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THE LEVEL OF KNOWLEDGE IN THE VALUE RELEVANCE
LITERATURE

Mihaela Alina ROBU*

Abstract: In the last decades, numerous studies have covered the relationship between stock price or
stock return and financial information. These studies represent the "value-relevance" literature. Knowledge
of this area of interest, through literature and the main ideas, yields scientific progress. The aim of the study
is to achieve a qualitative and a quantitative analysis regarding the level of knowledge in the value relevance
literature, in an international context. To achieve this aim, a number of 53 scientific articles published between
2001 and 2013 were selected, from the first two journals related to the number of citations in the rankings
compiled by Google Scholar, Accounting and Taxation category. Qualitative analysis and quantitative
analysis (factorial analysis of multiple correspondences as statistical method) were used. The results reflect
the importance of existing problems in the financial markets. The studies are focused on solving these
problems, to support the investors.

Keywords: value relevance; articles; journals; qualitative and quantitative research
JEL Classification: C14; G15; M41

Introduction

With the growth opportunities related to financial markets, investors, owners of available

capitals aim at identifying and developing new methods, techniques and tools that can indicate the

categories and types of investments with high return.

In the decision-making process, one of the categories of information on which they rely is

represented by the financial information taken financial statements. According to the International

Accounting Standards Board (IASB, 2013), the overall objective of financial reporting is to provide

useful financial information to users of financial statements regarding the reporting entity. From the

entire users of financial statements, it is considered that investors assume the greatest risk.

The investors’ decisions are reflected through the stock price with impact on the gain obtained

as a result of holding the shares (stock return and capital gains yield). Studies which use the gain to

reflect the investors’ decisions provide evidence regarding the events that affected a company in a

certain time, the gain or loss arising in a period of time. In contrast, studies using price analyze the

answer of the market for a short period of time after the occurrence of certain events (Easton, 1999).

In the last decades, numerous studies have investigated the relationship between stock price or

stock return and financial information. These studies are called the “value relevance” literature

(Holthausen and Watts, 2001).
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The objective of this study regards achieving a qualitative and quantitative analysis of the level

of knowledge in the value relevance literature, in an international context. To achieve this goal a

number of 53 scientific publications related to the first two journals was selected. These journals were

selected according to the number of citations, from the ranking carried out by Google Scholar,

category Accounting and Taxation.

1. Literature review

The value relevance of financial information was one of the subjects of interest in international

studies. First of all, this was due to the importance of information from financial statements (annual

or interim) in making investment decisions.

Barth et al. (2001) and Beisland (2009) define the concept of value relevance of financial

information as the association between it and market information. This association is seen by El-

Sayed Ebaid (2012) through the characteristic of financial information to influence the decision

making process of investors, reflected in the stock price or stock return.

From the point of view of international regulation, the concept of value relevance is not

explicitly recognized by standardization bodies. In both recognized international standards (IFRS and

US GAAP), the conceptual framework presents relevance as a fundamental qualitative characteristic

of the information presented in the financial statements, together with reliability (El-Sayed Ebaid,

2012; IASB, 2013). While financial information is considered relevant if they have the ability to

generate a difference in the decisions made by users, reliability of the information refers to the faithful

representation of those phenomena that it aims to represent (Barth et al., 2001 IASB, 2013).

Barth et al. (2001) identifies a link between the concept of value relevance and the two

fundamental qualitative characteristics of financial information. The concept of value relevance is

actually a test used to verify the existence of these qualitative characteristics in the information

presented in the financial statements. Thus, it is considered that the financial information is value

relevant only if it is relevant by investors to assess a company and it faithfully represents the reality

to be reflected in the stock price.

While analyzing a series of studies regarding the value relevance of information provided by

financial statements, Holthausen and Watts (2001) performed their classification considering the

issues investigated. The first category is called relative association studies, testing the existence of

any link between the information provided by the stock price or stock return and financial
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information. This study examines whether financial results under certain standards or accounting

regulations have a high association with market values than using other accounting standards.

The second category of studies, which Holthausen and Watts (2001) refers to is represented by

incremental association studies. These studies examine whether the financial information of interest

is useful to explain the stock price or stock return.

The last category of studies analyzed by Holthausen and Watts (2001) refers to marginal

information content studies, which examines whether specific information added to the one available

is considered value relevant. These studies primarily use event analysis. If stock price changes

significantly in the near future or after the occurrence of the event, then that event send new

information on how to obtain future cash flows (Kothari, 2001).

Although studies regarding the value relevance of financial information focused on identifying

those significant factors for the decisions making process (book value of equity, earnings, cash flow,

different financial ratios – Return on equity, Return on assets, Return on investments, etc.) with the

development of international regulation, empirical research has focused on specific areas such as

value pension funds, R&D, voluntary and mandatory disclosure, IFRS and US GAAP, audit report.

From the point of view of Romanian literature, topics of interest regarding the value relevance

of financial information took the form of empirical studies such incremental association studies,

analyzing the relationship between stock price or stock return and financial information (Filip and

Raffournier, 2010; Tudor, 2012; Jaba et al., 2013; Robu M.A. and Robu I.B., 2014a) or relative

association studies, analyzing whether the adoption of International Financial Reporting Standards

provide investors with more value relevant information (Robu M.A. and Robu I.B., 2014b).

The knowledge and the profound study of the value relevance of financial information through

theoretical and methodological approaches (factors, measurement and methods of valuation, financial

market implications) can lead to new research directions. The existing studies focused on developed

countries can represent a real support for the analysis of this issue in the emerging countries,

representing a real support for investors and for the accounting convergence process.

2. Research methodology

Starting from the literature corresponding to the value relevance of financial information, the

article comes to conduct an exploratory analysis of the main issues in this field, in order to identify

the determining factors, which stood at the base of the emergence of the analyzed studies. The

exploratory analysis also supports the identification of a research trend regarding the value relevance
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concept and of some insufficiently approached research directions. These studies which were made

at an international level through the eye of reasoning, the methodology and the results represent a

starting point for the case of Romania.

As a working hypothesis, the study aims to obtain a profile of the level of scientific knowledge

for the value relevance field, based on the interaction between determinant factors which have been

identified.

2.1. Target population and analyzed sample

Sample population is represented by all the studies whose main research subject is the value

relevance of financial information. From their entirety, a sample of 53 studies conducted between

2001 and 2013 was selected according to the principle of the rational choice (Jaba, 2002) from

Journal of Accounting and Economics – JAE and The Accounting Review – AR. The two journals

were chosen after having consulted the ranking carried out by Google Scholar. During the

performance of the investigation, the aforementioned journals were the first two regarding the number

of citations, in the fields of Accounting & Taxation. While the articles in Journal of Accounting and

Economics were selected from the ScienceDirect database, the articles in The Accounting Review

were selected from the American Accounting Association website. In order to choose the articles, the

keywords value relevance, financial statements and financial markets were considered.

The choice of 2001 as a reference year concurs with the emergence of the first financial scandals

(Enron in 2001), events that called in question the accuracy and the veracity of the information in

financial statements for investors. Also, the International Accounting Standards Board – IASB

replaced the International Accounting Standards Commitee – IASC in 2001.

2.2. Analyzed variables and data source

In order to reach the results, the variables considered in the analysis are:

Author (helps at the identification of the article);

Year (shows the year the article was published and has values from 2001 to 2013);

 Journal (shows the journal the article was published in and has the JAE and AR values);

Study type (indicates the study type: literature review – LR, critical study – CS and empirical

study – ES);
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HW_study_type (indicates the study type according to the classification of Holthausen and Watts

(2001): relative association study – RAS, incremental association study –IAS and marginal

information content study – MICS).

Data analysis has been performed using SPSS 20.0 statistical software.

2.3. Data analysis method

The development of this study started from the papers of Jaba and Morosanu (2001) and Robu

(2012), respectively. Through a qualitative analysis, the principal research topics in the value

relevance literature were identified. Subsequently, through a quantitative analysis, using multiple

factorial correspondence analysis (MFCA) the trends in value relevance literature were identified.  In

this study, MCFA is used to shape the trend of the research regarding the influence of the financial

information on the stock price or stock return.

MFCA has been developed by Jean-Paul Benzécri in the 1960’s. MFCA comes to study the

relations, associations between at least three categorical or nominal variables (Lebart et al., 2006).

Considering a sample of n individuals with the data corresponding to m variables, each variable being

representing by at least two categories, the use of MFCA determines the profile of one individual

depending on the existing associations between the considered variables (Mironiuc and Robu, 2011).

MFCA is considered a mapping method that performs data reduction, filters data set and performs

association between variables.

3. Results and discussions

The first results reached through data processing describe the descriptive analysis through the

issuance frequency of the articles, depending on the year of issuance and the study type. The issuance

frequencies thus emphasize, on the one side, the predilection for value relevance topic in the

considered period, and, on other side, the preference for a series of studies. Through the structuring

of the sample depending on the year of issuance of the studies, Table 1 displays the periods that were

seen as representative and which reflect the researchers’ interest regarding the value relevance of the

financial information.
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Table 1 – The structure of the sample depending on the articles issuance year

Year of issuance
Absolute

frequencies
Percentage
frequencies

Cumulated percentage
frequencies

2001 4 7.50 7.50
2002 6 11.30 18.90
2003 7 13.20 32.10
2004 3 5.70 37.70
2005 6 11.30 49.10
2006 3 5.70 54.70
2007 8 15.10 69.80
2008 3 5.70 75.50
2010 3 5.70 81.10
2011 3 5.70 86.80
2012 4 7.50 94.30
2013 3 5.70 100.00
Total 53 100.00

Source: Own processing

According to the results, the first period of interest for the analysis of value relevance literature

is represented by the 2002-2003 period, when 24.50% of the studies within the sample were issued.

The interest of the period in the analyzed issue is caused by the emergence of financial scandals, with

a significant influence on financial statements, on investors and their trust in the financial information.

2001 also represents the first year of activity of IASB.

The second important period with influence on the studies regarding the relevance of the

financial-accounting information is 2005-2007, when 32.10% of the articles in the sample were

published. The interest in this period is caused by the mandatory use of the IFRS in the issuance of

the consolidated financial statements starting with the 2005 financial exercise, by companies listed

on the stock exchanges in the European Union. The Securities and exchange Commission – SEC has

also started accepting financial statements issued according to the IFRS in 2007, without reconciling

the results or the owners’ equities.

The following periods are characterized by an approximately constant interest for this topic.

As for the structuring of the sample depending the article type, we can see from Table 2 the

preference for the empirical articles (81.10%) to the prejudice of the ones regarding the literature

review (7.60%) or the critical ones (11.30%).
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Table 2 – Sample structure depending on the study type

Study type
Absolute

frequencies
Percentage
frequencies

Cumulated percentage
frequencies

Literature review studies (LR) 4 7.60 7.60
Empirical studies (ES) 43 81.10 88.70
Critical studies (CS) 6 11.30 100.00
Total 53 100.00

Source: Own processing

The low number of studies regarding the literature review (4 articles) is caused by the time that

has passed from the issuance of the first studies regarding the influence of the financial information

on stock price or stock return (1968) until the reference year of the study (2001), when the theoretical

and methodological concept regarding the value relevance have been frequently approached and

explicated. Thus, researchers do not rely on displaying the literature review any more, which can be

found in a significant number of articles in the early 1990’s. As a result, empirical studies are the ones

that gain ground, as a consequence of the advantages that can be gained from them: the identification

of the best accounting method amongst the alternative ones, the identification of the most revealing

standards from the investors’ point of view, the development of models designed to test the value

relevance of financial information.

According to Figure 1, considering the year of issuance of the studies in the sample and the

study type, we can notice that studies regarding the literature review are dated especially in 2001, at

the beginning of the analysis period, the interest regarding the critical studies being more frequent in

2005 and 2008 and the empirical studies have represented the main research type lately. Although the

complexity of the studied phenomenon has amplified, optimizing the research methods, the statistical

instruments and the information data bases development have boosted the development of empirical

studies.

Figure 1 - The distribution of the considered study types from 2001-2013

Source: Own processing
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According to Holthausen and Watts (2001), another study classification from the sample was

made, in relative association studies (RAS), incremental association studies – (IAS) and marginal

information content study (MICS). Those studies whose objectives were literature reviews, critical

studies and the studies that cannot be classified in any of Holthausen and Watts’s (2001) categories

(for example, empirical studies where the relevance of the financial-accounting information is an

independent variable) were excluded from the sample. The resulted sample will thus include a number

of 41 studies. The sample structure is presented in Table 3.

Table 3 –Sample structure depending on the study type according to
Holthausen and Watts’s classification (2001)

Study type
Absolute

frequencies
Percentage
frequencies

Cumulated percentage
frequencies

Relative association studies (RAS) 9 22.00 22.00
Incremental association studies (IAS) 19 46.30 68.30
Marginal information content study
(MICS)

13 31.70 100.0

Total 41 100.0
Source: Own processing

According to Table 4, it can be seen that most empirical studies from this period (46.30%)

consider the incremental associations regarding the influence of the financial information on the stock

price or stock return, as a result of the need to identify the financial information that is relevant to

investors when making decisions. The ease they can be applied is an advantage of these studies.

Studies regarding marginal information represent 31.70% of the empirical studies sample and are

mainly based on the analysis of the events, on identifying the influence of certain events, such as

communicating the results to the participants on the capital market or the communication of relative

information to the dividends’ distribution.

Studies regarding the relative association only represent 22.00% of the whole sample and reflect

the extent to which financial results, gained according to the regulations in a certain financial

reporting standards, display an association degree to the market values that is higher than the one

gained by using another financial reporting standards. Within this study type, most analyses consider

comparisons between the IFRS and the US GAAP.

Starting from Holthausen and Watts’s (2001) classification, Figure 2 displays the association

degree between the variable that indicates this classification and the Year variable.
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Figure 2 – The distribution of the considered studies types according to
Holthausen and Watts’s (2001) classification between 2001 and 2013

Source: Own processing

According to the figure, the results show that that the studies regarding the marginal information

content based on the event analysis can be found especially in 2002 and 2005. Studies regarding

incremental associations are frequent mostly in 2002, 2003 and 2007. This situation emphasizes the

need to identify the financial information in any period, which can be considered relevant to investors.

The multitude of factors that change permanently and which influence the market profitableness or

the share price determines the existence of studies regarding incremental associations. Many of these

studies (Chen et al., 2002; Hanlon et al., 2003; Kallapur and Kwan, 2004) start from the Ohlson

(1995) model. The nearness of the 2002 and 2003 financial exercises indicates the need, in that period,

marked by financial scandals regarding frauds, to identify relevant financial information that investors

can count on. In the case of the studies within the sample, the most important factors, through the eye

of the influence they have on the market stock return or stock price are the information included in

the profit and loss account – the earnings per share (Kothari and Shanken, 2001; Subramanyam and

Venkatachalam, 2007); information that is specific to the balance sheet – the accounting value per

share (Chen et al., 2002; Core et al., 2003) the research and development expenditures (Core et al.,

2003; Kimbrough, 2007; Ciftci and Cready, 2011); information specific to cash flows – cash flows

from the operating provisions (Subramanyam and Venkatachalam, 2007; Kumar and Krishnan, 2008;

Jones and Smith, 2011); factors regarding the corporate governance (Larcker et al., 2007).

From the point of view of the studies regarding the relative association analysis, Figure 2 shows

the presence during the last years of a trend regarding the comparisons between the relevance of the

financial information obtained according to a financial reporting standard and the relevance of the
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information obtained by applying another financial reporting standard (Lang et al., 2006; Song et al.,

2010; Barth et al., 2012). This is also supported by the growth of the number of countries where the

IFRS are used and also the significant efforts regarding the diminishing of the differences between

the main international standards.

From the point of view of the method that was used in the analyzed studies, in most of them,

the multiple linear regression analysis is used, thus analyzing on one side, the coefficients

corresponding to the analyzed factors, and on the other side, the value of the coefficient of

determination. Yet, Fan and Wong (2002), Kallapur and Kwan (2004) and Kimbrough (2007) use the

panel analysis to identify the existing link between certain factors and the stock return. Moreover,

Altamuro et al. (2005) uses ANOVA to test the differences between two categories of companies,

before and after the use of financial reporting standards.

From all the authors of the analyzed articles, Mary Barth represents the author with most of the

articles, from this period, regarding the value relevance of financial information. Her studies are

mainly based on differences between the main financial reporting standards, thus giving perspectives

in the standards’ regulation and improvement process.

Conclusions

Regarded as a problem of interest in the field of accounting and financial markets, value

relevance concept raised the research interests, reflected by the number of studies published in

journals recognized, and not only, but also by identifying, continuously, new research directions.

The need for scientific progress is based primarily on the knowledge the domain of interest,

through literature and through the main ideas related to research. This knowledge will then determine

the emergence of new ideas materialized through empirical, critical or literature review studies.

The results of this study reflect a continuing concern of research on the value relevance topic

and, especially, of the empirical studies to the detriment of critical or literature review studies. This

is due mainly to establish a conceptual framework with the emergence of the concept of value

relevance. To assist investors, empirical studies have always sought new information which may be

based in decision making process. As a consequence, the number of empirical studies regarding the

significantly information with impact on the stock price or stock return has increased.

Globalization and the adoption of international accounting standards or new accounting

regulations have led to relative association studies to identify the most relevant information provided

by existing accounting rules.
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Presenting the main research direction in the last decade, through statistical methods, though it

has some limitations determined by the complexity of the issue regarding the relevance of the

financial information, as well as by the impossibility to surprise all factors that have influence on the

relevance and all discussion themes existing in the literature. This last limit is caused by the method

of developing the sample, using only two reference journals. Choosing the journals also determines,

in return, the impossibility to know the research directions regarding the emerging countries, such as

Romania. Being two top journals, it is mainly based on the issue of the relevance of the financial

information in states such as the USA or the United Kingdom. Yet, future directions in the case of

Romania aim at approaching the similar subjects to the international ones, and, due to the fact that

Romanian companies are mandated to use the IFRS starting with the 2012 financial exercise, if their

securities are admitted for trading on a regulated market.
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