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ABSTRACT

There are various methods of choosing stock, with difference complexity and
principle. This study’s objective is to develop computer application as a prototype tool for
classifying and analyzing common stocks based on 2 factors value characteristics and firm size,
considering stock data since 1992 till 2009 from Data Stream. Three criterions of value
characteristics; Book to Market Ratio (B/M), Dividend Yield (D/P) and Earnings Yield (E/P) are
used to separate stock into three groups; Growth Stock, Blend Stock, Value Stock. Firm size use
Market Capitalization to divide stock into three groups; Small capitalization, Middle
capitalization, Large capitalization. By intersection groups from each factor, this study classifies
stock into 9 groups.

The developed application is able to classify stock in the last workday of the quarter
or 4 times a year. This application allows user to choose more than one value characteristic
criterion in classifying process, and set proportion of stock in each factor. It can also display and
print stock’s name, average return of each group. Moreover, it compare daily real return with
market return, return base on Capital Asset Pricing Model (CAPM) and return base on Fama-
French Three Factor Model in 3 months period after classify date by using daily data from 3

months before classify date to do a regression analysis to estimate unknown variables in formulas.



Using this application to classify stock from 2000 to 2009 into seven time, each time
the different value characteristics criterion is chosen (B/M only, D/P only, E/P only, B/M and
D/P, B/M and E/P, D/P and E/P, B/M and D/P and E/P), it is found that the stock that has highest
average real return is the growth stock with small capitalization (Small - Growth). It is also found
that the correlation coefficient between real return and return base on Fama-French Three Factor
Model is higher than correlation coefficient between real return and return base on Capital Asset

Pricing Model (CAPM).



