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[bookmark: _Toc201567549][bookmark: _Toc201567666][bookmark: _Toc204697905]Chapter 1: Introduction
The financial ratios are the basic analytical tools which the investors and the analysts apply to determine the performance of the companies and make the investment decision. Such ratios as Price-to-Earnings (P/E) ratio, Earnings Per Share (EPS), Return on Equity (ROE), Debt-to-Equity (D/E) and Current Ratio provide information about the profitability of a firm, liquidity and efficiency of the company and the likelihood of solvency. Financial ratios (in capital markets) are also commonly used to calculate stock value, to discover which securities are worth investing in, and determine how much risk is present in a portfolio.
1.1 [bookmark: _Toc201567667][bookmark: _Toc204697906]Background of Study

The stock market is very dynamic, and it is one of the major concerns of finance to know what factors determine the prices of shares. Although macroeconomic events and investor confidence are some of the determinants of share prices, company specific indicators such as finances ratio are believed to be significant determinants of share prices. There is however, conflicting evidence as to the extent to which these ratios correlate with stock valuation over time and industries.
[bookmark: _Toc201567668][bookmark: _Toc204697907]1.2 Statement of the Problem
Despite their importance, the predictive power of financial ratios on share prices is unclear, especially in the context of the UK stock market during recent economic fluctuations.
[bookmark: _Toc201567669][bookmark: _Toc204697908]1.3 Research Aim, Objectives and Questions

Aim
To examine the statistical impact of selected financial ratios on the share prices of UK-listed firms.
Objectives
· To evaluate the impact of profitability, liquidity, and valuation ratios on share prices.
· To collect quantitative financial data from selected companies.
· To apply statistical analysis methods to determine the strength of the relationship between ratios and share price. 
· To provide insights that can support investor decision-making.
Research Questions
· To apply statistical How do key financial ratios affect share prices?
· Are some ratios better predictors than others?

[bookmark: _Toc201567550][bookmark: _Toc201567670][bookmark: _Toc204697909]Chapter 2: Literature Review
[bookmark: _Toc201567551][bookmark: _Toc201567671][bookmark: _Toc204697910]2.1 Introduction
Financial ratio analysis is a cornerstone of financial statement interpretation. It gives the investors and analysts quantitative evaluation of the financial position of a firm which could be compared across firms and periods. Ratios are classified under different groups like in profitability ratios, liquidity ratio, leverage ratios and efficiency ratios and each ratios special glimpse of assessment of the firm. It has been longtime an issue of empirical interest the relation between these ratios on the one hand and the share prices.
[bookmark: _Toc201567552][bookmark: _Toc201567672][bookmark: _Toc204697911]2.2 Theoretical framework
Efficient Market Hypothesis (EMH)
According to EMH proposed by Fama (1970), it was assumed that the prices of stocks use all the information in the public domain, such as the financial ratios. In case markets are semi-strong efficient, the ratios based on publicly available financial information will already be factored into the stocks and less helpful towards prediction.
Fundamental Analysis Theory
Unlike EMH, the fundamental analysts believe that careful reading of financial statements can provide a clear indication of the under/ overvalued stocks. Graham and Dodd (1934) assumed that intrinsic value and the market price do not match, and such measures as P/E and ROE could close this gap.
[bookmark: _Toc201567553][bookmark: _Toc201567673][bookmark: _Toc204697912][bookmark: _Toc201567554][bookmark: _Toc201567674]2.3 Major Financial Ratios and Their Usage
Financial ratios play a crucial role in evaluating a company's financial performance and determining its impact on share price. In this study, the selected ratios serve as independent variables in a quantitative analysis to explore their relationship with stock valuation. The following sub-sections provide an overview of key ratios that have been found significant in previous literature and financial analysis practice.
[bookmark: _Toc204697913]2.3.1 Return on Assets (ROA)
Return on Assets (ROA) is a profitability ratio that measures how efficiently a company utilizes its assets to generate net income. It is calculated by dividing net income by total assets. A high ROA suggests that a company is effective in converting its investments into earnings, which may lead to an increase in investor confidence and subsequently, share price. ROA is particularly useful in comparing performance across industries and firms of different sizes. Damodaran (2012) highlights ROA as a reliable metric for evaluating operational efficiency and return potential in asset-heavy sectors.

[bookmark: _Toc204697914]2.3.2 Return on Liquidity
Return on Liquidity is an emerging financial indicator that assesses the return generated from a firm’s liquid assets, such as cash, marketable securities, and equivalents. This ratio helps in understanding how well a company manages its liquidity while still delivering returns. Although less commonly used in traditional finance models, it has gained traction as firms increasingly seek to balance liquidity and profitability amidst global economic uncertainties (Gitman et al., 2015). A high return on liquidity implies strategic cash management and resilience, which can have a stabilising impact on share price during volatile market conditions.

[bookmark: _Toc204697915]2.3.3 Net Profit Margin
Net Profit Margin indicates the percentage of revenue that remains as net income after all operating and non-operating expenses are deducted. It reflects a company’s overall efficiency in converting revenue into actual profit. A high net profit margin signals effective cost management, strong pricing strategies, and operational control—factors that tend to positively influence share prices. As suggested by Higgins (2012), investors often associate consistent and high net margins with long-term financial stability and growth, making the metric a significant determinant of market valuation.

[bookmark: _Toc204697916]2.3.4 Dividend Yield
Dividend Yield measures the annual dividend payout relative to the share's market price. It is a key indicator for income-focused investors who value regular returns over speculative capital gains. This ratio is particularly relevant for mature, dividend-paying companies, where consistent yield can drive investor demand and reinforce share price stability. However, excessively high dividend yields may indicate potential financial distress or unsustainable payout ratios (Brealey, Myers and Allen, 2014). Thus, it offers a dual perspective—return generation and risk assessment.

[bookmark: _Toc204697917]2.3.5 Price-to-Earnings (P/E) Ratio
The P/E ratio is calculated by dividing the market price per share by earnings per share (EPS). It is often used as a barometer of market expectations about future earnings. A high P/E may imply overvaluation or anticipated growth, while a low P/E might indicate undervaluation or declining profitability. According to Penman (2013), the P/E ratio reflects investor sentiment and growth expectations, making it a significant input in stock valuation models.

[bookmark: _Toc204697918]2.3.6 Earnings Per Share (EPS)
EPS represents the amount of net income earned per outstanding share. It is a core measure of a company's profitability and a major influence on investor decisions. Higher EPS values typically correlate with increasing share prices, especially when combined with consistent earnings growth. Reilly and Brown (2012) emphasize that EPS is not only a performance measure but also a foundational component of other valuation ratios like the P/E and PEG ratios.

[bookmark: _Toc204697919]2.3.7 PEG Ratio (Price/Earnings to Growth)
The PEG ratio adjusts the traditional P/E ratio by accounting for a company’s earnings growth rate. It is calculated as the P/E ratio divided by the annual EPS growth rate. A PEG ratio below 1.0 generally suggests that a stock is undervalued relative to its growth potential. This makes PEG particularly useful in sectors characterised by rapid expansion, such as technology. Lakonishok et al. (1994) argue that PEG offers a more balanced view of valuation by integrating both current performance and prospects.

[bookmark: _Toc204697920]2.4 Empirical Findings
Numerous studies have evaluated the relationship between financial ratios and share prices:
· Basu (1977) demonstrated that low P/E stocks yield superior returns.
· Al-Mwalla (2012) found that D/E and ROE significantly affect market value.
· Chen and Zhao (2009) established that EPS and ROE are strong predictors of future stock returns in developed markets.
· Mohamad et al. (2010), studying Malaysian firms, found only profitability ratios had strong explanatory power on share prices.
These mixed results show that the relationship can vary across regions, sectors, and time frames.
[bookmark: _Toc201567555][bookmark: _Toc201567675][bookmark: _Toc204697921]2.5 Conceptual Framework
2.5.2 Variables of the Study
Dependent Variable:
· Share Price: The market price per common share of a firm at a given date. It reflects investor valuation and the market performance of the company.
Independent Variables (Financial Ratios):
1. Return on Assets (ROA) – Measures how effectively a company uses its assets to generate profits.
2. Return on Liquidity – Assesses profitability relative to liquid assets.
3. Net Profit Margin – Indicates the portion of revenue converted into net income.
4. Dividend Yield – Represents investor return through dividends relative to market price.
5. PEG Ratio – Adjusts the P/E ratio based on expected earnings growth.
6. Price-to-Earnings (P/E) Ratio – Reflects market valuation of earnings.
7. Earnings per Share (EPS) – Indicates net income allocated to each share.
8. Current Ratio – Measures liquidity by comparing current assets to current liabilities.
These ratios were selected based on their theoretical relevance and empirical application in prior studies (Brealey, Myers and Allen, 2014; Penman, 2013; Higgins, 2012).
2.5.3 Hypothesised Relationships
It is hypothesised that there exists a statistically significant relationship between financial ratios and share prices. Specifically:
· H₁: There is a positive relationship between ROA and share price.
· H₂: Return on Liquidity is positively related to share price.
· H₃: A higher Net Profit Margin leads to higher share price.
· H₄: Dividend Yield is positively associated with share price.
· H₅: The PEG ratio has a negative relationship with share price if >1 (indicating overvaluation).
· H₆: A high P/E ratio is positively related to growth expectations and share price.
· H₇: EPS is positively associated with share price.
· H₈: A stronger Current Ratio leads to increased investor confidence, hence a higher share price.

This study assumes that financial ratios (independent variables) influence share prices (dependent variable). The model is based on multivariate regression:
Share Price=β0+β1(P/E)+β2(EPS)+β3(ROE)+β4(D/E)+β5(Current Ratio)+ϵ\text{Share Price} = \beta_0 + \beta_1(\text{P/E}) + \beta_2(\text{EPS}) + \beta_3(\text{ROE}) + \beta_4(\text{D/E}) + \beta_5(\text{Current Ratio}) + \epsilonShare Price=β0​+β1​(P/E)+β2​(EPS)+β3​(ROE)+β4​(D/E)+β5​(Current Ratio)+ϵ 
Hypothesis
· H₀: Financial ratios have no significant effect on share prices.
· H₁: Financial ratios have a significant effect on share prices.
[bookmark: _Toc201567556][bookmark: _Toc201567676][bookmark: _Toc204697922]2.6 Gaps in Literature
· Lack of recent UK-focused research using post-COVID financial data.
· Limited cross-sectoral analysis within the FTSE 100 context.
· Absence of simultaneous consideration of multiple ratios in most studies.

[bookmark: _Toc201567557][bookmark: _Toc201567677][bookmark: _Toc204697923]Chapter 3: Research Methods and Methodology
[bookmark: _Toc201567558][bookmark: _Toc201567678][bookmark: _Toc204697924]3.1 Philosophy of research
In this study, a positivist philosophy will be used, and this belief presupposes that reality is objective, observable and measurable. Quite often, positivism is applied in financial and economic studies because it dwells on empirical material, which enables it to apply statistical methods to prove a case or deliver on a finding that is acceptable. Positivism is suitable in the current research as it gives the researcher the ability to explore real values of the relationships between financial ratios and share prices through historical data without personal interpretation or bias.
[bookmark: _Toc201567559][bookmark: _Toc201567679][bookmark: _Toc204697925]3.2 Paradigm of research
The study is consistent with quantitative case study that is based on numbers measurement, statistical tests and hypothesis testing. Quantitative research is also applicable when there is correlation between measurable measurements, (i.e., financial ratios (e.g. P/E, EPS, ROE) and share price). It permits generalisation of the results of the representative sample to the population, which is the reason it is a trustworthy paradigm to study of financial trends and relations.
[bookmark: _Toc201567560][bookmark: _Toc201567680][bookmark: _Toc204697926]3.3 Research Approach
Deductive approach is chosen, according to which the study proceeds with theoretical background and then verifies certain formulated hypotheses by analysing data. Deductive process particularly applies to this study since available financial theories (fundamental analysis, EMH and so on) give a guideline together with which such a study can formulate a set of hypotheses as to how financial ratios determine the prices of shares. These hypotheses will be then proved or disapproved by the empirical data.
[bookmark: _Toc201567561][bookmark: _Toc201567681][bookmark: _Toc204697927]3.4 Methodology
The given study will use a quantitative methodology as it is the most appropriate type of approach when it comes to numerical analysis and testing of the hypothesis. Quantitative methods allow the researcher to use statistical models to arrive at patterns, relationships and level of significance. Due to the availability of other information as financial statements and stock market databases, the analysis of the relationship between independent (financial ratios) and dependent (share price) variables can be rigorous. This solution is chosen because it is objective, scalable, and capable of yielding repetitive results.
[bookmark: _Toc201567562][bookmark: _Toc201567682][bookmark: _Toc204697928]3.5 Research Plan
The design would be the correlational and explanatory research strategy. Correlational studies are meant to help in measuring the power of the relationships between two or more variables and explanatory research is meant to find out causality or influence. Due to this dual approach, the researcher can not only figure out whether there is some type of relationship between the financial ratios and the share prices but also how powerful and statistically significant this relationship would be.
[bookmark: _Toc201567563][bookmark: _Toc201567683][bookmark: _Toc204697929]3.6 Method of Sampling

The sample of 30 companies among the top 100 on the FTSE index (different sectors, e.g. finance, consumer goods, energy, healthcare, etc.) will be identified through purposive sampling. The given sampling technique means that the companies selected are appropriate ones because they contain the data and take part in the research matter. The period of work to be analysed has been chosen as 2019-2023; it will add the power of the dataset containing pre and post-COVID-19 performance.
[bookmark: _Toc201567564][bookmark: _Toc201567684][bookmark: _Toc204697930]3.7 Data collection

The analysis is anchored on the use of secondary data that is freely available at known credible online sources like Yahoo Finance, Bloomberg, London Stock Exchange (LSE) and company annual reports. Financial ratios (P/E, EPS, ROE, D/E, Current ratio) and the closing prices of each firm in the five-year period will be obtained. Secondary data cut on cost and time and are also objective and consistent.
[bookmark: _Toc201567565][bookmark: _Toc201567685][bookmark: _Toc204697931]3.8 Data Analysis
The data collected will be analysed using SPSS or Microsoft Excel. The analysis process includes:
· Descriptive statistics (mean, median, standard deviation) to understand data distribution.
· Pearson correlation analysis to test the strength and direction of the relationship between each financial ratio and share price.
· Multiple linear regression analysis to determine the combined effect of all independent variables on share prices and identify the most influential ratios.
The regression model is as follows:
Share Price=β0+β1(P/E)+β2(EPS)+β3(ROE)+β4(D/E)+β5(Current Ratio)+ϵ\text{Share Price} = \beta_0 + \beta_1(P/E) + \beta_2(EPS) + \beta_3(ROE) + \beta_4(D/E) + \beta_5(Current\ Ratio) + \epsilonShare Price=β0​+β1​(P/E)+β2​(EPS)+β3​(ROE)+β4​(D/E)+β5​(Current Ratio)+ϵ 
[bookmark: _Toc201567566][bookmark: _Toc201567686][bookmark: _Toc204697932]3.9 Time Plan (Gantt Chart)

	Activity
	Weeks 1–2
	Weeks 3–4
	Weeks 5–6
	Week 7
	Weeks 8–9

	Literature Review
	✅
	
	
	
	

	Data Collection
	
	✅
	
	
	

	Data Analysis
	
	
	✅
	
	

	Interpretation & Drafting
	
	
	
	✅
	

	Final Editing & Submission
	
	
	
	
	✅



[bookmark: _Toc201567567][bookmark: _Toc201567687][bookmark: _Toc204697933]3.10 Ethical Considerations

As the research is based solely on publicly available secondary data, no ethical approval is required. However, academic integrity will be strictly upheld by:
· Properly referencing all data sources using Harvard style.
· Ensuring no data manipulation or misrepresentation occurs.
· Respecting the intellectual property rights of content creators and data providers.
· Avoiding plagiarism through transparent citation of all materials used.
[bookmark: _Toc201567568][bookmark: _Toc201567688][bookmark: _Toc204697934]Chapter 4: Conclusion
This study attempts to ascertain how the financial ratios influence the share prices in the UK stock market. The implications are that it will be using positivist and quantitative way of research where the effect of certain ratios like the P/E, EPS, ROE, D/E, and the Current Ratio on the value of share held by companies listed on the FTSE 100 will be tested. Filling the gap between theory and practical use of information, the study brings value to the literature of investment analysis and those making decisions as investors and on behalf of corporations. The results can be used to explain the ratios that can provide the most predictive information and control in stock valuation.
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