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I. Efficient Market Hypothesis and How to earn Excess Return in the 
Investment

Efficient market hypothesis was introduced by Eugene Fama in 
1966.

Two main claims are associated with the Efficient Market 
Hypothesis (EMH). 

First of all, the price changes are nearly random in the financial 
markets. Secondly, the prices reflect the economic fundamentals. 



I. Efficient Market Hypothesis























II. Valuation Methods

1. Relative Valuation Methods

2. Absolute Valuation Methods



In stock investment, 1) relative valuation and 2) absolute valuation are two distinct 
approaches to determining the value of a company or stock. Here's how they differ:

1. Relative Valuation 
This approach compares a company's value to that of other similar companies or 
industry benchmarks. It relies on market-based metrics like:

- Price-to-Earnings (P/E) ratio: Compares the stock's price to its earnings.
- Price-to-Book (P/B) ratio: Compares the stock price to its book value.
- EV/EBITDA ratio: Compares a company's enterprise value to its earnings before interest, 
taxes, depreciation, and amortization.
- Price-to-Sales (P/S) ratio: Compares the stock’s price to it salaes.

In relative valuation, investors look at how a company is priced compared to its peers, 
believing that similar companies should trade at similar multiples. It’s useful when 
comparing businesses in the same industry.



2.  Absolute Valuation  
Absolute valuation tries to determine the intrinsic value of a company by focusing on its fundamentals, 
independent of market conditions. Methods include:

- Discounted Cash Flow (DCF): Calculates the present value of a company’s expected future cash flows.
- Dividend Discount Model (DDM): Evaluates a company based on the present value of its future dividend 
payments.

This method aims to determine what a stock **should be worth**, based on its own financial performance, 
without comparing it to others.

<Key Difference>:
- Relative valuation relies on comparisons with other companies.
- Absolute valuation focuses on a company's intrinsic worth based on its own data. 

Both approaches are used to make informed decisions, often complementing each other depending on the 
investor's strategy.
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III. Time Value of Money

























Question as to the Market Efficient Theory



Question regarding Time Value of Money


