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ABSTRACT

Manyfactorsandactorsaffectthemarketvalueofshares,butthisstudyinvestigateswhethertheshare
priceofbankingindustryofBangladeshfollowsanystockvaluationmodels.Datawerecollectedfrom
theannualreportsof18selectedcommercialbankslistedinDhakaStockExchangeovertheperiod
of2014-2018.Somestockvaluationmodelssuchasvariablegrowthmodel,priceearningsmultiple
model,andbookvaluemodelhavebeenappliedtocalculatethevalueoftheshare.Gordonmodel
hasbeenappliedtocalculatetherequiredrateofreturnofequity.Moreover,Kruskal-Wallistesthas
beenappliedtotestwhetherthemarketvalueofsharefollowanystockvaluationmodels.Thestudy
findsthatthesharepriceofbankingindustryofBangladeshfollowspriceearningsmultiplemodel
aswellasbookvaluemodelbutdoesnotfollowvariablegrowthmodel.Onthebasisofthefindings,
thestudysuggeststhatinvestorsshouldconsiderstockvaluationmodelstocalculatethevalueofthe
sharebeforeinvestinginthebankingsector.

KeywoRDS
Banking Industry, Dividend, Share Price, Stock Valuation Model

1. INTRoDUCTIoN

Sharepriceisasimportantasthesharereturntoaninvestor.Determiningthepriceofshareisa
difficulttaskbecauseofitsinstabilityandfluctuation.Volatilityinsharepriceisthecommonscenario
inthestockmarketofBangladesh(Rayhan,Sarker,&Sayem,2011).Therefore,sharepriceishighly
unpredictableandinvestinginshareisrisky.Fluctuationinsharepricehasbecomeamajorproblem
for investors.For this reason, investorshave lost their confidences regarding the capitalmarket.
Volatilityinsharepricescanhaveahugeimpactontheperformanceofboththefinancialsectorand
theeconomyasawhole.TheeconomyofBangladeshcanbedevelopedbydevelopingthecapital
marketasit isa longtermsourceofcapital.Fluctuationinstockpricesoccursduetovarietyof
unpredictablefactors.Itisdifficulttopredictthosefactorswhichcausethesharepricestochange.
Duetouncertaintyincapitalmarketinvestorslosetheirconfidence.Excessivevolatilityinstock
priceshasmadeitmoredifficulttodeterminetheintrinsicvalueofstock.Highvolatilityindicates
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higherriskpotentialityforinvestors.Highervolatilityinstockpricesmayredirectthecapitalflow
fromthestockmarket.Itdiscouragesinvestorsfrominvestingintostock.Investorsareoftensuffering
fromtheproblemofdecidingwhethertoinvestonthestockornot.Investorsinvestonstockmarket
onlywhentheythinkthatthesharepriceisfair.Formakinganyinvestmentdecisiontheyneedto
identifythetruevalueofstock.

The financial condition ofBangladesh is dominated by its banking industry. The economic
successofacountryislargelydependingonthesoundnessofitsbankingsector.Thebankingsectorof
Bangladeshencouragesindividualsbothinsavingandinvestingfunds.Itensureseffectiveutilization
ofcountry’sresources.BankingindustryofBangladeshhasimprovedovertheyears.Bangladesh
isworkingtowardthedevelopmentofbankingindustryinordertoimprovethecountry’seconomic
condition.Sharepriceofbanksareinfluencedbyvariousfactorssuchasearningspershare,expected
growth,costofcapital,bookvaluepershare,bankriskpotentiality,expectedreturn,demandfor
bankingservice,dividendpershare,overallmarketandeconomicsituationetc.

Stockvaluationisthemethodoffindingoutthefairvalueofstock.Stockvaluationmodelscan
predictthetruevalueofshare.Therearevariousstockvaluationmodelsavailablefordetermining
thefairvalueofstockwithconsideringsomeassumptionsandconditions.Byinvestigatingthefair
valueofshare,investorscanestimatetheirinvestmentdecision.Itmayhelpthemtofindoutwhich
sharesareundervalued,whichareovervaluedandwhicharevaluedcorrectly.Differentauthorshave
pointedoutdifferentfactorsfordeterminingthepriceofshare.Priorresearchershavepointedout
variousinternalandexternalfactorswhichisresponsiblefordeterminingthepricesofshare.Book
valuepershare,earningpershare,dividend,grossdomesticproductandnetassetvaluearethefactors
whichdetermineshareprice(Al-OmarHandAlMutairy,2008).Besides,interestrates,political
events,lawsuits,mergersandacquisition,governmentpolicies,investorssentimentsandavailability
ofsubstitute,reportsandtechnicalinfluences(Oyama,1997),(Sunde,2009).Moreover,bookvalue,
earningpershareandprice-earningsratioarehavingasignificantpositiverelationshipwithfirm’s
stockpricewhiledividendyieldhasasignificantinverserelationshipwiththemarketpriceofthe
firm’sstock(Malhotra,2013).

VolatilityinsharereturnisthecommonscenariointhestockmarketofBangladesh(Ronietal.,
2017;AbuHasan&AbdulWadud,2016;Rayhan,Sarker,&Sayem,2011;Islam&Dooty,2015).
TheBangladeshiinvestorsareirrationalduetotheabnormalriskandreturncharacteristicsofassets
(Ronietal.,2017).Therefore,theyshouldhaveawaytocalculatethetruevalueofshareandcompare
itwiththemarketvaluetomakearationaldecision.Inthiscase,thestockvaluationmodelscanhelp
theinvesteesastheaimofthesemodelsistocalculateintrinsicvalueofstock.Butinvestorsshould
beawareofstockvaluationmodelsandshouldalsoknowthesituationsinwhichthesemodelscan
beapplied.Theprimaryuseofthesemodelsistopredictintrinsicvalueofstockmorespecificallyto
predictthepotentialmarketpriceofstock.Investorscomparethemarketvalueofstockwithitsfair
valueinordertoidentifywhetherstocksarepricedcorrectlyornot.Thisstudymayprovebeneficial
fortheinvestorsofBangladeshintakingrightinvestmentdecisionregardingbankingsector.

2. LITeRATURe ReVIew AND ReSeARCH GAP

Onthebasisof theresearchtopicthefollowingliteratureswerereviewedtofindout theresearchgap.The
determinantsofsharepriceoflistedcommercialbanksinBangladesharedividendpershare,netassetvalue
pershare,returnonequity,leverage,earningspershare,bookvaluepershare,booktomarketratio,priceto
earningsratio,totalsizeofthebankandtotalageofthebank(Wadud,2017).InBangladesh,contextsEPS,
NAVPS,P/EandCPIhavebeenfoundsignificantly instrumental forcement industrywhileothervariables
werenotfoundnoticeablysignificant(Alam,Miah,&Karim,2016).Thereisapositivecorrelationamong
the independentvariables,dividendpershare,earningpershare,bookvalue,priceearnings ratio, sizeand
marketpriceofshare(Almumani,2014).Earningspershare,priceearningsratio,bookvaluehaveapositive
relationshipwithfirm’sstockpricewhiledividendyieldhaveanegativerelationshipwithfirms’stockprice
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