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& 1,67090]th B3 15 %
Hoks w 2087 = 719e] Frke

12.97v o)™, F=7}<=A2H] &-(PBR: price to book ratio) 0.86°]t}. 1H T} WS F7iea}

A& 3AES] SRR TE AlZFSd o] Ytk ojmje|th o]#fgk A= 191 o] F

o] A = 195 H FAgol FF 2FFdEd XA X Aol FA

A5l MRS HrHE WYt Yok <@ 2> Wd B A 2R 13T 74,
) 3

o
4

ARFHe 2514040tk 9 V&%

[

]€1H]-&(PER: price to earnings ratio)~>

(e
1 O
o, ARFe] FAAAE Ye A0 A WE BE SANOR Feld ¥
o}

<H 2 J|=SHZEL d2HIs
e A 7|1EEA™ (EH2l: 1,000%/5F)
3
P 10,461 21.66 3.39 490 11.70 2360
E 10,461 1.67 4.46 0.11 0.72 2.14
BY 10,461 25.14 A.23 .48 14.65 28.45

ojd B: A2l

Pearson P
Spearman

2 1.000 0.685 0.727
E 0.639 1.000 0.647
BV 0.751 0.619 1.000

1) T A= 2ol ARRE E2e| 7|&EH2E LIEMHDE P= 3AM=IF B & 00| X[ AlMe| 718 2olsich £
= BJAI=0 ZX LHlSH ek SH|0|2S LIEMCE B/ SIAHIMIE B2 AlMe| Y MEZUS LIEKHD}] ZE HEs
2| 519 1% FZ0IM 21X Sk winsorization) SHALC,

2) T B HfTle| ARHISE LIEHHCE tHZHM 9|%0f| Q= $=RI= Pearson AMEEA|$0|1, CHZHM of2iZ50f QU= FRI=
Spearman AHHAISO|CE S| EAIE $RI= MEHST 5% TEUM EARSE Felsithe Zig 2|nlgit

2. Jtx|EEY B AlAE BN

<a¥ 1>9 d AL A1), AQ), 2RI T R, Kr RKpl 2097+] W3l
Jg =g yehd otk 2(1)9 Rps 3A01d3 AR JRE 37 vH T o,
F7re] dvd WES o Ax AWd £ JEAE yehdth Q)¢ 4(3)e RE
iAol FHFA HHIL fEACRE FIHE o AL AYI=AE dehdnh o]
gk AR g 27k AR RIE A Frtel tigh RS s, ol & F
Hol f8A40 Ut SAHAZ A5 7%= dhtkBalachandran and Mohanram 2011; Francis

7) °]& Fzglolt]A7-E(Korea Discount)2hal F-27]% 3} &0 CFO 72| %-E Section 13 Zal
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and Schipper 1999; Brown et al. 1999; 3F%-3] 1998 5).
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LOSS 0.29% -0.499
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The Changes in Value Relevance
in Korean Capital Market over 20 Years

Kim, Young Jun* / Lee, Joonil** / Oh, Seungbin***
ABSTRACT

This paper examines the changes in value relevance of financial statements in Korean capital market
over past 20 years. Many prior literature, using U.S. firms, shows that the value relevance of financial
statements has decreased over time because historical-cost-based financial statements do not reflect
fast-growing business environment(Lev and Zarowin 1999; Amir and Lev 1996; Francis and Schipper
1999 etc). However, Collins et al. (1997) provide an approach using R’ina regression of stock prices
on earnings and book values and find that changes in R® has been increased over time. R’ represents total
explanatory power of financial statements which captures the value relevance of accounting information.
Also, they decompose total R’ into three parts: incremental explanatory power of earnings and of book
values, and the explanatory power common to both earnings and book values. They document that the
incremental value relevance of earnings has declined. However, it has been replaced by the increases in
the value relevance of book values. On the other hand, Brown et al. (1999) address a problem in the
approach of Collins et al. (1997). They argue that a positive trend in R® results from the size differences
of observations, which they call “scale effect”. Following the paper, this paper examines the changes in
explanatory power over time based on Korean data and re-examines the results after controlling the scale
effect.

Most of the value relevance literature focuses on U.S. capital market. However, difference in
accounting standards and practices across countries results in different consequence to investors, analysts,
and accounting standards. Consequently, the changes in the value relevance of accounting disclosure have
been different across countries (Ali and Hwang 2000; Graham and King 2000). Therefore, it is valuable
research idea to analyze the time-series difference in the value relevance across countries. Especially,
Korea suffered from the financial crisis in 1998 and International Monetary Fund (IMF) and International
Bank for Reconstruction and Development (IBRD) required Korean government to strongly reform

Korean accounting standards. This paper examines whether the changes in value relevance in Korea with
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these efforts of Korean government and accounting standard setters have improved over time. After
controlling for the effects from intangible intensity, non-recurring items, negative earnings, and firm size,
the increased trend of value relevance still appears. This result can be an evidence that the effect from
four factors have not mainly driven the improvement of value relevance in Korea. Hence, this paper
suggests a possibility that the reform activities of Korean government would be associated with the
increase in value relevance.

This study contributes to the accounting literature in some aspects. First, this paper provides evidence
of the changes in the value relevance over time before IFRS adoption. This study summarizes the
historical changes in value relevance of financial statement in Korea under Korean GAAP. From this, we
can confirm the validity of reform activities of Korean government and learn the implication for
preparing IFRS regime in Korea. Second, this paper extends a sample period of prior Korean research in
terms of the value relevance. Several Korean studies examine the changes in the value relevance in
Korea. Han (1998) shows the changes in the value relevance from 1981 to 1995 and it has been
decreased over the past 15 years. Also, Park and Lee (2003) document a negative change in explanatory
power of financial statement around the Reform of Korean accounting system in 1998. This paper
re-examines the time-series changes in the value relevance in Korea in the longer sample period, from
1991 to 2010 compared to prior studies. Reform of Korean accounting system has influenced on an
efficiency of Korean capital market after 1999 and global financial crisis occurred in 2008. Therefore this
paper analyze the consequence of reform act and the impact on Korean capital market from global crisis
with regard to the value relevance. Moreover, this paper shows the relation between earnings quality and
value relevance. Improving earnings quality after IMF crisis in Korea is necessary condition for positive
changes in value relevance after IMF crisis. In addition, this paper shows the effect of the KOSDAQ
market on value relevance. Prior literature has focused on only the KSE market and ignore the KOSDAQ
market. However, this paper finds a trend of value relevance in KOSDAQ market and compares the trend
in the KOSDAQ with the one in KSE. Finally, as far as we know, this paper is the first Korean study
to consider the suggestions of Brown et al. (1999) about the “scale effect”. Therefore, this paper provides
robust results about the changes in the value relevance in Korea over time. Hence, the results are the
good indicator for investors who are interested in Korean market as well as the Korean government and

accounting standard setters who analyze relevance and reliability of Korean accounting information.

Key words: Value relevance, Explanatory power, Earnings, Book values, Time-series changes, Scale

effect






