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In the actual context of the economic globalization, the financing on the financial market 
has become a modern alternative for the financing from the monetary market, so that the 
main users of financial information will be the	investors.	The real growth of the activity of 
one company is best reflected by using the stock growth rates, as they reflect the best 
argument regarding the fact that the management at the level of the entity was efficient and 
credible for the future investors on the capital market. Through efficient management 
decisions, the activity within the entity was carried out through commercial profitability 
and return conditions and these aspects are seen as appropriate by the market, increasing 
its credibility in the respective entity. 
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1.	Introduction	

The	stock	exchange	rates or the capital investments’ return rates are the most extensive measurements 
of the performances of one company, as they reflect the conjunct influence of the financial risk and return 
rates. These stock indicators are calculated using the current exchange rate, and in order to express the other 
elements that are part of the calculus, we can use previous, current or foreseen values. The calculus method 
of these indicators depends on the existing financial-accounting data, on the analysts’ previsions as well as on 
the investors’ needs. 

 
2.	Market	capitalization	and	the	market	capitalization	coefficient	

Market capitalization represents one of the basis indicators that feature a capital market. It shows 
the market value of all companies that are active on the stock exchange. Market capitalization reflects the 
market value of the company, and it considers all the objective and subjective components that reflect the 
activity of the company. 

 
2.1.	Market	capitalization	(MK) is calculated as the product between the current price of a share 

(PPA) and the total number of shares (NA) issued by the company, according to the relation: 
 

	
       Regarding the analysis	of	 the	market	 capitalization,	we	 can	appreciate	 that:	market capitalization 
represents the	market	 value	of	a	 company which is listed on the stock exchange and it reflects the public 
opinion regarding the net value of the company, as it is a decisive factor for the evaluation of the actions. It 
does not always reflect the real value of the company, as it is the case of the merging or acquisition offers, 
when the evaluation of the company is made considering more factors that provide value to the business. A 
large	and	 increasing	value of market capitalization is an objective pursued by each investor on the capital 
market. Market capitalization is one	of	 the	best	 indicators	of	 liquidity, showing the ease through which the 
titles of the respective company can be traded, especially from the perspective of an investor which has 
placed large amounts of money in shares and who desires to know to which extent he/she is being given the 
possibility of finding a counterpart in case he/she wants to sell the respective shares. This features becomes 
very important for the selection of the titles in the structure of one portfolio depending on theipr market 
capitalization. From this point of view, companies are classified in three large categories: large capitalization 
(large caps), medium capitalization (midcaps) and respectively reduced capitalization (small caps).  
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Market capitalization is also the	 first	 indicator which we consider when talking about the size of a stock 
exchange, representing the sum of the market value (market capitalization) of all companies listed on an 
organized market. As a result, market capitalization is one of the basic indicators that feature a capital 
market. 
 

2.2.	The	market	 capitalization	 coefficient	 (P/E	or	PER	 –	 from	 the	English	 “price‐to‐earnings	
ratio”)shows to which extent investors are willing to pay for a monetary unit of a reported profit.	

Market capitalization coefficient is one of the most publicized indicators for a public interest 
company. The indicator is important due to the fact that, combined with the foreseen earnings of the 
company, it provides analysts with the possibility of deciding whether the shares are over or under evaluated. 

 It is calculated as the ratio between the market price of a share (PPA) and the earning per share 
(EPS). 

 unde, Eps  

 
PER estimates in how many years the made investment is recovered, assuming that the whole profit 

is distributed to the stakeholders as equities (it is relevant to cash equities). The PER shows how much the 
investor must invest in order to obtain a monetary unit from the company’s earnings. Thus, a relatively high 
PER defines an expensive and probably over valuated share and a relatively low PER defines a cheap and 
good for acquisition share. 
 Regarding	the	analysis	of	the	market	capitalization	coefficient,	we	appreciate	that	its	relevance	to	the	
stock	market	analysis	has	certain	limitations:	
 In a static approach, it	is	normal	that	a	low	PER	share	to	be	preferred	to	a	high	PER	one. But the owner of 

the share owns the rights over future revenues to the same extent at the current ones, and the current 
profit brought by its transferable security can be very different to its future profits. In this conditions, it	is	
possible	 that	 a	 higher	 PER	 share	 to	 be	more	 profitable	 that	 the	 one	with	 a	 lower	 PER if there is the 
perspective of rapidly growing profits and implicitly equities in the following exercises. Therefore, the 
PER analysis would also consider the growth or the reduction of the incomes corresponding to the share 
in the future. 

 There are situations where a higher value of the indicator can be explained through the expectation of a 
higher increase rate or through the reduction of the risk. As investors are interested by the future 
performances of one company, the	historical	PER	 loses	 its	significance, as the PER based on forecasts of 
future profits becomes much more interesting. 

	
Table 1. Market capitalization and the market capitalization coefficient on the financial entity, between 

2016 and 2018 
Symbol	 Formula	 2016	 2017	 2018	

 
 

   

   
PER	

 
   

Source: calculations made by the author based on the data in the explanatory notes. 
	

Market	capitalization	in 2016 and 2018 registers a 10% growth compared to 2016. This growth is 
the result of the 10% increase in the shares' number.	

	

	
Figure 1. Market capitalization 2016-2018 
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2.3.	The	PER	market	capitalization	coefficient	presents a 32% growth in 2017 compared to 2016 
and a decrease of 36% in 2018 compared to 2017. The growth of the market capitalization coefficient in 2017 
compared to 2016 is the result of the decreasing profit per share, with 117% compared to the price per share 
that stagnated in the three studied years. The decrease of the market capitalization coefficient is due to the 
55% increase of the profit per share. 

	

	
Figure 2. PER market capitalization coefficient 2016-2018 

 
As we can also see in the above chart, it displays a slight decrease in 2018, and, the lower its value, 

the better signaled status. It is one of the most used ratios on the market and it reflects the price investors are 
willing to pay for a unit of net profit per share. 

 
2.4.	The	earning	per	share	

The	 earning	 per	 share	 (EPS) shows how much net result a share produces during a financial 
exercise and is determined according to the relation:  , where 

RNE = the net result of the exercise 
NA = total number of shares issued by the company. 

The EPS indicator is	designed	to	have	a	significant	impact	on	the	share	price	and	therefore	a	significant	
role	 in the decision making process of the investors. EPS is a very relevant mean for the comparison of the 
entities’ performance, as it	is	not	affected	by	the	equity	sharing	policy. 
	 Table 2 presents the earning per share on the listed financial entity, between 2017 and 2018. 
 

Table 2. Earning per share 2016-2018 
Symbol	 Formula	 2016	 2017	 2018	
EPS	

    
Source: Calculations made by the author based on the data in the Profit and Loss account 

	
Earnings	per	share	EPS	presents a 68% increase in 2018 compared to 2017 and a 76% decrease in 

2017 compared to 2016. The growth of the earning per share in 2018 compared to 2017 is due to the 
increase of the net result per exercise, a 76% increase, compared to the shares number which stagnated 
during the last two years. The decrease of the earning per share is due to the 76% decrease of the net 
earnings per share, with a more significant value than the growth of the shares number, namely 9%. 

	

	
Figure 3. Earnings per share EPS between, 2016-2018 

  
This indicator has a special significance when the results of a company are compared on a certain 

period of time or when the results of one company are compared to the result of similar companies in the 
same industry. 
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2.5.	Price‐to‐book‐ratio	and	Price‐to‐sales‐ratio	Indicators	
Price to book ratio (PBR) and Price to sales ratio (PSR) indexes are the most used for the 

identification of value accumulation for the share and for the identification of profitable and non-profitable 
investments. These indicators are used to compare companies. 

 
2.5.1.	PBR	or	P/B	‐	„Price‐to‐Book‐Ratio”index		
         Determined as the ratio between the market value of a share (PPA) and the accounting value of a 
share (AVS) represents another important ratio as it indicates the value the financial market give to the 
management of a company. The calculus relation is:	

where,  

 
Regarding	the	analysis	of	the	ratio	between	the	market	value	and	the	price	to	book	value	of	a	share	

(PBR),	one	must	consider	the	following	issues:	a well-managed entity with also sufficient growth possibilities 
should have a higher or at least equal market value to the accounting value of its share capital.  

Generally speaking, companies with a higher profitability rate, compared to the equity and with a 
significant growth rhythm of the profit and of the turnover from a period to another, have reported a higher 
PBR (even more than 3), while companies with lower profitability rates and with a stability of the turnover 
reported a lower PBR. 

From the perspective of analysts, the shares of a company with low PBR represent a “safe” 
investment, through the fact that the accounting value is a level that “supports” the market exchange. 
Accounting value is considered the level beneath which the market price would not fall, as the company 
would anytime have the option of liquidating or selling its shares for their accounting value. Though a low 
PBR is considered capable of insuring a “safety margin”, many analysts avoid shares with high PBR when 
developing a portfolio. They start from the idea given the fact that the other indexes remain identical, for two 
shares, the one with lower PBR is safer. 

If a company is listed on a lower price than its booking value (PBR has a sub-unitary value), it usually 
means that either the market considers the assets value as being over-valuated, either that the company has a 
very low profitability (or even negative profitability) of the assets. In the first case, it is recommended to sell 
the shares, as one can register a correction of the assets’ value and thus the investor is exposed to the risk of 
reaching a negative profitability. If the second variant is true, there is the possibility that a change in the 
management staff of the company of new conditions of doing the business to determine a positive change in 
the profitability of the activity. A high value of the indicator can also represent a high profitability of the 
company’s activity. 

As a conclusion, the values of this ratio depend both on the general economic factors (or available for 
the respective field) and on factors that only consider that company as a distinctive entity. 
A mean value of PBR at the level of developed economies in the industrial field reaches 1.7, representing a 
market value that exceeds by 1.7 times the booking value of a share. 

This indicator can be an identification method of low price companies, which were neglected by the 
market. 
						 	PSR	or	P/S	 index	 ‐	„Price‐to	Sales	Ratio”meaning the ratio between the market price of a share 
(PPA) ant the net turnover (NT) that corresponds to a share or as a ratio between the market capitalization 
(MC) and the turnover of a company (TO), calculated according to the relation: 

 sau  

							 Regarding	 the	analysis	of	 the	 ratio	between	 the	market	price	of	a	 share	 corresponding	 to	a	unit	of	
turnover,	we	can	appreciate	the	following:	
 Practice has shown that this indicator is more useful for the identification	of	unprofitable	 investments, 

than in the discovery of profitable ones. Moreover, analysts that use it claim that it is especially useful 
when evaluating the shares of  companies with low or unprofitable revenues, especially due to the fact 
that in their case, the PER calculus proves to be inoperative, without providing significant meanings. 

 This index proves to be useful	when	other	 indexes	 cannot	be	used either because the company reports 
loses, either it has abnormal profitability or margins. Evaluation based on the turnover is relevant when 
we pursue the estimation of one company’s value, which at a certain moment in time, has very low or 
even negative margins and which is expected to return to the normal activity or to be taken over. 

 It	 is	 not	 recommended	 to	 compare	 the	 value	 of	 the	 index	 inter‐fields, but it is indicated to make a 
comparison between the indexes of companies that have pretty similar activities. 
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Table 3. Price-to-book-ratio and Price-to-sell-ratio indexes, 2016-2018 
Symbol	 Formula	 2016	 2017	 2018	

PBR 
    

PSR 
    

Source: Calculations made by the author based on the data in the Balance Sheet and the explanatory notes 
	

Interpretation	“Price‐to‐book‐ratio	and	Price‐to‐sell‐ratio	indexes”		
PBR	 index 2017 registers a 1% increase compared to 2016, respectively, in 2018 it registers a 3% 

increase reported to 2017. The growth of the price-to-book ratio in 2017 compared to 2016 is based on the 
decrease of the booking value of 1% per share and respectively on the maintenance of the share price during 
the last three years. The growth in 2018 compared to 2017 is also the result of the 3% decrease in the 
booking value of a share. 

The	PSR	 index	presents a 153% growth in 2017 compared to 2016 and a 21% decrease in 2018 
compared to 2017. The growth of the price-to-sales-ratio indicator in 2017 reported to 2016 is based on the 
decrease of a turnover in a higher percentage, namely 57%, compared to the market capitalization, which 
only grew by 9%. The decrease of the price-to-book-ratio is generated by the 27% increase in the turnover, in 
a higher proportion than the market capitalization, which stagnated. 

	

	
Figure	4.	Price‐to‐book‐ratio	and	Price‐to‐sales‐ratio	indexes,	2016‐2018	

  
The price to book ratio index represents a significant ration as it indicates the value financial markets 

give to the leading staff of a company, and the price to sale ratio index represents the ratio between the 
market price of a share and the net turnover. 
	
2.6.	Dividend	yield	

Dividend	yield	(DY)	or	the	dividend	capitalization	ratio	measures the profits of the stakeholders 
subsequently to the investments in the company’s shares. It is determined as a ratio between dividend per 
share (DPS) and the market price of a share (MPS), according to the relation: 

 
, where  

 
DIV = the value of the dividends distributed to stakeholders in a financial exercise 
NA = the number of common issued shares on the market 
 Dividend yield represents an evaluation of the stakeholders’ revenues subsequently to the 
investment in the company’s shares. If dividends are not given, this does not mean that the company has a 
descending trend (as profit increases), but this means that the company uses the profit for investments. 
	
3.	Conclusions	

Price to book ratio index is one of the most used indicators when evaluating the share price. The low 
value of this indicator shows the fact that the shares of the company are under-valuated by the market, also 
showing that investors have a weak trust in the perspective of the company. PRICE earnings ratio (PER) is the 
most frequently used evaluation multiple of listed companies. The reason is simple: the ultimate scope of 
each company is to gain profit, and its size provides the value of the company in the end. The analyzed 
company has lower values, meaning that for an investor, a lower PER is more convenient, as it represents a 
faster recovery through profit from the initially made investment. Due to the fact that the earnings per share 
reports a decrease, it results that the company cannot maintain the profit increase rhythm for years, which 
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the investor is most interested about. As it has decreasing values, the index cannot encourage the investor to 
buy the share, which leads to the decrease in its price. Hence the company does not give dividends, we cannot 
calculate the dividend yield, which represents an evaluation of the profit gained by stakeholders, but if 
dividends are distributed, it means that the investment trend of the company is ascending, showing that the 
economic moment pursues long-time activity, aiming at reaching future profits for the stakeholders. 
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