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ABSTRACT 

Malaysia stock market is an emerging market in Asia. Recently, Malaysia has 

implemented some liberalizations in the stock market. Malaysia stock market is a 

potential market to get high profits., Many local as well as foreign investors would be 

interested to know whether the Malaysian stock returns could predicted by financial 

ratios. The main purpose of this study is to investigate the ability of price to earning 

and book-to-market ratios to predict future stock market returns in FTSEBM.. A linear 

regression analysis is applied for this purpose. Findings reveal that book to market ratio 

significantly influences stock return,while  there is no significant positive linkage 

between price to rarning ratio and stock return. 
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CHAPTER ONE 

BACKGROUND 

1.0 Introduction  

  Stock return consists of dividend and increases in price (capital gain). It is 

important to investors and business organization to know the company’s stock value and 

investment returns .The decision whether to choose a particular stock is one of the most 

important implications for the stock price. A lot of models and techniques have been 

developed and used by investors to help them obtain better returns on their stock 

investment. 

 

Capital Asset Pricing Model (CAPM) is the most influential and widely used one 

factor pricing model. The model estimates the expected return of a stock, given the return 

for a theoretical risk free asset, market return and the stock’s sensitivity to the market 

risk. In other words, non diversifiable market risk is the only risk factor that is used in the 

model and it is sufficient to explain the risk-return trade-off with an efficient market 

portfolio. The model’s success depends on whether or not any persistent excess return 

can be made without taking additional market risk through β’s  

 

 Capital asset pricing model is most practitioners’ favorite when estimating 

expected return for an individual stock. CAPM developed by Sharpe (1964) and Linter 

(1965) was the first theoretical model that explains the non diversifiable market risk’s 

impact on return. The model estimates the expected return of a stock. Non diversifiable 
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