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ABSTRACT

The Effect of Business Cycles on the Value
Relevance of Accounting Information

Jin-Ah Kim
Department of Accounting

Graduate School of Cheju National University

(Supervised by Professor Kyung-Joo Lee)

The purpose of this thesis is to provide further evidence on the
determinants of the value relevance of accounting information. More
specifically, I have attempted to examine the macroeconomic conditions
as an additional factor affecting the value relevance of accounting
information.

Previous studies have documented evidence that the accounting
information provide different valuation implications over time. In this
thesis, I argue that the time-series variations in the value relevance of
accounting information depend on the fluctuations business conditions,
as measured by business cycles.

Business cycles are classified into two stages, expansions and
recessions. The value relevance of accounting information is measured
by the earnings response coefficient(ERC) and the explanatory power(R%)
of accounting information(earnings, book value and cash flows) on stock

prices. Specifically, I investigated the following hypotheses :
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Hypothesis 1 : Earnings response coefficient(ERC) is higher in
expansions than in recessions.

Hypothesis 2-1 : Usefulness of accounting information is higher in
expansions than in recessions.

Hypothesis 2-2 : Value relevance of earings is higher than book
value in expansions, while value relevance of book value is higher
than earings in recessions.

Hypothesis 2-3 : Value relevance of earings is higher than cash
flows in expansions, while value relevance of cash flows is higher
than earings in recessions.

These hypotheses were tested using a sample of 142 firms listed in
the Korean Stock Exchange during 20 years(1981-2000). Empirical results
are generally consistent with the hypotheses.. The results can be
summarized as follows :

Firstly, ERC don't show any systematic trend over time, but ERC
repeats increase and decrease irregularly for the past 20 years (1981-2000).
In general, however, ERC is lower in expansions than in recessions.

Second, Usefulness of accounting information is higher in recessions
than in expansions.

Third, Value relevance of earnings is higher in expansions, while book
value is more value relevant in recessions.

Finally, value relevance of earnings is higher than cash flows in
expansions, while cash flows is more value relevant information than
earnings in recessions.

In general, these results show that business cycles have impacts on



the value relevance of accounting information (earnings, book value, cash
flows).

Several related issues are left for future research. First, more powerful
tests can be conducted by including three accounting information
(earnings, book value and cash flows) all together. Second, more refined
classification of business cycles should be used. For example, analyses
based on quarterly data might be more appropriate for the current
classification of business cycles. Third, the effect of business cycles on
the value relevance of accounting information might be different for
different industries. Thus, industry analyses would be helpful for making
conclusions of the effect of business cycle on the inter-temporal variations

in the value relevance of accounting information.
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<EO> AW o] ALe Fol
A= T2 | ANesTR ERC
1981 g
1982 o+ 0.429
1983 o+ 0.169
1984 T 0.609
1985 o+ 0.203
1986 o+ 0.406
1987 o3 -0.328
1988 T 0.889
1989 o+ 1.109
1990 g 0.092
1991 o 0.835
1992 T 0.118
1993 s 0.094
1994 s 0.144
1995 o+ 0.304
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1997 T 0.028
1998 s 0.009
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2000 T -0.001
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(2)

—(‘Sé .

fd

Py=ay+ a £+ a;BV ;+¢

(3) Pit: bo‘l’ blEl't‘I'g it

(4) Py=cy+ BV ;+¢e,

T g e -7t Wilcoxon
W W@ |EFEd| %7 | EEas a
ay 1.039 0.631 1.044 0.345 -0.018 | -0.165
Qg 0.239 0.139 0.292 0.091 -0.854 | -0.907
(;Q)T 0.449 0.106 0.553 0.104 | -2.022% | -1.567
by 1.828 0.992 2.076 0.294 -0.851 | -0.742
(13332 0.317 0.097 0.355 0.123 -0.737 | -0.577
¢ 0.335 0.165 0.375 0.073 -0.754 | -0.990
(;‘;23 0.355 0.119 0.467 0.089 | -2.317%* | -1.815%
<2)R2(j> 0.094 0.066 0.086 0.075 -0.246 | -0.165
<21)?_2fv) 0.133 0.081 0.199 0.062 | -1.786% | -1.650%
N 14 6
F) el g o 0 1%, w0 5%, x 1 10%
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<E14> A7)l mE Aol dusEe 7HHuEA

23

(5)

(6) Pit: €0+ elBVl*t"' ezEl't‘i'S it
(1) P,=fy+ ABV 4+ /,CF 4+¢

Pit: d0+ dlEit+ dzBV”‘i‘ dSCF it‘i‘g it

T e e . | Wilcoxon
as\| @z |wrax| @z |wean| | z#
dy 0.661 0.575 0.467 0.609 0.679 -0.660
d, 0.218 0.170 0.256 0.123 -0.486 -0.742
ds 0.267 0.275 0.359 0.327 -0.651 -0.577
;52)75 0.437 0.125 0.541 0.130 -1.686 -1.402
€ 0.247 0.171 0.302 0.118 -0.715 -0.907
€9 0.745 0.795 0.622 0.401 0.356 -0.082
ngﬁ 0.390 0.093 0.489 0.083 -2.241 -1.815%
f1 0.276 0.175 0.304 0.010 -0.365 -0.660
P 0.304 0.314 0.205 0.188 0.709 -0.154
2227 0.376 0.163 0.484 0.155 -1.377 -1.320
(5;_2:) 0.061 0.070 0.057 0.074 0.116 -0.165
(531;2(3) 0.047 0.048 0.053 0.057 -0.217 -0.082
N 14 6
F) T FE ok 1 19, xx 5%, % 1 10%
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