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Abstract

Financial decisions heavily rely on accounting information. This paper aims to review the different
sources concerning accounting information and share price movements. The earlier studies have
considered mostly return indicators. Researchers developed a novel approach to considering both
return and risk indicators. In indicating the accounting indicators, researchers used different variables
like book value, earning per share (EPS), dividend, dividend pay-out ratio (DPR), price-earnings ratio
(PE ratio), and return on asset and return on equity ratio. In comparison to other indicators, book value
per share (BVPS) and earnings per share (EPS) are the most significant and effective of these variables.
The results of studies on the accounting information ’s influences on share prices fluctuate from country
to country, which may be due to discrepancies in accounting regulations, the implementation of
numerous techniques, and macroeconomic indicators.
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INTRODUCTION

The users of accounting information do not directly participate in day-to-day affairs of the enterprises;
however, they use the financial statements for this purpose. It is expected accountants prepare financial
statements with a true and fair view to have comparability and reliability. According to Oyerinder
(2011) [1], the written quantitative data in a financial statement constitute accounting information. A
financial statement’s accounting information is represented by written quantitative data. Financial
statements are aimed at providing investors and other stakeholders with information about a company’s
financial performance which helps them make decisions about whether or not to invest (Tharmila and
Nimalathasan, 2013). Financial decisions are heavily reliant on accounting information. Ball & Brown
(1968) [2] initially investigated the annual earnings announcements’ influence on share prices. In the
process of development and different geographical regions, some researchers (Kiremu, 2013 [3];
Stephen & Okoro, 2014 [4]; Mulenga & Bhatia, 2018 [5]; Wang, 2013; Nirujah, 2015; Keong, 2010
[6]) scrutinized the association between stock prices
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and accounting information. This paper aims to
review the literature concerning accounting
information and share price movements. This leads
to the conclusion that the former influences the latter.
Price-earnings ratio (PE ratio), earnings per share
(EPS), dividend pay-out ratio (DPR), dividend per
share (DPS), and other return indicators were heavily
weighted in earlier research. Nevertheless,
researchers have developed a novel approach for
analyzing the accounting information’s effect on
share prices when accounting information comprises
both return and risk indicators. The followings are
different accounting indicators that different
researchers have used in their research.
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EPS

EPS is the most commonly utilized accounting information in share price movement research.
Velankar (2017) [7] stated that EPS conveys the company’s success to stakeholders. EPS is a measure
of a company’s profitability. The market price is determined by valuing a share’s market value.
Investors favor higher EPS since it indicates a company’s capacity to generate more profits [8].

DPS

Equity shareholders own the net profit after tax and preference dividends, but the profit they actually
earn is the amount offered as a dividend. A DPS may be of interest to current and future investors.
According to Velankar (2017), DPS as a return to equity shareholders, illustrates the amount paid out
in cash. Dividends, according to Mulenha and Bhatia (2018) [5], are the primary source of income for
stockholders. According to several studies on various stock markets, DPS is a significant accounting
variable for share price movements. These studies identified a correlation between DPS and share price
volatility (Matthew et al., 2014 [9], Sharma, 2011 [10], Stephen and Okoro, 2014 [4], Khan et al., 2011
[11]; M. P. D. and Prabath, 2014) [12]. Geetha and Swaaminathan (2015) [13] concluded that DPS does
not any influence the market price of a company.

PE Ratio

The PE ratio reveals investors’ expectations of the growth of company earnings. Security analysts
generally use this ratio to scrutinize a company’s performance. The market value per share is often
divided by EPS to determine the PE ratio (Ghaeli, 2016) [14]. According to Geetha and Swaaminathan
(2015) [13], the PE ratio helps an investor determine how long it will take to invest in the company’s
shares and EPS to pay for itself. In several investigations, the PE ratio was discovered to be a key
accounting indicator (Kachchhy and Dwadia, 2015; Sharma, 2011 [10]; Khan, 2009 [11]; Malhotra and
Tandon, 2013 [15]; Swaminathan, 2015). PE ratio and share price changes have no discernible
correlation, state Zaheri and Barkhordary (2014) [16] and Ademola et al. (2016).

Book Value

The market price of a stock is heavily influenced by the company’s BVPS. Previous profit and
dividend distribution policies have been taken into account in determining this. Book value, as defined
by Geetha and Swaminathan, is the ratio of a company’s total assets to the total number of equity shares
it holds. When an asset is evaluated, it is recorded on the balance sheet. Several investigations (Stephen
and Okoro, 2014 [4]; Olugbenga and Atanda, 2014 [17]; Pirie and Smith, 2008; Glezakos et al., 2012
[18]; Sharif et al., 2015; Malhotra and Tendon, 2013, Mgbame, Ikhatua, 2013 [19]; Malhotra and
Tendon 2013) have found a strong correlation amongst book value and shares’ market price. The
findings of Omokhudu and Ibadin (2015) [20], Sheehan and Ismail (2014) and Mulenga (2015) [21]
show that book value is correlated but not statistically significant.

DPR

The DPR demonstrates how much of the company’s net income is allocated to stakeholders as
dividends each year (Ghaeli, 2016). A policy of high dividend pay-outs means that current dividends
are increased, and retained earnings are decreased as a result. Following the observations of Sharma
(2011) [10], Glezakos et al. (2012) [18], and Matthew et al. (2014) [9], the DPR has a positive and
substantial relationship with the stock price.

SPECIFICATION OF THEORY OR PROPOSITION

The first researchers to discover the correlation among accounting data and share price were Ball and
Brown (1968) [2]. They discovered a strong relation between accounting data and share price, and
earnings data are crucial pieces of data for making financial decisions. Following this study, several
investigations using various accounting factors were conducted.
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The quantitative results of the accounting system are known as accounting indicators. They are
publicly revealed in an organization’s audited financial accounts. Earning yield and a sizable return on
investment is the major reason individuals participate in the stock market. The main goal of these kinds
of investigations is to determine whether or not the financial statements that organizations offer
investors and other stakeholders are reliable, necessary, high-quality information as they need to make
decisions [22].

Ratios, encompassing BVPS, profits per share, net asset per share, and DPS, are how accounting data
is expressed. When an enterprise and the economy are stable and growing, share prices often increase
or remain steady. EPS, book value, and dividend all have statistical significance (Stephen and Okoro,
2014) [4].

Investors take into account the accounting data in the company’s financial statements and annual
reports when making an investment decision. Monetary policy, foreign trade policy, fiscal policy, and
other macro-economic, financial, and internal variables are some of the factors that affect stock prices
in the stock market (Anwaar, 2016) [23].

According to Mlonzi, Kruger, and Nthoesane (2011) [24], earnings reporting offers, predictions about
prospective earnings in the future benefits both potential and prospective clients. The stock market’s
basic variables, including earnings per share, DPS, DPR, company size, and dividend yield, would
essentially affect stock prices (Srinivasan, 2012).

Research led by Mgbame and Ikhatua (2013) [19] focuses on the influence of BVPS, DPS, and EPS
on stock volatility in Nigeria. The GARCH models were employed to represent the clustering of stock
return volatility, leptokurtosis, and leverage influences on the share price series. The outcomes of the
models demonstrate that stock volatility in the Nigerian stock market is explained and accounted for by
accounting data. In particular, it has been discovered that stock volatility is correlated with disclosing
information on book values, EPS, and DPS.

By tracking how quickly investors responded to yearly financial statements’ information, Menike
and Wang Man (2014) examined the informational value and annual financial reports’ effectiveness.
They drew the conclusion that investors responded favorably to the annual financial report’s
declaration, and the financial statement announcement may have contained beneficial information.

100 companies trading on the Colombo Stock Exchange (CSE) were studied by Menike and
Prabath (2014) [12] to assess how DPS, EPS, and BVPS influenced the stock price. Results from
single and multiple regression models demonstrate that EPS, DPS, and BVPS positively influenced
the CSE stock price.

According to Titilayo et al. (2016), the Nigerian Stock Exchange strongly correlates with accounting
information and share prices. In making investment decisions, the most common accounting
information was dividends. It was suggested that the companies must augment the quality of their results
in light of the substantial impact manipulated earnings had on stock prices. Financial and non-financial
information can cause fluctuations in the share price.

Ordinary Least Square (OLS) analysis was used by Ejuvbekpkpo, Stephen, and Okoro (2014) to
investigate the factors influencing stock price changes. EPS, book value, and dividend cover were
statistically significant in predicting stock price movements, according to the results.

The following is a list of review articles discussing accounting information’s impact on stock price
movements.
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ANALYSIS OF STUDIES REVIEWED

As Table 1 depicts that accounting indicators have been studied in relation to stock price changes in
a variety of ways. Only financial risk indicators such as debt-equity ratio, capital adequacy ratio, and
NPA ratio are included in the investigations evaluated. The connection between non-accounting factors,
for instance, macroeconomic factors, monetary and financial policies of the government, and the share
price is an area for further investigation. Analysis of economic and political changes' effect on the value
of a company's stock may be done under both certainty and uncertainty.

Table 1. Analysis of studies reviewed.

S.N. Author(s) Study Variables Method of analysis Most significant variable
period considered for adopted as per findings
the study
1. Stephen and 2001- | Coefficient Coefficient, Std. error, EPS, book value, dividend
Okoro 2011 t-statistics
(2014) [4]
2. Manzi, 2009 Earning Event study Negative share price reaction
Ruger, announcement, methodology Asset
Nthoesane JSE-ALtX market | pricing model
(2011) [24]
3. Olugbengs, 1991- | EPS, dividend, Generalized least Book value, cash flow
Anthony (2014) | 2010 book value and squared, regression
cash flow method, panel model
analysis, Ohlson model
4, Mgbame 2000- | Relation b/w stock | GARXH model (11), Book value, EPS, and DPS
Ikhatua (2013) | 2010 value and book Descriptive statistic,
value and stock TGARCE, EGARCE
volatility, EPS,
DPS, and stock
volatility
Nigerian stock
market
5. Mgbame 2000- | Dividend, retained | Several pre-reviewed Dividend
Ikhatua (2013) | 2006 earnings. Price models
earnings ratio,
market price
6. Wang, Full, 2011 Profitability, EPS, | Accounting The earnings from the main
Luo (2013) [25] rate of return, information index, operation and quick ratios are
receivable disclosure, regression improved.
turnover ratio, model, Olson’s model,
inventory turnover | descriptive statistics
ratio, liquidity
ratio, and quick
ratio.
Shanghai Stock
Exchange
7. Nirujah (2015) | 2009— | Average abnormal | Standard event study Abnormal return and
2013 return, cumulative | methodology, use daily | cumulative abnormal return
abnormal return share price data
8. Bialas (2013) | 2001- | Income statements When it came to stock prices,
[26] 2012 and cash flow there was no association with
statements. the difference between profit
and loss and cash flow
statements in financial results.
9. Hai, Diem, Binh | 2010— | EPS, dividend The pooled regression An association exists between
(2015) [27] 2013 model, fixed effect accounting information and
model, random effect stock return in Vietnam;
model, Hausman test however, it is quite weak.
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(2015) [16]

on equity, P/e
ratio, financial
leverage, profit

test, Durbin Watson
test

10. | Glezakos, 1996— | Share price, Ohlson’s (1995) model | Earnings have less of an
Mylonakis, 2008 annual EPS, coefficient and influence than book value.
Kafouros annual BVPS regression
(2012) [18]

11. Inyiama [28] 2000- | Bank age, EPS, Multiple regression MPS and vice-versa influence

2013 MPS, return on model, Granger EPS.
assets, causality procedure,
performance Johansen co-
indicator integration test

12. | Song (2015) | 2000 Accounting Coefficient of Accouting disclosure policy.

[29] disclosure accounting variables
policies, stock and the regression of
price the return
synchronicity,
stock crash price

13. Menike, 2008- | DPS, EPS, BVPS Single and multiple EPS, DPS, BVPS
Prabath (2014) | 2012 regression model
[12]

14. | Matthew, 2000- | DPS, dividend Panel least square, DPS and the dividend yield
Enekwe, 2011 yield, DPR fixed effect, random do not have a positive
Innocent, Mike effect significance.

(2014) [9]

15. Vijitha, 2008- | EPS, net asset The quantitative The share price is
Nimalathasan 2012 value per share, approach, correlation, significantly influenced by
(2014)[30] return on equity, regression accounting information.

PE ratio, share
price

16. | Wang, chang | 2004 Book value for Ohlson’s model, Indicated that firms with a
(2008) [31] firm, EPS, regression high level of information

disclosure level, disclosure have a higher
association.

17. | Nishanthiniand | 2006— | Dividend Standard event study There is a significant
Nimalathsasn 07 to | announcementand | method, abnormal correlation between the stock
(2016) [32] 2014— | earning share return, correlation, price of selected banking

15 price, AAR and regression institutions and their EPS and
CAR analysis DPS.

18. | Omokhuduand | 1194- | Accounting Regression, Ordinary Shareholders should pay
Ibadin 2013 information, least square, normal more attention to the
(2015) [20] earnings, BVPS, and fixed effect company’s profits, dividends,

cash flow, variants and cash flow than its book
dividend value.

19. | Keong (2010) | 2003 Net book value, Ohlson’s model Specifically, Ohlson’s model
[6] to EPS, DPS serves as a good platform for

2009 evaluating actual correlations

between stock prices and
accounting data

20. | Bhowmik 2000- | Inflation, Econometric model Indian stock markets may be
(2013) [33] 2008 volatility, risk better characterized by the

premium, political number of transactions per
factors day than by the number of
shares traded each day.

21. | Haghiri and | 2003- | Return on equity, Distribution with lag, ROA and ROE ratios are
Haghiri (2012) | 2008 return on assets, lag variable model, T- | significant on stock return,
[34] financial leverage | test, F test, standard but financial leverage has no

deviation significant effect.

22. | Zaheri and | 2004— | Total assets, return | Multivariate regression | Stock returns are strongly
Barkhordary 2011 on assets, Return model, OLS, Hausman | correlated with a company's

size, book-market equity
ratio, return on assets and
return on equity, but no
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margin, profit correlation was found

after tax, between margin profit,
financial leverage, or PE
ratios and stock returns

23. | Rajapaksha , | 2011- | EPS, DPS, net Panel data regression, The share price has a strong
Yapa 2013 profit margin feasible generalized positive correlation with EPS
(2016) [35] least squares, K-nearest | and a moderately good

neighbor relationship with return on

discrimination equity, return on assets, price
to book, and net profit
margin.

24. Inyiama (2015) | 2002— | EPS, DPS, NAV, Regression correlation | The correlation between
[36] 2014 per share, accounting ratios and stock

dividend cover movements of the sample
firms is weak and
insignificant. In addition, the
findings revealed a strong and
substantial connection
between net asset value per
share.

25. | Anwaar (2015) | 2005- | EPS, quick ratio, Panel regression Net profit margin and return

14 ROA, ROE, net analysis on assets both have an overall
profit margin beneficial effect.
The impact of EPS is rather
significantly negative.

26. Paul, Juliana | 2007— | EPS, BVPS, Regression analysis, Significant relationship

Malizu [37] 2011 CFPS, correlation, Durbin between earnings and stock
wanton statistics, returns.
variance, Inflationary
factor

27. | Zakaria, 2005— | Price volatility, Regression equation Strongly correlated with the
Muhammad and | 2010 dividend yield, dividend yield.

Zulkifli [38] DPR, firm size, DPR is positively but
leverage, earnings insignificantly correlated.
volatility

28. Inyiama, Ozouli | 2000—- | EPS and market 2-step co-integration Short-term MPS has a
(2014) [39, 28] | 2013 price interaction and error correction significant effect on EPS.

model of Engle and
Granger

29. | RAALAS. Perera | 2005- | MPS, EPS, ROE, Descriptive statistics, The overall outcomes showed
and S.S. | 2009 earning yield correlation, regression | that the significance of EPS,
Thrikawala [40] earnings yield, and return on

equity has not reduced.

30. | Seethramanand EPS and stock SPSS, Pearson A very strong positive
Raj (2011) [41] price correlation correlation.

31. | Osundina, 2005— | EPS, PE ratio, Ordinary least square PE ratio has little influence
Ademola, 2014 book value, DPS, method, economic on the stock market’s
Jayeoba and stock price view volatility.

Olajumoke, volatility DPS displays the factors that

Olayinka, are the most sensitive

Ifayemi variables with the stock price.

(2016) [42]

32. | Velankar, 2006— | EPS, DPS, stock Unit root test, EPS and DPS have a
Chandani, 07 to | price regression analysis significant impact on stock
Ahuja  (2017) | 2014— price.

[7] 15

33. Swadia, 2013- | EPS, PE ratio, Accounting EPS has the most significant
Kachchhy 14 interest income to information index, correlation.

(2014) [43] total fund, current | regression, coefficients
ratio, quick ratio,
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interest spread,
loan turnover ratio

34. | Mulenga (2015) | 2008- | EPS, BVPS, Fixed effect model, The association between EPS
[21] 2012 return on equity, random effect model, and the share price is said to
assets turnover Hausman test be positive and statistically
ratio significant. While it was

shown that there was a
negative correlation between
BVPS, return on equity, and
assets turnover ratio

35. | E geethaand 2010- | EPS, book value, Ratio techniques Book value, EPS significantly
Ti. M. 2014 PE ratio, dividend influence the market price of
Swaaminathan yield, the stock a share, and a PE ratio, while
(2015) [13] price DPS has little impact on

market price, either positively
or negatively.

DISCUSSION

Book value, EPS, dividends, DPR, and PE ratio, are some accounting variables that have been utilized
in various studies to analyze accounting information. When compared to other variables utilized in
various investigations, BVPS and profits per share are the most dynamic and efficient. Investing in the
stock market necessitates a basic understanding of accounting and finance. Accountancy indicators and
stock price changes appear to be associated, according to most studies’ findings. They have employed
a variety of data analysis methods to do this. To assess the accounting information’s influence on stock
price movements, the methods of correlation and multiple regression analysis have been employed
(Stephen and Okoro 2014, Wang and Full 2013, Bialas 2013, Inyiam 2015). Simple and multiple
regression analysis has also been utilized (Menike, Prabath, 2014) [12]. The Ohlson model was
employed in a number of research studies (Olugbengs, 2011; Wang, 2013; Glezakos et al., 2012) [18].
Some investigations used pooled ordinary least squares and fixed and random effects (Hai et al., 2015
[27]; Matthew et al., 2014 [9]; Mulenga, 2015) [21]. Studies have shown that book value and earnings
are the most critical factors.

Accounting indicators have been studied in relation to stock price changes in a variety of ways. Only
financial risk indicators such as debt-equity ratio, capital adequacy ratio, and NPA ratio are included in
the investigations evaluated. The connection between non-accounting factors, for instance,
macroeconomic factors, monitory and financial policies of the government, and the share price is an
area for further investigation. Analysis of economic and political changes’ effect on the value of a
company’s stock may be done under both certainty and uncertainty.

CONCLUSION

Numerous studies have attempted to link accounting indicators to stock price, but the findings have
been varied. Previous research shows that EPS and BVPS are frequently cited as the most vital
characteristics. The research results looking at the impact of accounting information differed from
country to country because of each country’s various accounting legislation, methodologies, and
macroeconomic indicators. To make a timely investment choice, all accounting indicators must be
properly disclosed in the annual report.
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