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Financial statements are extensively used by shareholders to evaluate the
economic value of firms based on the assumption that accounting numbers have a
certain relationship with stock prices in the market. However, the nature of the
relationship between accounting numbers and market values of the firms for this
reason, especially in emerging markets, has yet to be found out with any degree of
confidence. This paper investigates the empirical relationship between equity share
prices and book value per share, earning per share of Indian commercial banks and
examines whether there is significant difference in the value relevance of accounting
numbers between private and public sector banks listed on Bombay Stock Exchange
in India for the period 2004 to 2016 by using price valuation model provided by
Ohlson (1995).
Findings of our study revealed: 1) earnings per share (EPS) and book
value per share (BVPS) jointly and independently have significantly positive
relationship with market share price of public sector banks, private sector banks,
and all banks; (2) The incremental information content of BVPS is greater than
that of EPS in public sector banks. While in private sector banks, EPS add more
to the overall explanatory power of the model than BVPS. (3) The common
explanatory power of EPS and BVPS is greater in public sector banks. (4) Overall
empirical findings reported that Value relevance of earnings and book value jointly
is moderately higher in private sector banks than that of public banks with the adj
of 38% and 35.5% respectively for the period of the study. (5) Value relevance
of earnings per share and book value per share individually and jointly have
increased over the period of the study in private sector banks as well as public sector
banks. Finally, it is suggested that for the banking sector as a whole, book value per
share is more relevant than the earnings per share.

INTRODUCTION

Equity markets are one of the most important areas
of a market economy because it allows companies’ access
to capital and investors a portion of ownership in a company.
Investment in shares is vital for the growth of the country
and change the economy to a robust economy. Investment
also offers the benefit of liquidity as well as the opportunity
to beat the market and earn high returns. The stock market is
all concerning dynamics and that is why predicting market
price of the share is not an easy work. Therefore, investors
face the problem of precisely predicting the stock prices so
as to earn decent returns. Share price movement is not

B 94

Volume - 6, Issue- 1, January 2018

independent in nature and both intrinsic, as well as extrinsic
factors have an impact on stock price movements. An analysis
of fundamental factors and the extent to which they affect
equity share prices help the investors to make a profitable,
intelligent and rational investment decisions. Alternatively,
the main objective of accounting data is to provide information
about the company’s economy to different users inside and
outside the company (Smith, 2006).
The main function of financial statements is to
summaries business transactions and other events. Based on
this construct, the value relevance of financial statement
information is measured by its ability to capture or summarize
www.eprawisdom.com

information that affects equity value (Francis and Schipper,
1999). Value relevance is defined as “the ability of accounting
numbers to summarize the information underlying the stock
prices, thus the value relevance is indicated by a statistical
association between financial information and prices or
returns’’( Liu & Liu 2007 p.56). This study examines the
value relevance of earnings per share and book value per share
with a share price of 30 banks being divided into public and
private sector banks listed on the BSE covering the period
between 2004 and 2016, the study employs Ohlson’s (1995)
valuation equation to investigate the value-relevance of
earnings, book value in India. This study contributes to the
existing literature by examining the comparative value
relevance of accounting information between public and
private sector banks listed on the BSE.
The banking industry is an essential instrument in
the construction of the economic structure of any country
and it plays an important role in the economic growth of a
developing country. Economic development engages
investment in various sectors of the economy. The major
purpose of a financial institution is to provide the maximum
financial convenience to the public. The banking sector is the
heart of financial structure as it has the ability to add to the
money supply of the nation and therefore creates extra
purchasing power. In such a way commercial banks have
appeared as the main financial agencies of fast economic
development today than ever before.

REVIEW LITERATURE

There are a few studies which examine the
determinants of a share price and the influence of selected
accounting variables specifically earnings and book value on a
share price in the Indian context. These studies also have
contradictory results of the relevance of accounting
information. However, in banking sector some studies
evidenced that (i) earnings and book value have a
significantlypositive relationship with stock price of banks
(Mohan& John: 2011; Charumathi and Suraj: 2014; Mulenga:
Commercial Banks

RESEARCH DESIGN

This section of the study provides information regarding
population, sampling and data collection methods, hypothesis
testing and model specification.
 Sample and data collection:
The present study has been conducted through the use
of secondary data. The data have been collected from the
annual reports of banks available in the website of
moneycontrol.com and the share price collected from the
website of BSE India at the end of the balance sheet day.
Stock prices have then been adjusted according to the number
of changes in face value.
In this paper, the market price per share of the banks is used
as dependent variable and accounting numbers such as earning
per share and book value per share are used as an independent
variable.
A sample of the study consists of eighteen public sectors and
twelve Private sector banks listed on Bombay stock exchange
based on the availability of data during the period from 20042005 to 2015-2016. Table 1 shows the lists of public and
private commercial banks in India.
S.No

Name Of Banks

1

Allahabad Bank

10

Oriental Bank Of Commerce

3

Bank Of Baroda

12

Syndicate Bank

5

Bank Of Maharashtra

7

Corporation Bank

9

Indian Overseas Bank

2

Jammu And Kashmir Bank

4

Karur Vysya Bank

10

South Indian Bank

12

4
6

1
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H0: There is no significant difference in the value relevance of
accounting information between private and public sector
banks listed on Bombay Stock Exchange.
H1: There is a significant difference in the value relevance of
accounting information between private and public sector
banks listed on Bombay Stock Exchange.

Name Of Banks

8

Private banks

HYPOTHESIS

S.No

2

Public Banks

Asmaalsadat Mousavinia, Dr. S. Marigowda
2015; Bhatia & Mulenga: 2017), (ii) a decline in value relevance
of earnings and book value over a long time (Manisha Khanna:
2014); and (iii) accounting information is more relevant in
public sector banks than private sector banks (Bhatia &
Mulenga: 2017). Hence, the investigation of value relevance
of accounting numbers of Indian public and private sector
banks is suitable in the lack of comparative studies of the
same sector.

3
5
6

Andhra Bank

Bank Of India
Canara Bank
Dena Bank

Indusind Bank

Karnataka Bank

Kotak Mahindra Bank

11
13

Punjab National Bank
UCO Bank

14

Union Bank Of India

16

State Bank Of India

15
17

Vijaya Bank

State Bank Of Mysore

18

State Bank Of Travancore

8

City Union Bank

7

Axis Bank

9

Dhanlaxmi Bank

11

HDFC Bank

Federal Bank
ICICI Bank
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Model Specification



The present study has utilized Ohlson (1995) price
model to test the significant ability of accounting information
in explaining market share price. The Ohlson (1995) price
model represent market share prices as a linear function of its
earnings per share and book value per share.
At first, we focused on the model (1) to measure
the joint ability of earnings per share and book value in
explaining market share prices.

In order to compare the predictive power of book value
and earnings we have divided total explanatory power into
three components (i) the incremental explanatory power of
earnings per share (ii) the incremental explanatory power of
book value per share and (iii) the explanatory power common
to both earnings per share and book value per share. For the
following equation the adjusted
are estimated, so as to
calculate the above three components of explanatory power.

e-ISSN : 2347 - 9671| p- ISSN : 2349 - 0187

explanatory power (Adj.
from model 3, the incremental
explanatory power of book value per share (incr.BVPS)
calculated by taking the explanatory power (Adj. from model
(1) less the explanatory power (Adj. from model (2).The
remaining adj.- incr.EPS-incr.BVPS represents the explanatory
power common to both earnings per share and book value per
share (incr.Com).
The variables used in this paper are defined as follows:
1. Share price is measured at the end of the balance
sheet date.
2. Book value is measured as the shareholder’s equity
(share capital plus reserves and surplus). BV can
also be derived by subtracting current and noncurrent liabilities from total assets. Book value per
share has been calculated by dividing shareholder’s
equity into weighted outstanding shares.
3. EPS (Earnings per share) is measured as Net Profit/
Weighted outstanding Shares.

ANALYSIS AND RESULTS
The adjusted
from model (1), (2), (3) is utilized as the
primary metric to measure value-relevance and indicated as
adj.
,adj.
and adj.
for model 1, 2 and
3 respectively. The incremental explanation power of earnings
per share (incr.EPS) has been calculated by taking the
explanatory power (Adj.
from model 1 less the

All models are employed ordinary least squares (OLS)
regression based on Ohlson’s (1995) model to estimate the
coefficients. Table 1 exhibits the sample descriptive statistics
between the deflated variables used in the regression Models
(1, 2, and 3) for both public and private sector banks during
the period of the study.

Table 1 Descriptive statistics of dependent variable (Share price) and independent variables (BVPS, EPS)
Descriptive Statistic of Variables
Sl. No.

Variable

Group

PB
1

S.P
PV

PB
2

EPS
PV

PB
3

BV
PV

*Numbers in Indian Rupees (INR)
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Statistic
(A) Dependent Variables:
Mean
Std.Dev
Coefficient of Range
Skewness
Mean
Std.Dev
Coefficient of Range
Skewness
(B) Independent Variables:
Mean
Std.Dev
Coefficient of Range
Skewness
Mean
Std.Dev
Coefficient of Range
Skewness
Mean
Std.Dev
Coefficient of Range
Skewness
Mean
Std.Dev
Coefficient of Range
Skewness

2004-16
176.79*
220.57
0.98
5.66
397.91
878.26
1.00
4.39
37.45
43.03
3.61
0.79
44.60
47.29
1.18
2.07
284.06
336.57
5.45
0.80
304.45
282.76
0.96
1.86
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Table 1 shows that there is a variation in the market
price of a share with a mean value of 176.79 in public banks
and 397.91 in private banks during the period of the study.
Moreover, The deviation from the average Share price was
220.57 and 878.26 in public and private banks respectively.
Furthermore, sample banks under the study have average
(mean) earnings per share of 37.45 in public banks in compare
to 44.60 in private banks. Book value has a mean value of
284.06 in public banks and 304.45 in private banks. The
descriptive statistic results also shows that the skewness of
share price, EPS, and Book value is positive which presents
the data are skewed right, meaning that the right tail of the
distribution is longer than the left and the distribution is highly
skewed. All in all, private banks enjoy higher mean value of
share, EPS and book value than public banks.

Correlation Matrix

The Pearson’s Correlation analysis determines the
relationship between accounting variables and market share
prices. As shown in Table 2,3and 4. First: The highest
correlation coefficient is 61.9 percent (between EPS and
shareprice) in private banks followed by a correlation

Asmaalsadat Mousavinia, Dr. S. Marigowda
coefficient of 60.2 percent (between BVPS and share price)
which is a strong positive correlation. It is essential to ensure
that the correlations among the explanatory variables are not
so high to the extent of posing multicollinearity problems
(Dada & Ghazali, 2016).According to the results of the tables,
the highest correlation coefficient among independent
variables is 0.92, suggesting that multicollinearity seems not
to be a problem in this study. Second, as shown in table 2, 3,
4 the correlation between share price and EPS in private sector
banks, public sector banks, and all sample banks are 61.9,
34.6 and 47.5 respectively. It is clear from the table that
private banks enjoy higher correlation between share price
and EPS than public sector banks and the whole sample banks
as well. Although the level of correlation between share price
and book value in public and private sector banks are almost
equal (about 60%), the sample banks under study have shown
the lower magnitude of the relationship between the two
mentioned variable (46.8%).To conclude, the correlation
coefficients of book value per share and earnings per share
were higher in private sector banks than in public sector banks
during the period of the study.

Table 2
Pearson’s Correlation analysis (private banks)
Share
EPS
Price
Share Price
Pearson Correlation
1
.619**
Sig. (2-tailed)
.000
N
156
156
EPS
Pearson Correlation
.619**
1
Sig. (2-tailed)
.000
N
156
156
Book Value/Share
Pearson Correlation
.602**
.920**
Sig. (2-tailed)
.000
.000
N
156
156
**. Correlation is significant at the 0.01 level (2-tailed).

Table 3
Pearson’s Correlation analysis (public banks)
Share
EPS
Price
Share Price
Pearson Correlation
1
.346**
Sig. (2-tailed)
.000
N
234
234
EPS
Pearson Correlation
.346**
1
Sig. (2-tailed)
.000
N
234
234
Book Value/Share
Pearson Correlation
.597**
.659**
Sig. (2-tailed)
.000
.000
N
234
234
**. Correlation is significant at the 0.01 level (2-tailed).

Book
Value/Share
.602**
.000
156
.920**
.000
156
1
156

Book
Value/Share
.597**
.000
234
.659**
.000
234
1
234

Table 4
Pearson’s Correlation analysis (all banks)
Share
EPS
Book
Price
Value/Share
Share Price
Pearson Correlation
1
.475**
.468**
Sig. (2-tailed)
.000
.000
N
390
390
390
EPS
Pearson Correlation
.475**
1
.752**
Sig. (2-tailed)
.000
.000
N
390
390
390
Book Value/Share
Pearson Correlation
.468**
.752**
1
Sig. (2-tailed)
.000
.000
N
390
390
390
**. Correlation is significant at the 0.01 level (2-tailed).
www.eprawisdom.com
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Regression Result:

 Regression Results for Private Sector Banks
The following tables present the summary of regression
results for model 1, 2 and 3 for each year from 2004-2016 and
the decomposition of the coefficient of variation for private

e-ISSN : 2347 - 9671| p- ISSN : 2349 - 0187

sector banks. Table 5 shows that the result of the yearly
cross-sectional regression indicates that EPS and BVPS jointly
are significant at a level of 1% and positively related to stock
prices of private sector banks.

 Regression results for public banks:
The subsequent tables present the summary of regression
results for model 1, 2 and 3 for each year from 2004 to 2016
and the decomposition of the coefficient of variation for public
sector banks.

B 98

Volume - 6, Issue- 1, January 2018

www.eprawisdom.com

Asmaalsadat Mousavinia, Dr. S. Marigowda

The analysis of the statistical results (as shown in
previous tables) concerning value relevance of book value and
earnings in private and public sector banks have been carried
out under cross-sectional analysis, time series analysis, and
incremental information content analysis.
Cross-Sectional Analysis: From the viewpoint of
cross-sectional analysis, it was clearly evidenced that the
value relevance of book value and earnings independently and
jointly were higher in private sector banks than in public
sector banks. Earnings were the most value relevant variable
with it’s adj
of 38% in private sector banks followed by
book value with its adj of 36% as against substantially lower
adj s of 12%, 35% respectively in public sector banks. The
value relevance of earnings and book value jointly is higher
with adj of 38% in private sector banks than adj of 36% in
public sector banks.
Time Series Analysis: From the viewpoint of time
series analysis, it was interesting to find that the value
relevance of earnings and book value considerably increased
over the base year with their respective adj s from already
www.eprawisdom.com

low values of -6%, and -6% in 2004 to 17% and 86% in 2016
respectively in public sector banks as well as improvement in
adj from -7% and -9% respectively in 2004 to 77% and 43%
in 2016 in private sector banks.
Value relevance of earnings increased over the base year with
adj of -6% to 17% in 2016 in public sector banks as against
higher improvement in adj from -7% in 2004 to77% in 2016
in private sector banks. However, book value has higher
improvement in adj from -6% to 86% in public sector banks
as against private sector banks with lower improvement in
adj from -9% to 43% in 2016.
If the adj of earnings and book value under multiple
regression substantially improved over the base year from 14% in 2004 to 81% in 2016 in private sector banks, the
respective under multiple regression increased from already
lower values of -10% in 2004 to higher levels of 86% in
public sector banks.
The inference of the results reveals that private sector banks
had higher value relevance than public sector banks. Moreover,
during the period of the study EPS had higher value relevance
Volume - 6, Issue- 1, January 2018
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in private sector banks, while book value had higher value
relevance in public sector banks. Finally, it was discovered
that the magnitude of EPS and book value per share jointly
had increased more over the base year in public sector banks
than private sector banks.
Incremental Information Content Analysis:
From the viewpoint of incremental information content, some
mixed results were evidenced. Under cross-sectional analysis,
there were visible differences in incremental information
content between private and public sector banks. First, the
incremental information content of earnings given the book
value was moderately lower in public sector banks with its
incremental adj of 0.13% than in private sector with the adj
of 2.34%. Second, the incremental information content of
book value given the earnings was much lower with adj of
0.31% in private sector banks than higher adj of 24% in
public sector banks.
From the viewpoint of incremental information
content under time series analysis between private and public
banks, there was an increasing trend during the period of the
study but in a different range. First, if the incremental content
of earnings given book value increased from the incremental
adj of -5% in 2004 to very high incremental adj of 38% in
2016 in private sector, the incremental adj of earnings given
the book value moderately improved from -4% in 2004 to
just 0.69% in 2016 in public sector banks. Second, if the
incremental adj of book value given the earnings increased
from incremental adj of -4.5% in 2004 to very high level with
the incremental adj of 70% in 2016 in public sector banks, the
incremental adj of book value given the earnings marginal
improved from -6.5% in 2004 to only 4% in private sector
banks.
Trends in Value Relevance: Table 6 and 8 presents
the trends in value relevance of book value and earnings in
private sector banks and public sector banks for the period of
the study with some major differences. First, the value of
earnings given the book value and book value given the earnings
increased from their already lower and negative adj s of 5.18% and -6.38% respectively in 2004 to just 2.34% and
0.31% respectively for the period in private sector banks.
As against these results, the trends in value relevance of public
sector banks were found to be mixed with a moderate increase
or substantial improvement in value relevance over the base
year. First, the value relevance of the book value given the
earnings increased considerably from -4% in 2004 to
substantially higher levels of 24% for the period. However,
the value relevance of the earnings given the book value
increased from -4.5% respectively in 2004 to just 0.13% for
the period.

CONCLUSION

Findings indicate that: (1) earnings per share and
book value per share jointly and independently have
significantly positive relationship with market share price of
public sector banks, private sector banks, and all banks; (2)
earnings per share and book value per share individually and
jointly were found to have an increase in value relevance in
private sector banks as well as public sector banks during the
period of the study; (3) Value relevance of earnings and book
value jointly were moderately higher in private sector banks
than in public banks with the adj
of 38% and 35.5%
respectively for the period of the study. However, in private
sector banks earnings per share is more value relevant than
book value per share although in public sector banks the book
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value per share is more value relevant than earnings per share.
The value relevance of book value is almost same in private
banks as well as public banks with its adj
of 36% and
35.5% respectively. Therefore, it is noticeable that the higher
value relevance of private sector banks is due to the influence
of earnings. For the banking sector as a whole, book value per
share is more relevant than the earnings per share; (4) the
value relevance of both variables over the base year was found
to be stronger in public sector banks than in private sector
banks based on the relative changes over the base year; (5)
The incremental information content of book value per share
is greater than that of earnings per share in public sector
banks. While in private sector banks, earnings per share add
more to the overall explanatory power of the model than
book value per share. The common explanatory power of
earnings per share and book value per share is greater in public
sector banks, which shows that the incremental information
is higher in public sector banks than in private sector banks.
Overall empirical outcomes of the statistical test
support that null hypothesis is rejected and alternative
hypothesis of the study, that there is a significant difference
in the value relevance of accounting information between
public sector banks and private sector banks, is accepted.
All in all, accounting information has an important
ability in influencing stock prices in the banking sector during
the entire period of the study. Therefore, this study concludes
that banking sector should provide adequate and reliable
accounting information in their financial statements to assist
potential and prospective investors in taking the informed
decision.
REFERENCES

1)

Ball, R., & Brown, P. (1968). An empirical evaluation of
accounting income numbers. Journal of accounting
research, 159-178.
2) Barth, M. E., Beaver, W. H., & Landsman, W. R. (1996).
Value-relevance of banks’ fair value disclosures under
SFAS No. 107. Accounting Review, 513-537.
3) Beaver, W. H. (1968). The information content of annual
earnings announcements. Journal of accounting research,
67-92.
4) Beaver, W. H., & Dukes, R. E. (1972). Interperiod tax
allocation, earnings expectations, and the behavior of
security prices. The Accounting Review, 47(2), 320-332.
5) Bhatia, M., & Mulenga, M. J. (2017). Value Relevance of
Earnings and Book Value per Share: Comparative Study of
Indian Public and Private Sector Banks.
6) Brief, R. P., & Zarowin, P. (1999). The value relevance of
dividends, book value and earnings.
7) Charumathi, B., & Suraj, E. S. (2014). Comparing Stock
Valuation Models for Indian Bank Stocks. International
Journal of Accounting and Taxation, 2(2), 111-127.
8) Collins, D. W., Maydew, E. L., & Weiss, I. S. (1997).
Changes in the value-relevance of earnings and book values
over the past forty years. Journal of accounting and
economics, 24(1), 39-67.
9) Francis, J., & Schipper, K. (1999). Have financial
statements lost their relevance?. Journal of accounting
Research, 37(2), 319-352.
10) Khan, S. H. (2009). Determinants of share price movements
in Bangladesh: Dividends and retained earnings.

www.eprawisdom.com

11) Landsman, W. R., & Maydew, E. L. (2002). Has the
information content of quarterly earnings announcements
declined in the past three decades?. Journal of Accounting
Research, 40(3), 797-808.
12) Manish Khanna, M., (2014). Value Relevance of accounting
information: An empirical study of selected Indian firms,
International Journal of Scientific and Research
Publications, 4(10).
13) Mohan, N., & John, F. (2011). Value relevance of
accounting information-An Indian perspective. Journal of
Finance, Accounting and Management, 2(1), 16.
14) Mukund, Sharma. (2014). Value relevance of accounting
information: A comparative study of public and private
sector companies in India, Asia Pacific Journal of
Research, 1(12): 113-121.

www.eprawisdom.com

Asmaalsadat Mousavinia, Dr. S. Marigowda

15) Mulenga, Mwila Joseph., (2015). Value relevance of
accounting information of listed public sector banks in
Bombay Stock Exchange, Research Journal of Finance
and Accounting, 6(8): 222-231.
16) Nirmala, P. S., Sanju, P. S., & Ramachandran, M. (2011).
Determinants of share prices in India. Journal of emerging
trends in economics and management sciences, 2(2), 124130.
17) Shobhana and Karpagavalli (2011).Determinants of the
market price of shares of the select banking companies
listed at Bombay stock exchange, An International
Multidisciplinary Research Journal, 1(3).

Volume - 6, Issue- 1, January 2018

B 101

