ANALYSIS OF INTERNAL FACTORS AFFECTING
SHARE PRICES: REFERENCE TO DIVERSIFIED
FINANCIAL COMPANIES IN COLOMBO STOCK

EXCHANGE, SRI LANKA

Baweithra Umathevan

(168850A)

Thesis submitted in partial fulfillment of the requirements for the degree Master of
Science

Department of Mathematics

University of Moratuwa
Sri Lanka

December 2020



DECLARATION

| declare that this is my own work and this thesis does not incorporate, without
acknowledgement, any material previously submitted for a Degree or Diploma in any
other University or institute of higher learning and to the best of my knowledge and
belief it does not contain any material previously published or written by another

person except where the acknowledgement is made in the text.

Also, | hereby grant to University of Moratuwa the non-exclusive right to reproduce
and distribute my thesis, in whole or in part in print, electronic or other medium. |
retain the right to use this content in whole or part in future works (such as articles or
books).

Signature: %:H?,W Date: !! 101 ‘9‘39-\

U. Baweithra

The above candidate has carried out research for the Master’s thesis under my
supervision,

1@%“"_ ' |
Signature: (a7 S Date: ‘.!.\.9. Y \ 202\
Mr. K. A. N. K. Karunarathna,
Senior Lecturer in Statistics,
Department of Mathematics,
Faculty of Science,
Eastern University, Sri Lanka.



ABSTRACT

The stock market plays an important role in economic progress of any nation and share price
is a key aspect in stock market. Share price is the value of single share of a company's multiple
sellable stocks. It represents not only present value of a company, but also the growth.
However, the stock market is dependent on several factors and hence, it fluctuates and
predicting becomes much more complicated.

This study aimed to determine internal factors that influence share price of 24 diversified
financial companies listed in Colombo Stock Exchange in the period from 2014 to 2019.
Impacts of six variables namely return on assets, return on equity, book value per share,
earnings per share, dividend per share and dividend yield on market price of shares in the
respective sector were studied. Yeo and Johnson power transformation was used to transform
the data and then used for model fitting. The panel data models: ordinary least square with
common effect model; fixed effects model; and random effects model were tested. Among
these models, the best model was fixed effects model.

The results indicated that return on assets, return on equity, book value per share, earnings per
share and dividend per share have positive relationship with share price and dividend yield has
negative relationship with share price. Further, all these factors have significant impact on
market price of share and dividend yield has higher influence whereas book value per share
has lower influence on share price.

Results of this study implies that investors can take most advantageous investment decisions
and be guaranteed favorable returns if they take into consideration of these significant
determinants

In the future, it can be aimed to complement a study in various sectors with in internal and
external variables of and a large timeframe. This would provide better insights on the
determinants of share price.
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