
Evaluating the Appropriateness of Valuation Models for Emerging 
Market Firms: A Case Study of Marico Bangladesh. 

By 

MUKWAYA KASIMU 
22204288 

This Case Study Report is submitted to the Department of Brac Business School in partial 
fulfillment of the requirements for the degree of  

BACHELOR OF BUSINESS ADMINISTRATION

Brac Business School 

BRAC University 
May 2025 

© 2025. BRAC University 
All rights reserved. 



ii 
  

Declaration 

It is hereby declared that  

1. The case study report submitted is my own original work while completing degree at BRAC 

University. 

2. The case study report does not contain material previously published or written by a third 

party, except where this is appropriately cited through full and accurate referencing. 

3. The case study report does not contain material which has been accepted, or submitted, for 

any other degree or diploma at a university or other institution. 

4. I have acknowledged all main sources of help. 

 

  Student’s Full Name & Signature: 

 

 

Mukwaya Kasimu 

22204288 

 

 



iii 
  

Approval 

The Case study Report “Evaluating the Appropriateness of Valuation Models for 

Emerging Market Firms: A Case Study of Marico Bangladesh” submitted by Mukwaya 

Kasimu (22204288) of Spring 2025 has been accepted as satisfactory in partial fulfillment 

of the requirement for the degree of Bachelor of Business Administration on 15th May, 2025.  

 

 

Examining Committee: 

Supervisor: 

 

 

 

 

_______________________________ 

Dr. Sayla Sowat Siddiqui 

Assistant Professor, BRAC Business School 

BRAC University 

Co-Supervisor: 

 

 

 

 

_______________________________ 

Dr. Mohammad Enamul Hoque 

Associate Professor, BRAC Business School 

BRAC University 

  



iv 
  

Abstract 

This study assesses the suitability of three traditional equity valuation models, Dividend 

Discount Model (DDM), Free Cash Flow to Equity (FCFE), and Market Multiples Model 

(MMM), for emerging market equities by way of a case study of Marico Bangladesh Ltd. Based 

on a quantitative, case-study research design, it utilizes historical financial data, 

macroeconomic assumptions, and industry benchmarks. Each model's effectiveness is gauged 

through sensitivity analysis and its closeness to real-life market prices. The findings of the 

study reveal that although all the models reflect Marico's share as undervalued, the FCFE 

approach, especially when combined with P/E multiples, provided the most consistent and 

reasonable valuation estimates. In contrast, DDM was of limited use because of the arbitrary 

dividend policies that are a common practice among Dhaka Stock Exchange (DSE)-listed 

firms. Furthermore, the study highlights the influence of behavioral biases, macroeconomic 

volatility, and weak corporate governance on the credibility of valuations. These results imply 

that hybrid valuation models that synthesize both intrinsic and relative approaches are more 

appropriate for emerging markets. The research enriches a more context-contingent 

understanding of model selection, deriving applied implications for investors, financial 

analysts, and regulatory policymakers operating in frontier economies. 

Keywords:  Equity Valuation; Dividend Discount Model; Free Cash Flow to Equity; Market 

Multiple Model; Emerging Markets; Dhaka Stock Exchange.   
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Chapter 1 

1.1 Introduction. 

Equity valuation presents a simpler yet challenging way for investors to determine the intrinsic 

value of common stocks, a consideration that holds ownership claims to a company's future 

cash flows. Valuation is an art that involves both hard data and qualitative judgment; however, 

valuation becomes immensely tough, particularly in emerging countries, especially when 

institutional frameworks and market mechanisms of such countries differ from those of the 

developed economies. This research analyzes three of the most popular approaches to 

valuation: The Dividend Discount Model (DDM), the Price/Earnings (P/E) ratio, and the Free 

Cash Flow to Equity (FCFE) model, using the backdrop of the Dhaka Stock Exchange (DSE), 

where dividend-paying stocks have become increasingly popular with domestic and foreign 

investors alike. Equity securities are valued primarily based on discounted cash flow or relative 

value. A fundamental analyst incorporates these techniques, incorporating economic, industry, 

and company-specific data like macroeconomic indicators, into firm-level items such as 

earnings quality. However, their applicability in developing markets is quite doubtful because 

market characteristics like much higher volatility, lesser predictability in dividend policies, and 

different behavioral patterns of investors disfavor them. 

Various studies revealed that there are some limitations in countries concerning the use of this 

kind of traditional valuation model. It has been stated by several researchers that the investor 

sentiment (Baker & Wurgler 2006), quality of governance of corporate entities (La Porta et al. 

2000), and macroeconomic instability can grossly facilitate the distortion of the results of the 

valuation. In the specific case of Bangladesh, early evidence suggests that traditional models 

might not be gaining the whole picture of the relationship between dividend announcements 
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and price changes (Hossin and Ahmed 2020) and seem to be piercing a hole in the regulatory 

constraints, as well as market microstructure effects. 

1.2 Research Problem. 

While standard valuation models like the Dividend Discount Model (DDM), Free Cash Flow 

to Equity (FCFE), and Market Multiples are commonly applied in developed economies, their 

effectiveness in emerging economies is questionable owing to structural inefficiencies, 

irregular dividend policies, and peculiar investor behavior. This raises a pertinent question: 

which valuation approach best captures a business operating under such conditions' intrinsic 

value? Taking Marico Bangladesh Ltd. as an example, this study seeks to analyze the 

effectiveness of commonly utilized valuation models, comparing their predictions to current 

market conditions and firm fundamentals within a frontier economy framework. 

1.3 Research Objectives. 

This study has the following four major objectives:  

 To assess the applicability of commonly used equity valuation models (DDM, FCFE, 

and Market Multiples) in valuing a firm operating in an emerging market. 

 To find out which model(s) best estimate Marico Bangladesh Ltd.'s intrinsic value 

compared to its market price. 

 To examine how firm-specific characteristics, market inefficiencies, and 

macroeconomic factors affect model performance. 

 To recommend valuation strategies suited to emerging market contexts based on the 

empirical findings. 
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1.4 Research questions. 

The study brings out four core questions: 

 What is the most accurate equity valuation model for estimating Marico Bangladesh 

Ltd.'s intrinsic value? 

 How far do structural features of the Dhaka Stock Exchange, including investor 

behavior and dividend anomalies, affect the accuracy of different models? 

 What role do macroeconomic and firm-specific factors play in shaping the 

appropriateness of valuation methodologies in emerging markets? 

 Would a hybrid methodology for valuation offer a clearer framework for firm level 

analysis in frontier markets? 
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Chapter 2. 

2.1  Literature Review. 

Theoretical Basis of Stock Valuation. 

The stock valuation models fall broadly into absolute valuation (discounted cash flow models) 

and relative valuation (market-based multiples). Among absolute valuations, the Dividend 

Discount Model (DDM) concept was founded by Gordon (1962), who believed that the 

intrinsic worth of a share was equivalent to the current worth of all expected future dividends. 

This model assumed constant dividends for growth and must have been able to accurately 

estimate the cost of equity (Ke) and the rate of perpetual growth (g). Therefore, owing to sudden 

interruptions in dividend policies from the company in emerging markets, the validity of 

applying the DDM may often be questioned (Damodaran, 2012). 

The relative way of valuing, the price/earnings (P/E) ratio, compares the stock price of a firm 

to earnings per share (EPS). The P/E ratio, while popular for its simplicity, provides erroneous 

signals due to market inefficiency and the selection of relatively comparable firm issues that 

are likely to be worse in emerging markets (Pinto et al., 2020). 

Free cash flow to equity (FCFE) is an alternative stock valuation method in which equity is 

valued based on residual cash flow after reinvestment needs. Unlike DDM, the FCFE can be 

applied to firms that do not pay dividends regularly (Brealey et al., 2020). However, estimating 

future FCFE remains a tough task in agitated macroeconomic environments.  
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Empirical Evidence on Valuation Models in Emerging Markets. 

Existing literature highlights mixed responses with applying conventional models in emerging 

economies, and: 

The Dividend Discount Model (DDM): Stability Versus Volatility 

The dividend discount model (DDM) is based on the premise of the stable predictability of 

dividend payout. This assumption becomes difficult to uphold in the case of inflationary or 

volatile economies. Tripathi and Aggarwal (2018) argue that, during the high inflation period, 

the DDM undervalued Indian stocks, with a rough estimate of 15%, which demonstrates its 

limited response ability towards changing growth expectations in such situations.  

The same situations were discussed by Khan (2011) concerning Pakistan, where he concluded 

that the DDM valuations trend was good for stable and dividend-paying firms, while it provided 

erratic valuations for stocks in cyclical and volatile sectors. In short, such uncertain valuation 

becomes thorny because the model depends on payout predictability and earnings stability. 

 

Market-Based Multiples Versus FCFE 

The Price-Earnings (P/E) ratio is popular for its simplicity and intuitive appeal. However, its 

usefulness in emerging markets is very prone to speculative distortions. Da Silva (2017) stated 

that over-speculation inflates valuations for markets like Brazil, where P/E ratios become 

detached from fundamental bearings. This was substantiated by Costa et al. (2017), who found 

speculative bubbles on 20 Brazilian stocks of 27 from 1990 to 2010. 

On the other hand, Vermeulen (2017) provided a more refined view from South Africa, 

according to which stocks on the JSE with low P/E (high earnings yield) delivered better returns 

while exhibiting low betas, suggesting that this metric works to some extent when considered 
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in the light of industry or market context. It highlights the need for sector-normalized P/E ratios 

in turbulent markets to mitigate distortions and enhance predictive validity.  

The FCFE model, on the other hand, gains prominence as a more flexible tool for the valuation 

of those firms with low or erratic dividend-paying policies. Liu and Nissim (2008) showed, 

among some Chinese firms, that FCFE gave superior valuation results to those growth-oriented 

firms that reinvest their earnings rather than disburse dividends. In relation to DDM, it was 

found that FCFE gives a better reflection of the real economic value of the firms by taking into 

account free cash flows and capital structure interactions. 

 

Unique Challenges to the Dhaka Stock Exchange (DSE) 

The prevailing nature of challenges affecting valuation practices in Bangladesh serves only to 

compound their difficulty further in the case of conventional model applications. Among them 

are irregular dividend behavior, behavioral biases, macroeconomic instability, and governance 

vulnerabilities. 

According to Hossain et al. (2023), only about 40% of DSE-listed firms make regular dividend 

payments. This irregularity undermines the basic assumptions applied with DDM. 

Additionally, political intervention, such as the 2011 order mandating dividend declarations, 

distorted flow, thereby jeopardizing model reliability.  

As outlined in Hasan et al. (2021c), family-owned businesses in Bangladesh predominantly 

prefer paying dividends sporadically and instead prefer to finance their operations through 

retained earnings. This strategic decision to reinvest has rendered dividend valuation models 

inefficient for a large section of the market. 
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DSE is strongly influenced by investor sentiments and behavioral anomalies. Mobarek (2009) 

found that herd behavior and weekend effects lead to price fluctuations that do not pertain to 

fundamental values. Retail investors constitute almost 80% of trading volume- an aspect that 

exacerbates sentiment-driven volatility, thereby affecting models based on rational price 

discovery. (Exchange, n.d.). 

Inflation and currency considerations are additional headaches. As argued by Hossin and 

Ahmed (2020b), since macroeconomic conditions are volatile in Bangladesh, stability in 

corporate earnings is distorted, thereby rendering any forward-looking estimates worthless. 

Political instability has also played a part in valuation levels. Using 19 important political 

events from 2005 to 2023, Roy (2023) found persistent mispricing of capital markets during 

the periods of unrest. Also, Hasan and Islam (2013) found that political instability undermines 

investor confidence in Bangladesh, thereby negatively impacting stock valuation and violating 

market efficiency assumptions. 

According to the Dividend Signaling Theory, dividends signal management's confidence. 

However, this does not hold in Bangladesh all the time. Though Bhattacharya (1979) states the 

theory, the findings in DSE are ambiguous. Hossain and Ali (2012) found positive stock 

reactions in the banking stocks, but Karim and Ahmed (2018) found negative reactions in the 

manufacturing sector, partly due to tax disincentives for dividend income. 

Moreover, Mamun et al. (2013) reported that the DSE overreacts to dividend announcements 

by about 12%, indicating investor irrationality in conflict with the semi-strong form of the 

Efficient Market Hypothesis. 

Numerous empirical studies have suggested that while traditional valuation models provide 

strong conceptual clarity, in the case of developing markets, they should be viewed as requiring 

contextualization. In these environments, such as the DSE, structural anomalies due to dividend 
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unpredictability, macro-political shocks, speculative trading, and governance challenges tend 

to overshadow the applicability of models such as DDM and P/E ratio. Although a model like 

FCFE would be relatively more adaptable, it too would require customization to the particular 

behavioral and structural features of the market being analyzed. Therefore, the practice of 

valuation in emerging markets has to be treated as a hybrid and dynamic affair, in which 

qualitative assessments of the local ambiance complement quantitative models. 

2.2 Research Gap. 

Existing research provides elaborate discussion on equity valuation models in developed and 

broad emerging markets, yet few attempts seem to have been made in critically assessing their 

applicability within the unique structural setup of the Dhaka Stock Exchange. More 

particularly, few researchers have considered: 

The comparative performance of conventional valuation methods, such as DDM, FCFE, and 

Market Multiples, on dividend-paying companies listed in the DSE; 

The implications of peculiar inefficiencies at the DSE, such as government regulations on 

dividend policies, dominance of retail investors, and behavioral trading biases on the precision 

and reliability of these models; and The requirement for a well-defined or context-specific 

hybrid valuation approach for the Bangladeshi capital markets that considers adjustments in 

both intrinsic and relative valuation methods to local market volatility, governance, and 

disclosure constraints. 

This study, therefore, addresses these gaps by providing a focused firm-level analysis on the 

appropriateness of models using Marico Bangladesh Ltd. as a case, and also suggests valuation 

methodologies that are suitable for frontier market realities. 
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2.3 Company Analysis: Marico Bangladesh Limited (MBL). 

Marico Bangladesh Limited (MBL) is a multinational company that began operations in 2000. 

The company is regarded as one of India’s leading consumer products firms. This innovative 

organization meets the dynamic needs of consumers by offering a diverse range of products, 

including skincare, healthy foods, and hair care. Currently, the company’s headquarters is 

located in Mumbai, and it has a global presence in over 25 countries, covering the emerging 

markets of Asia and Africa. The company’s mission is to achieve sustainable growth aimed at 

positively impacting society through its innovative products. 

2.3.1 Ownership Structure. 

As per the DSE website, the company’s ownership structure is as illustrated in Fig.1 below. 

  

 

 

 

 

 

 

 

Here, MBL owns 90% of the total shares issued, with institutional owners controlling the  

remaining 6.77%. Marico Limited, the parent business, owns the majority of the shares, which 

account for 90% of Marico Bangladesh Limited's shares. While foreign shareholders own 

Figure 1. Ownership as of March'25 
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1.14% and the general public owns 2.09%, in the context of Bangladesh, the government owns 

0% of MBL shares. 

2.3.2 Company Layout.  

Marico’s revenue stream comes from beauty and wellness products. As per the annual reports 

of Marico’s 2024, Fig.2. shows the different market segments. The largest contributor of 

Marico’s revenue is Parachute Coconut Oil (59.16%), which indicates that Marico dominates 

the coconut oil segment mostly compared to the other segments. Moreover, VAHO is 

considered to be the second largest segment (29.17%), which implies that Marico relies on its 

broader hair care offerings, beyond just Parachute Coconut Oil. 

 

Figure 2. Revenue Contribution by Products 
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Apart from this, moderate revenue is generated from the Health & Beauty (5.27%) segment 

and Baby segment (2.31%) which relies that the company holds some position in niche market 

segments. Although the contribution made to the revenue is significant, this would allow 

Marico to grow further if it decides to expand this niche market segment. 

Apart from this, moderate revenue is generated from the Health & Beauty (5.27%) segment 

and Baby segment (2.31%) which relies that the company holds some position in niche market 

segments. Although the contribution made to the revenue is significant, this would allow 

Marico to grow further if it decides to expand this niche market segment. 

 

2.3.3 Financial Profile: Key Financial Highlights. 

 
Table 1. Company Profile. 
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Table 2. Financial Statements. 
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Table 2. Key Financial Highlights. 

 

 

The company exhibits a commendable economic performance for the period, there is 

significant and consistent growth in profitability in both OPM and NPM, that improved 

significantly for the past 5 years. Growth rates of revenue and operating profit slumped down 

which indicates intense competition from the market.  

Strong ROE of MBL further holds up their ability to generate a high return to the 

shareholders.  
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The trend of MBL debt to debt-to-equity ratio shows a decline, which indicates that the 

company has been less dependent on external borrowings over its trading period. It also 

maintains a good liquidity position, meaning it is able to meet its short-term liabilities and 

smoothens the operations of the firm.  

MBL also has a high increase in EPS during its trading period. This reflects MBL's strong 

profitability per share and attracts most investors.  

Investors also enjoyed high dividend yields from the year 2020 to 2021. This, however, did 

not last for long since it gradually fell toward the end of 2024. Despite this drop, as indicated 

in MBL's economic records, it still retains a positive yield. 

 

2.3.4 Trading Performance Over the Past 10 Years. 

 

 

We can observe that the return has been highly volatile over the last ten years of Marico Ltd.'s 

trade, from March 1, 2014, to March 30, 2024. In the early trading sessions, the return 

Figure 3. Trading Performance Over the Past 10 Years 
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fluctuated between -8% and the highest of +10%, indicating market volatility.  Nonetheless, 

we can observe that the returns' volatility decreased throughout the course of the trading years, 

indicating that the stock grew steadier with time. 

 

Daily Average Return 0.04% 

No. of Trading Days 2341 

No. of Trading Days Per Year 234 

Annualized Return 10.10% 

Daily Standard deviation 1.327% 

Annualized Standard deviation 20.30% 

 

Furthermore, the annualized return of 10.10% indicates that Marico was able to provide 

investors with steady returns over the previous ten years, despite producing a modest daily 

average return of 0.04%.  However, as shown in Fig. 3, the stock has a high level of risk because 

of its substantial volatility, with an annualized standard deviation of 20.29%.  Consequently, 

even though Marico's stock has inherent risk, a prospective risk-tolerant investor can lessen 

this risk by keeping a diverse portfolio, which will help preserve the investment's value over 

time. 

 

 

Table 3. Summary of Trading Performance Over the Past 10 Years 
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2.3.5 Pattern Detection in Paired Data. 

The subsequent figure; The XY scatter plot, which shows the daily return the business produced 

throughout the previous five years of trading, is shown in Fig. 4.  We could conclude that 

Marico's beta, which takes into consideration how sensitive the stock return is to the market 

return (DSEX), is 0.3087.  In this case, 0.3087 shows that Marico's stock is less volatile than 

the market (DSEX); that is, the company's return changes by 0.3087% for every 1% change in 

market returns.  Consequently, the investor will have the chance to make a safer investment.  

Additionally, the trend line (shown in blue) indicates that MARI and DSEX have a positive 

connection.  However, because the returns are clustered around the trend line, the link appears 

weak. 

R-squared shows how much of the variation in Marico's stock return can be ascribed to the 

DSEX return.  Here, the R-squared is .0709, meaning that variations in DSEX returns account 

for 7.09% of the company's returns.  Furthermore, this low R-squared indicates a weak 

correlation between Marico and DSEX returns.  As a result, other factors (such as company-

specific factors) also affect Marico's pricing variations in addition to market fluctuations.  

Marico, for instance, exports its goods to other nations, and the high exchange rate at the 

Figure 4.Trend Analysis: Mari Vs DSEX 
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moment can increase its earnings.  A stock with a low R-squared might reduce risk when 

investing in diversification because of its lower market correlation.  As a result, Marico's stocks 

are less susceptible to fluctuations in the market, and holding a mix of investments with 

different market sensitivities might offer investors more diversification advantages. 

On the same note, Marico's alpha of.0529% shows that it is outperforming the DSEX by 

.0529%. Positive alpha signifies that the asset is producing more return than anticipated, 

demonstrating Marico's significant excess return. Because Marico's stocks have the potential 

to exceed the DSEX by .0529 %, we can conclude that investing in them will be a wise choice. 

 

2.3.6 Drawing Conclusions from Marico’s Past Trading 

Performance 

Above all, Marico's positive alpha will generate returns exceeding the market's expectations.  

Second, the returns show little correlation with the DSEX, indicated by an R-squared of only 

7.09%. Consequently, purchasing Marico's stock can mitigate risk during market downturns.  

Finally, Marico's returns are less sensitive and volatile than the movements of the DSEX, as 

suggested by their beta of 0.3837. Therefore, Marico's stock is less risky and provides an excess 

return compared to the market, making it a potentially advantageous investment for investors. 

This conclusion is supported by a higher alpha, a lower R-squared, and the beta together. 
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2.4 Industry Analysis: FMCG Sector of Bangladesh. 

Bangladesh's fast-moving consumer goods (FMCG) sector is one of the country's most 

dynamic and competitive sectors. Product sales are in bulk with low margins for a fast-moving 

inventory, considerably affecting consumers' daily lives. Typical products range from food to 

beverages, from personal care to toiletries and home care, and groceries represent broader 

classifications. During the past few decades, common growth factors have been; an increasing 

middle-class population, urbanization, disposable income, and demand for branded and 

packaged goods.  

2.4.1 Market Trends and Drivers  

 Increase in awareness about hygiene and wellness  

 Increase in the penetration of e-commerce and modern retail outlets  

 Brand awareness among young consumers   

 Expanding export avenues for locally manufactured FMCG products  

 Digital marketing and influencer involvement 
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2.4.2 Comparative Positioning Table. 

Table 4. Comparative Positioning Table. 

 

 

 

Company Focus Area Market Strategy 

Marico Bangladesh  Hair Oils, Skin Care, 

Wellness 

Ayurveda branding, efficient 

local ops,  rural focus. 

Unilever Consumer Care Ltd Nutrition and personal care Strong R&D, premium 

branding, nationwide presence 

Pharma Aids Pharmaceutical Adhesives 

(tablet coatings) 

Niche Segment, Pharma 

Partnership. 

Reckitt Benckiser Bangladesh. Hygiene, Health, Home care. Health Education Campaigns, 

Brand-centric marketing 



20 
  

2.4.3 Positioning the Company in the Industry. 

Table 5. Positioning the Company in the Industry. 

 

Attributes Marico 

Bangladesh  

Unilever 

Consumer Care 

Ltd 

Pharma Aids Reckitt 

Benckiser 

Bangladesh. 

Brand Strength High Very high Low Very high 

Product 

Diversification 

Moderate High Low High 

Innovation Moderate High Low High 

Market 

Penetration 

High High Niche High 

Export 

Capability 

Stable Moderate Minimum Moderate 

Financial 

Stability 

Consistent Inconsistent Stable Stable 
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2.4.4 Porter's Five Forces: Marico Bangladesh Limited. 

 

1. Competitive Rivalry – High 

The Bangladeshi FMCG sector is so hostile in nature with fierce competition, that giants like 

Unilever and Reckitt Benckiser coexist with local turf presence from Square Toiletries and 

ACI.   

Low product differentiation coupled with low switching costs heightens rivalry.  

To sustain Marico's market presence, heavy investment in marketing and innovation plays an 

important role.   

2. Threat of New Entrants – Moderate 

Entry barriers are reasonably low with minimal capital requirement and regulatory constraints, 

newcomer challenges arise in establishing brand recognition and distribution networks. 

Marico's strong brand loyalty and distribution channel enhance its competitive edge.   

3. Bargaining Power of Suppliers – Moderate 

Table 6. Porter’s Five Forces Analysis 
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Marico relies on a select group of top suppliers for 70% of its coconut oil, providing fewer 

options and negotiating leverage. 

 Over 65% of procurement is through strategic partnerships, ensuring dependable supply and 

integrating suppliers into the company's value chain.  

The company's cost structure is significantly impacted by global commodity prices, such as the 

15% increase in coconut oil prices in October 2023, which could force them to accept higher 

prices from suppliers. 

Investing in local manufacturing facilities serves to somewhat alleviate these risks.   

4. Bargaining Power of Buyers – High 

Consumers have ample choices in the FMCG sector, conferring a high bargaining power. 

The purchasers differ from one to another, depending on price sensitivity, brand names, etc. 

Continuous product innovation and affordable pricing will surely contribute.   

5. Threat of Substitutes – High 

The sheer existence of alternatives, inclusive of local and even unbranded products, severely 

threatens it.   

Consumer behavior toward organic and natural products gives Marico products a hard time.   
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2.4.5 SWOT Analysis: Marico Bangladesh Ltd. 

 

Strengths. 

Strong Brand Portfolio: Marico has a stable market presence due to strong brand acceptance 

by consumers for brands like Parachute, Saffola, and Livon. 

Wide Distribution Network: The company has a large reach of over 2.5 million outlets ensuring 

widespread availability of the products.  

Product Innovation: Continuous diversification into baby care, and skin care, among others, 

has been a major growth driver in the recent past.  

Weaknesses. 

Key Product Dependence: Parachute coconut oil accounts for a significant proportion of 

revenue; hence, there is product concentration risk.  

Raw Material Vulnerability: The company relies on imported raw materials, opening it up to 

the risk of supply chain disruptions and price volatility.  

Figure 5. SWOT Analysis: Marico Bangladesh Ltd. 
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Opportunities. 

Market Expansion: New manufacturing unit investments, such as in Bangabandhu Sheikh 

Mujib Shilpa Nagar, help to reach South Asia and the Middle East.  

Digital Transformation: The e-commerce and digital marketing opportunities should be 

pursued to cater to an increasingly growing online consumer base.  

Threats. 

Intense Competition: Competition in the market gradually increases with the presence of 

international giants and local brands.  

Changing Consumer Preferences: A growing trend toward organic and natural products might 

lead to potential losses for Marico's more conventional products.  

 

2.4.6 Key Growth Drivers. 

1. Economic Growth and Rising Incomes: Bangladesh's sustained economic growth has 

increased consumer spending power, leading to an increased demand for FMCG products 

ranging from essential commodities to high-end goods. 

2. Urbanization and Changing Lifestyles: The rapid pace of urbanization has accentuated 

consumer preferences. The growing urban population, along with a youthful demography, have 

been inclined toward convenience-oriented products, ready-to-eat meals, and modern personal 

care solutions  

3. Rising Aspirations and Global Connections: Consumer aspirations are increasingly 

becoming global, with trends being attracted by Bangladesh's global connectivity. Marico is 

present in more than 25 countries and is actively diversifying its portfolio of brands to include 

hair-cleansing shampoos, cooling oils, skin care, baby care, men's grooming, and food. 
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4. Digital Transformation, diversification and E- commerce: With the advent of 

smartphones and Internet connectivity, shopping has undergone a transformation along the 

lines of e-commerce platforms. Thanks to strategic execution and ingenious campaigns, Marico 

Bangladesh's e-commerce has been growing at 15% since 2022-which is double the growth 

rate of the industry. 

5. New Emerged Categories, Market Segments, and Strong Brands: There is an untapped 

potential in the new emerging categories and market segments, like rural markets and the 

lower-income group consumer segments. This simply implies that catering to the needs of the 

consumers with the products or solutions available at the right price may prove beneficial for 

creating new growth avenues. At the same time, Marico has greatly established itself as an 

international brand and is keeping this first-mover advantage, which requires a long-term 

outlook, strong marketing teams, precise value propositions, and strategic brand-building 

capabilities, which are crucial for any company's upliftment. 

6. Strong Sales, Innovation, and Distribution Channel Development: Brands could ride the 

wave of broader distribution routes and sales systems, giving an edge in bringing brands to 

customers in Bangladesh's vast geography. Creating properly functioning sales structures and 

a culture of execution excellence with foresight requires constant investment in skill 

development. Marico Bangladesh has developed good relationships with grocers, cosmetics, 

and wholesalers in urban and rural distribution, aiding its growth. Marico Bangladesh's 
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strategic growth over the last five years in hair care, baby care, and skin care segments has 

spurred growth in the FMCG sector through innovations. 

7. Sustainability and Ethical Practices: Consumers are placing a lot of value on sustainability 

and ethics while making their purchasing decisions. Marico Bangladesh and other FMCG 

companies are adhering to such practices by executing 31 projects toward social and financial 

inclusion in FY'24. 

 

 

 

 

 

Figure 6. Key Growth Drivers of FMCG Industry 
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2.4.7 PESTEL Analysis: Marico Bangladesh. 

 

Political Stability Supporting Business Continuity. 

In recent years, Bangladesh has enjoyed relative political stability, creating a favorable 

environment for FMCG companies like Marico. The peaceful national elections held early in 

2024, coupled with a sustained government push to improve the ease of doing business, have 

increased investor confidence further. As per the World Bank's report "Doing Business," 

Bangladesh improved its rank by 8 positions from 2022 to 2023, tracking the government 

reforms in taxation and cross-border trade. This stability can only support Marico in its ongoing 

and long-term investments in the country. 

Economic Growth Fueling Consumer Spending. 

According to the Asian Development Bank (ADB), Bangladesh will register a growth rate of 

6.5% in 2024. This steady growth is stimulating disposable incomes and encouraging the 

formation of an expanding middle-class segment, the main consumers of Marico's personal 

care and wellness products. The personal care segment in Bangladesh experienced an 11% 

growth in FY2023, as per the Bangladesh Cosmetics and Toiletries Manufacturers Association. 

The growing urban demand for the brands, notably Parachute and Livon, is strengthening this 

upward trajectory. 

Sociocultural Trends Driving Grooming and Wellness Products. 

There is an emerging cultural trend among urban Bangladeshi consumers, especially youth, in 

favor of personal grooming and wellness. In 2023, an urban youth survey conducted by Nielsen 

Bangladesh indicated that 67% of respondents aged 18-35 consider skincare and haircare an 

integral part of their lives; this illustrates a paradigm shift toward awareness and demand for 
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premium grooming solutions. Marico seized the opportunity presented by this trend towards 

personalized variants of Livon and Set Wet for Bangladeshi skin and hair, in step with the 

changing trends of consumers. 

Technological Advances in Distribution and Marketing. 

On digital transformation, Marico Bangladesh strives to optimize its distribution network and 

engage customers through e-commerce. From FY2023 onwards, the company engaged local 

delivery startups and e-retailers such as Chaldal and Daraz, spurring an increase in online sales 

by more than 30% on the year, according to its annual disclosure. Furthermore, data analytics 

and AI are being leveraged to improve product placement and target marketing in tier-2 and 

tier-3 cities, thereby facilitating greater market penetration. 

Environmental Pressures and the Pursuit of Sustainable Methods. 

Environmental sustainability is gaining importance in Bangladesh's FMCG market. Among the 

factors are rising concerns about plastic pollution and climate change, which have led Marico 

to consider going greener. By the end of FY2023, the firm claimed to have reduced plastic in 

its packaging by 15% by using lightweight bottles and refill pouches. Moreover, the recently 

developed and passed regulation by Bangladesh's Department of Environment regarding the 

strict enforcement of plastic waste management has made the path for Marico and other 

companies to fast-track eco-friendly packaging and sustainable sourcing, particularly for 

coconut oil.  

Changes in product compliance with regard to law and regulation. 

The Bangladesh Standards and Testing Institution (BSTI) has recently tightened compliance 

standards for cosmetics and hair oil products. The BSTI introduced a new certification system 

for herbal ingredients during the second quarter of FY2024, requiring unambiguous labeling 

and quality assurances. Marico's response was to reformulate some SKUs to conform to the 
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advancements made in the legal framework of this country. Compliance costs are slightly up 

when compared to pre-BSTI; however, it helps to secure the consumers' trust while avoiding 

any kind of regulatory penalties because of noncompliance in the competitive marketplace. 
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Chapter 3 

3.1 Methodology 

The research uses a case-based empirical methodology to set up traditional equity valuation 

models for the case of dividend-paying stocks in an emerging market, where Marico 

Bangladesh Ltd. acts as the focal company. The methodology stresses the application of the 

three most commonly used valuation methods: Dividend Discount Model (DDM), Free Cash 

Flow to Equity Model (FCFE), and Market Multiple Model (MMM). Concerning data 

application, the models use historical financial data from Marico and market data from the 

Dhaka Stock Exchange (DSE).  

3.1.2 Research Design 

This study employs a quantitative, explanatory case study design to evaluate the applicability 

of conventional equity valuation models within an emerging market. Using Marico Bangladesh 

Ltd., a dividend-paying FMCG company listed on the Dhaka Stock Exchange, as the targeted 

case, this research tests the applicability and reliability of three conventional models: the 

Dividend Discount Model (DDM), Free Cash Flow to Equity (FCFE), and the Market Multiples 

Model (MMM). The study utilizes secondary financial and market data to determine intrinsic 

valuations for each model, comparing the results with the current market price of Marico to 

assess model congruence with market realities. This approach allows for a firm-level diagnosis 

of model effectiveness under the structural and behavioral conditions that characterize 

emerging markets. 

Determining the Cost of Equity/Required Rate of Return. 

The cost of equity (R) is a crucial input in both the Dividend Discount Model (DDM) and the 

Free Cash Flow to Equity (FCFE) model, representing the return investors expect for taking on 
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equity risk in an emerging market like Bangladesh. It was calculated using the Capital Asset 

Pricing Model (CAPM), which links a stock's risk to overall market risk. 

 

Determining the Market Return. 

 

From Fig. 6 above, both the market Cap and the Index were considered to determine the 

appropriate market return. 

Using the Market Cap. 

The augmented market returns of 20.44% with the market capitalization weighting through the 

entire study duration confirm that larger companies with more capital in Bangladesh have 

earned a good standing over time. These companies are likely to have benefited from the 

economic upturns in Bangladesh, have fairly stable revenue streams, and have had good access 

to capital. Large-cap companies generally tend to prevail in any market; therefore, this tends 

to show a greater aggregate return in value-weighted terms when there are high returns from 

these companies. The last five years are calculated at 14.89%, while the last ten years are 

pegged at 14.57%: this low return shows that the market may have had some problems or slow 

growth recently, and has been facing such challenges despite the performance of larger 

companies over these years. The causes can, therefore, be attributed to sectoral constraints, 

national political and economic challenges, and global economic influences.  

 

 

 

Table 7.Determining expected Market Return. 
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Using the Index 

The broader market, including mid-cap and small-cap companies, has not performed as well as 

large-cap companies, with a lower market return of 6.42% over the entire period. This could 

be due to higher volatility, lower access to capital, or increased sensitivity to economic changes. 

The last 5 years (3.01%) and last 10 years (3.89%) returns are even lower, suggesting a more 

recent struggle due to political instability, monopoly information, individualistic rules, 

economic slowdowns, or adverse conditions like COVID-19. The Index Without Outliers (-

0.52%) shows a negative return when outliers are removed, suggesting that the outperformance 

of a few large or successful companies may mask broader underperformance in the market. 

This may also indicate that the overall market health is weaker than it appears when outliers 

are included or compared to the others. 

 

Expected Market Return. 

The expected market return of 17.50% the average of the entire period (Market Cap) likely 

reflects a balance between the performance of large-cap firms and the overall market. This 

relatively high expected return may result from rising interest and risk-free rates, but it also 

suggests that, despite difficulties in some areas, there is a general expectation of substantial 

returns because of Bangladesh's great economic growth potential. 

 

Cost of Equity using CAPM. 
Table 8. Cost of Equity using CAPM. 
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The CAPM determines the cost of equity for an asset via the risk-free rate, beta, and market 

return. The risk-free rate of 11.95% has been derived from the 1-Year Treasury Bill; the low 

beta of 0.3087 indicates less volatile returns; the market return is determined to be 17.50%. 

Altogether, these yield a return rate of 13.66%. 

Thus, 1.71% is the premium over the risk-free rate, which is attributable to the low systematic 

risk involved in holding MARI. 

 

Considering other Microeconomic Factors. 

 The growth rates of the FMCG industry (16.18%) and the operating income growth rate 

(15.15%). Operating income is a measure of a firm's financial health, and the rate of growth of 

operating income indicates how the company is growing in terms of efficiency and business 

scale. 

In order to estimate Marico Bangladesh Ltd.'s long-term growth prospects, the 10-year trend 

of operating profits derived from the business from 2015 to 2024 was analyzed. As a result, the 

simple average growth rate obtained was 15.513%, and the compound annual growth rate 

(CAGR) stood at 15.152%. However, the straight use of these measures in any type of valuation 

model could be misleading because it actually precedes the intrinsic volatility of up-and-down 

performance from year to year. 
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Thus, a risk-adjusted CAGR was computed by allowing for the standard deviation of the annual 

growth rates, which appeared to be 9.717%. This resulted in a risk-adjusted growth rate of 

13.679%, which should prove more conservative and therefore very realistic. This adjustment 

is important because growth in operating income is often related to performance, but doesn't 

consider volatility, one of the prime risk components in risk assessment by an investor. 

 

Average % Change over 10 years 

Average Growth 15.513% 

CAGR 15.152% 

Standard Deviation 9.717% 

Risk-Adjusted CAGR 13.676% 

 

This risk-adjusted growth rate would make valuation inputs performance-grounded and risk-

sensitive, giving more reliability in the intrinsic value estimates from an approach that might 

be a Dividend Discount Model (DDM) or FCFE. 

 

 

Table 9. Determining Operating Income Growth Rate  

Table 10.risk-adjusted growth rate  



35 
  

The Estimated Rate of Return for this Analysis. 

 It is reasonable to assume that MARI's rate of return should lie between its operating income 

growth rate and its CAPM cost of equity. Considering the cost of equity as established by the 

CAPM, Marico's anticipated growth, and the projected expansion of the FMCG sector in 

Bangladesh, we arrive at an average rate of 14.41%. For this analysis, however, we will stick 

to Mari’s established cost of equity of 13.66% because it seems reasonable given all other 

factors. 

 

Key Assumptions for the Proforma Financial Statements. 

In order to prepare the pro forma financial statements, historical figures from 2020 to 2023 

were analyzed. 2024 was excluded as it was an outlier year, marked by an unusual decrease in 

sales caused by external inflationary pressures, which was confirmed by Marico's management 

(The Daily Star, 2024). The intention was to arrive at consistent and risk-adjusted assumptions 

in a normal economic and operational environment. 

Sales Growth (12.72%): This was calculated from the year-on-year discrete sales growth 

between 2020 and 2023. The four years' average was used to project future revenue between 

2025–2029. The exclusion of 2024 is to ensure the projections reflect normalized operating 

trends rather than inflationary distortions. 

Current Assets to Sales (218.34%): Based on the average ratio from 2020 to 2023, this 

assumption reflects the working capital required to finance operating activities. 

Table 11. Assumption Sheet. 
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Current Liabilities to Sales (264.57%): Averaged over the same period, this ratio estimates 

how much of sales is financed by short-term obligations. 

Net Fixed Assets to Sales (462.83%): The high average ratio reflects Marico's capital intensity 

and ongoing investment in long-term assets. Used to forecast capital expenditures and 

depreciation. 

Cost of Goods Sold to Sales (226.56%): The ratio estimates the direct costs of revenue. The 

average smooths out yearly price and cost volatility. 

Interest Rate on Debt (12.47%): Assumed constant based on Marico's historical cost of 

borrowing and stable financing structure. 

Tax Rate (22.50%): Based on the benchmark corporate income tax rate for listed companies 

in Bangladesh. 

Dividend Payout Ratio (84.03%): It was found as the average payout ratio from 2020 to 2023, 

revealing Marico's high and consistent dividend distribution policy even during economic 

crises. 

Depreciation Rate (12.50%): Marico uses different depreciation rates for different asset 

classes. An equally weighted average was computed for all the asset classes for simplicity of 

forecasting without loss of accuracy. 

 

 

 

 

Table 12. Determining the Depreciation Rate. 
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3.1.3 Data Sources: 

Firm Financials: Annual reports of Marico Bangladesh Ltd from the fiscal year 2014 to the 

fiscal year 2024 

Macroeconomic indicators:  Bangladesh Bank, ADB 

Market Data: DSE price reports, sector average, peer companies (Unilever, Reckitt Benckiser, 

Pharma Aids) 

Excel model: Contains all workings according to the valuation, assumptions, simulations of 

sensitivity, and representation through a football field chart. 

 

Valuation models incorporated: 

Historical Dividends Sourced from Marico annual reports.  

Required Rate of Return (r): Derives from the CAPM formula or historical performance of the 

market.  

Growth Rate (g): Estimated by using historical CAGRs of dividends or by using management 

forecasts.  

EPS, BVPS, and SPS are used to calculate the Market Multiplier extracted from Marico's 

financials. 
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Chapter 4.  

Results and Analysis. 

4.1 Market Multiplier Model (MMM) 

 

The financial data of three companies from the FMCG industry are compared above: Unilever 

Consumer Care Limited, Pharma Aids, and Reckitt Benckiser Bangladesh Limited. Market 

multiples in relation to Price-Earnings Ratios, Price-to-Sales Ratios, and Price-to-Book Ratios 

are calculated with these companies serving as a benchmark against the real industry average 

for these multiples. Thus, from the above calculations, the average P/E of 36.45, P/S of 8.03, 

and P/B of 15.45, respectively. With the help of these industry averages, the determination of 

the intrinsic value of Marico Company Limited ensues. For P/E, intrinsic value will be 

calculated by multiplying the industry P/E with Marico's earnings per share of 122.93, which 

gives the intrinsic value of 4,480.80 (all figures in BDT taka). Intrinsic value from P/B on the 

other side was calculated by multiplying the industry P/B with Marico's book value per share 

of 113.85, thereby giving an intrinsic value of 1,759.47.  

Table 13. Market Multiplier Model  
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Conversely, with a P/S of 8.03 and sales per share of 448.75, Marico yields an intrinsic value 

of 3,604.35. These intrinsic values were compared with Marico's most recent market price of 

2,295.3, and an analyst would be able to judge whether the stock is undervalued or otherwise. 

The P/E and P/S indicate that the stock is indeed understated, whereas the P/B suggests a slight 

overvaluation from the book value perspective. Because Marico operates in inefficient markets, 

there will be moments when the stock price may not take into account all the available 

information. 

4.2 Dividend Discount Model (DDM) 

For the valuation purpose of MBL, DDM is used, where both the Gordon Model and industry 

P/E are calculated to figure out whether MARICO is presently overvalued or undervalued. 

 

4.2.1 Dividend Discount Model using Gordon. 

Table 14. Dividend Discount Model using Gordon. 

 

As per the determined required rate of return of 13.66%, the same discount rate will be used 

for discounting the expected dividend cash flows. Given the above results, MARICO's intrinsic 

value per share is BDT 2429.81, so it is considered undervalued compared to the present market 

price of BDT 2274.50 per share. The discounting of the stock may persuade a potential investor 

to buy it with a view to its price increasing soon to its intrinsic value, hence becoming a 

profitable investment opportunity. Due to the inefficient Bangladeshi stock market, there will 



40 
  

be price distortions where the stock price will not instantly reflect all information available 

about MBL. 

4.2.2 Sensitivity Simulation Gordon 

Table 15.Sensitivity Simulation DDM-Gordon. 

 

Sensitivity analysis is used to further assess the intrinsic value generated by the Gordon model 

to ascertain the effects of changes in the required returns and dividend growth rates. Assuming 

a growth rate of 4% to 7% and a required return of 11% to 16%, the intrinsic value of the 

MARICO shares would be between BDT 1,732.87 and BDT 4,433.44. 

4.2.3 Dividend Discount Model using Industry P/E 

The forecast EPS is multiplied by the industry's price-earnings ratio multiplier to arrive at an 

intrinsic value per share of BDT 5575.65, which is more than double its present market value 

of BDT 2274.50. This high valuation is brought about by aggressive EPS growth expectations 

in the next five years, exhibiting that the company is seriously undervalued. Hence, 

shareholders should take an opportunity to purchase and hold MARICO stocks, expecting them 

to rise to the projected value. Yet, it has to be noted that this valuation is only based on expected 
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EPS; one would need further information about MARICO to chart out intelligent purchasing 

decisions. 

Table 16.Dividend Discount Model using Industry P/E. 

 

4.2.4 Sensitivity Simulation DDM-P/E 

Table 17. Sensitivity Simulation DDM-P/E 

 

According to the sensitivity study above, MARICO's price fluctuates in response to variations 

in the P/E ratio and the required return on the stock. Using a range of ± 15 from our estimated 

industry P/E multiplier of 30 and a range for the needed return of 11% to 16%, we have 

examined the changes in intrinsic value. We arrive at a range of intrinsic stock price values, 

with BDT 1931.898 representing the lowest extreme. This range has a P/E of 15 and a needed 

return rate of 16%. The highest extreme is BDT 8636.11, which has a P/E of 45 and a required 

return rate of 11%. 
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4.3 Free Cash Flow to Equity (FCFE). 

One of the most effective valuation techniques for determining how much cash is available to 

the company's equity holders is FCFE. In other words, it displays the amount that remains for 

equity investors after all required business expenses have been removed. People can determine 

whether the business can sustain itself over an extended period and whether it can pay off debt. 

As a result, it gives equity investors a clear picture of the potential returns the company could 

offer. 

4.3.1 Free Cash Flow using Industry P/E 

 

 

As we can observe from the above table and analysis, the discount rate is 13.66%; from 2022 

to 2027, the predicted growth rate for the FMCG industry is 16.18% (according to Invest 

Bangladesh, 2023). 
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Table 18.Free Cash Flow using Industry P/E. 

  

This growth rate is used to project the future FCFEs of Marico Bangladesh, and its FCFEs are 

expected to show positive and increasing figures. Furthermore, based on the average P/E ratios 

of the company over the last 5 years, the average P/E ratio is 20. To align our forecasts with 

the current market situation, the P/E ratio has been used to calculate the terminal value of the 

stock for the upcoming year 2029. Moreover, the discount rate of 13.66% has been applied to 

calculate the intrinsic value, which is 6152.16 BDT for each share. On the other hand, as of 

10th March 2025, the stock price of Marico is 2285.40 BDT, indicating that Marico’s stock is 

highly undervalued. Thus, based on this information, it would be beneficial for potential 

investors to buy Marico’s stock because it is undervalued, and existing investors might hold 

their shares for greater returns in the future. 

 

 

 

 



44 
  

 

 

4.3.2 Sensitivity Simulation FCFE-P/E 

Table 19.Sensitivity Simulation. 

 

 The above sensitivity analysis illustrates how Marico's price changes with different P/E ratios 

and the required rate of return. We arrive at a range of values for the intrinsic stock price where 

the highest extreme, with a P/E of 13.50% and a required return rate of 16%, is BDT 5031.48. 

The lowest extreme, with a P/E of 11% and a required return rate of 21%, is BDT 3754.88. 

4.3.3 Free Cash Flow using Gordon 

The FCFF has been calculated for the years 2026 to 2029 using the projected Free Cash Flows 

in the pro forma for each year from 2025 to 2029, along with the long-term growth rate of 

16.18% anticipated for the FMCG industry. The terminal value was then determined using this 

16.18% growth rate and a 17.43% WACC, which was previously established using the CAPM 

approach. The worth of Marico after 2029 is represented by the terminal value. Next, we apply 

the WACC to discount future cash flows to find their present value. As a result, we can 

determine Marico's total value, which is the sum of its terminal value and the present value of 

its future cash flows. 

We reduce the loan amount from the business value and then add back the initial cash amount 

to determine the equity value. There are currently 31.5 million shares of Marico in circulation. 

This allows us to calculate Marico's intrinsic value per share using the FCFE (Gordon) model, 
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which comes out to 422.70. However, the market price is 2285.40. Since the intrinsic value of 

the stock is higher than the market price, this would signal a purchase since it is undervalued. 

 

Table 20.Free Cash Flow using Gordon. 

 

4.3.4 Sensitivity Simulation FCFE-Gordon 

Based on growth rates between 15 and 19% and a WACC between 16 and 20%, the sensitivity 

analysis above yields intrinsic values ranging from BDT 2468 to BDT 5458. This range's 

bottom value is still greater than the BDT 2285.40 market price as of right now. 

 

 

Table 21. Sensitivity Simulation. 
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Chapter 5 

5.1  Comparative Model Evaluation 

 

Figure 7. Comparative Model Evaluation. 

Marico has been valued highest using the FCFE (P/E multiple) and DDM (P/E-based) 

approaches, according to the analysis displayed in the valuation comparison graph. 

Interestingly, this suggests that earnings multiples and growth assumptions influence valuation 

methods more than the generally more conservative intrinsic values suggested by  

Gordon-based DDM Models. This merely serves to reiterate that FCFE is superior to DDM, at 

least for growing companies and markets. Similarly, speculative market conditions reduce 

MMM's reliability. 
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From the battery chart visualization, one can note the following: 

 

 

Highest valuations (FCFE 

and DDM P/E-based) rely on 

optimistic growth and market 

sentiment. 

 

Moderate to high 

valuations (MMM) reflect 

market averages but can be 

distorted by speculation. 

 

Moderate valuations (FCFE 

using Gordon) offer a 

balanced perspective 

grounded in operational 

performance. 

 

Lowest valuations (DDM using Gordon) provide a lower bound estimate due to rigid 

assumptions around dividend stability. 

An investor's strategy in valuation may also vary according to the risk appetite and market 

outlook it propagates. 

 

 

Figure 8. Valuation Model Outputs Analysis. 



48 
  

5.2 Role of the Dhaka Stock Exchange as the Market. 

While the FCFE model better captures the value of retained earnings and reinvestment, 

especially for Marico, the DDM assumptions are undermined by inefficiencies on the DSE, 

dividend irregularities (Hossain et al., 2023), and behavioral biases (Mobarek, 2009). The 

Football Field Chart also shows that valuation ranges are widely distributed, confirming that 

no single model should be relied upon in isolation, which could lead to investor error. For 

instance, the dividend discount model shows the widest variation in valuations due to payout 

uncertainty, while the Gordon growth model and price-earnings method converge closely for 

FCFE, demonstrating relative certainty in Marico's case. 

 

Figure 9. Football field chart showing Valuation outputs. 
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5.3 Behavioral Effects and Accuracy of Valuations 

According to several studies, including Mamun et al. (2013), the DSE overreacts to dividend 

news, compromising the market's semi-strong efficiency. These are consistent with the 

observed inflated DDM range. Once more, Marico's fundamentals are fairly strong, but the 

market consistently undervalues it. Therefore, there is evidence of market pricing inefficiency.  

 

During bull markets, market multiples, like the upward skew of P/E-based outputs, would also 

be overvalued. These findings highlight the importance of both market sentiment measures 

(MMM) and firm-specific cash flow analysis (FCFE) in the triangulation of fair value. 

 

5.4 Practical Application for Investors 

Bangladeshi investors should think about hybrid strategies, such as FCFE combined with 

industry-adjusted multiples.  

DDM Gordon estimates that places of conservative entry are likely to be preferred by risk-

averse investors. 

Growth-oriented investors may favor FCFE and P/E-based valuations since they represent 

future earning potential.  
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Chapter 6. 

6.1  Conclusion. 

This study assessed the applicability of three conventional equity models, the Dividend 

Discount Model (DDM), Free Cash Flow to Equity (FCFE), and Market Multiples Model 

(MMM), in the context of a frontier emerging economy, using Marico Bangladesh Ltd. as a 

case company. The study found that while all the models recorded the same undervaluation of 

Marico's share, the FCFE approach, especially when coupled with P/E-based assumptions, was 

closest to the financial dynamics and the policy of reinvestment of the company. 

Conversely, the DDM's reliance on dividend constancy made it less relevant to firms like 

Marico, whose dividend policies, though frequent, are not the sole drivers of shareholder value. 

The findings highlight that the appropriateness of a valuation model within an emerging market 

context is not solely a matter of theoretical soundness but also of the firm's capital structure, 

attitudes towards reinvestment, and market conditions. 

Overall, the study sees value in the use of context-sensitive and hybrid valuation methods, 

particularly for firms operating in structurally inefficient or behaviorally affected markets like 

the Dhaka Stock Exchange. 
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6.2  Limitations of the Study. 

Focus on a Single Company: The case study design restricts the findings' applicability to 

other markets or industries. 

Data Availability: Making deductive conclusions based on assumptions and historical data 

that do not account for future volatility, strategic shifts, or macroeconomic shocks would be 

detrimental. 

Static Assumptions: The models assume that growth and risk parameters will 

remain constant, but in practice, variables like currency devaluation and political 

Unpredictability can lead to significant swings. 

Restricted Market Multiples: The market multiple approach might not fairly represent 

industry-wide valuation benchmarks due to the limited number of comparables available on 

the DSE. 
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6.3  Recommendations/Proposed Solutions. 

1. Establish a Contextual Valuation Framework Tailored to Frontier Markets 

Issue: 

Conventional Models like DDM rely heavily on consistent dividend policies, which are not the 

case in Bangladesh. P/E multiples can also distort value via speculative investor behavior in 

the DSE. 

Suggested Change: 

Adopt a contextual valuation framework with both intrinsic (e.g., FCFE) and relative (e.g., 

sector-adjusted P/E) methodologies, which involve: 

 Risk-adjusted growth rates 

 Behavior-adjusted market sentiment filters 

 Liquidity and governance variables 

Rationale: 

The FCFE model (P/E-based) consistently outperformed default DDM estimates. Also, the 

reality that low R² (7.09%) in the regression implies that firm-specific factors dominate market 

patterns supports tailored model selection over mass application. 

 

2. Require More Transparent and Forward-Looking Corporate Disclosures 

Problem: 

Limited transparency of earnings estimates, capex plans, and dividend strategies limits reliable 

input assumptions for valuation. 

Proposed Change 

The DSE and BSEC should introduce a forward-looking disclosure requirement, wherein listed 

firms would be required to publish projected earnings, dividend strategies, and reinvestment 

policies. 
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Rationale: 

Models like FCFE are based on reinvestment and cash flow assumptions. The analysis indicates 

that uncertainty around Marico's future payout policy undermines DDM accuracy. Enhancing 

clarity would improve model accuracy and lessen investor uncertainty. 

 

3. Foster Hybrid Analyst Training of Investors and Fund Managers 

Issue: 

Market participants over-rely on oversimplified ratios (e.g., P/E) with no understanding of 

underlying business models or cash flow dynamics. 

Proposed Change: 

Develop certified analyst training workshops on: 

 Advanced valuation techniques 

 Model triangulation techniques 

 Scenario-based stress testing 

Justification: 

Research suggests that no single model is always accurate. Training investors to cross-validate 

models will lead to more accurate decisions and less mispricing in the DSE. 

 

4. Strengthen Dividend Governance through Policy Incentives 

Problem: 

Announcements of dividends are self-contradictory and, at times, politically driven. This 

detracts from the forecasting value of models like DDM. 
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Recommended Change: 

Adopt a corporate governance scorecard tied to tax relief for those firms which have: 

 Transparency and consistent dividend policies 

 Independent board-level oversight of capital utilization 

Reasoning: 

The literature shows that only 40% of firms make regular dividend payments. Firms with 

consistent payout behavior will enable more accurate valuation fidelity and investor 

confidence. 

 

5. Incorporate Behavioral and Sentiment Measures in Valuation Adjustments 

Problem: 

Dominance of retail investors (~80% trading) generates behavioral biases, speculation, and 

momentum-driven mispricing. 

Proposed Change: 

Incorporate investor sentiment indexes (e.g., volatility in trading volume, news sentiment, 

Google trends) into valuation output adjustments. 

Reasoning: 

The research highlighted that speculative activity warps market multiples. Sentiment measure-

based valuation output adjustments can improve quality of decisions, particularly for large 

institutional investors. 

The above solutions go beyond being purely theoretical recommendations. They are oriented 

towards structural, informational, and behavioral problems of markets like Bangladesh. They 

all aim to upgrade equity valuation practices, bridge the gap between theory and practice, and 

ultimately improve market efficiency in the DSE. 
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Appendix   

Determining the Required Rate of Return. 

 

The data used in the valuation models was sourced from several platforms, that is, the DSEX 

Index, Investing.com, and CEIC Data. Stock returns were approximated with the discrete 

method and a backtesting window of 20 years. Both market capitalization figures and the 

DSEX index were initially used in estimating the market return. But in light of structural 

changes following the 2011 crash of the capital market, which saw substantive index 
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composition changes, it was deemed more consistent to provide primacy to market 

capitalization data from the Dhaka Stock Exchange (DSE) in the final calculation. 

To estimate the firm's cost of equity, the mean return of both the index-based and market 

capitalization-based estimates was utilized. The risk-free rate was derived from the Bangladesh 

1-Year Treasury Bill that was 11.965% in May 2024 and increased from 11.490% in April 

2024. The required rate of return was then calculated with the Capital Asset Pricing Model 

(CAPM), and the cost of equity was 13.66% for Marico Bangladesh Ltd. 
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Assumption sheet. 
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