
5. Stock Value
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• Index funds: collective investment schemes whose investment policy seeks to
replicate the performance of a specific index. For example, an IBEX 35 index fund
will aim to have an asset portfolio similar to that of the IBEX 35 stock index. If the
composition of the IBEX changes at any time (i.e. if a company is included or
excluded), the fund’s manager will modify its assets to mirror the change.

• Exchange-traded funds (ETFs): ETFs also seek to replicate the performance of an
index. Unlike index funds, however, they are traded on secondary securities
markets (as if they were shares). An ETF does not involve buying the shares that
make up the relevant index; it is a derivative financial product whose profitability
depends on the index it replicates. If the EURO STOXX 35 rises by 5%, for example,
the EURO STOXX ETF will do likewise.



• A primary securities market is where fixed or variable-income securities (bonds,
shares, etc.) are initially issued, along with the debt or rights they represent. In such
markets, companies and government entities introduce financial instruments (i.e.
offer them for sale for the first time) and raise funds by collecting savings from
investors.

• A secondary market is a platform for investors to buy and sell pre-existing securities
from and to other investors. Such markets thus provide liquidity for securities that
have already been issued by facilitating their purchase and sale. Prices are
determined based on supply and demand at the time of trading. Companies do not
receive funds from such transactions, although they can benefit from them because
the value of a company increases if its share price rises. The secondary market is
where the vast majority of transactions are carried out.
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𝑃0 =
0.56+45.5

1+0.068
= 43.13



𝐷𝑖𝑣𝑖𝑑𝑒𝑛𝑑 𝑦𝑖𝑒𝑙𝑑 =
0.56

43.13
= 1.3%

𝐶𝑎𝑝𝑖𝑡𝑎𝑙 𝑔𝑎𝑖𝑛 𝑟𝑎𝑡𝑒 =
45.5 − 43.13

43.13
= 5.5%
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𝑃0 =
2.3

0.07−0.02
= 46
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•

:

Change in earnings = New investment  Return on new investment



•

g = Retention rate x Return on new investment





𝑔 = 12% ∗ 25% = 0.03
𝑁𝑒𝑤 𝑑𝑖𝑣𝑖𝑑𝑒𝑛𝑑 = 6 ∗ 75% = 4.5

𝑃0 =
4.5

10% − 0.03
= 64.3
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Enterprise value  Market value of equity  Debt  Cash
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