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uations changed substantially. This research uses two different approaches, which are cross-sec-
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vide strong evidence of non-linear changes to the value relevance of the accounting measures
over time. Moreover, using panel data analysis, the results of unconditional comparisons reveal
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value relevance of earnings per share during the IFRS regime. This could potentially contribute
to explain the decrease in the value relevance of accounting numbers during the switchover to
IFRS in Indonesia. This study infers that IFRS did not provide robust and recent evidence of its
accounting relevance in emerging market countries. Therefore, the usefulness of adopting IFRS
needs to be reviewed. It also recommends that the adoption of IFRS should consider common
business practices in Indonesia, since this adoption may empower investors’ decision making,
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Introduction

Being part of the classical research de-
signs into market-based accounting studies,
the topic of the value relevance of account-
ing measures has been empirically analyzed
in various settings. While the earlier studies
focused on mature markets, more recent re-
search has been concerned with the value
relevance of accounting measures in devel-
oping/emerging market countries, which
provide a unique setting (Amir et al., 1993;
Graham and King, 2000). Featuring their de-
velopment toward well-functioning institu-
tions, the unique setting motivates some stud-
ies to analyze the stability of value-relevance
as well as its potential evolution. Some stud-
ies undertaken in this unique setting observed
mixed results, and some inconsistencies were
attributed to the problems of the research-
es’ designs (Abdel-Khalik et al., 1999; Chen
et al.,, 2001; Sami and Zhou, 2004). In addi-
tion to the nature of value relevance stud-
ies in emerging market countries, there has
also been growing interest toward value rel-
evance’s superiority. Accordingly, the debate
on whether International Financial Reporting
Standards (IFRS), which represent interna-
tional accounting standards, have more val-
ue relevance than national accounting stan-
dards in those economies remains open as
consensus about this is far from consistent.

Answering a call from the previous lit-
erature, such as in Schipper (2005); Weetman
(2006); and Tsalavoutas et al., (2012), this pa-
per rigorously assesses the extent to which
the accounting measures in financial reports
serve as useful information for the equity val-
uations performed by investors in the capi-
tal market in Indonesia, an emerging market
country which has had its equity valuation

changed substantially. Little is known about
value relevance in the country, but similar
emerging countries have attracted the atten-
tion of many investors, who try to diversify
their portfolios and expect new investment
opportunities. Therefore, this paper address-
es two main objectives: (1) Detecting changes
in the value relevance of accounting measures
over a set period. (2) Examining the value
relevance during the reform of the account-
ing-information system. Focusing on a single
emerging country, this paper seeks to clearly
articulate the objectives, since the research
design allows us to control some factors
that affect the financial reporting processes
of companies and the investment behavior
of stock market players (Harris et al., 1994;
Ruland et al., 2007; Sarumpaet et al., 2017).

As an emerging market country, Indone-
sia offers an attractive environment because
of its economic and institutional factots.
More importantly, the factors are in a steadily
changing condition. Being one of the oldest
exchanges in the emerging market economies,
the Indonesia Stock Exchange has become
necessary in the emerging financial markets
of Asia (Alford et al., 1993; Suwardi, 2004).
However, according to Baralexis (2004), the
financial market is not supported by a mature
and robust accounting/audit profession. This
potentially affects the regulation of account-
ing practices. Moreover, the reform of the
accounting information system in Indonesia,
which was expected to improve pricing effi-
ciency, now provides an environment that en-
ables this paper to analyze whether accounting
measures made under IFRS have a superior
value relevance than those prepared under
Indonesian Financial Accounting Standards.

By employing share price models de-
rived from Ohlson's (1995) valuation mod-
el of residual income, this paper analyzes

50



the value relevance of accounting measures
in Indonesia over the period from 2002 to
2018 using two different data sets, which are
cross-sectional and panel data. Without mak-
ing any distinction about the applicable set
of accounting standards, the results of our
yeatly cross-sectional regressions uncovered
two key findings. First, the accounting mea-
sures, represented by the book value and
earnings per share, are relevant to the pro-
cess of equity pricing and valuation in Indo-
nesia’s capital market. The results from the
relative and incremental approaches indicate
earnings persistence in the effort to set share
prices in Indonesia. Second, value relevance
and its incremental form appeared to change
over the duration of this study. Going be-
yond graphical inspections, we formally
modeled the incremental explanatory pow-
er of accounting measures on a time trend
and found a significant non-linear pattern for
the value relevance. We accurately document
the change with an upward trend during
the 2002 to 2012 period and a downward
trend during the period from 2012 to 2018.

This study takes into account certain
assumptions to strengthen its associated ex-
amination between fundamental accounting
information and stock prices. First, this study
assumes that the Indonesian capital market
is at a semi-strong hypothesis level. This as-
sumption shows that fundamental accounting
information should be perfectly reflected by
stock market prices. This reflection process
means that in the Indonesian capital market,
there is no dominant private information,
since all information is public information
and is reflected in the share prices (W. Bea-
ver et al., 1980; Motck et al., 2000; Ohlson,
1983). In other words, this study assumes that
information leakages, ceteris paribus, did not
occur during this research period. Second,
this study believes that the political cost hy-
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pothesis (Makar and Alam, 1998; Watts and
Zimmerman, 1990) does not significantly af-
fect accounting information and accounting
numbers. Even though this research has re-
moved the accounting period that can affect
accounting information, this research still as-
sumes that during this research period, there
were no political changes by the Government
of Indonesia (Gol) or the accounting regu-
lator to the policies that affect the volatility
of accounting information. Third, this study
considers that macroeconomic information
does not significantly affect the association
between accounting information and stock
market prices on the Indonesian capital mar-
ket. This study, furthermore, believes that the
volatility of the Indonesian rupiah does not
affect this association too much (Beisland
and Hamberg, 2013; Guenther and Young,
2000; Joh and Lee, 1992). In other words,
the volatility of the rupiah, in comparison
with the US dollar, has an average ratio of
adjustment, which is transmitted into the
stock prices as the formulation of the trade-
offs by the money market and capital market.

Panel data models are employed to ex-
amine whether the 2012 switchover to IFRS
in Indonesia contributed to the change in the
value relevance of accounting measures. Us-
ing unconditional comparison tests, the re-
sults from our panel data models reveal that
the value relevance during the use of the In-
donesian Financial Accounting Standards was
higher than the corresponding measure under
the current regime of IFRS. In other words,
the informativeness of accounting measures,
especially earnings per share, tended to de-
crease after the mandatory switch to the in-
ternational accounting standard. Moreover,
the more significant role of the book value
under IFRS indicates the positive impact of
assets and liabilities recognition and fair value
treatment. In contrast, earnings do not play
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a pivotal role under IFRS, and the underly-
ing reason for this finding is related to the
curtailment of income smoothing practices.

This study could provide robust and
recent evidence of accounting relevance in
emerging market countries, and it is expect-
ed to contribute to the accounting literature
in two ways. First, it enriches the knowledge
regarding value relevance in developing mar-
ket countries by considering a country that
experienced a reform in its accounting-in-
formation system. To warrant its findings,
this paper was supported by an accurate
methodological choice and by the aware-
ness of the presence of critical arguments
on the design of value relevance that have
been raised by previous studies (Barth et al.,
2001; Barth and Clinch, 2009). Second, this
paper questions the extent to which the con-
vergence between Indonesian Financial Ac-
counting Standards and IFRS will contribute
to the betterment of the accounting system’s
quality and, as a result, increase the value rel-
evance of the accounting measures. In other
words, the advantages of IFRS adoption have
been challenged because there was no sig-
nificant improvement in the value relevance
(Clarkson et al., 2011). Therefore, the empir-
ical shreds of evidence presented in this pa-
per should be of interest to investors in the
capital market and the setters of account-
ing standards in emerging market countries.

The remainder of this paper is struc-
tured as follows. In the next section, this
paper reviews the previous research into
the value relevance of accounting mea-
sures and discusses the institutional setting
of financial reports in Indonesia, and es-
pecially its accounting standards. The sec-
tion that follows is devoted to the model
specification and data selection used in this
paper. Then, the empirical results are pre-

sented and discussed. This paper will end
with a conclusion and caveat of the study.

Literature Review

Relevant Prior Studies

The concept of value relevance, which
traditionally refers to the ability of accounting
measures to capture underlying information
about equity prices in the capital market from
financial statements, has presented an exam-
ination of the role of accounting measures
in providing useful information for making
economic decisions about the equity market
(Francis and Schipper, 1999). Since the semi-
nal works of Ball and Brown (1968) and W. H.
Beaver (1968), the relationship between share
prices and accounting measures has frequent-
ly been examined. Different contexts of such
research involve related issues that contrib-
ute to the growing body of value relevance
studies. The earlier studies investigated the
empirical relationship between accounting
measures and share prices in developed econ-
omies. The structural changes that occurred
in some developed countries motivated fresh
reviews of the evolution of value relevance
(Balachandran and Mohanram, 2011; S.
Brown et al., 1999; Sumiyana S el at., 2019).

While most value relevance studies us-
ing the United States (US) database conclud-
ed that value relevance decreases over time,
the findings of similar studies in developing/
emerging market countries provide mixed ev-
idence (Barth and Kallapur, 1996; Filip and
Raffournier, 2010; Sami and Zhou, 2004).
Some institutional factors, such as tax laws,
the legal framework, and the enforcement
of accounting standards, have been claimed
to be the primary factors that could contrib-
ute to the variations in the value relevance
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of accounting measures. However, the find-
ings from developing countries have indicat-
ed that value relevance cannot be predicted.

Recently, the studies of value relevance
in developing/emerging market countries
have compared the information quality in
financial statements under different sets of
accounting standards. The main objective has
been to analyze whether the implementation
of new accounting standards leads to a high-
er value relevance for the accounting infor-
mation (Clarkson et al., 2011). In particular,
the mandatory adoption of IFRS by many
countries has been regarded as the catalyst
for the recent value relevance studies. Some
studies concluded that IFRS implementa-
tion contributed to a higher value relevance
of accounting measures (Liu and Liu, 2007),
while other studies produced contrary results
(Hung and Subramanyam, 2007). According
to Barth et al., (2008), different consequences
of accounting standards are partially affected
by the interdependency between the account-
ing standards and the country's characteristics.

This research mitigates the effect of
different institutional factors in the wvalue
relevance of accounting measures prepared
under different accounting standards. Some
studies, however, have focused on sin-
gle-country studies instead of cross-countries
comparisons. The single-country studies have
focused on some developed countries such
as Australia (Goodwin and Ahmed, 20006;
Goodwin et al., 2008), the United Kingdom
(UK) (Christensen et al., 2009), and German
(Jermakowicz et al, 2007). Similar studies
in developing/emerging market countries
are beginning to appear (Liu and Liu, 2007;
Tsalavoutas et al., 2012; Sumiyana S, 2020).

From a methodological perspective,
there were some efforts to minimize bias
inferences in the value relevance studies un-
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der the regression approach (Ali and Hwang,
2000; Barth and Kallapur, 1996). The first
effort was related to the choice or specifica-
tion of the model because value relevance
can be mathematically modeled using ei-
ther the share price or stock returns as the
measured variable. The price model spec-
ifies the share price as a linear function of
the book value and earnings per share. The
specification was based on what developed
from Ohlson's (1995) concept of residu-
al income valuation. On the other hand,
the returns model expresses share price re-
turns as a function of earnings and chang-
es in earnings (Easton and Harris, 1991).

Having noticed the relative merits and
shortcomings of the models, many research-
ers believe that both models represent dis-
tinct features. The price model’s specifica-
tion should be applied if the focus is on the
relationship between accounting measures
and company share price (Ohlson, 2001;
Sunder, 1973). The price model is more rel-
evant for analyzing how the changes in the
new accounting measures affect companies
market values. Technically, many previous
studies have also realized that both mod-
els also seem to suffer from econometrical
problems. The price model could produce
a less biased regression coefficient, but the
explanatory power of the model can be bi-
ased due to the size effect, and the omit-
ted-variable problem (Easton and Sommers,
2003). Moreover, the price model also suffers
from a spurious scale effect because high
share prices seem to be closely linked with
high book values and earnings per share (S.
Brown et al., 1999). On the other hand, the
return model’s regressions could mitigate the
size effect by the scale and produce reliable
explanatory powers, but there is a poten-
tial error caused by an independent variable
problem. This could create bias in the coeffi-
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cient of earnings response toward zero (Sti-
prakask P Kothari and Zimmerman, 1995).

The second effort to minimize bias in-
ferences in the value relevance studies un-
der the regression approach is related to the
choice of a time window that will be set in
the company market value estimations. Us-
ing a sample of United States’ companies,
Collins and Kothari (1989) explained that
the choice of a time window could have
an undesired effect on the value relevance
studies, in the context of a single-country
analysis. Moreover, there are three opin-
ions for time window choices. According to
the first opinion, a 12-month time window
was selected using three different types of
ending, namely ending at fiscal year-end,
ending at three months after fiscal year-
end, and ending at four months after the
first year-end. Moreover, the second opin-
ion offers a 15-month window by ending
three months after fiscal year-end. The third
opinion employs an 18-month window, by
ending six months after fiscal year-end.

The Indonesia Stock Market and Ac-

counting Environment

Although it initially opened on August
10, 1977, Indonesia’s capital market began to
grow too big in the last decade. At the begin-
ning of the 2000s, there were 286 companies
listed on the Indonesia Stock Exchange, with
a trading value of IDR 122.8 trillion (US §
1 = IDR 9,595). By the end of 2018, there
were 619 companies listed on the Indone-
sia Stock Exchange, with a trading value of
IDR 2.040,09 trillion (US § 1 = IDR 14,481).
Reaching a total market capitalization of
485.01 billion US dollars, the Indonesia
Stock Exchange was one of the 30 largest

stock markets in the world in 2018 (see data
source https://www.world-exchanges.org).

Listed companies in Indonesia are sub-
ject to disclosure regulations. According to
the Capital Market Law No. 8 (1995), it is
compulsory for companies listed on the In-
donesia Stock Exchange to publish periodic
reports and submit them to the capital mar-
ket authorities. Moreover, the listed compa-
nies are also required to have published an
annual audited balance sheet and income
statement in two Indonesian newspapers,
one of which must have a nationwide cit-
culation. The reports should be publicly
available within 90 days of the date of the
balance sheet. Before the implementation
of IFRS, all the published reports must
comply with the Indonesian Financial Ac-
counting Standards (or the Statement of
Financial Accounting Standards - SAK).

In December 2008, the Indonesia Fi-
nancial Accounting Standards Board decid-
ed that the Indonesian Accounting Standard
will be gradually converged to IFRS, as of
2012. The process of convergence was divid-
ed into three stages; adoption (2008 to 2010),
preparation (2011), and full implementation
stage (2012). Although there was slow prog-
ress during the first phase, the Board had
successfully revised 15 accounting standards
and revoked 15 non-IFRS based rules by
2010, which led to alimited gap between SAK
and IFRS (Bank, 2011). The capital market
authorities complied with the new develop-
ment of accounting standards in Indonesia,
and it then issued regulation No. KEP-346/
BL/2011. The companies listed on the In-
donesia Stock Exchange released their first
financial reports using international account-
ing standards at the end of March 2012.
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Methods

Specification of Share Price Model

The analysis of the value relevance of
accounting measures in this paper is based
on the valuation model of residual income,
which was initially proposed by Ohlson
(1995). The model starts with the dividends
discounted model, which assumes that the
equity value equates to the present value of
expected future dividends, with the given
consideration of homogeneous preferenc-
es, the neutrality of risk, and non-stochas-
tic interest rates. In the infinite-period set-
ting, the model can be written as follows:

E (D
=36 W

where EV; is equity value at time 7,
E,(D.::) is the expected dividends to be
received at time 747, and R is the constant
risk-adjusted discount rate.

Holding the assumption of clean surplus
relation (CSR), the book value per share is used
to represent the equity value of a company.
Specifically, the CSR assumption dictates that
any changes to the book value of a stock are
associated with changes to the income gen-
erated and retained by the company. These
relationships can be expressed as follows:

BV,=BV,  +xt—D, (2)

where Bl is the book value of the share at
the end of the period 7 by analogy BV([ /)
is the book value of shares in the previous
period, x, is accounting earnings for period
t, and Dt is dividends paid at time % More-
over, using a simple algebraic manipulation,
this paper introduces an abnormal earn-

ings equation and rewrites Equation 2 thus:

D,=z!+(1+R)BV,.,—BY, (3)
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where z is abnormal earnings and is de-
. ) )
fined as x/ =x -R(Bl”, ). Using Equation 3,
D g in Equaﬂgn 1 is replaceq to derive the
basic residual income wvaluation model, as

shown below:.
EV,=BVi+y" ((11712)) (4)

Equation 4 implies that the equity value
would be determined by the book value of
shares and the present value of expected ab-
normal earnings. Moreover, Ohlson (1995)
introduces a conceptual framework called
linear information dynamics that accom-
modates the linkage between accounting
information and a company’s intrinsic val-
ue. There are some assumptions about the
time-series behavior of abnormal earnings in
Equation 4. Accordingly, the abnormal earn-
ings are generated by the following process:

.’L'taﬂ'ﬁxta +y+it+ Eu+, (5)
Vign = YVt Exn (6)

Where 2, is other information besides abnor-
mal earnings, ¢ is a persistence parameter of
abnormal earnings x4 (0= ¢<7), yis a per-
sistence parameter  of other information
v(0=p<7), and ¢ ,¢, are zero-mean random

disturbance terms.

The valuation model of the clean surplus re-
sidual income is combined with the linear in-

formation dynamics, as shown below.

EV,=BV,+ (7)

id x+ L+ R v
L+R=y™  (1+R-y)+(1+R-7y) "
Equation 7 is further reformulated to obtain
a model in which abnormal earnings can be
substituted by earnings, as shown below.

EV,=(1—k)BV,+k(¢zi""™ — D)) + a,v,
(Capital Market Law No. 8, #48)

Where kzaﬂz% and §0=%. The

term £ describes the relative importance of
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accounting information measures in equity
valuation.

Equation 8 can be rewritten to express a
linear relationship between the equity value
and accounting measures, as in the following
specification.

EV = B.BV + f,Earning + B:Devidend + Biv +e (9)

Equation 9 serves as the theoretical foun-
dation for our value relevance study. If
dividend and other information have
no roles in the long term, we utilize the
equation to develop our basic specifica-
tion on the share price model as follows:

EV, = B() + BIB‘/M + BQECL?"’/L’L"I’Lgi.t + e (10)

Where the dependent variable EV, p is the
share price of a company 7 four months af-
ter the end of the fiscal year 7 (i.e., April 30
in year #+1). Similar with Barth et al., (2008),
the choice for the specific time window of
the share price is to ensure that the account-
ing measures have been in the public domain
because, in most emerging market countries,
including Indonesia, all the companies’ finan-
cial reports for the year #will be fully available
in March or April in the year #+1. Therefore,
the share price after four months is assumed
to reflect the utilization of the accounting in-
formation by investors in the capital market.
The independent variables Bl p refer to the
book value of equity per share, which indicate
the net asset value of the company on a per-
share basis, and Earnings, refers to earnings
per share of company /for the period at time ~

The share price model shows that the
book value per share (BIl”) and earnings per
share (Earnings) provide valuable information
for the valuation of equity. The book value
coefficient f§, is predicted to be a significant
value driver, especially when companies are

reporting losses (Bao and Chow, 1999; Barth
et al., 1998; Darrough and Ye, 2007; Dobija
and Klimczak, 2010). Moreover, both inde-
pendent variables are expected to have a sig-
nificant positive effect on the share price. The
intercept f is expected to be statistically in-
significant since the valuation model implies
there is no theoretical role for the intercept.

Regression Analysis and Value Rele-
vance Metric

The authors evaluate the value rele-
vance of accounting measures in Indonesia.
This paper estimates Equation 10 in two dif-
ferent settings: cross-sectional and panel re-
gressions. The cross-sectional regression is
critical for several investigations (Barth and
Kallapur, 1996; S. Brown et al., 1999; Ste-
phen P Kothari, 1992). First, it allows us to
assess the relationship between accounting
measures and the share price of the com-
pany. Second, it also allows us to identify
whether there is a shift in the value relevance
of the accounting measures over the period.

If the linear relationship between ac-
counting measures and share price is sta-
tistically significant, the degrees to which
accounting measures explain the vari-
ations in equity price will be utilized as
the value relevance measure (Amir et al,
1993; Bartov et al., 2005). In other words,
the explanatory power of the combined
book value and earnings per share (i.e.,-
adjusted R?) represents the value relevance
metric. Changes in the metric over time
is therefore the first research objective.

This paper also analyzes the value rel-
evance of each explanatory variable to in-
dicate which accounting information is a
better summary measure for setting equity
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prices. Technically, this calculation of the
relative explanatory power of the book val-
ue and earnings per share would be obtained
from the regression models, as shown be-
low. Adjusted R, for equations 11 and 12
are denoted by R, ~and R?_, respectively.

EV,=ay+a.BV,+ e (11)
EV, = y.+ y.Earning, + e (12)

Following King and Langli (1998), this
paper decomposes the incremental com-
ponent of the book value per share, R?, ,
and the incremental component of earnings
per share, R’ .

at providing insights on whether the book

The decomposition aims

value or earnings per share present different
information to the capital market investors
when they set share prices. Technically, the
incremental explanatory power of earnings
per share (Incremental EPS) is derived by
subtracting the adjusted R’ of Equation
11 from the adjusted R’ of Equation 10
(ie. Ineremental EPS= R’ -R°, ). Similar-
ly, the incremental explanatory power of
the book value per share (Incremental BV)
is obtained from the difference between
the adjusted R? of Equation 12 and Equa-
tion 10 (ie., Incremental BV/=R’ -R?_ ).

Panel data analysis is employed to an-
swer whether there is a change in account-
ing quality as a result of the reform of the
accounting information system in Indone-
sia. This paper estimates the value relevance
of accounting measures in the pre- and
post-periods of IFRS implementation. Us-
ing panel analysis, this paper also examines
whether there is a similar result regarding
the positive relationship between account-
ing measures and share price among loss-
and profit-making companies for earnings.

Suwardi

Sample and Data Collection

The population for this study covers all
the listed companies on the Indonesia Stock
Exchange. Following previous studies, some
firms with negative book value per share
were eliminated from the analysis (Collins et
al., 1999). Moreover, the data covers the 2002
to 2018 period and were chosen for the data’s
quality and availability. The selected period
consists of a six year period before IFRS im-
plementation (2002 to 2007) and eleven years
after IFRS implementation (2008 to 2018).

As explained in the previous section,
the value relevance of accounting measures
would be examined by two regression set-
tings, namely cross-sectional and panel re-
gressions (Aboody et al., 2002; S. Brown et
al., 1999). For the cross-sectional regression
analysis, the final sample comprised of a dif-
terent number of firms each year, as provid-
ed in Table A.1 in the Appendix. On average,
there were 223 firms included in the example
in the year concerned or about 52.20% of the
initial population. Furthermore, for the pan-
el regression analysis, there was an additional
criterion used to select the sample. Accord-
ingly, only firms in existence both before and
after IFRS adoption were included, because
the objective of the panel regression analy-
sis is to capture the potential effect of the
accounting reform. Therefore, the final sam-
ple contained 194 firms for the full sample.

This study collected the data on share
prices, the book value per share, and earn-
ings per share from the Indonesian Capital
Market Directory (ICMD) provided by the
Indonesia Stock Exchange. To check the ac-
curacy of the data, this paper randomly com-
pared the data for some companies from the
ICMD database with the reported financial
statements of the same companies, which
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are usually uploaded on the company’s web-
site, and found no discrepancies in the data.
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book value and earnings per share have a
positive effect on the share price. As shown

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 201!
Figure 1. Correlation Between Accounting Measures and Share Price

Results

Yearly Cross-Sectional Regressions

This study investigated the statistical
moments of the main variables and then ob-
served that the variables did not follow a nor-
mal distribution in a strict form. As shown
in Table A.2 in the Appendix, there is a con-
siderable gap between the two measures of
location, namely the mean and median of the
main variables. Moreover, there is some evi-
dence of positive skewness and kurtosis for
all the variables in the sample. The positive
skewness values imply that observations are
concentrated on the left side. The positive
kurtosis values indicate a sharper peak and
flatter tails (Westfall, 2014). This descriptive
statistic was provided after controlling for
outliers. The effort to control the outliers
is based on several statistical measures that
may influence them, such as the studentized
residual, the covariance matrix ratio, etc.

The results from the correlation coeffi-
cients provide preliminary evidence that the

in Figure 1, the correlation coefficient for the
book value with share price has a range be-
tween 0.54 and 0.80. The highest correlation
coefficients occurred in 2018. The coefficient
of the yearly correlation coefficients between
earnings and share prices had a greater fluctu-
ation, with a range of values between 0.57 and
0.86. Moreover, the annual cortrelation coeffi-
cients for both the book value and earnings
with prices share a similar trend. The year-
ly correlation coefficients decline gradually
during the 2011 to 2014 time period. A consid-
erable fluctuation followed this decline in the
correlation coefficients until the end of 2018.

Performing long term value relevance
studies, this paper estimates cross-sectional
price regressions on the book value and earn-
ings per share using ordinary least squares
(OLS) with Whites heteroskedasticity-ad-
justed standard errors. As shown in Table 1,
there is strong evidence that the book value
and earnings per share are value relevant, as
they are statistically significant for explaining
the variation in share price. It is observed that
the impact of these two variables is positive.
Morteover, the coefficients of the book wval-
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ue per share are statistically significant in 16
out of 17 years. However, the magnitude of
the book value coefficients is smaller than
earnings in most of the pooled cross-sec-
tions. Possible reasons for this result could
be related to the ability of income to pro-
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vide information regarding the utilization
of company resources (S. Brown et al,
1999; Holthausen and Watts, 2001). There-
fore, expressing the share price as a weight-
ed function of the book value and earn-
ings per share, this paper observes that the

Table 1. Yearly Cross-Sectional Regressions of Share Price on Accounting Measures

Year BVPS EPS C Adj R2 F-test N
22 em  aon  mas
2003 ?6.107;1;«)* ?0893:1*)** 2382(}3836)*** 0.586 148.665%+* 210
R T
2005 (()(ff 26:)* ?106236:;* 24774. 1295 15)** 0.528 127.310%%% 227
2006 (51 ooy amssy O
2007 ?(flz 93 ;* 2148310 1*)* ?8525 '1086 j)** 0.524 132.025%%* 239
2008 ‘()0215531) 5045821& fj;;f;) 0.499 1035785+ 207
2009 ?6.2133371)* ?(';229;** ?6797 '163673)*** 0.831 597324 244
2010 (()0219 781*) ?1065 583*)** ?7035 353** 0655 218982 231
2011 (()6?5;8) 21257;;*** ?1331319313 0.700 288646+ 248
2012 0.526* (0.311) gf;g())*** 72.855 (170.788)  0.580 142,017 205
2005 iy Py 0% 0.167 20304 213
2016 0.433* (0.240) 220 5352)*** 73.468 (368.42)  0.750 345.221%* 230
2017 0.452%% (0.127) 5029264;)** ?1914506197;** 0.648 194100 210
2018 0.847%%* (0.231) ?1891255)* ?19:6""1890;* 0.675 2932034 227

Values in parentheses report robust standard errors. *, **, and *** indicate statistical significant at the 10%, 5%, and
1% levels, respectively.
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weight is dependent on earnings persistence.

According to the cross-sectional regres-
sions, the combined explanatory power of the
accounting measures in explaining share pric-
es, taken four months after the fiscal year end-
ed, varies over the sample periods. Within the
sample period, we observe three periods with
significant differences in explanatory pow-
er. During the 2002 to 2007 time period, the
mean of the adjusted R’ values of cross-sec-
tional regression were 50%, indicating that
the accounting measures explain about 50%
of the variance in the share price. During
2008 to 2011, which marks the IFRS adoption
phase in Indonesia, the book value and earn-
ings per share indicated substantial explanato-

Adjusted R Square
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erage of 45.9% for the 2012 to 2018 period.

Conducting relative value relevance
studies, we estimate two univariate regres-
sion models, as explained in Section 4. As
summarized in Table A.5, the results indicate
that earnings play a primary role in predicting
future cash flows. Specifically, the explana-
tory power of earnings per share is relative-
ly higher than the explanatory power of the
book value per share in the sample period.
The mean of the adjusted R’ values of earn-
ings (46.7%) exceed that of the book value
(39.9%). Moreover, the incremental value rel-
evance studies show that earnings per share
have more incremental value relevance than
does the book value per share in 12 of the 17

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 20152016 2017 2018

eeseee Adj R2 Total

Incr BPVS = == == Jncr EPS

Figure 2. The Combined and Incremental Explanatory Power in 2002-2018 Period

ry powers to describe the variations in share
prices. The mean of the adjusted R’ values of
all the cross-sectional regression were 67.1%.
Moreover, the explanatory power during the
era of IFRS implementation appears to be
more volatile. Accordingly, the adjusted R’
values range from 12% to 75%, with an av-

years. On average, the book value and earn-
ings per share explain 6% and 13% respective-
ly, of the total variation in share prices. This
finding implies that each measure provides
different information to investors setting the
equity prices. Therefore, it is consonant with
the theoretical framework of Ohlson (1995).
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To inspect any changes in the val-
ue relevance and its incremental form over
the period, the adjusted R’ values of the
cross-sectional regression and the incre-
mental explanatory power of the accounting
measures are plotted in Figure 2. The results
show that the adjusted R? values appeat to fol-
low a non-linear trend during 2002 to 2018.
Regarding the adjusted R values, this paper
documents a change with an upward trend
during the 2002 to 2009 period. The adjusted
R? values reached their peak in 2008 (Adjust-
ed R’=83%). For the 2010 to 2014 period,
the adjusted v values decreased substantially.
This period included a short-transitory year,
when listed firms began to apply the new reg-
ulation regarding accounting standards. This
adjustment might lead to difficulties in as-
sessing company performance, as is indicat-
ed by the decrease in the adjusted R’ values.

While the incremental explanatory pow-
er of earnings follows a similar pattern to the
combined value relevance, the book value per
share saw its incremental explanatory power
increase after the implementation of IFRS in
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2012. To formally document any trends that
existed in the incremental explanatory power
over time, this paper regressed the incremen-
tal explanatory power of the book value and
earnings per share on the independent vari-
able of a time trend. Specifically, the regres-
sions were based on the following models.

R¢:60+61T’im€t+€t (13)
R, = 6<)+81Timet+51Timef+et (14)

Where R represents the incremental
explanatory power of accounting measures,
book value and earnings per share. The Time
variable refers to the 17 years of the sam-
ple. If the Time variable shows a significant
positive coefficient, it implies that the value
relevance measures experience a particular
increase. Conversely, a coefficient with a sig-
nificant negative result suggests a decrease in
the value relevance measures. In Equation 14,
a quadratic term of the time trend variable
is also fitted to indicate whether there is a
non-linear trend. Table 2 reports the result of
the time-series regression of the incremental
explanatory power on the time-trend vari-

Table 2: Regressions of the Incremental Explanatory Power

Model Specification C Time, TimeZt R? F-statistics
Dependent Variable:
Incremental EV
Model 1 0.166%* -0.0040.002711 0.06 1.06
(0.031) ' ' ' '
Model 2 0.093  (0.053) 0.018 (0.013)  -0.001* (0.001) 171 1.453
Dependent Variable:
Incremental BV
Model 3 0.086  (0.052)  -0.003 (0.004) - 0.03 0.61
0.200%** o 0.002%** s
Model 4 (0.083) -0.039** (0.017) (0.000) 0.36 3.98

Values in parentheses report robust standard errors. *, **, and *** indicate statistical significant at the 10%, 5%, and 1% levels,

respectively.
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ables. In general, the results show no evidence
for a reliable increase or decrease in the in-
cremental explanatory power throughout the
period. However, this paper found a signifi-
cant non-linear trend for the value relevance
metric. Regarding the incremental explanato-
ry power of earnings, this paper documents
a positive coefficient for the term Time and
a negative coefficient for the quadratic term
Time’ , which supports a significant non-linear
trend in the incremental explanatory power
throughout the sample period. It implies that
the increasing change in the incremental ex-
planatory power of earnings is less than linear,
because of the downward force of the qua-
dratic term. Furthermore, the result of the in-
cremental explanatory power of the book val-
ue reveals the opposite pattern. In particular,
the linear time has a downward effect while the
quadratic time has an upward impact. It im-
plies that the trend line will level off and head
upward. Finally, all findings confirm the sim-

ple observation of Figure 2, which then leads
to a piece of strong evidence that the value rel-
evance experiences a change in its non-linear
trend over the duration of the study.

Panel Regressions

After observing a significant change in
the value relevance of accounting measures
over the sample period, in the Indonesian
context, this paper examines whether the
shift is partly attributed to the reform of
the accounting information system. Since
2012, firms listed on the Indonesia Stock
Exchange must fully comply with IFRS for
all their published financial statements. The
descriptive statistics in Appendix 1 indicate
that there are significant differences between
accounting measures prepared under IFRS
and those made under the Indonesian Finan-
cial Accounting Standards. The differences
in the mean of the book value and earnings

Table 3. Fixed Effect Panel Analysis

Model N
Panel A: All Firms

2002-2018 1.309* (0.711) 14.367+%F (3.136) 0.651 3,298
2002-2011

(The Regime of Indonesian Fi- 0.754* (0.443) 12.665%%* (3.669) 0.784 1,940
nancial Accounting Standards)

2012-2018 3.672%F (1.851)  12.755%F (5.002)  0.638 1,358
(The Regime of IFRS)

Chow Test 148.35%%*

Panel B: Excluding Losses

2002-2018 2.216%*F (1.065)  14.600*** (3.293) 0.671 1,343
2002-2011

(The Regime of Indonesian Fi- 1.231%% (0.617)  14.598%F* (3.807) 0.845 790
nancial Accounting Standards)

2012-2018 (The o o

Regime of TFRS) 6.207%* (2.567)  11.211*%F (4.885)  0.668 553
Chow Test 84.39F+*

Values in parentheses report robust standard errors. *, **, and *** indicate statistically significant at the 10%, 5%,

and 1% levels, respectively.
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per share during the pre-and post-IFRS pe-
riods are 460 (significantly different from
zero at the 0.01 level) and 116 (substantial-
ly different from zero at the 0.10 level), re-
spectively. Therefore, the 2012 switch to
IFRS motivates this paper to explore the
possibility of the extent to which the finan-
cial statements prepared using internation-
al accounting standards are more valuable.

To analyze the change in the linear rela-
tion between market values and accounting
measures under different reporting regimes,
this paper uses a two-sample uncondition-
al comparison test, which specifies the two
reporting regimes as independent samples.
Utilizing panel data, the test is accommo-
dated by the fixed effect regression model.
The regression estimator is relevant as it en-
ables us to control the effect of any omit-
ted variables and unobserved heterogeneity.

Summarized by Panel A in Table 2, the
result for all the firms in the sample suggests
that, in general, accounting information is
value relevant during the 2002 to 2018 pe-
riod, as shown by the significance levels
of the independent variable’s coefficients.
Moreover, the unconditional comparison
tests reveals that the value relevance of the
accounting measures in the regime of the In-
donesian Financial Accounting Standards is
high (Adj R*=0.784), compared to the cor-
responding measure in the regime of IFRS
(Adj R*=0.638). The Chow test for diffet-
ences in the combined explanatory power
of the book value and earnings per share
during the pre- and post-period of IFRS
adoption rejects the null hypothesis of no
difference in the value relevance, suggesting
that the value relevance of the book wvalue
and earnings declines after IFRS adoption.

Evaluating the coefficients of the ac-
counting measures, this paper found that
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book value coefficients are statistically signif-
icant at the 10% and 5% level, respectively,
in both regimes. However, the coefficient
of the book value per share under IFRS is
significantly higher than that of the cor-
responding coefficient for the Indonesian
Financial Accounting Standards. IFRS re-
quires firms to be more committed to the
more significant usage of fair values. To
comply with the requirement, firms are en-
couraged to curtail their practices of creative
accounting related to their balance sheets.
As a result, the balance sheets numbers be-
come more value relevant. This finding is
similar to Hung and Subramanyam (2007)
and Devalle et al., (2010), who report an in-
crease in the book value coefficient after the
switchover to IFRS, in the context of Get-
many and the United Kingdom, respectively.

The unconditional comparison tests
also show that the coefficient of earnings
is value relevant in both the accounting re-
gimes. It could also imply that the introduc-
tion of fair value adjustments in the income
statements under IFRS does not lead to
a decline in the persistence of net income.

Similar results found in the uncondi-
tional comparison tests using the full sample
are also valid when the sample is limited to
a positive-earnings sample. Accordingly, bal-
ance sheet numbers would be more value rel-
evant, but income statement numbers would
be less value relevant under IFRS. Moreover,
the decreased explanatory power of account-
ing measures (from 84.5% to 66.8%) is also
observed using a positive-earnings sample. In
addition to the findings, there are two notice-
able differences between the full sample and
the positive-earnings sample. First, during the
pre-1FRS adoption period, the coefficients of
earnings per share for the positive-earnings
sample tend to be relatively high, compared
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to those for the full sample. This may indicate
that investors view losses as temporary be-
cause investors could execute their choice to
liquidate the company rather than to endure
losses. Therefore, compared to positive earn-
ings, losses are weakly associated with market
values. Second, the magnitude of the book
value coefficient under IFRS is getting larg-
er, even if it is compared to the coefficient
of earnings in the same regime. This finding
justifies the notion that a balance sheet with
more fair values leads to an increase in the
value relevance of the book value per share.

Research Findings and Conse-
quences

First of all, this study finds that Indo-
nesia, as an emerging country, only partially
adopted IFRS. It, therefore, shows that there
is a higher value relevance in using the for-
mer standard than the IFRS regime. The au-
thors arguments, using some critical reason-
ing, follow. First, the authors argue that the
accounting figures generated based on IFRS
standards have relatively low verifiability.
This low verifiability is due to the increased
emphasis on fair value measurements offered
by IFRS standards. De George et al., (2012)
mentioned the implications of emphasizing
the measures of fair value are subjectivity,
discretion, and more professional judgment
in the financial reporting process. This study
proposes that the unreliable accounting
figures (i.e.,, earnings) cause earnings pet-
sistence to be low (Richardson et al., 2005).
If the relationship between stock returns and
earnings depends on earnings persistence
(Kormendi and Lipe, 1987), low earnings
persistence could explain the weak relation-
ship between the earnings numbers and stock
returns. This study, finally, recommends that
the proper accounting standard is the one

which can empower companies to main-
tain and improve their earnings persistence.

Second, this study posits Georgiou
(2018), who revealed dissonance in the re-
lationship between the Indonesian Ac-
counting Standards Board and the users of
financial statements. The dissonance is due
to the use of assumptions about the finan-
cial statement users behavior, based on the
country’s standard-setter, even though the
purpose of financial reporting is to provide
useful information. The results of Geot-
giou’s (2018) research using the interview
method showed that investors and analysts
have an interest in assessing how businesses
create and maintain value through a trans-
actional approach instead of the physical
one via the underlying assets and liabilities.
This study noted that fair values are those
that are required by the current accounting
standards, which are part of the transaction-
al approach. It, therefore, recommends that
the measurement of fair value in the current
accounting standards would not make the
generated information more relevant for us-
ers’ decision making, because of a different
approach. It found that the occurrence of
weak relationships between stock returns and
accounting numbers was due to ambiguous-
ness in achieving fair values for firms’ assets
using the transactional approach. It implies
there is no need for a re-engineering process
when transforming a physical-based mainte-
nance concept to a transactional-based one.

Third, this study takes into account the
effectiveness of accounting harmony in some
countries in Asia, which makes an interesting
study because of the diverse conservative
attitudes to adopting IFRS. For example, In-
donesia adopted IFRS, although when they
received the new IFRS standards, the Indo-
nesian accounting standard-setter took al-
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most three years to fully implement IFRS, or
adjust to its specifics. If this is compared with
Malaysia, Indonesia tends to be more conser-
vative in following IFRS harmonization. It,
however, found that Indonesia has different
attitudes when compared to some countries
across the Asia Pacific region. This phenom-
enon has also not been estimated explicitly in
the conclusions about the declining trend in
value relevance (Lev and Gu, 2016). The na-
ture of IFRS adoption is linear, with research
conducted by Kothari and Wasley (2019), es-
pecially in their sub-study of the accounting
method. The authors argue that the weak re-
lationship is indeed not specific to an exam-
ination of the accounting methods for share
price responses, but it usually is an aggregate
measure of the accounting methods used in
a country. This study also reveals that IFRS
adoption is closely related to the political is-
sue of IFRS harmonization in the world. It,
therefore, recommends a review of whether
this is based on its consciousness, coercion
or even merely imitation. In other words, this
study argues that IFRS adoption in Indone-
sia needs to be reexamined to see whether or
not it is serious about implementing IFRS.

The latest, this study found that the
IFRS convergence factor itself is not enough
to improve the quality of accounting infor-
mation (value relevance). The institutional
setting of the standard-setting also deter-
mines the quality of financial information.
The country-specific institutional environ-
ment includes the country’s origin and the
degree of enforcement of financial reporting
practices. Barth et al., (2008) and Karampinis
and Hevas (2011) stated that IFRS is intend-
ed for institutional environments with com-
mon law country origins, while Indonesia is
a code law country. Another country-specif-
ic factor that influenced the quality of ac-
counting information after IFRS adoption is
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the level of each country’s enforcement of
financial reporting practices. Referring to P.
Brown et al., (2014), Indonesia is a country
with a low level of implementation for its
financial reporting practices, i.e., its rating is
only 14 in comparison with the highest value
of 56. It implies that the Indonesian stan-
dard-setter should take into account these
two country-specific factors which need to
be considered to improve value relevance
after the adoption of IFRS. In other words,
this study proposes that the adoption of
IFRS affects not just the regulator, but the
Indonesian standard-setter needs to ascet-
tain its correct and proper implementation
by all the listed firm on the stock market.

Conclusion

This paper examines whether the ac-
counting measures had value relevance in
Indonesia, an emerging market country. This
entailed observing the impact of the book val-
ue and earnings per share on the market value
of companies. More fundamentally, the focus
of this paper was on detecting a particular
change in the value relevance of accounting
measures and to examine whether adopting
IFRS contributed to the evolution in value rel-
evance. Two different approaches, cross-sec-
tional data and panel data analysis were used
to address the research questions. This study
concluded that IFRS adoption shows some
ambiguities in improving the value relevance
of accounting measures. It argues in some
logical reasoning. The proper accounting
standard should have the ability to maintain
and enhance earnings persistence. The occur-
rence of the weak relationship between stock
returns and accounting numbers is due to
ambiguity in setting fair values for firms’ as-
sets using the transactional approach. Further
reviews are needed by the Indonesian stan-
dard-setter about its consciousness, coetrcion,
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or even imitation of the adoption of IFRS.
The adoption affects not just the regulator,
but the Indonesia standard-setter needs to
ascertain its correct and proper implementa-
tion by all the listed firm on the stock market.

Covering a sample of firms listed on the
Indonesia Stock Exchange over the period of
17 years from 2002 to 2018, cross-sectional
yearly price regressions provide strong evi-
dence that the book value and earnings per
share are value relevant, as they are significant-
ly associated with share prices. Moreover, the
value relevance of accounting measures over
the sample periods. During the 2002 to 2008
time period, the value relevance explains about
50% of the variance in the share price set. Af-
ter exhibiting a high level during the period
of the financial crisis and global imbalances,
the value relevance of accounting measures
appeared to decline during the 2010 to 2014
period, which coincides with the adoption and
implementation of IFRS in Indonesia. This
study’s findings, therefore, imply that the value
relevance experienced a change, with a non-lin-
ear trend, over the duration of this study.

Panel data analysis also confirms the an-
ticipated value relevance of the book value
and earnings per share. Moreover, a decrease
in the value relevance after the implementa-
tion of IFRS, as expressed by the lower com-
bined explanatory power of the book value
and earnings per share, is identified in the case
of Indonesian firms. In other words, the val-
ue relevance of the Indonesian National Ac-
counting Standard is statistically higher than
the wvalue-relevance of IFRS. Furthermore,
the results of unconditional comparison tests
may contribute to explain the change. In par-
ticular, the results show that, for both the full
sample and profit-only sample, the book value
plays a more significant role under IFRS, while
earnings play a greater role under Indonesian
Financial Accounting Standards. The purpose

of the book value under IFRS comes from
the balance sheet’s orientation and fair values
promoted by IFRS. The meaning of earnings
under Indonesian Financial Accounting Stan-
dards could be explained by the idea of earn-
ings smoothing, which enables firms to make
more frequent use of discretionary loss provi-
sions. These findings suggest that a reduction
of the value relevance of earnings per share
might offset the increased value relevance of
the balance sheet during the IFRS regime.

Limitation

The change of value relevance observed
in this paper cannot be strictly linked to an im-
provement due to the adoption of IFRS, since
the economic environment can influence the
results. The findings in this paper might call
for a reexamination of such country-specific
factors in describing the decrease in the value
relevance of accounting measures over the pe-
riod. Moreover, this paper should have a more
direct measure of the change of value rele-
vance of accounting measures. Further stud-
ies can be designed to obtain such measures.
Future studies could investigate the coun-
try-specific factors in describing the variations
in the value relevance of accounting measures
over the period. Second, this study has a lim-
itation due to the relationship between fun-
damental accounting information and stock
price, ignoring either the market-wide regime
shifting behavior, or that of industry-wide. It
associates accounting book values and earn-
ings with share prices in a firm-specific mod-
el only. Some extant research stated that this
association is highly dependent on either the
nation (country) or the industry in which it
controls and authorizes its listed companies
to leverage their accounting earnings. In oth-
er words, this study ignores the role of na-
tional (country) and industry authorization,
which could change the earning power of the
listed firms on the Indonesia Stock Market.
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Table A.1. Number of Firms Represented in the Sample for Cross-Sectional Regression

Suwardi

Year Total Listed Firms  Firms included in the Percentage of Sample
Sample to Total Population
2002 323 199 61.61%
2003 330 210 63.64%
2004 335 210 62.69%
2005 336 227 67.56%
2006 344 212 61.63%
2007 383 239 62.40%
2008 396 207 52.27%
2009 398 244 61.31%
2010 420 231 55.00%
2011 440 248 56.36%
2012 459 205 44.662%
2013 483 243 50.31%
2014 506 237 46.84%
2015 521 213 40.88%
2016 537 230 42.83%
2017 566 210 37.10%
2018 619 227 36.67%

Table A.2. Summary of Statistics of the Sample for Cross-Sectional Regression

Period Mean Median Std. Dev. Skewness Kurtosis Observations
Share Price
2002 452.59 225.00 821.50 6.23 55.68 199
2003 647.83 290.00 1,002.02 3.32 15.53 210
2004 795.05 355.00 1,329.43 4.26 27.30 210
2005 758.33 300.00 1,387.56 4.85 33.60 227
2006 945.16 400.00 1,890.92 5.11 35.22 231
2007 1,038.69 400.00 1,896.20 3.61 17.31 239
2008 683.64 312.50 1,010.15 3.20 16.36 242
2009 1,167.91 410.00 2,560.94 6.94 69.66 253
2010 1,301.58 505.00 2,091.87 317 15.51 238
2011 1,856.23 630.00 3,448.12 3.67 17.77 248
2012 1,894.41 590.00 3,525.50 4.55 30.10 243
2013 1,515.20 498.00 2,478.45 3.96 25.75 243
2014 4,687.93 715.00 21,571.14 10.47 126.26 237
2015 1,555.98 600.00 3,415.55 8.54 99.29 213
2016 2,285.45 900.00 5,124.55 8.95 108.31 230
2017 1,986.56 682.50 4,333.19 6.94 63.70 224

71



Gadjah Mada International Journal of Business - Jan.-Apri, 170l 22, No. 1, 2020

2018 2,006.97 610.00 3,353.38 3.53 20.41 227
Book Value per Share
2002 650.42 320.84 1,036.08 5.50 44.99 199
2003 636.21 314.89 916.79 3.63 19.75 210
2004 626.24 304.05 935.38 3.71 20.36 210
2005 596.21 315.71 817.35 4.35 32.06 227
2006 533.53 348.96 573.70 2.11 8.17 231
2007 629.42 353.10 888.99 4.26 27.27 239
2008 778.02 368.75 1,429.15 7.33 79.36 242
2009 808.56 378.56 1,690.01 9.62 123.32 253
2010 714.23 391.43 843.48 2.23 8.34 238
2011 864.73 480.35 1,072.66 2.14 7.31 248
2012 787.51 482.30 919.17 2.32 9.31 243
2013 845.92 529.87 967.46 2.32 9.79 243
2014 1,256.42 487.96 2,321.46 5.24 39.98 237
2015 882.12 521.93 1,077.00 2.88 13.61 213
2016 1,479.16 786.66 2,217.08 3.94 27.40 230
2017 1,322.97 682.82 1,965.05 3.26 15.87 224
2018 1,438.76 704.78 2,175.26 3.10 14.83 227

Table A.2. Summary of Statistics of the Sample for Cross-Sectional Regression (Cont’d)

Period Mean Median Std. Dev. Skewness Kurtosis Observations
Earnings Per Share (EPS)
2002 63.51 26.00 114.85 3.34 19.81 199
2003 50.86 15.00 97.49 2.32 10.46 210
2004 56.45 19.50 107.67 2.11 8.14 210
2005 48.43 15.00 94.14 4.28 34.80 227
2006 45.52 17.00 80.15 2.63 12.15 231
2007 69.59 25.00 146.00 2.95 17.84 239
2008 64.42 14.79 188.46 2.45 13.83 242
2009 89.35 25.95 290.51 10.62 142.34 253
2010 92.61 37.51 148.84 212 7.65 238
2011 127.19 48.81 226.37 2.89 13.86 248
2012 121.45 48.98 190.17 2.15 7.93 243
2013 111.57 40.00 273.72 7.82 89.41 243
2014 592.50 50.04 3,788.07 9.36 93.27 237
2015 132.43 20.25 832.86 13.35 188.59 213
2016 149.15 39.01 342.39 4.99 4217 230
2017 103.86 38.60 271.34 2.63 19.43 224
2018 103.20 27.19 278.73 4.34 31.00 227
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Table A.3. Two-Sample t-Test for Equal Means

Book Value per Share Earnings per Share

Pre IFRS Post IFRS Pre IFRS Post IFRS
Mean 683.76 1,144.69 70.79 187.74
Variance 10,889.62 88,066.46 648.66 32,126.36
t-Stat -3.94%%* -1.71*

Table A.4. Summary of Statistics of the Sample for Panel Regression

Share Price Book Value per Share Earnings per Share
Measures All Firms i}){iuding All Firms i}){:iuding All Firms i}){iuding
Mean 4,362.17 8,865.68 1,720.98 2,355.57 311.01 614.41
Median 630 1,270 573.68 847.2 43 104.43
Std. Dev. 31,828.68 49,430.35 3,620.88 4,605.09 1,664.827 2,519.53
Skewness 26.23 16.93 5.47 4.65 19.09793 13.10
Kurtosis 830.11 344.52 43.52 30.44 515.8179 235.01
Observations 3,298 1,343 3,298 1,343 3,298 1,343

Table A.5. Relative and Incremental Explanatory Power of Book value and Earnings

Year Incremental BVPS Incremental EPS
2002 0.543 0.307 0.289 0.053
2003 0.290 0.570 0.016 0.296
2004 0.377 0.281 0.139 0.043
2005 0.373 0.521 0.007 0.155
2006 0.316 0.348 0.036 0.068
2007 0.363 0.506 0.018 0.161
2008 0.329 0.456 0.043 0.170
2009 0.706 0.826 0.005 0.125
2010 0.433 0.648 0.007 0.222
2011 0.393 0.700 0.000 0.307
2012 0.474 0.576 0.004 0.106
2013 0.224 0.142 0.134 0.052
2014 0.013 0.108 0.012 0.107
2015 0.148 0.041 0.126 0.019
2016 0.606 0.741 0.009 0.144
2017 0.561 0.605 0.043 0.087
2018 0.639 0.563 0.112 0.036
Average 0.399 0.467 0.059 0.126
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