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A suggested methodology for analyzing stock price levels

Hanan Zalkinder, Nadav Steinberg and Roy Stein

Abstract

Periodic examination of the price levels of financial assets—stock prices in
particular—is important especially in efforts to identify unusual developments which
reflect an asset price bubble, which threatens financial stability. As such, there is a
benefit to formulating a method for examining stock price levels, particularly whether
they are in line with conditions in the real economy or whether they are abnormal and
liable to interfere with financial stability; in other words, to determine whether stock
price levels indicate the creation of a bubble.

This paper develops a methodology for analyzing stock prices, based on a
combination of financial ratios and other indices of profitability and risk in the general
economy and in specific industries. Among other things, the paper introduces the first
methodological discussion, to our knowledge, regarding the appropriate method for the
calculation of aggregate financial ratios. The discussion deals both with the general
problem of calculating aggregate financial ratios and with features specific to the
Israeli economy. In addition, the methodological discussion examines the effect of
recent changes in accounting standards on the calculation of aggregate financial ratios.
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15.66% 0.19 1.89 12.06 28/02/2005
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16.25% 0.21 23.82 1.99 12.25 30/09/2010
16.39% 0.22 23.86 2.12 12.96 31/10/2010
14.97% 0.21 23.20 2.10 14.03 30/11/2010
14.83% 0.23 25.27 2.16 14.59 31/12/2010
14.94% 0.24 24.20 2.23 14.93 31/01/2011
14.83% 0.23 23.50 2.17 14.62 28/02/2011
15.39% 0.21 25.17 2.01 13.09 31/03/2011
15.48% 0.22 26.73 2.12 13.70 30/04/2011
15.56% 0.21 26.66 2.05 13.19 31/05/2011
15.76% 0.20 27.27 1.98 12.56 30/06/2011
15.91% 0.21 25.65 2.04 12.85 31/07/2011
15.69% 0.18 23.10 1.81 11.56 31/08/2011
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2°0Nn°N1N NN YW 2011 930873 HN1NOMI 2005 INI9292 NTINNND NAPNY YINN 4 NOD)
022YINNKN MDY NN 19 TWI MOTN 9 HY ©19) NN Y111 MY DTH9NN 001N
3922152 7Y P MP1Ha

N1 T™m NN '950 | myy [1a 790 | TIT2AT 7'90n | mxy [In7 DRIYN
USA S&P 500 16.2 24 48.2 22.0%
Japan | NIKKEI 225 20.8 1.6 74.8 8.9%
France CAC 40 12.5 1.6 31.9 15.5%
Germany DAX 16.2 1.6 37.1 13.6%
England| FTSE 100 19.1 2.1 27.7 26.2%
Brasil IBOV 12.7 1.8 29.7 23.4%
Russia RTSI 8.3 1.2 58.4 20.4%
India BSE 500 17.0 3.1 84.7 25.8%
china [ HANG SENG 14.0 1.9 33.3 18.8%
MSCI World 16.6 2.1 39.8 20.1%
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