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Abstract 

This study accommodates the value-relevance of accounting information based on a sample of 165 firms listed in 

one of the following European stock exchanged: CAC 40, BEL 20, DAX 30, FTSE MIB 40 and IBEX 35 Stock 

Exchanges for the period 2013-2015. This study uses information about the accounting method of recognizing 

the accounting value-relevance. This study applied linear analysis-regression to investigate the accounting 

value-relevance information on one hundred sixty-five firms during the period of three years. This study 

suggests that the accounting information are value-relevant on all the observed stock exchanges. Results of the 

study indicates that earnings per-share and book value per-share were found to partially and simultaneously 

affect positively the firm stock price. 

Keywords: value-relevance, earnings per-share, book value per-share, European stock exchanges 

1. Introduction 

1.1 Background 

The value-relevance of accounting information becomes interesting topics for several researches of accounting 

areas during the last two decades. The empirical studies carried on both developed and developing countries 

concerning the accounting topic (King & Langli, 1998; Ali & Hwang, 2000; Black & White, 2003. For example, 

Gjerde et al., 2010; Tsalavoutas et al., 2012; Glezakos et al., 2012; Ahmadi & Bouri, 2018), show that accounting 

information (first of all earnings and book value) are considered as the most significant determinant in 

measurement of firm value and that these variables are significantly related to firm stock prices. In other words, 

these studies provide that accounting information are value relevant. 

The main objective of firm financial reporting is to provide information for prospective users especially from 

external to be used for decision making of the firm. Investors, creditors, and other external users of financial 

reporting use information from accounting reporting system to predict concerning the value of the firm. When 

accounting information system can be used to predict firm market value it is to be considered as value relevant 

accounting. When the market value of a firm is failed to be predicted using its firm’s accounting information 

system, the firm’s accounting information is not considered as value relevant accounting. The full disclosure of 

all events concerning the firm business during current and subsequent reporting period is a must to make value 

relevant accounting. Previous studies of Paglietti (2009), Anagnostopoulo and Tsekrekos (2017), Antonakakisa et 

al. (2017), Robinson et al. (2017), Ahmadi et al. (2018) argued that the value relevant of accounting information 

is when firm’s accounting information able to describe the firm’s existing condition and can be visible, 

understandable, accessible to all market participants. 

The last years a high number researches from many countries about value relevance research that were 

conducted to compare among different capital markets. These researches show that there are some differences in 

the value relevance of accounting information disclosed by firms. Studies conducted by Arce and Mora (2002); 

Black and White (2003); Pervana and Bartulović (2014), Joliet and Muller (2016), Houcine (2017); Wang (2017), 

Wang (2018) show the differences in the value relevance is attributed by the different institutional and legal 

frameworks. According to the previous researches of accounting relevance information, earnings per share, and 

book value per share, this study conducts by using accounting data reported by firms which listed in some 

European capital markets. This study will give understanding to investors and other stock market participants 

that accounting information is important for their decision making about their investment in stock markets. 
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To reach this end, the objective of the paper is twofold. The first one aims to shed light on the value relevance of 

earnings per share and book value. The second objective is to compare the different capital market of the sample 

study. The study investigates the relative and incremental value relevance of earning per share and book value of 

CAC 40, BEL 20, DAX 30, FTSE MIB 40 and IBEX 35 stock markets over the 2013-2015 period using Ohlson 

(1995) model of firm valuation as a basic. The paper uses a panel regression model of stock market value and 

earnings/book value to investigate the relative of value-relevance among earning per share and book value. The 

methodology of testing the value relevance of earning per share and book value is based on partial and 

simultaneous regressions analyses. 

1.2 Literature Review and Hypothesis 

Since the research of Ball and Brown (1968) several many studies have examined the value relevance of 

accounting information more precisely the book value, earnings and cash flows. Indeed, many studies show a 

statistical significant role of information content in equity measurement (Ohlson, 1995; Feltham & Ohlson, 1995; 

Easton et al., 1999). More recent research show that the earnings and book value have higher value relevance 

than the cash flows since the accounting accruals argues a better expectation about forecasting cash flows than 

does prediction about current cash receipts and payments. Contrarily, Francis and Schipper (1999); Wang et al. 

(2006), Oswald (2008), Maigoshi et al. (2017), Moumen et al. (2017) shows that the value relevance of earnings 

has decreased over the study’ sample period, whilst the book value has increased. 

The study by Rohit and Jayadev (2016) investigates the effect of accounting information of quarterly financial 

reporting to the firm’s risk and return of a sample of 39 listed banks during the period cover 2008-2015 found 

that stock prices are negatively affect to the increase of non performing assets reported by banks and positively 

affect to the increase of reported accounting returns. Moreover, the study shows that there are significant 

differences of the effect of accounting information disclosure to the stock prices’ reaction of both public and 

private sector banks. Risk-related information is more important for firms with low price stock prices, but it is 

less important for the public sector banks especially with lower accounting returns.  

Other studies by Marquardt and Wiedman (2004) argued that firm’s earnings management to avoid losses and 

the decrease of earnings can cause a deterioration of the value relevance of firm’ earnings. Hadi (2004) 

investigates the value relevance of accounting information of the investors in Kuwaiti banks listed in stock 

exchange market using six financial ratios with regression analysis to resolve the purpose of the study. The result 

shows that in decision making, investors use the accounting information in Kuwaiti banks so that , most ratios 

are significant except for the loss ratio. In another study, Sbei and Trabelsi (2014) also investigate the value 

relevance of accounting information for the banks listed in the Dubai Financial Market, and the result shows that 

the accounting information is correlated to firm market value. Using several accounting ratios to examine the 

value relevance of accounting information in the Colombo Stock Exchange, Vijltha and Nimalathasan (2014) 

show a significant effects of earnings per share, net asset value per share and return on equity on the share prices 

of listed firms on the stock exchange. The other several studies conduct in different European contexts such 

those of Wang et al. (2006); Inchaustirt al. (2007); Oswald (2008); Cormier et al. (2009); Devalle and Magarini 

(2012) show that earnings per-share affect to the stock prices.  

From the above discussion it can be derived a hypothesis: 

H1: Firm’s earning per-share positively affect stock price. 

Glezakos, et al., (2012) examine the association between earnings per-share and book values per-share on share 

prices of Athens Stock Exchange firms; they show that the explanatory power of earnings per share and book 

value in stock prices had increased over time. Also they provide that in the last years the earnings played an 

increasingly declining mission in the stock prices relative to book values of the latest sample. Referring to the 

research of O’Hanlon and Pope (1999); Cormier et al. (2009), Agostino et al. (2010); Inchausti and Pérez (2011); 

Devalle and Magarini (2012), Vo (2017), Robinson et al. (2017), the book value has a positive effect on the stock 

price valuation. From the above discussion it can be derived a hypothesis: 

H2: Firm’s book value per-share positively affect stock price. 

2. Method 

2.1 Research Design 

Barth et al. (2001) argued that the firm’s accounting figure can be considered as value-relevant if it is correlated 

to the firm’ stock price. Several previous studies have been conducted and show that the value relevance occur 

through the relationship between the earnings, variations and stock returns value. These studies used regression 

analyses and show that the regression coefficient can measure the relevance of an accounting information. 
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Indeed, the lower coefficient reflects the lower relevance of a disclosed accounting information. This study uses 

one main dependent variable which is the firm’ stock price is taken as the adjusted close price of firm stocks. The 

adjusted close prices at the period of three months after the fiscal year end are collected from Data Stream to 

ensure that the accounting information was available and had been absorbed by investors and all market 

participants that they can be used in their decision making process (Tsalavoutas et al., 2012). This study uses a 

quantitative approach using multiple regression analysis. In this area, we try contribute to the accounting 

literature on the quality of financial reports by showing the importance of firm’s earning per share and book 

value on the explanation of variation of firm’s stock price. It is important to to evaluate whether the value 

relevance of financial statements can reflect the information that has affected firm’ market price in the 

relationship to earning per share and book value per share. 

This study uses the model of Ohlson (1995) to determine the value relevance of earnings per share and book 

value per share. This model expresses firm stock market price (P) as a function of both earnings per-share (EPS) 

and book value per-share (BV). 

Pit = α0 + β1EPSit + β2BVit + eit 

where: 

Pit – is the stock price of 3 months after the end of fiscal year t, where year t is the event year. 

EPSit – is firm’s earnings per-share in year t, 

BVit – is book value per-share at the end of year t,  

eit – is error term for firm i in year t. 

2.2 Sample Selection 

This study was conducted on selected firms whose firm’s stocks are listed in CAC 40 (40 firms), DAX 30 (30 

firms), FTSE MIB 40 (40 firms) and IBEX 35 (35 firms) and BEL 20 (20 firms) listed in Stock Exchanges for 

the period 2013–2015. These stock markets are considered as the most important European capital market and 

there are from the first worldwide ones. This study is to investigate the relationship between the earning 

per-share, book value per-share and firm’s stock price basically use a generalized version of the Ohlson (1995) 

model. 

The sample consists of 165 firm listed on CAC 40, BEL 20, DAX 30, FTSE MIB 40 and IBEX 35 Stock 

Exchanges during the period 2013–2015. Data are taken from the official site of the Data Stream (Worldscope) 

the final sample contain 495 observations firms-year which include data of the 3-years period from 2013 to 2015 

of five European stock markets. 

3. Results 

Table 1. shows the descriptive statistics of mean, standard deviation, minimum, maximum of earning per share 

(EPS), book value per share (BV) and firm stock price (P) for firms as a sample in certain European stock 

markets (FTSE MIB, CAC 40, DAX, IBEX and BEL 20) during the period of 3 years from 2013 to 2015. 

Earning per-share derived from firm’s income statement which is the yearly net earning after tax divided by the 

number of firm’s stocks issued. Book value per share is derived from firm’s balance sheet which is the net assets 

of all liabilities at the end of each yearly accounting period divided by the number of firm’s stocks issued.    

Comparatively each index capital market to other we can see that the high value of price per share are classified 

respectively as the firms listed in the FTSE MIB, CAC 40, DAX, IBEX and BEL 20. The same scale is seen in 

earning per-share and the high value are taken by the firm listed in the CAC 40, FTSE MIB 40. With reference to 

the variables used in the price regression model, there are few cases where the country mean significantly differs 

from the mean of the other countries. The mean of P, EPS, and BV of FTSE MIB – are higher in comparison 

with the same ratio of the other countries. 
 

Table 1. Descriptive statistics  

Variable Index Mean Std. Deviation Minimum Maximum 

P 

CAC 40 46,557 29,608 5,952 151,650 

DAX 31 28,758 16,481 4,185 116,450 

IBEX 36 22,681 15,171 3,178 103,960 

FTSE MIB 53,968 32,081 7,751 172,220 

BEL 20 14,236 9,608 -0,555 80,790 

EPS 

CAC 40 3,752 1,888 -0,555 5,330 

DAX 31 3,223 2,002 -2,123 4,900 

IBEX 36 2,088 1,640 -1,840 3,550 
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FTSE MIB 4,117 2,333 -2,627 6,752 

BEL 20 3,658 1,903 -0,627 5,330 

BV 

CAC 40 25,101 21,059 0,666 103,317 

DAX 31 17,118 11,059 0,521 83,168 

IBEX 36 22,220 16,133 1,012 68,317 

FTSE MIB 31,990 22,446 1,110 114,750 

BEL 20 24,557 17,445 1,003 97,321 

 

Regression model is estimated to assess whether the book value and earning per share, which have been used to 

predict the researches’ questions, are relevant in the determination of stock price value of firm listed in the 

European stock exchange market. 

 

Table 2. Estimation results: Pit = α0 + β1EPSit + β2BVit + eit 

Variables CAC40 DAX30 FTSE-MIB IBEX35 BEL20 

β1 .412532 

0.005*** 

.332152 

0.082* 

.444499 

0.000*** 

.291083 

0.031** 

.221359 

0.092* 

β2 .946593 

0.000*** 

0.4224 

0.012** 

.969129 

0.000*** 

.57774 

0.080* 

.378821 

0.009*** 

N (number of observation per country) 120 90 120 105 60 

R square 0.5740 0.3411 0.5465 0.3488 0.3102 

F (H0: αi = 0) 30.16 

0.000*** 

16.331 

0.000*** 

44.547 

0.000*** 

14.71 

0.000*** 

12.33 

0.000*** 

*** = 99% CL; ** = 95% CL; * = 90% CL. 

 

Table 2 shows the results of the within-group estimation of the price regression model as specified in the 

regression model. As we can see from Table 2. the R square value (using regression model) is higher in CAC40 

listed firms than in the other stock market tested in our study. According to Table 2, we can notice higher R2 

values regarding CAC40, DAX30, FTSE- MIB, IBEX35 and BEL20, we can confirm the independent variables 

allow to explain the variation of independent variable, these results are confirmed by the value taken by 

f-statistics which support the importance of earning per-share and book value in the determination of firm’s stock 

price. 

The findings show that the β1 is statistically significant of all listed companies in all market index of our study 

CAC 40 listed companies (p-value < 0.01); DAX30 listed firms (p-value < 0.1); in FTSE MIB listed companies 

(p-value < 0.01); in IBEX35 listed firms (p-value < 0.05); in BEL 20 listed companies (p-value < 0.1); these 

results reflect the importance of implication of earning per-share in the explanation of stock market price. 

Hypothesis 1 supported. 

According to the predict sign and to the result of previous studies the findings show that the β2 is statistically 

significant of all listed companies in all market index of our study in a high level of significance CAC 40 listed 

companies (p-value < 0.01); DAX30 listed firms (p-value < 0.05); in FTSE MIB listed companies (p-value < 

0.01); in IBEX35 listed firms (p-value < 0.1); in BEL 20 listed companies (p-value < 0.01); these results reflect 

the importance of implication of earning per-share in the explanation of stock market price. Hypothesis 2 

supported. 

4. Discussion 

This study is to empirically examine the value relevance of accounting information in several European capital 

market in order to ascertain whether certain accounting variables have the ability to explain the valuation of 

stock price on the CAC 40, BEL 20, DAX 30, FTSE MIB 40 and IBEX 35 Stock Exchanges. The research 

design of this study refers to the model of price valuation of Ohlson’ price to present the regression results. The 

paper provides strong evidence to value relevance of accounting information in the price model valuation of all 

countries stock exchanges. The study was motivated by literature review in the several contexts in both of the 

developed and developing countries.  

This study has been undertaken to assess the relationship between two accounting variables of firm profitability 

which is earning per-share and equity value which is book value and firm stock market price. The results of this 

study shows a strong relationship relationship of each variable and the firm’s stock market value. This study 

supports the previous studies, for examples studies by Wang et al. (2006); Inchaustirt al. (2007); Oswald (2008); 

Cormier et al. (2009); Devalle and Magarini (2012) that accounting information i.e. firm profit information 

positively affect firm stock price. This study also supports the previous studies, for examples studies by 
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O’Hanlon and Pope (1999); Cormier et al. (2009), Agostino et al. (2010); Inchausti and Pérez (2011); Devalle 

and Magarini (2012), Vo (2017), Robinson et al. (2017) that accounting information i.e. book value information 

positively affects firm stock price. 

Hence it is apparently assumed that in the European stock exchanges, firm’s accounting information is properly 

reflected on stock market price or the stock price is significantly influenced by the accounting variables. This can 

be assumed also that most of investors in several European stock markets use firm’s accounting information 

which are earning per-share and book value when they make their decision making about their investments. 

Overall, the implication of this study is the suggestion for the investors and market participants that they should 

have more basic knowledge of accounting information about business and economics when they make their 

decision in the stock markets. 

However, this study has several limitations because of lacking firms’ data of 2 (two) independent variables which 

obtained from only 5 countries’ index and 3 year-period as a sample of this study. To increase the predictability 

of the study, future studies should be done with more accounting variables and firms data samples which include 

all of European stock markets. To provide comparison, the other studies should also be done with firms’ data of 

countries in other regions in the world.  
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