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Different companies get different opportunities based on their sizes. What determines the size of the company is the market value. There are different ways of calculating the market value of a company. This article will discuss market capitalization and book value as valuation methods.
Market capitalization remains the commonest and the easiest method of determining the market worth of any business. Olson (2005) defined market capitalization as a valuation method where the price of a stock at any particular time is multiplied by the amount of outstanding shares.  From the perspective of the market, it refers to the sum of outstanding shares of an individual for all companies listed in the stock (Kaburu, 2012). Market capitalization is obtained by multiplying the number of existing shares by the price per share. The free float version of the market capitalization is becoming popular where there is multiplication if the number of shares available for trading by the price per share. Market capitalization as a method to determine market value has its advantages and weaknesses.  It has the advantage of simplicity and being direct. What matters to the investors is the true value of the stock as the market views. Whether there is distortion of the share prices by debt or demand created by media, this model will honestly show the true reflection of the stock value.  Secondly, the market capitalization approach has the advantage of identifying larger and more stable firms for the investors as it shows the true business size. Thirdly, it shows the price of stocks available to the investors through its free float method.  Fourthly, it does not show additional stock value deriving from the demand r high trade volume when the shares are inactive. It shows the true reflection of the demand as part of the firm value. On the other hand, market capitalization has its disadvantage too. Capitalization of the future earnings does not account for liabilities. Further, capitalization of earnings has the disadvantage of setting business price that is not in line with market prices. Moreover,   the stock value can increase or decrease according to the existing demand.  Thus there will be fluctuations in market value when using capitalization approach. Additionally, establishment of market value needs pre-existing pricing data for comparison. Using capitalization method poses a challenge for new products. This method also confers difficulties when analyzing financial statements in mega and large-capital categories. 
Book value is the value of any business according to the balance sheets or the financial statements. It is calculated from the balance sheet and gives the difference between the total assets of the business and its total liabilities. This value of the business/company is recorded as the equity of the shareholders.  It is the preferable method for valuation of businesses that have significant assets. Further, it is considered the better approach than market value when the business has low profits. It is also better in valuation of companies that do manufacturing or distribution. This approach is also the better method of cross-testing other techniques of applying cash flow or net earnings. In comparison of market capitalization, this method is better for valuation of a company that is losing money on operational basis. Further, book value is the primary method of valuation for small distribution companies that have sales of below of $ 20 million. It has better reflection when used for valuation of non-service business as it serves as the reference point. However, this method requires adjustment of the inventory to reflect the current values. Further, there is need to adjust pick up items that have been written off to reduce taxes.  Additionally, the buyer needs to determine if all the assets are earning money for the business. If not, there is need for adjustment of purchase price to reflect that condition. 
Conclusively, comparison of market value and book value helps in determination of whether the stock is undervalued or overvalued given its ability to generate income. However, as with any financial metrics, determination of the utility of the valuation method lies in the ability to recognize and determine the strengths and weaknesses under given circumstances. 
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