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Abstract

Studies on asset valuation or pricing have long been a mainstay
in research on finance. Valuation are important investment analysis,
but also include decisions on merger and acquisition, capital
budgeting, financial reporting, determination of tax liability, in
litigation, and due diligence among others. Researchers have worked
on various genres of valuation models; however, despite over five
decades of extensive research in this area, research findings remain
inconclusive. This paper argues that one of the plausible reasons behind
these ambiguous findings is market efficiency, which has not been
explored or addressed adequately. Most importantly existing research
has decoupled the two areas as independent and mutually exclusive.
The paper opines that integrating the above areas can help explain the
inconsistencies in existing findings and simultaneously throw open
new insights in this field of study.

I.  Introduction
A VALUATION MODEL is a mechanism that uses a series of historical

values or forecasts to determine the intrinsic value of a financial asset (most
often a stock). The intrinsic value is basically an estimate of the value of the
stock, what it should be, based on its fundamentals. The market value though
may be different in the short term; it is an indication in which direction the
market value is likely to move in the medium to long term. It is important,
because they are a fundamental source of excess returns for investors and
fund managers worldwide. Valuation of stocks is done using various types
of models. The first generation models include "absolute value" models
which attempts to determine the present value of a stock using expected
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considered far from being efficient by any developed country standards,
despite substantial progress in economic liberalization. Going by existing
literature, most valuation studies assume efficient markets. It is therefore
but logical that valuation models holds good in most efficient markets in the
West and also plays a key role in investment decision making. However,
our own tests to study the robustness of Whitbeck Kisor Model and CAPM
in India fail to generate conclusive evidence. The issue may not be of the
validity of the models per se or its customization, but that of market efficiency.
Till such market efficiency is enhanced, valuation studies will be a futile
exercise in most emerging markets, including India.

References
Ansari, Valeed A., (2000), “Capital Asset Pricing Model: Should we stop

using it?”,Vikalpa, Vol. 25, No.1, January-March 2000, pp. 55-64.

Banz, R, (1981), “The Relation between Return and Market Value of Common
Stocks,” Journal of Financial Economics, Vol. 9, pp. 3-18.

Banz, Rolf W., (1981), “The Relationship Between Return and Market Value
of Common Stock”, Journal of Financial Economics, Vol. 9, pp. 318.

Barua, S.K, (1981), “The Short-Run Price Behavior of Securities: Some Evidence
on Efficiency of Indian Capital Market”, Vikalpa, April 1981, Vol. 6, No. 2, pp. 93-
100.

Barua, S.K. and V. Ralghunathan, (1987), “Inefficiency and Speculation in
the Indian Capital Market”, Vikalpa, July-September, 1987, Vol. 12, No. 2, pp.
53-58.

Barua. S.K and V. Raghunathan, (1990), “Soaring Stock Prices: Defying
Fundamentals”, Economic and Political Weekly, November 17, 1990, Vol. 25, No. 46,
pp. 2559-61.

Basu, S, (1977), “Invest performance of common stocks in relation to their
price-earnings ratios”, The Journal of Finance, Vol. XXXII. No. 3, June, 1977, pp.
663-682.

Bierman, H., Jr., (1974), “The Implications to Accounting of Efficient
Markets and the Capital Asset Pricing Model”, The Accounting Review, pp.
557-562.

Bierman, H., Jr., (1982), “Toward a constant price-earnings ratio”, Financial
Analysts Journal,pp. 62-65.

Bierman, Harold, David Downes and Jarome Hass, (1972), “Closed-Form
Price Models”, Journal of Financial and Quantitative Analysis, Vol. VII, No. 3, June
1972, pp.1797-1808.

Bing, R., (1971), “Survey of Practitioners’ Stock Evaluation methods”, Financial
Analysts Journal, Vol. 27, No. 3, pp. 55-69.

Birau, R, “Efficient Capital Market”, University of Craiova, Faculty of Economics
and Business Administration, Craiova, Romania.



Sen & Mazumder, Asset Valuation: A Synthesis of Existing Literature.... 1235

Indian Institute of Finance

Bitar, A, (2012), “Decomposition of Earnings-to-Price Effect” International
Journal of Economics and Finance Vol. 4, No. 1, pp. 229-234.

Black, Fischer, and M. Scholes, (1974), “The Effects of Dividend Yield and
Dividend Policy on Common Stock Prices and Returns”, Journal of Financial
Economics, Vol. 1, No. 1, May, pp.4-22.

 Boness, J, A Chen and S. Jatusipitak, (1972), “On relations among stock price
behavior and changes in the Capital Structure of the firm” Journal of Financial and
Quantitative Analysis, Vol. VII, No. 4, pp. 1967-1982.

Bower, R and D. Bower, (1969), “Risk and Valuation of common stock” Journal
of Political Economy,Vol.  77, No. 3, pp. 349-362.

Davies, Peter Lloyd, and Michael Canes, (1978), “Stock Prices and the
Publication of Second-Hand Information,” Journal of Business, Vol. 51, No.1 Jan,
pp. 43-56.

 Dodd, Peter, and Richard Ruback, (1977), “Tender Offers and Stockholders’
Returns”, Journal of Financial Economics Vol. 5, No. 3, Dec., pp. 351-375.

Elton, Edwin J.; Martin J. Gruber; Sanjiv Das and Matt Hklarka, (1990),
“Efficiency with Costly Information: A Reinterpretation of Evidence from Managed
Portfolios”, Unpublished Manuscript, New York University, USA.

Emery, J., (1974), “Efficient Capital Markets and the Information content of
Accounting Numbers”, Journal of Financial and Quantitative Analysis, Vol. IX, No 2,
pp. 139-149.

Estep, P (1989) “A new method for valuing common stock”, Financial Analysts
Journal, Vol. 41, No. 6, pp. 26-33.

Fama, E, (1970), “Efficient Capital Markets: A review of Theory and Empirical
Work”, Journal of Finance, Vol. XXV, No. 2, pp. 383-417.

Fama, E.; L. Fisher; M. Jensen and  R. Roll, (1969), “The Adjustment of Stock
Prices to new Information”, International Economic Review, Vol. 10, No.1, pp. 1-21.

Fama, Eugene and Kenneth French,( 2004 ), “Capital Asset Pricing model :
Theory and Evidence”, Journal Of Financial Economics, Vol. 18, No. 3, pp. 25-46.

Finnerty,  J., (1976), “Insiders and Market Efficiency”, Journal of Finance Vol.
XXXI, No. 4, pp.1141-1148.

Finnerty, J., (1976), “Insiders’ Activity and Inside Information: A Multivariate
Analysis”, Journal of Financial and Quantitative Analysis, Vol. XI, No. 2, pp.  205-215.

Firth, Michael, “The Information Content of Large Investment Holdings”,
Journal of Finance, Vol. XXX, No. 5, pp. 1265-1281.

Foster, E, (1970), “Price-Earnings Ratio and corporate growth”, Financial
Analysts Journal, Vol. 26, No. 1, pp. 96-99.

Good, W, (1972), “Valuation of Quality-Growth Stocks”, Financial Analysts
Journal, Vol. 28, No. 4, pp, 47-59.

Gordon, Myron, (1962), “The Investment, Financing, and Valuation of the
Corporation”, Richard D. Irwin. Homewood, III

Graham, B. D., Dodd and S. Cottle, (1962), “Security Analysis Principles and
Techniques”, 4th ed., McGraw-Hill. New York



1236 Finance India

Indian Institute of Finance

Grier, Paul, and Albin, Peter, (1973), “Non-Random Price Changes in
Association with Trading in Large Blocks,” Journal of Business, Vol. 46, No. 3,
July, 1973, pp. 425-433.

Grossman, S and R. Shiller, (1981), “The Determinants of the Variability of
Stock Market Prices”, American Economic Review, Vol. 71, No.2, pp. 222-227.

Grossman, S., (1976), “On the efficiency of Competitive Stock Markets where
trades have diverse information”, Journal of Finance, Vol. XXXI, No. 2, pp. 573-
585.

Gruber, Martin J., (1971), “The Determinants of Common Stock Prices”,
Pennsylvania State University Press, University Park Pennsyvania, USA

Gupta, M., (1976), “Money Supply and Stock Prices: A Probabilistic Approach”,
Journal of Financial and Quantitative Analysis, Vol. IX, No. 1, pp. 57-68.

Gupta, O. P. and Sanjay Sehgal, (1993), “An Empirical Testing of Capital
Asset Pricing Model in India”, Finance India, Vol.  7, No. 4, December, 1993, pp
863-874.

Gupta, O.P., (1989), “Stock Market Efficiency and the price Behaviour : The Indian
experience”, Anmol Publication, Delhi, pp. 203-18.

Hamburger, M. and L. Kochin, (1972),  “Money and Stock Prices: The Channels
of Influence”, The Journal of Finance, Vol. XXVII, No. 2, pp. 231-249.

Jaffe, Jeffrey, (1974), “Special Information and Insider Trading”, Journal of
Business, Vol. 47, No.3, July 1974, pp. 410-428.

Kraus, Alan, and Hans Stoll, (1972), “Price Impacts of Block Trading on the
New York Stock Exchange”, Journal of Finance, Vol. XXVII, No. 3, June, pp. 569-
588.

Leroy, Stephen F. and Richard D. Porter, (1981), “The Present-Value Relation:
Tests Based on Implied Variance Bounds”, Econometrica, pp. 555-574.

Lorie, James, and Victor Neiderhoffer, (1968), “Predictive and Statistical
Properties of Insider Trading”, Journal of Law and Economics, Vol. 11, April, 1968,
pp. 35-53.

Madhusoodanan, T. P., (1997), “Risk and Return: A New Look at the Indian
Stock Market”, Finance India, Vol. 1, No. 2, June, 1997, pp. 285-304.

Maheshwari, G.E. and K.R. Vanjara, (1989), “Risk Return Relationship: A Study
of Selected Equity Shares”, in Stock Market Efficiency and the Price Behaviour (the
Indian Experience), edited by O.P Gupta, First Eddition, Anmol Publication,
New Delhi, pp. 335-52.

Malkiel, Burton, and John Cragg, (1970), “Expectations and the Structure of
Share Prices”, American Economic Review, Vol. LX, No. 4, September, 1970, pp. 601-
617.

Obaidullah, M, (1991), “Earnings, Stock Prices & Market Efficiency: Indian
Evidence, Securities Industry Review”, Journal of the Singapore Securities Research
Institute, October, 1991

Obaidullah, M., (1991), “The Distribution of Stock Returns, Chartered Financial
Analyst, November 1991.



Sen & Mazumder, Asset Valuation: A Synthesis of Existing Literature.... 1237

Indian Institute of Finance

Obaidullah,M., (1990), “Stock prices adjustment to half-yearly earnings
announcement –A test of market efficiency”, Chartered Accountant, Vol. 38, ,pp.
922-924.

Rao, N. Krishna, (1988), “Stock Market Efficiency: The Indian Experience”, Paper
presented at National Seminar on Indian Securities Markets: Thrusts and
Challenges, Organized by the Department of Commerce, University of Delhi,
South Campus, March 24-26,1988.

Robicheck, A. and M. Bogue, (1971), “A note on the behavior of expected
price/earnings ratios over time”, The Journal of Finance, Vol. 26, No. 3, pp: 731-
735.

Roll, R. and S.A. Ross, (1994), “On the Cross-Sectional Relation between
Expected Returns and Betas”, Journal of Finance, Vol. 49, No. 1, pp. 101-121.

Shiller, Robert J., (1981), “Do Stock Prices Move Too Much to be Justified by
Subsequent Changes in Dividends?”, American Economic Review, June 1981, pp.421-
436.

Shiller, Robert J., (1984), “Theories of Aggregate Stock Price Movements”,
The Journal of Portfolio Management, Winter 1984, pp. 28-37.

Srinivasan, N. P and M.S. Narasimhan, (1988), “Testing Stock Market
Efficiency Using Risk-Return Parity Rule”, Vikalpa, April-June 1988, Vol.1 3, No.
2, pp. 61-66.

Srinivasan. R, (1997), “Security Prices Behaviour Associated with Right-Issue
related Events”, The ICFAI Journal of Applied Finance, Vol. 3, No. 3, pp. 71-81.

Stickel, Scott E., (1985), “The Effect of Value Line Investment Survey Rank
Changes on Common Prices of”, Journal Financial Economics, Vol. 14, No. 1 March
1985, pp. 121-144.

Varma, Jayant Rama, (1988), “Asset Pricing under Parameter Non-stationarity”,
FPM Thesis, Indian Institute of Management, Ahmedabad.

Whitbeck,V. and M. Kisor, (1963) “A new tool in investment Decision
Making”, Financial Analysts Journal, pp. 55-62.

Yalwar, Y B, (1988), “Bombay Stock Exchange: Rates of Return and Efficiency”,
Indian Economic Journal, Vol. 35, No. 4, April-June 1988, pp. 68-121.



1238 Finance India

Indian Institute of Finance


