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ABSTRACT 
 The primary aim of this research is to examine the value relevance of accounting and financial information in 

explaining stock returns by using panel data for a sample of 13 commercial banks listed in Amman Stock 

Exchange (ASE), through the period from 2010 to 2018. It uses dividends payout ratio, book value per share and 

earnings per share as proxies of accounting and financial information. 

The findings indicate that earnings per share, book value per share, dividends payout ratio and bank size do not 

influence stock returns. These results are consistent with Black and Scholes (1974) and Fama and French (1992), 

among others. 
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1. INTRODUCTION 

 

Since the beginning of the 21st century, the information 

content of accounting elements in general as well as 

accounting profits in particular are among the most studied 

topics. Indeed, the main objective of studying the 

information content of published financial statements is to 

provide many of parties, such as shareholders, investors, 

creditors, analysts and others, with valuable information for 

making investment decisions, especially in a competitive 

environment (Haddad & Haddad, 2003; Abu-Rumman & 

Al-Debi’e, 2020). The value relevance measures the ability 

of accounting and financial data to interpret stock prices 

and it’s often determined by the association between a 

firm's market value and the information provided by its 

financial reporting parameters. Under this construct, the 

value relevance concept is a validation of quality standards, 

which may be interpreted as the usefulness of accounting 

data in allowing investors to make responsible decisions 

(Takacs, 2012). 

Literature that examines the value relevance is huge, 

starting from Ball and Brown (1968) who were the first to 

lay the foundations of the usefulness of the information 

included in companies’ financial statements and its 

association with stock returns. In particular, their study 

showed that accounting earnings are used to measure the 

economic performance of companies and are also 

correlated with stock returns to some extent. After that, 

many researchers have attempted to investigate this 

relationship in different market settings, time frames, 

research methodologies and techniques. This has led to, not 

only the publication of several theoretical models and 

countless research papers, but it has also sparked academic 

debate. On one hand, scholars, such as Lipe (1986), Ohlson 

(1995), Easton and Harris (1991), Ball, Kathori and Watts 

(1993), Booth, Broussard and Loistl (1997), King and 

Langli (1998), Francis and Shipper (1999), Graham and 

King (2000) and Ebaid (2012), showed a strong empirical 

evidence on the relationship between accounting 

performance measures and stock returns. On the other 

hand, and despite the strong empirical evidence found 

in many of the previous research, scholars, such as 

Kaplan (1983), Fisher and McGowan (1983), Kaplan 

(1984) and Rappaport (1986) found contradicting 

results arguing that accounting measures are not 

value-relevant for many reasons. These reasons 

include the availability of different accounting 

measures, not considering the time value of money as 

well as the cost of equity ignorance. 

The analysis of literature brings to light that the 

value relevance of accounting and financial measures 

varies across countries and despite the extensive 

literature available on this field, mainly for developed 

countries, the available knowledge on this 

relationship for developing countries is still relatively 

poor and inconclusive. Therefore, the purpose of this 

study is to analyze the value relevance of accounting 

and financial information that might affect stock 

returns of the Jordanian commercial banks listed in 

Amman Stock Exchange (ASE). In doing so, this 

study focuses on the impact of three primary 

variables; namely, earnings per share (EPS), 

dividends per share (DPS) and book value per share 

(BVPS). 

Next, the study problem, significance, objectives, 

questions and hypotheses are presented. The rest of 

the paper is composed of three sections. Section 2 

contains a review of the relevant literature. In Section 

3, the data and methodology are outlined and the 

results are provided and examined. Finally, Section 4 

summarizes and concludes the paper. 

 

1.1 Problem of the Study 

Most of the early empirical research studies on the 

importance of accounting and financial information 

and its relevance to stock returns have reported mixed 

results. Therefore, this study examines the accounting 

and financial factors that may influence stock returns; 
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it examines the value relevance of accounting and financial 

information for banks listed in Amman Stock Exchange 

(ASE). 

 

1.2 Study Significance 

A strong banking sector is vital for every country to 

stimulate economic growth and maintain financial stability 

of the entire financial system. Moreover, the financial 

statements of companies provide valuable information to 

many parties, including investors, especially in a 

competitive environment. This would affect their beliefs 

about the securities characteristics of the companies 

declared in these reports and is consequently reflected on 

the market reaction in response to this information, whether 

in the form of a change in prices or an increase in the 

trading volume (Al-Khoury & Al-Qasem, 2006). 

Therefore, the significance of this study is derived from 

the scientific importance that is formed around supporting 

theoretical studies and research in the field of earnings, 

payout ratio and book value and its impact on the stock 

returns of commercial banks. The study is also intended to 

assist investors in Amman Stock Exchange to identify the 

appropriate accounting elements that help them assess 

banks' shares for their investment. 

 

1.3 Study Objective and Questions 

This study aims at examining factors that may affect 

stock returns of financial commercial banks listed in ASE; 

its primary goal is to determine the value relevance of 

accounting and financial information in stock returns. The 

following questions will be discussed: 

1.What impact do earnings have on Jordanian commercial 

banks' stock returns? 

2.What impact does book value have on Jordanian 

commercial banks’ stock returns? 

3.What impact does payout ratio have on Jordanian 

commercial banks' stock returns? 

4.What impact does bank size have on Jordanian 

commercial banks' stock returns? 

1.4.Study Hypotheses 

Based on the study objective and questions, the 

following hypotheses were developed: 

H01: There is a positive and significant relationship 

between earnings per share and stock returns in 

Jordanian commercial banks. 

H02: There is a positive and significant relationship 

between book value per share and stock returns 

in Jordanian commercial banks. 

H03: There is a positive and significant relationship 

between dividends payout ratio and stock 

returns in Jordanian commercial banks. 

H04: There is a positive and significant relationship 

between bank size and stock returns in 

Jordanian commercial banks. 

 

2. LITERATURE REVIEW 

 

Most of the first empirical evidences in the value 

of accounting information come from the American 

market. The value of earnings in stock returns from 

1962 to 1990 has been examined by Hayn (1995). 

The study found that profits are positively correlated 

with dividends. However, when only the consolidated 

statements of profitable companies are considered, 

stock-price movements are more strongly correlated 

with returns.  

Collins et al. (1997) found that both profit and 

book value are significantly correlated with market 

price over the forty years from 1953 to 1993. Barth et 

al. (1998) found that the explanatory power of 

earnings and book value variables varied regularly 

across industries. Lev and Zarowin (1999) used the 

statistical relationship between accounting data and 

market capitalization to assess the usefulness of 

financial information to investors. This link reflects 

the investors’ work, while another procedure, such as 

questionnaires or interviews, simply reflects the 

opinions and beliefs of investors. 



The Value Relevance of…                                     Oroba Mohammad Jadallah, Fayez Salim Haddad and Ahmad Hussein Al Tarawneh 

 

  - 465 - 

The relationship of stock prices and accounting 

variables that use data in 20 countries was explored by 

Frankel and Lee (1998). They found that current dividends, 

current book value and dividends show common 

expectations that share prices will fluctuate by 72 percent 

on average.  

King and Langli (1998) found that book value and 

profits were closely related to stock prices in Germany, 

Norway and the United Kingdom (UK). However, the 

combined explanatory power of the three different forms is 

around 70% within the UK, 60% in Norway and 40% in 

Germany. They also found that the explanatory power of 

variables differed within the accounting systems of the 

three countries. The book value explains more than 

earnings in Germany and Norway, but less than earnings in 

the UK. 

Pathirawasam (2010) investigated the appropriateness 

of earnings, book value and earnings per share within the 

share price in Colombo Stock Exchange (CSE). The study 

sample included 129 items selected from 6 major 

companies in (CSE). Cross-sectional regressions and 

statistics are used for analyzing data. The importance of the 

worth of accounting profits and therefore the book value of 

stocks also proved that accounting earnings are associated 

with the share price (Ball and Brown, 1968; Beaver (1968); 

Kormendi and Lipe (1987); Lipe (1986). Some studies also 

suggested that assets and liabilities relate to the share price 

(Landsman, 1986; Amir, 1993; Francis and Schipper, 

1999). 

Research in finance indicates that a company's 

characteristics (such as company size, growth and 

efficiency) can predict a share price in the future. Johnson 

and Soenen (2003) analyzed 478 companies in the United 

States of America (USA) during the period (1982-1998) 

and concluded that large and profitable large-scale 

companies with high-level advertising spending had better 

performance in terms of these three metrics.  

The relation between financial indices and company 

performance for listed companies in the United States of 

America (USA) has been examined by Höbarth 

(2006).  For a period of 19 years, he used 17 financial 

indicators in addition to three variables to measure the 

performance of a company; namely, stock market 

value, dividends per share and profitability. The 

results showed that companies with a low book-to-

market ratio, effective working capital management, 

more equity, low liquidity, high retained earnings and 

fewer liabilities have high profitability based on 

return on investment (ROI), while companies with an 

unqualified audit opinion, less equity and more 

liabilities, lower retained earnings and total assets 

have better cash-flow performance as measured by 

cash dividends. Moreover, companies with a low 

book-to-market ratio, effective management of 

working capital, more equity, fewer liabilities, lower 

total assets, earning margins before interest taxes 

(EBIT) and depreciation have better market 

performance (measured by the percentage change in 

share prices).  

In the United States of America (USA), Lev and 

Thiagarajan (1993) researched the relationship between 

12 key variables and the company’s abnormal return 

for the period (1974-1988), using changes in inventory, 

receivables, capital expenditures, research and 

development, gross margin, sales, administrative 

expenses, actual tax, provision for doubtful receivables, 

backlog, workforce, audit qualification and LIFO 

earnings as independent variables. The results showed 

that changes in capital expenditures, receivables, 

inventory, gross margin, sales, administrative expenses 

and late demand significantly affect yield at the 5% 

level of significance. They also noted that the 

relationship between yield and basic variables will be 

stronger when looking at macroeconomic variables, 

such as inflation and gross national product (GNP) 

growth. 

By the same token, Pervan (2012) used a sample 

of 97 companies to analyze the importance of the 
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value of accounting information in capital markets in 

southeastern Europe. The documented evidence from the 

research indicates that accounting information is a relevant 

value for all observed markets. Besides, the study noted 

some differences in the importance of value among 

countries. Also, Yudianti (2013), in a related study, showed 

that simultaneous earnings and book values are relevant 

information in explaining stock prices. 

Much of the preceding research analyzed the value 

relevance of accounting and financial information in stock 

returns in the industrial sector. Some of the previous studies 

researched the value relevance of both financial and non-

financial information in high-tech industries, such as 

Abayadeera (2010) who used a sample of (91) companies 

running through various industries in several sectors in 

Australia and concluded that value relevance declined in 

earning and increased in book value. Moreover, Lev and 

Zarowin (1999), Core et al. (2003), Vishnani and Shah 

(2008), Kormendi and Lipe (1987) and Sharma et al. (2012) 

studied the subject and indicated a drop in value relevance 

of accounting information. 

Moreover, Tahat et al. (2021) examined the relationship 

between a firm's financial statements and its share price for 

non-financial firms listed in Amman Stock Exchange over 

the period (2012-2016). They suggested that investors 

consider the value of accounting information when making 

their investment decisions and that accounting measures 

can help explain variations in a firm’s market value over 

the long run. This lacuna in the literature provides a basis 

for this study. 

Referring to the financial stability reports issued by the 

Jordan Central Bank, the importance of the banking sector 

in achieving economic and monetary stability is evident 

despite the shocks and risks that Jordan faces. This is 

attributed to its high level of capital, which is the highest in 

the region, as well as its sufficient level of liquidity (Jordan 

Central Bank, 2012; Association of Banks in Jordan, 2018). 

In general, the size of the assets of the financial system in 

Jordan amounted to 41,578 billion Jordanian dinars at 

the end of 2012, where the licensed banks made up 

94% and thus are considered the main component of 

the total system. The banking system sector constitutes 

177% of the gross domestic product (Financial 

Stability Report, 2012), and generally, it ranges 

somewhere between 150% and 170% of the GDP. 

 

3. DATA, METHODOLOGY AND 

EMPIRICAL RESULTS 

 

The population of the study includes all 16 listed 

banks in Amman Stock Exchange (ASE) for the 

period between 2010 and 2018. Islamic banks have 

been excluded from the study sample and the 

selection of commercial banks is due to their high 

influence on Jordanian economic growth. The sample 

size became 13 Jordanian commercial banks. In this 

study, the required information is obtained from the 

banks’ annual reports. Financial reports are a credible 

data source for public companies, since they are 

audited externally. 

In order to achieve the study objective, the Ohlson 

(1995) model was adopted, which can be expressed as 

follows: 

RETURNit = β0+ β1 EPSit-1 + β2 DPR it-1 + 

                    β3 BVPSit-1+ β4 SIZEit+ εit 

where RETURNit is the stock return calculated by 

taking the change in stock price for a specific year 

divided by the price of the stock at the beginning of 

the same year, EPSit-1 is the prior-year earnings per 

share, DPRit-1 is the prior-year dividends payout ratio, 

BVPS is the book value per share, SIZEit is the natural 

logarithm for the bank total assets, εit is the error 

term. i and t refers to the bank and time, respectively. 

At first, we provide a summary of the descriptive 

statistics for the study variables during the period 

(2010-2018). 
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Table (1) 

Descriptive statistics for dependent and independent variables 

Variable Min. Max. Mean Median S. D. N 

RETURN - 0.371 0.416 - 0.018 - 0.016 0.152 117 

EPS - 0.020 0.650 0.209 0.160 0.139 117 

DPR 0.000 1.333 0.498 0.556 0.314 117 

BVPS 0.836 1.699 1.104 1.055 0.185 117 

SIZE 8.535 10.413 9.338 9.303 0.411 117 

 

Table 1 shows that, on average, banks have a stock 

return of - 0.018, ranging from a minimum of         -0.371 

to a maximum of 0.416. The standard deviation of stock 

returns is about 15 percent, showing the spread in returns. 

However, earnings per share, as depicted by the selected 

sample, have an average of 0.209 and a standard deviation 

of 13.9 percent, ranging from a minimum of -0.02 to a 

maximum of 0.650. The dividends payout ratio has an 

average of 0.498, ranging from a minimum of 0 to a 

maximum of 1.333. It is worth noting that the maximum 

value of DPR indicates that in one year, a certain 

bank has paid dividends per share more than its 

earnings per share. 

Moreover, the range of book value per share 

varies from a minimum of 0.836 to a maximum of 

1.699, with a standard deviation of 18.5 percent and 

an average of 1.104. Finally, the bank’s size has an 

average logarithm of total assets equal to 9.338, with 

a standard deviation of 41.1 percent. Pairwise 

correlation coefficients between the variables are 

shown in Table 2. 

 

Table (2) 

Pearson correlation a matrix of the variables 

Variable RETURN EPS DPR BVPS SIZE 

RETURN 1 
    

EPS 0.019 1 
   

DPR 0.102 0.228* 1 
  

BVPS -0.053 0.487** -0.119 1 
 

SIZE -0.048 0.688** 0.399** 0.204* 1 

                              * Significant at the 5% level and ** significant at the 1% level (2-tailed). 

 

Table 2 shows the correlation matrix for the variables 

used in this study. Pearson correlation matrix shows 

significant pairwise correlations between independent 

variables. The significant correlation between these 

variables is noteworthy. First, earnings per share are 

positively and significantly correlated with dividends 

payout ratio (α = 5%), book value per share (α = 1%) and 

firm size (α = 1%). The positive correlation between EPS 

and DPR suggests that when the payout ratio 

increases, the stock becomes more attractive to 

buyers. The increased demand will cause sellers to 

raise the price to gain more profits. This leads to a 

higher stock return. The positive correlation between 

EPS and BVPS can be attributed to the fact that the 

book value of equity represents an important 

explanatory variable for earnings per share, consistent 
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with Burgtahler and Dichev (1997) who found that the 

accounting system can provide information which is 

improving each other about book value and earnings. Book 

value from the balance sheet represents information about 

the net value of company resources, while earnings from 

the income statement express the result of company effort 

in using its resources. The positive correlation between EPS 

and SIZE implies that stock returns are higher in large 

banks than in small banks. This may be an indication of 

that large bank size has inherent advantages over small 

bank size due to their benefits from economies of scale 

which reflect positively their profits and thus their stock 

return. This result is consistent with Pouraghajan et al. 

(2013), Ernayani & Robiyanto (2016) and Anwaar (2016). 

Second, firm size is positively and significantly correlated 

with dividends payout ratio (α = 1%) and book value per 

share (α = 5%). The positive correlation between SIZE and 

DPR can be attributed to the fact that large banks have 

more ability to distribute dividends than smaller banks; 

therefore, they have a higher payout ratio. BVPS has a 

positive correlation with SIZE, which implies that larger 

banks have a higher book value per share. 

As for the dependent variable, Table 2 does not record 

any significant association between stock return and any of 

the independent variables. The table reports an insignificant 

negative correlation between stock return and book value 

per share. The same relation exists between stock return 

and firm size. Moreover, an insignificant positive relation 

exists between stock return and both earnings per share and 

dividends payout ratio. 

The highest correlation coefficient (0.688) is between 

EPS and SIZE, while the lowest correlation coefficient 

(0.204) is between SIZE and BVPS. As a further test of 

multicollinearity problem, collinearity diagnostic test was 

run as depicted in Table 3. Table 3 presents the tolerance 

test and variance inflation factor (VIF), where 

multicollinearity problem exists when VIF is more 

than 10 and tolerance level is lower than 0.05 

(Gujarati, 2009). Table 3 shows that VIF is less than 

10 and tolerance level is greater than 0.05, which 

means that there is no issue of multicollinearity 

between the independent variables and that 

multicollinearity is not a problem in interpreting the 

results of the regression analysis. 

 

Table (3) 

Collinearity statistics 

Independent 

Variables 

Variance Inflation 

Factor (VIF) 
Tolerance 

C   

EPS 2.500 0.400 

DPR 1.255 0.797 

BVPS 1.437 0.696 

SIZE 2.190 0.457 

 

The Hausman test was performed to decide which 

model is best for panel data, with the null hypothesis 

being that the optimal model is the random-effect 

model and the alternative one is the fixed effect 

model. The Hausman test is used to check whether 

the unique errors (ui) are correlated with the 

regression; the null hypothesis is that they are not. 

Based on the Hausman test results, the chi-square 

value (0.175) is statistically insignificant (p = 0.996). 

Thus, the random-effect model was used for testing 

the hypotheses. The study also reports the pooled-

regression results (in Appendix 1), in addition to the 

results of the fixed-effect regression model (in 

Appendix 2). The results of the random-effect 

regression model are as follows. 
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Table (4) 

Results of the random-effect regression model 

Independent Variables Coefficient Std. E. t- Stat. P > | t | 

C 0.664 0.493 1.346 0.181 

EPS 0.175 0.169 1.037 0.302 

DPR 0.066 0.053 1.241 0.217 

BVPS - 0.061 0.096 - 0.634 0.528 

SIZE - 0.073 0.054 - 1.367 0.174 

R2 = 0.030; N =117 

Adj. R2 = - 0.004 
F= 0.874, Prob. > F = 0.482 

 

Table 4 shows that earnings per share and dividends 

payout ratio have a statistically insignificant positive effect 

on stock returns. The insignificant impact of dividends 

payout ratio on stock returns indicates that earnings per 

share and dividends payout ratio cannot explain the 

variation in share prices; this may be due to the assumption 

that there is a large group of investors who have no reason 

to prefer dividends to capital gains and who may therefore 

be indifferent to the dividend yield of the shares that they 

hold. Thus, stock returns will not be affected by dividends, 

which is consistent with Black and Scholes (1974). 

The estimated results show that book value per share 

has an insignificant negative effect on stock returns. The 

fact that the book-value coefficient is negative can be 

rationalized by the value of book value itself, which means 

that a very high book value can cause an overvalue on stock 

and thus, the price will tend to decrease to reach the 

intrinsic value. Therefore, the stock return is low. This 

finding is consistent with Utama & Santosa (1998) and 

Fama and French (1992). 

Bank size has been discovered to have a statistically 

insignificant negative effect on stock returns, indicating 

that there is no difference between larger and smaller banks 

in terms of their impact on stock returns. Overall, there is 

no significant relationship between the dependent and 

independent variables whatsoever as the adjusted R2 for 

within variance accounted only for (-0.004), which means 

that -0.4% of the overall variance is explained by the 

variables in the model, the low value of adjusted R2 

indicating that the independent variables did not 

explain the change in stock returns. 

The panel data results indicate that trading on the 

publicly available information related to the 

announcement of profits or losses by firms, dividends 

policy and published financial statements fails to 

provide an abnormal return. As per the semi-strong 

form of market efficiency theory, any of these events 

will not have an impact on stock prices, because it’s 

assumed that such information must have been 

reflected in prices before being publically announced. 

This result has been confirmed in many of the 

previous research studies, such as Black and Scholes 

(1974), Fama & French (1992), Utama and Santosa 

(1998), Gersdorff & Bacon (2009) and Earl & Frank 

(2011). 

 

4. SUMMARY AND CONCLUSIONS 

 

This research contributes to the extant literature 

by investigating the influence of accounting and 

financial information on Jordanian commercial banks’ 

stock returns, with earnings per share (EPS), 

dividends per share (DPS), book value per share 

(BVPS) and bank size (SIZE) as independent 
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variables. To perform such analysis, panel data and for the 

time period (2010-2018) was used for all 13 Jordanian 

commercial banks. 

According to the results of the analysis, none of the 

independent variables have a statistically significant impact 

on stock returns. This implies that accounting earnings and 

book value of equity have no value relevance in explaining 

stock price. In other words, movement in accounting 

information on earnings and book value cannot be used to 

predict stock-price movements. Moreover, the results 

showed that dividends and bank size have no influence on 

stock returns; this also means that fundamental and 

technical analysis is useless when it comes to predicting 

stock prices, because this publically available information 

is already discounted in the stock-price, which confirms the 

semi-strong form of market efficiency theory. 

The study, thus, recommends that investors should 

consider elements other than the publically available 

information when they make their investment 

decisions, since the past accounting and financial 

performance measures fail to capture or predict any 

change in future stock price movements. 

Although this result is inconsistent with some 

prior related studies, such as King and Langli (1998), 

Graham and King (2000), Pathirawasam (2010) and 

Pervan (2012)], who found an association between 

stock return and accounting and financial information, 

it’s in line with some studies, such as Black and 

Scholes (1974), Fama and French (1992) and Utama 

and Santosa (1998), who failed to link accounting and 

financial information to stock returns. 
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