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Abstract

Objectives: Financial ratios analysis is considered among the most widely used tools for evaluating the
performance of companies and for investment analysis. In this regard, ROA and ROE ratios are among the most
important measures. Both ratios can be computed by either book value or market value of the company.
Method: This study investigates the role of using market capitalization compared with the book value on the
relationship between return on assets and return on equity with stock prices. The sample includes 136 companies
listed in the Tehran Stock Exchange during 2008-2016. In order to test the hypothesis, 8 different multivariate
regression models are used.

Results: The results indicate that both ratios and using both book value and market value have significant and
positive relationship with stock prices, but the significance of this relationship is not the same; Market value
based measures have more significant relationship than book value based measures. Also, return on assets alone
can explain about 66% of the stock price changes and combined effect of return on assets (using the book value)
and return on equity (using the market value) have the most strong correlation with the stock price changes.

Keywords: Return on assets, Return on equity, Market value, Book value, Stock prices.
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1. Panel Data
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