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'''''.1''''.11]0<. at 

eaIl[lln~:s, Lll'''.I .... ~'H it is SlgIllI1c:ant 

3 

,",,, .. non,,,,, (x) 

Book value 

0.16 

1.34 

0.57 

2.29 

-10.14 

0.00 

............ " .. n. it is not " .. e,. ..... "" .... 

0.06 

0.28 

0.11 

0.65 

0.21 

1.52 

5.19 

25.24 

x The numbers of finns' year end observations with the criteria of the tests data on Mc;Gregc)r 

BFA and Thomson Advance DataStream is 1026 after the the and bottom 

two percent ranked the to ratio and market to book value observations with 

standardized residual greater than four standard deviations from zero in any 

of the on on book value and on and book values. 

Y P is the deflated of a share three months after year end t. x is the deflated per share of 

the finn i for year t. bv is the deflated book value per share of the finn i at t. 

4 

Variables Y 

Book value 

0.224 

0.223 

1.000 

0.214 

0.546 

1.000 

x The number of observations is 1026. Pearson correlations are in the bottom left three cells 

and correlations are in the upper three cells. All of the above are at the 0.05 

level. 

Y P is the deflated of a share after three months after year end t. x is the deflated eaf1t11nl~s per 

share of the finn i for year t. bv is the deflated book value per share of the finn i at t. 

4 ... ".1" .......... " 

a 
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1994 84 1.69 0.16 0.03 

1995 90 1.49 O.ll 0.03 

1996 91 1.29 0.78 ~0.09 

1997 104 1.16 0.52 ~0.07 

1998 ll5 0.83 0.02 0.06 

1999 Il7 0.97 0.21 -0.22 

2000 116 0.83 0.96 0.09 

2001 118 1.05 0.71 0.02 

2002 118 1.05 0.29 0.14 

1993-91 442 1.34 0.15 0.04 

1998-02 584 0.96 0.44 0.06 

1026 1.12 0.23 0.06 

coefficient estimates and t- statistics from the 

statistics are in par!entlleS(:s. 

0.069 1.76 0.053 1.70 0.04 

0.031 1.55 0.09 0.022 1.55 0.01 

II) 

0.078 1.25 0.43 0.062 1.26 0.06 

II) 

0.021 I.l3 0.19 0.013 1.13 0.02 

0.Ql8 0.87 0.26 0.010 0.83 0.06 

0.023 0.96 0.22 0.022 1.00 -0.32 

0.224 0.92 1.18 0.193 0.86 0.16 

0.252 1.07 1.07 0.241 1.09 0.06 

0.212 1.21 0.39 0.116 1.08 0.11 

0.049 1.39 0.11 0.030 1.35 0.04 

0.122 1.01 0.52 0.099 0.99 0.09 

0.082 1.19 0.28 0.050 1.14 0.01 

five and ten years cross sectional T-

P is the deflated of a share after three months after year end t. x is the deflated C""l""l~'" per share 

of the firm i for year t. bv is the deflated book value per share of the firm i at t. 

0.038 

0.002 

0.020 

0.004 

0.018 

0.004 

0.120 

0.047 

0.149 

0.026 

0.059 

0.050 
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2 

1994 0.069 0.053 0.038 0.031 0.016 0.022 

1995 0.031 0.022 0.002 0.029 0.009 -0.007 

1996 0.078 0.062 0.020 0.058 0.016 0.004 

1997 0.021 0.013 0.004 0.017 0.008 -0.004 

1998 0.Ql8 0.010 0.Ql8 0.000 0.008 0.010 

1999 0.023 0.022 0.004 0.019 0.001 0.003 

2000 0.224 0.193 0.120 0.104 0.031 0.089 

2001 0.252 0.247 0.047 0.205 0.005 0.042 

2002 0.212 0.116 0.149 0.063 0.096 0.053 

1993-97 0.049 0.030 0.026 0.023 0.019 0.007 

1998-02 0.122 0.099 0.059 0.063 0.023 0.036 

Pooled 0.082 0.050 0.050 0.032 0.032 0.Ql8 

2 2 Notes: R t ,R 2 and 2 are a cross- sectional result on of both 

and book and book value 

6 

common to 

'l'1n'l'l'II'fp an 
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sector over a 
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accounting earnings (t- I. 90), ThlLs, Ifle incremental explanatory power of bonk vallLe 

has incr~asoo significantly across time which is consistent with the findings of 

Collin,. Maydew and Weiss (1997j and BriNn. Lv and Ly,' (1999). Besid~s, the null 

hyputhesis or tIK: s<:cond sub-probkm hypothesises that tIK: incremental valu~ 

relevan~e of book value incr~as~s whil~ d~~reasing th" in~rem~nlal vallLe rdevance ur 

accounting ~amings, Tk linlling ur thi, pa)X:r inllicates that th~ increm"ntal 

explanatory po"er of accounting earn ings and the in~f<'menlal explanatory puwer of 

book value increased over the study period of 1993 to 2002 and therefore. the null and 

first hypotheses of the second sub-problem is rejected. This ind icates the systematic 

chang~ betw~"n accounting earnings and book value over time, The change in 

incremental and lIK: vallLe rcie,'ance or a""uuming earnings anll buuk value is also 

presented in Fig (I) beluw. 

fi~ 1 ve"rlv chooge orthe eXr"aMt()l"\ powor of ,""coonling eo,"iog' .nd book ,·.tue 

Iotal • tI!.R.! __ JnR.b.v --y. Incr tOtat ----- ~ ~~ • 
eo 

0,25 

R' 0,2 '-
0.15 1/\ "' --" 0,05 --

~ 0 ~ ~ 

~- ,~""-T--' 

-0_05 
, , ,-, .-. , -• •. • -" 

YN' 

Fig, I ,h"w, }"..-Iy cm,,_,,",c-tiooal rc~re"ilJru ur cOlnl1lOll ..,.;l incrementru expl"n",ory power of 

(lCcuw~ing e"",ings "nd boo, valL><_ In = il )'~ar lh,,,e """,·,.cHonal rcgJ"Cu.inn, ore run, Price i, 

rcl>'e,,,,,J on bJth .ccoo",in~ e"min~ a'.,j boot ""ht<; 0" occoootioi .... "jog,; and O<l boo, v.lue, -Ih< 

j.-.;reme ,olal expl"M'O<) PO"'" of occounting • .,.niniS (In<r_ ,) ;, ll", "'pia""',,!}' P'''''''' R 1 Ii-om 

ttgro"iO<l o_u:o;iO<l CIllO 1<" tbe II' fmlll equation lhl"l"< (refl~ eM!"er three pp_ 39). The ;ncr.tll<,~"1 
. . 

.,plo"",,,!}' P',wor "fhool; valu< (Iru, 0") i, (ho.; R' iTlJIll .~u"lj,-" '-"'" Ie., (h. R - !i'um e""ation two 

(reler eOapjer (hr •• pp. 3~J, Til< incr.m o"",1 "'pla"",o,} power <OOlmoo lo l><~h ocm'"'t;n~ cawing' 

and book 'alu. (l'oc~, (oIOt) is tbe ,,,,,,,,men,,,1 <xpl(ll1atory powo, c","mon to botil ,""counting earning' 

"nd bmk \,.1",,_ Tbus_ lll< tol.1 rc[1<0" "'" tho.; lolat explaL""ur)' pow.r Gumm"" 10 boto '";C'-"mlj"~ 

• ..."i,,~ ond book HI"" :ond 1 t" 111 r<proscnt, yo"" fro", 1'19) to 2002 re'p'-'Cli,'ci;-, 
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a 

Models: 

Po + PI + 

Yo +YI + 

N u 1 U 2 
R2 PI R2 YI 

Panel A: intensive " 
intensive 513 0.32 0.10 0.173 0.26 0.050 0.09 0.094 

intensive 513 0.19 0.02 0.041 0.27 0.039 0.06 0.034 

Panel B: y 

Permanent 615 2.74 0.00 0.061 2.76 0.061 0.07 0.011 

411 0.22 0.06 0.130 0.26 0.078 0.07 0.079 

Panel C: intensive 

and 

& Permanent 340 2.68 0.43 0.125 3.96 0.096 0.66 0.092 

& e 173 0.21 0.03 0.093 0.30 0.088 0.07 0.076 

aT-statistics are in the 

" intensive company is a firm observation with a percentage of 50% 

to book ratio considered as intensive firms. 

y 
and permanent are identified based on to the ratio 

which is three inner considered as permanent and two outer considered as 

Intlmglble & permanent and mtlmgJlbJe & trlU1SitoI'V are identified based on the percentage of 

50% to book ratio for intensive firms and permanent & 

based on .. ,,""n"" to bell~irllg which is three inner nllilntil,e" considered as permanent .. 9rn;n,." and 

two outer considered as trall!'!;t,nI'V .. "..,ni .... '~ 

P is the deflated of a share after three months after year end 1. 

x is the deflated per share of the firm i for year t. 

bv is the deflated book value per share of the firm i at 1. 
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assets cause a ....... ' ... A ...... """ 

ealDulgs is ~"l"""'J 

8 

cornpaLreo to vs 

o. 
vs a grel!l.ter inClremlental e,c:plamatory 

are more OOm11naIlt 

assets 

8 

2 2 2 
Models: R E = R/ 

2 

intensive 

Permanent 

2 

2 +R 2) 
E B 

Intensive & Permanent 

Notes: 

0.041 

0.061 

0.130 

of the firm-end observation of both 

0.039 

0.061 

0.078 

0.096 

and book 

on "", ..... ". sit1Jlatilons 

0.034 0.007 0.002 0.032 

0.Q11 0.050 0.000 0.011 

0.079 0.051 0.052 0.027 

0.092 0.033 0.029 0.063 

0.076 0.017 0.005 0.071 

based on their and characteristics 

and book value 
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across ... "',.,.",,, X 

2 
Model: R j 

del)enderlt variables Y 

and non "'''''''!;;l_V'''' intensive 

Total R 2 

Incremental 

Incremental book value R 2 

DecHes 

and f1',,,,,,,t.nrv 

Total R 2 

Incremental ear:nlnl~s R 2 

Incremental book value R 2 

N 

10 

10 

10 

10 

10 

10 

0.49 

0.25 

(4.35) 

0.35 

-0.05 

-0.01 

1) 

0.01 

-0.05 

-0.03 

-0.04 

0.04 

0.02 

0.00 

0.712 

0.533 

0.654 

0.574 

0.325 

0.097 

x T statistics are in the par-entne!;es. DECILES represent numbers of deciles based on the percentage 

rank of market to book value for ,,, ..... !';,,, ..... intensive and non "'''"'I!>J'U'o;; intensive fir:ms or eanllinl~s to 

OJ,"!!!.!,;''''!'; share for the """,,,itnrv and pelmSiIlellt ellrnings r>.,.,.''' ..... A 1 and 

Y The __ , __ .. __ .... variables are Total R 2 from rp.OTp."!~IOI'!l common to both aCC:OUliltilllg ellmln!!'!l 

and book the Incremental R 2 and the Incremental book value R 2 . 

common to 

on 

are COI1ltral,:,{ to is 



Univ
ers

ity
 of

 C
ap

e T
ow

n

slgnlIllCaJU to 

conmton to 

TI",",,",,,,u ... , .. conmton to 

'"' ... ;l .. JI', .... IS systelltlatlc 

an mcrea:sed pel~etlta'te nmkmg 

It is intc~rel;tinig to note 

acc=o1JIDtllng .............. 15" ."' .. , ....... "''' a ..... ""' ....... " .. = 
is not 

an 

an 

an 

across 

u .... ' ... uf;;a ... " .. ililtenslive assets 

Chianjnng over 

on 

presents a peI'cerlta£te 

............ "15" occur 



Univ
ers

ity
 of

 C
ap

e T
ow

n

to 1 

is "..:"./5 •. , .... ' ......... . 

......... 1" • ..,.'" ulteIlsnre assets ... ""'n' ... '''' ..... 

is 

3 

a 

earJmnl~s at)J)ea.fS to 

is COJ1Sll;teJlt 

assets 

assets 

same as 

traJ1SltOry earJmnl~s is ... ",.~."" .. "",·u 

1:1"""",,,'",,,,,,,, ear:nIDI~S alPpe:ars to 



Univ
ers

ity
 of

 C
ap

e T
ow

n

, oj 

Tr~n.itory earnings 

00 

P ... «nIJge " 
" 
'" 
" 
" 
0 

2 , • , , , , • " 

'" 
Int,."..ible Int~nl<.e 

" m -- ,. " ,. 
" 
" 
" " 0 , , • , , , • , " Years 

fiB J (oj ",",""" • ""'''':f'IIOg< "r ,be n,m ~_ i .. Io,.m';1r.~ ."""ml!-' by II>< ~e..- ''''''' '\<)1) 
cornini' ar. id""tir,.d ~ 00 tl>< pe-rc",,"&< ••••• ms of .. ",ing. to ),." h<¥ino,nil fti" "Weh ;, 

two out qllOrti' .. , " """",",,00 "" tr"""itoo')' .",,\I"~s. llx;n the pcrcel1Wi" or 11"'1> "jlh tron,itOf) 

«'ming. i> id<"u~ ... t b) O'""",,lOr)' carn;n~' llrm. 01.' 10«01 tim" in th< ),.,,- (.\ppcoJi" J). (b) Pr""<"', 

• pcrcrlU"iC "r (ho tim O~-..ti", .. in icta1ljjihlc IRlo"", < Iirm. b)' Ihe }t:lIt. Intanl'i"" ;It"",,;,'c i> 

,dcnlilled b.ued "" "'" 1"''''''''''11:< .. l>I..in, q( .. ,0/1.:.1 ,....., o.er h""I; " .. "" ""'eh ,$ ..00-< .so 
JXn~"'iC>. Tb<n ..... ,..ere-. calculation .. ";mil. w lal {AprcrilixJ\ 
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0+ 0ITIME/+O 2 TRN+O 3 INT+ b 

variables Y N 0 0 01 O 2 0 3 

Total R 2 

10 0.09 0.02 0.00 -0.00 0.803 

Incremental R2 10 -0.00 0.01 0.311 

10 -0.04 0.01 0.00 -0.00 0.370 

11) 

Incremental book value R 2 10 -0.03 0.01 0.713 

10 0.14 0.00 -0.00 -0.00 0.746 

x T-statistics are in the pw·enl:he!,es. Variable definition: TIME is t is 1 for year and increases 

one for each additional year. TRN is the percentage of the firms' observations in year t that are 

... ".,,,it,.. .. ,, ..... '""'!!.". INT is the percentage of the firms' observations in year t that are "UG'''!'.'''''_ 

intensive. All of the above were corrected for the first autocorrelation in the residual 

a!'.",,,,,, , .... d''' .... least squares l>""rn,."h Prias and Winsten and described in Greene 

Mnurlpw and Weiss 

Y The del)endellt variables are Total R 2 from and book 

the Incremental earlrlml~S R 2 and the Incremental book value R 2 . 

is 

it 

are .... , ........ "' .... 

on are are t= 15 
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coc~mClents on 
x 

Models: R ~ = () 0 + (}t TIME I +b 

=() + o 

Ueperldelnt variables Y 

on 

Coefficient on book value 

N 

10 

10 

10 

x T -statistics are in the pal·enl:hel;es. 

-0.69 0.08 0.00 0.01 0.186 

-0.01 0.01 0.723 

-0.21 0.02 0.00 0.00 0.770 

one for each additional year. TRN is the n ..... " .. n't!' of the firms' observations in year t that are 

!NT is the percentage of the firms' observations in year t that are "" .... 6''' ....... 

intensive. All of the above were corrected for the first autocorrelation in the residual 

a 6 ..................... least squares ,,,u,,,,,.,,,h Prias and Winsten and described in Greene 

IVIrIUa",,,, and Weiss 

Y The deJlenclellt variables are coefficient on acc:oUlltin:g ellmings and coefficient on book value from 

the on acc:oulntirlg elmlings and book value. 
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Aptlend:lX 1 

end observation of both acc:OUIUlnlj;!; elllTlings and book 

B are the incremental eXlm,mlalury power 

the incremental "A~"""l"'V'Y power of book value 

and book value 

aCC:OUl:ltil1lj;!; p.Sll"Tllno!: and 
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Note: label C and E presents a percentage of the firms with and firms with 

UU."'I'>llU'''' intensive assets resnec:tiv,el 
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AppenlQIX 4 

the 

incremental eX)Ulltlat'ory power of and incremental power of book 

value TRN and INT are for year 1993 1 and increase 

Del'cerlta,~e of tr".,.,it,1\TV .. ""nin'~" and percentage of inUmai,ble intensive firms over of 

time 



Univ
ers

ity
 of

 C
ap

e T
ow

n

-I 

.... v''"'u ..... ,' ...... on 

which rer're~:errtJ'l the coefficient acc:oUlrltll1lg "'UUl."!!>" and the coefficient of book value .... """'r·t'''''''" 

TRN and INT are renre!!lmte:d for year 1993 1 and increase 

trallsitli)ry eaflninl~s and percentage of "" ... ,!!>" ...... intensive firnls over of time 

percentage of 

R2 
2 

and represents value relevance of .. ",,,,uu, ... "-"""j!r' and value relevance of book value across 
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AptlenCllX 6 

lJeperldeltlt variables Y 

R 

R 2 of book value 10 -0.01 0.01 0.619 

10 44.10 -0.56 0.064 

intensive 10 64.59 -2.53 0.466 

x T -statistics are in the Variable definition: TIME is t is 1 for year and increase by 

one for each additional year. All of the above were corrected for the first autocorrelation in 

the residual a least squares Prias and Winsten and 

described in Greene cited in 

Y The "'''1'"''''''''''''' variables are the value relevance of "",""UU'U"'11!; "'llml""''' the value relevance of book 

percentage of firms with tr""!l:lf,nrv eantlml~S and the percentage of firms with 

intlmgible intensive assets. 




