Kingdom and the Americas. It is one of the world's most international banks,
with a management team comprising 79 nationalities. The Bank is trusted across its
network for its standard of governance and its commitment to making a difference in

the communitiesin which it operates.

An integral part of the only international banking Group currently operating in Nepal,
the Bank enjoys an impeccable reputation of a leading financia institution in the
country. With 15 points of representation (11 Branches and 4 Extension counters) and
15 ATMs across the Kingdom and with over 350 local staff, Standard Chartered Bank
Nepal Ltd. isin a position to service its customers through a large domestic network.
In addition to which the global network of Standard Chartered Group gives the Bank
the unique
Standard Chartered Bank Nepal Limited, offers a full range of banking products and
services in Wholesale and Consumer banking, catering to a wide range of customers
from individuals, to mid-market local corporate to multinationals and large public
sector companies, as well as embassies, aid agencies, airlines, hotels and government

corporations.

The Bank has been the pioneer in introducing ‘customer focused' products and
services in the country and aspires to continue to be a leader in introducing new
products and highest level of service delivery. It is the first Bank in Nepal that has
implemented the Anti-Money Laundering policy and applied the 'Know Your
Customer' procedure on al the customer accounts. SCB has highest market
capitalization of RS. 24382.03 million as on July 16, 2007 with the highest per share
value of RS.5900 amongst the listed companiesin NEPSE.

II.  Nabil Bank Ltd. [NBL]

Nabil Bank Limited (Nabil) commenced its operation on 12 July 1984 as the first joint
venture bank in Nepal. Dubai Bank Limited, Dubai (Later acquired by Emirates Bank

International Limited, Dubai) was the first joint venture partner of Nabil. Currently,
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NB (International) Limited, Ireland is the foreign partner. Nabil Bank Limited had the
official name Nepal Arab Bank Limited till 31st December 2001
Nabil is the pioneer in introducing many innovative products and marketing concept in
banking sector of Nepal with 18 branches and 1 exchange counter. It is the only Bank
having its presence at Tribhuvan International Airport, only international airport of the
country. Also, the number of outlets in the country is the highest among the joint
venture and private banks operating in Nepal. Success of Nabil is a milestone in the
banking history of Nepa as it paved the way for the establishment of many
commercia banks and financial institutions. Nabil provides a full range of commercial
banking services through its outlets spread across the nation and reputed correspondent
banks across the globe. Moreover, Nabil has a good name in the market for its highly

personalized services to the customers.

It has the market price per share of RS. 5050 with market capitalization of RS.
24825.55 (in million) as on July 16, 2007.

[11. Bank of Kathmandu Ltd. [BOK]

Bank of Kathmandu Limited [BOK] was incorporated in 1993, after the restoration of
democracy in 1990, under the/company Act 1964. SIAM Commercial Bank of
Thailand was the joint venture partner of BOK. Nepalese managers, from the very
beginning to till date are managing this bank. In vary competitive and small market of
Nepalese commercial bank; BOK is struggling for the betterment. The SIAM
commercial bank diluted its holdings to the Nepalese citizens in 1998. After the
Nepalese public hold 40% is General Promoter, 2% Organized Institutions Promoter
and the remaining 58% is done by General Public. Thus, BOK is regarded as the bank
of Nepalese.

“BOK came in operation in March 1995 with the following predominant objectives:

. Identify business prospects not yet catered by then existing commercial banks
and offer new banking product and services.

. Introduce modern banking technology facilitating bank and operations and

transactions.”
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BOK is accepting deposits and providing loan to industries, commerce, agriculture as
well as home loan and hire purchase loan through its various branches. The bank is
able to earn significant profit. This bank has leading number of shares traded in
NEPSE.

The market price per share of BOK is RS. 1375 aong with market capitalization of
RS. 8293.19 (in million) as on July 16, 2008. BOK has market price per share of RS.
1375 with market capitalization of RS. 8293.19 (in million) as on July 16, 2007.

V. Himalayan Bank Ltd. [HBL]

Himalayan Bank Limited was incorporated in 1992 by a few distinguished
business personalities of Nepal in partnership with Employees Provident Fund
and Habib Bank Limited, one of the largest commercial bank of Pakistan.
Banking operation commenced from January 1993. It is the first commercial
bank of Nepal whose maximum shares are held by the Nepal ese private sector.
Besides commercial banking services, the Bank aso offers industrial and

merchant banking services.

The Bank has seven branches in Kathmandu Valley. In addition, the bank also has ten
other branches outside Kathmandu Valley. The Bank will be aggressively opening
new branches at different parts of the Kingdom to serve its customers better. And 7

new Branches will be operational soon, 4 additional ATM and 1 Kiosks machine.

Himalayan Bank has always been committed to providing a quality service to its
valued customers, with a persona touch. All customers are treated with utmost
courtesy as valued clients. The Bank, wherever possible, offers tailor made facilities
to its clients, based on the unique needs and requirements of different clients. To
further extend the reliable and efficient services to its valued customers, Himalayan
Bank has adopted the latest banking technology. This has not only helped the Bank to
constantly improve its service level but has adso prepared the Bank for future

adaptation to new technology. The Bank already offers unique services such as SMS
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Banking and Internet Banking to customers and will be introducing more services like
loan product, deposit products and additional facilities on internet banking in the near

future.

In the present context, HBL has the market price per share of RS. 1740 with market
capitalization of RS. 14108.09 (in million) as on July 16, 2007.

V. Everest Bank Ltd. [EBL]

Everest Bank Limited (EBL) was established in 1994 and started its operations with a
view and objective of extending professional i zed and efficient banking services to
various segments of the society. EBL joined hands with Punjab National Bank (PNB),
India as its joint venture partner in 1997. PNB is the largest Public Sector Bank of
India having 113 years of banking history with more than 4400 offices allover India
and is known for its strong systems and procedures and a distinct work culture.
Drawing its strength from its joint venture partner, EBL has been steadily growing in
its size and operations ever since its inception and today it has established itself as a
leading Private Sector Bank of the Nation, reckoned as one of the fastest growing

Commercia Bank of the country.

The Bank's Paid-Up Capital has 518 million in which 9% 140 million is convertible
non-redeemabl e preference share against and it’s authorized Capital of 1000 million.
The local Nepalese promoters hold 50% stake in the Bank's equity, while 20 % of
equity is contributed by joint venture partner PNB whereas remaining 30% is held by
the public.

The bank provides a wide range of banking facilitates through a wide network of 22
branches covering all the 5 regions of the country, 1 representative office in New
Delhi and over more than 250 reputed correspondent banks across the globe. All the
branches in the valley and as also those at important business centers like Biratnagar,
Birgunj, Butwal and Bharahawa are interconnected through Anywhere Branch
Banking Systems (ABBS), a facility which enables its customers to do banking
transactions from any of these branches irrespective of their having accounts in the

other branch.
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Being a pioneer in opening a representative office in New Delhi, India, EBL has
successfully taken another historical step in the banking history of the country. Our
representative office facilitates the remittance of Nepalese workers residing in India
by opening their accounts from the identified branches of our joint venture partner,
Punjab Nationa Bank, India and also attracts Indian Investment to Nepal .

In the present perspective, EBL has the market price per share of RS. 2460 with
market capitalization of RS. 9185.40 (in million) ason July 16, 2007.

VI. Nepal Investment Bank Ltd. [NIBL]

Nepa Investment Bank Ltd. (NIBL), previously Nepal Indosuez Bank Ltd., was
established in 1986 as a joint venture between Nepalese and French partners. The
French partner (holding 50% of the capital of NIBL) was Credit Agricole Indosuez, a

subsidiary of one the largest banking group in the world.

With the decision of Credit Agricole Indosuez to divest, a group of companies
comprising of bankers, professionals, industrialists and businessmen, has acquired on
April 2002 the 50% shareholding of Credit Agricole Indosuez in Nepal Indosuez Bank
Ltd.

The name of the bank has been changed to Nepal Investment Bank Ltd. upon approval
of bank’s Annual General Meeting, Nepal Rastra Bank and Company Registrar’s

office with the following shareholding structure.

. A group of companies holding 50% of the capital
. Rashtriya Banijya Bank holding 15% of the Capital.
. Rashtriya Beema Sansthan holding the same percentage.
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The remaining 20% being held by the General Public (which means that NIBL is a
Company listed on the Nepal Stock Exchange).

According to the data of July16, 2007, the market price per share of NIBL isRS. 1729
with the market capitalization of RS. 13855.38 (in million).

VIl. Nepal SBI Bank Ltd. [NSBL]

Nepal SBI bank, a commercial bank having its head office in India, was established in
Nepa in Baishakl16, 2050 under the Company Act 2021. This bank started its
operation since Ashad24, 2050 after getting approval under Commercial Bank Act
2031. Nepal SBI bank is the branch of State Bank of India, with partnership of Staff
Provident Fund & Agricultural Development Bank of Nepal. Its management has been
operating by SBI India.

NSBL has the market price per share of RS. 1176 along with market capitalization of
RS. 7618.10 (in million) as on July16, 2007.
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