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Abstract
Purpose – In capital market, share prices of listed companies generally respond to accounting
information. In 1995, Ohlson proposed a share valuation model based on two accounting indicators:
company residual income and book value of net asset. In 2000, Zhang introduced the thought of option
pricing and developed a new accounting valuation model. The purpose of this paper is to investigate
the valuation deviation and the influence of some market transaction characteristics on pricing models.
Design/methodology/approach – The authors use listed companies from 1999 to 2013 as samples,
and conduct comparative analysis with multiple regression.
Findings – The main findings are: first, the accounting valuation model is applicable to the capital
market as a whole, and its pricing effect increases as years go by; second, in the environment of out
capital market, the maturity of investors is one of important factors that causes the information content
of residual income less than that of profit per share and lower pricing effect of valuation models; third,
when the price earning (PE) of listed companies reaches certain level, the overall explanation capacity
of accounting valuation models will become lower as PE gets higher; fourth, as for companies with
higher turnover rate and more active transaction, the pricing effect of accounting valuation model is
obviously lower; fifth, the pricing effect of accounting valuation models in a bull market is lower than
in a bear market.
Originality/value – These findings establish connection between accounting valuation and market
transaction characteristics providing an explorable orientation for the future development of
accounting valuation theories and models.
Keywords Accounting valuation models, Residue profit, Shareholding ratio of institutional investors,
Turnover rate
Paper type Research paper

1. Introduction
Although “value relevance” is one of important standards for measuring the quality of
accounting information, the full use of accounting information by investors is regarded
as a crucial aspect for improving effectiveness of capital market. However,
one undeniable fact is that the pricing of share in capital market is not entirely
decided by accounting information. There are already plenty of literatures with respect
to study on the value relevance between accounting information and investors policy,
among which the study of Ohlson (1995) can be rated as a classic in respect of
accounting information valuation. He for the first time put forward to use residue
profits and book value per share (BPS) as the valuation models of main factors. It can
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be said that Ohlson’s work makes the study on value relevance no longer limited to
empirical study of simple description of linear relevance phenomena, but more
complete and solid interpretation in theory. Now the theoretical study with accounting
information as share pricing basis has become an important branch in the study field of
“value relevance” and some influential account valuation models have been developed
successively (Zhang, 2000; Biddle et al., 2001; Hao et al., 2011a, b). Nevertheless, there
remains a huge gap between accounting valuation results and market prices. Then,
what makes such deviation, or what factors are influencing the pricing effect of
accounting valuation models? So to speak, figuring out how deviation occurs and
finding crucial factors on pricing effect is seeking a future direction for developing
accounting valuation theory and improving accounting valuation models. Since Ohlson
proposed the valuation model of residual income in 1995, many people have been
studied on its applicability and pricing capacity and have developed some derivative
models. For instance, Collins et al. (1997) found through research that the overall
explanation capacity of models of Ohlson (1995) increased instead of declining as the
time goes by during the 40 years from 1953 to 1993. Penman and Sougiannis (1998)
compared the valuation deviation of cash flow model, accrual accounting model and
dividend discounting model (DDM) derived from the model, and found that the
deviation and error of accrual accounting model is relatively small and is obviously
better than cash flow model and DDM. Frankel and Lee (1998) fitted fundamental value
using unanimously expected profit information linear, and found the overall
explanation capacity of fundamental value to cross-section difference of share
transaction price can reach 70 percent or higher.

However, with the research advances, people found the overall explanation capacity
of Ohlson (1995) may fluctuate under the influence of time series and cross-section
factors under different situations. Some scholars hold the view that the limitation of
pricing effect of Ohlson Model may be because the model neglected important variables
in connection with the characteristics of the company. For example, Collins et al. (1997)
believed that the change of the number of knowledge-intensive enterprises and small
enterprises may result in fluctuation of explanation capacity of models as time goes by.
Lev and Zarowin (1999) through studying relevance of intangible asset value found
that accounting information of capital expenses such as R&D and advertisement
expenses, etc. may also influence share price. Similar findings also included Zingales’s
(2000), Edmans’s (2011),etc. study on employee’s satisfaction and equity value. In order
to improve the explanation capacity of models, Chen et al. (2002) carried out
development on Ohlson (1995) Model, and added several variables that reflect the
characteristics of the company, such as company size, leverage ratio and ratio of
circulation stock.

The application studies of Ohlson Model facilitated development of accounting
valuation theories. In 2000, Zhang combined the valuation functions of Ohlson (1995)
and Feltham and Ohlson (1995, 1996) and dynamic capital investment option, and
developed a new accounting information valuation theory and model (Zhang, 2000),
which described the theoretical connections between accounting data, capital
investment option and value generation process more intensely and carefully, and
proposed valuation functions according to this and corresponding to different
companies (companies with different profitability) and further discussed why the
function of accounting data reflecting the dynamic process of future capital investment
may be influenced by accounting stability. Zhang (2000) by loosening linear
information hypothesis made capital pricing function more flexibly describe the
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dynamic process of companies conducting value generation process with different
capital asset options, and the mechanism of how such dynamic process determined
future cash flow of the company, making the valuation theory better accord with facts,
increasing the reasonableness and applicability of accounting valuation theories, and
instilling new vigor into the field of accounting valuation.

Thereafter, some studies focussed on the non-linear component of mutual relation
between accounting information and capital price, and expounded the necessity to
improve the accounting information linear valuation model (such as Ohlson Model,
Feltham-Ohlson Model, etc.), and further established new valuation models by
introducing listed companies operational investment options and loosening the basic
hypothesis that there is only linear relevance between pricing factors and capital
prices. For example, Biddle et al. (2001) extended from the most basic hypothesis
“profit seeking” in the field of real option, and associated with accounting
information valuation study, and studied the dynamic process of profitability driving
capital investment and influencing residual income in both theoretical and empirical
aspects. Chen and Zhang (2007) extended the study of the relation between equity value
and accounting measurements, and revealed how accounting indicators influence
cross-section variation of stock yields in both theoretical and empirical aspects. Recently,
some literatures further developed Zhang’s (2000) theory, and studied on the
applicability of valuation function proposed by him in actual capital market and its
pricing effect as well as if the phenomena forecasted with the valuation theory actually
exist. For instance, Hao et al. (2011a) by further studying the role of investment
opportunities in potential growth capacity retested and examined the relevance
between accounting number and value of equity, and tested the non-linear relation
between the equity value and accounting data, and laid an emphasis on the influence of
investment on such non-linear relation. While Hao et al. (2011b) focussed on the
influence of profit-seeking capacity and potential growth rate on company valuation
function. Chen et al. (2014) further extended the above-mentioned research and appointed
out that industrial competition can force management better respond to good and bad
prospect, and invest and withdraw investment in a timely manner, which would make
the value of growth option and liquidation option gain more weight in the overall
company value in the company value function.

However, all studies on relevant accounting valuation models mentioned above have
one defect, namely, they have only paid attention to accounting information and the
company itself but lack consideration of factors such as transaction behavior and
transaction process, etc. in the capital market. Because in the view of finance, capital
pricing depends on many factors, such as operation conditions of company
fundamentals, market structure, transaction characteristics and investor sentiments,
etc. The literatures of this aspect include Capital Asset Pricing Models (CAPM)
theory and its development (Sharpe, 1964; Grossman et al., 1987; Heaton, 1995),
“FF three-factor model” and its development (Fama and French, 1992, 1993, 2012; Pontiff
and Schall, 1998; Ali et al., 2003), investor sentiments in capital pricing (Lakonishok et al.,
1992; Shleifer and Vishny, 1997; Baker and Wurgler, 2006). But it seems that these
studies evolve in parallel with accounting valuation model study, and accounting
valuation study uses the research results of asset pricing of finance in a limited way.

Therefore, this paper is to study pricing effect of accounting valuation model in two
directions, i.e. length and cross-wise direction. First, from length wise direction,
introducing Zhang (2000) model after studying Ohlson (1995) model, and observe if the
explanation of the new model has improved compared with the classic model. Then
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from the cross-wise direction, observe the influence of some factors of market
transaction such as adequacy of market capital, transaction activity and ups and
downs of market on old and new accounting valuation models, analyze the difference,
degree and direction of such influence, and attempt to establish some connections
between accounting valuation and market transaction characteristics.

The main findings are: first, the above-mentioned accounting valuation model is
applicable in our capital market generally, and its pricing effect increases as years go
by; second, in the environment of capital market of China, the difference
of sophistication of investors is one of important factors that cause the information
content of residual income less than that of profit per share and limit the pricing effect
of Ohlson (1995) Model; third, when the price earning (PE) ratio of listed companies
reach a certain level, the overall explanation capacity of accounting valuation models
will become lower as PE ratio gets higher; fourth, as for companies with higher
turnover rate and more active transaction, the pricing effect of accounting valuation
model will decrease obviously; fifth, the pricing effect of accounting valuation models
in a bull market is lower than in a bear market.

The major contributions of the paper: first, by comparing the pricing effect of
Ohlson Model and Zhang Model, finding that different accounting indicators have
different information content, or have different influence on pricing; second, the
findings in the paper have certain contribution on improving accounting valuation
models and development of accounting information relevance study, especially in the
aspect of providing some new evidences and new points, namely, looking for the
limitation of accounting valuation model effect from the view point of asset pricing lays
a foundation on further study and development of accounting valuation theory in the
environment of capital market.

The following work includes: literature review and development of hypothesis, sample
and methodology, test of accounting valuation method in the capital market of China,
influence of adequacy degree of market capital, transaction activity and market ups and
downs on the pricing effect of accounting valuation model, and finally the conclusion.

2. Literature review and hypothesis development
2.1 Ohlson Model
The theoretical starting point of the residual income model proposed by Ohlson (1995)
is an authentication and extension on traditional accounting information valuation
theory. Peasnell (1982) used to directly assume that company value is equal to the sum
of the company’s current net asset and current value of profit generated in each period
in the future, while Ohlson Model (1995) divides dividend into current surplus and
change of book value of net asset, thus deriving the valuation model with the residual
income and BPS as main pricing factors. During the period from 1990 to 1996, Ohlson
published a series of studies (Ohlson, 1990, 1995; Feltham and Ohlson, 1995, 1996),
during which he developed the residual income pricing theory, making it a general
model for studying accounting information pricing question and widely used for
information pricing of company fundamentals.

Ohlson (1995) Model is based on three important hypotheses:

H1. The value of equityis decided by the current value of expected dividend.
Namely, Pt ¼

P1
tþ 1 R

�t
f E dtþ t½ �, it means Ohlson (1995), the same as the DDM,

uses the future net income from company’s operation, i.e. mathematic
expression of stock intrinsic value as the starting point of model derivation.
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H2. The accounting indicators follow clean surplus relation, i.e. the change of net
asset equals to earnings after dividend. Namely, after algebraic transformation,
bvt ¼ bvt�1þxt�dt , or dt ¼ xt� bvt�bvt�1ð Þ so that dividend becomes a linear
combination of accounting indicators which will not be influenced by the
dividend policy of the company. This is one of the important basics for
accounting pricing.

H3. The time series of residual income follows the first-order linear auto correlation
relation. The formula is:

xatþ1 ¼ oxat þntþe1;tþ 1

ntþ 1 ¼ gntþe2;tþ 1

Based on such relation, the accounting information, as the reflection of business
performance of the company of current period, can have a linear relevance relation with
future income of the company, and can be used as a pricing tool.

With the above-mentioned three simultaneous hypothetical formulas, the theoretical
model of Ohlson (1995) can be derived:

Pt ¼ bvtþa1xat þa2nt

In other words, the asset price P is quite close to the linear combination of the residue
income and company net asset determined by clean surplus relation.

A lot of empirical research around the world use the base form of the empirical
model corresponding to the Ohlson (1995) Model accordingly, and conducted extensive
studies on and exploration to a series of relevant questions based on the model.
The studies conducted by Bernard (1995), Penman and Sougiannis (1998) and Frankel
and Lee (1998) show that the residual income model is much better than DDM and cash
flow discounting model when explaining cross-section difference of share price, and its
overall explanation capacity is also better than the latter, which embodies the
improvement of the residual income theory compared to dividend discounting and cash
flow discounting theory.

But people also found that Ohlson (1995) Model was unstable under different
situations, and the overall explanation capacity fluctuated significantly and even lost
validity due to time series and cross-section factors. For example, Dechow et al. (1999)
found that the valuation of residual income model may underestimate share price
to a certain degree; Callen and Morel (2001)’s study also found that Ohlson (1995)
Model based on linear information hypothesis AR(1) and AR(2) process also may
underestimate share price to a certain degree; Lee et al. even found that when using
Ohlson (1995) Model for pricing in American and Korean market, the reaction
co-efficient of book value became negative, which totally contradicted the theoretical
prediction; Collins et al. (1997) studied the change of explanation capacity of Ohlson
(1995) Model, and tried to explain the reasons for causing such fluctuation.
The research results obtained by scholars such as Chen in our country also showed
that compared with USA and other developed countries, Ohlson (1995) Model had lower
explanation capacity in our country, with the average explanation capacity of samples
from 1991 to 1998 being only 25 percent. In addition, the empirical results obtained by
Wang et al. (2001) also verified the fact that the model had limited explanation capacity
in the capital market environment of our country.
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2.2 Zhang Model
Although compared with Ohlson Model, the theoretical model proposed by Zhang
(2000) is relatively new, it is also an accounting valuation model. They have the same
theoretical point: proceeding with the value created from business operation of the
listed companies, and deriving the theoretical transaction price from the mathematical
expression of the intrinsic value of securities.

Zhang (2000) Model starts from prescribing cash flow of asset stock of company
generated from business operation, and assumes that at period t, the company would
face three situations: first, the company runs in low efficiency, or even fail to survive,
second, the company continues operation at a stable scale, third, the company is in an
expansion stage. The value functions of the company vary under the three situations.
According to Zhang’s (2000) deduction, as the operating efficiency of the company
varies, the value formula of the company can further be refined into discriminatory
pricing models aimed at different companies. As for low-efficient companies, as it is less
likely that their equity value will realize high growth in the future, and they are more
likely to suffer operation failure, the call option value in value function is close to 0,
while the put option value is relatively high, therefore the valuation model is:

Vt ¼ xtþDut
R�1

þPd
xtþDut

Bt�1þut�1

� �
Btþutð Þ

Similarly, for companies with high operation efficiency and increasing performance,
their value is:

Vt ¼
1

R�1
xtþDutð ÞþCe

xtþDut
Bt�1þut�1

� �
� G

While for companies with stable operation, as the operation of each period is quite
stable, its value is close to a discounted value of stable future cash flows:

Vt ¼ 1
R�1

xtþDutð Þ

Therefore, the basic characteristics of company value function can come down to: first,
the value of a low efficient company is close to a linear combination of current surplus
and BPS; second, the value of a company with stable operation is close to the
discounted value of earnings of each period; third, the value of a growth company is
decided by the current surplus and potential growth opportunities.

Based on the above-mentioned value functions of the three companies, we can
develop the corresponding multiple regression valuation models.

2.3 Discussion on accounting valuation models
Though Ohlson, based on intrinsic value theories, proposed and analyzed why the
intrinsic value should be equal to linear combination of residual income and BPS,
in empirical study, the overall explanation capacity of Ohlson valuation model is
relatively low. How to explain such phenomenon? We believe that if we observe from
the global view of asset pricing study, it will not be difficult to find that as an
accounting valuation model, and there are natural missing variables at the beginning,
this may be the reason why the explanation capacity of the model is limited.

7

Market
transaction

characteristics

D
ow

nl
oa

de
d 

by
 D

ok
uz

 E
yl

ul
 U

ni
ve

rs
ity

 A
t 0

5:
51

 1
5 

A
pr

il 
20

16
 (

PT
)



First, the model missed some information in respect of company asset
characteristics that can influence the future operation results of the company. When
Collins et al. (1997) tried to explain the change of the overall valuation efficiency of
Ohlson Model during 40 years, they had considered if factors such as change of number
of knowledge-intensive enterprises and small enterprises caused lower pricing
efficiency of the model. Callen and Morel’s (2001) study also proposed that the different
value functions of different companies may also be one of the reasons that influence the
share price fitting degree of Ohlson Model. In other words, it is very likely that the main
pricing factors of differently companies are different, and it may be not applicable for
some companies in the market to price with residual income and BPS. Furthermore, Lev
and Zarowin (1999), Amir and Lev (1996), Lev and Sougiannis (1996) and Hirshleifer
et al.’s (2013) study on intangible asset value relevance, especially study on capital
expenses such as R&D, advertisement, etc., Kogan and Papanikolaou’s (2014) study on
proprietary technology and share performance, Zingales (2000), Edmans (2011) and
Donangelo’s (2014) study on characteristics of human resources as well as Hong
and Kacperczyk’s (2009) study on influence of operation of negative warfare industries
on company value show that there are many asset characteristics related to company’s
equity value, so it is not able to cover all above information with only company residual
income and BPS. These missed factors will influence the overall explanation capacity of
Ohlson Model, and also lead to Ohlson Model’s significant difference of pricing effect on
different types of companies.

Second, as accounting valuation models are devoted to mathematical description of
intrinsic value of company assets, while less emphasis is paid on market pricing and
transaction characteristics of company equity, it is inevitable that the explanation
capacity will be influenced. This is the great difference between the accounting
valuation models and the asset pricing models, such as “CAPM” and “FF Three-factor
Models.” In 1964, Sharpe (1964) proposed the CAPM model, and regarded system risk
as the sole as well as the most important factor for explaining the stock return
highlighting the influence of asset price on capital market. After that, Grossman et al.
(1987), Wheatley (1988), Hansen and Singleton (1983), Weil (1989), Constantinides and
Duffie (1996), Heaton (1995), Lewellen and Nagel (2006), Jagannathan and Wang (2007),
etc. focussed on CAPM and its derivative model, and studied the influence of rational
decision making of investors on asset price. Amihud and Mendelson (1986), Brennan
et al. (1998), Amihud (2002), Pastor and Stambaugh (2003) and Liu (2006) conducted a
plenty of study on the relation between stock liquidity and asset prices. Zhu and
Guo (1999), Wang et al. (2008), Yang et al.’s (2008) empirical study on the capital market
of our country indicates that the proportion of outstanding shares may significantly
influence share price. On the basis of CAPM, Fama and French (1992, 1993) proposed
the famous “FF Three-factor Models,” in which they added another two explaining
variables: company size and book-to-market ratio. But it was found in the subsequent
studies that there are still many unexplained parts in the three-factor model, such as
short-term reversal, medium-term momentum, fluctuation, skewness and other factors
(Scott and Horvath, 1980; Campbell and Hentschel, 1992; Jegadeesh and Titman, 1993;
Lakonishok et al., 1994; Brennan et al., 1998; Fama and French, 2012). Obviously,
compared with accounting valuation model and these models, many factors in respect
of market transaction have not been considered.

Third, the above two types of study have the same precondition, namely, the market
is effective. However, as behavioral financial theory sprang up and the hypothesis of
effective market was unstick, investors’s sentiment and mentality became a research
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subject of scholars. For instance, Lakonishok et al. (1992), Song and Wu (2001), Wu and
He (2005), Xu et al. (2013) studied the influence of investors’ sentiment on asset price.
Among them, Fisher and Statman (2000), Brown and Cliff (2004, 2005), Wang and Sun
(2004), Chen’s (2005) studies supported the conclusion that investors’ sentiment had a
significant influence on yield of stock market. While Zhang and Yang (2009) examined
and verified investor’s optimistic/pessimistic sentiment’s asymmetric influence on
stock yield and asset price rise/decline. Undoubtedly, the accounting valuation model
represented by Ohlson Model is unable to effectively explain the influence of
sentimental behaviors of traders on asset price. This is also one of the defects of most
accounting valuation models.

2.4 Research questions
Ohlson (1995) Model is a classic model of accounting valuation models. Although it has
overall applicability in Chinese capital market, it has limited pricing ability (Chen et al.,
2002; Wang et al., 2001), which may be influenced by many factors, especially factors
that are related to market and transaction characteristics.

In order to find out the reason why pricing of the model become ineffective and
improves accounting valuation models, this paper is to study in two directions, i.e. length
and cross-wise direction. First, from length wise direction, following the evolvement of
accounting valuation theory, introducing Zhang (2000) Model on the base of studying
Ohlson (1995) Model, and observing if the explanation of the new model has improved
compared with the classic model. Then from the cross-wise direction, observing the
influence of some factors of market transaction such as adequacy of market capital,
transaction activity and ups and downs of market on old and new accounting valuation
models, analyzing the difference, degree and direction of such influence, so as to improve
accounting valuation models in the future. The purpose of investigation is to actively
explore to develop accounting valuation theories, in particular, establishing some
connections between accounting valuation and market transaction characteristics.

The paper first examines the validity of accounting valuation models in the
capital market of our country. Then, it studies the transition of the overall pricing
effect of these models as time goes by, and gives a reasonable explanation. After that,
it observes the influence of these market transaction characteristics on the pricing
effect of these models. Use pricing effect to measure the overall explanation
capacity of regression models. The higher explanation capacity indicates better
pricing ability.

As for market transaction characteristics, first, we pay attention to the influence of
PE ratio . A series of studies aiming at the PE ratio level of our capital market indicate
that the PE in our capital market is significantly driven by capital flow, and has an
obvious characteristic of “monetary market” and “capital market.” Compared to foreign
market, the closeness between PE ratio and fundamentals of listed companies is
relatively lower, which is an outstanding character in our capital market (Dai, 2001;
Chen, 2002; Lu and Chen, 2005). Therefore, although the market capital flow
information contained in PE has an immediate influence on asset price, it cannot be
reflected in accounting valuation model. While “FF Three-factor”model has considered
such type of factor, and book-to-market ratio is just a similar factor. For this reason, we
group the PE ratio from high to low, so as to observe the influence of PE ratio on
pricing effect of valuation models, especially orientation formed due to deviation.

Apart from PE ratio, we also investigated the influence of transaction activity and
ups and downs of market on pricing effect of accounting valuation models.
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Transaction activity can be measured by turnover rate. The higher the turnover
rate indicates more investors participating in transaction and better market mobility.
We rank the samples in order of turnover rate, and observe the change of overall
explanation capacity of valuation models. Similarly, the overall market ups and
downs may also influence the pricing effectiveness of accounting valuation models.
Chen (2004) also pointed out that when the market is up, the group psychology
of investors and “Herding Effect” thus incurred are most obvious. Such effect
is a classic irrational reaction of investors. If investors’ irrational impulsion increases,
the effectiveness of market price will be weakened. A large number of empirical
studies have verified the asymmetric influence of the overall sentiment of
capital market on fluctuation of asset price (Verma and Verma, 2007; He and Li,
2007; Zhang and Yang, 2009; Lu and Chen, 2012; Zhang and Wang, 2013; Wen
et al., 2014). Therefore, in this paper, I will observe the pricing effect of
accounting valuation models in two environments of overall market ups and overall
market downs.

3. Sample and methodology
3.1 Sample
In this paper, We took samples from Wind database and Flush database which include
all A share listed companies from 1999 to 2013, and the data include yearly reported
and semi-yearly reported financial data and the transaction data of corresponding
window period. Limited by each main variable data range in the database, this paper
excludes companies that miss data of current period and 700 financial companies from
the cross-section samples. As the accounting valuation model is the extension of
dividend discounting and free cash flow discounting model, and one of the
preconditions for its discounting of future income is sustainable operation of the
company that can bring positive future cash flow, but the past study on earnings
response coefficient shows that there is a significant difference between earnings
response coefficient to negative and positive earnings, thus excluding 6,026
observation points of unprofitable enterprises and companies with negative net
assets. In addition, considering the influence of seasoned equity offering on BPS as well
as significant of difference of price fluctuation of newly listed companies and other
companies, 3,171 observatory points of companies that have seasoned equity offering
as announced that year and companies that has been listed less than a year are also
excluded. After removing the extreme value of the double tail 1 percent, on the
variables in the models, there are 25,370 observatory points on 28 cross-sections. There
are 323 sample companies during annual report disclosure period of 1999 (from January
of 2000 to April of 2000), which is the least. While there are 1,667 sample companies
during annual report disclosure period of 2012 (from January of 2013 to April of 2013),
which is the most.

3.2 Research model
First, We show the empirical Ohlson (1995) Model. According to theory of Ohlson (1995)
Model, asset price P should be close to a linear combination of residual income and
company BPS which is determined by clean surplus relations. This way we will obtain a
multiple regression model composed of residual income (RI) and BPS, see Formula (1).
Here we use the closing price (P) on (0, +2) days of announcement date of listed
companies as a dependent variable, and residual income and BPS as a observed variable.
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In addition, we choose a traditional EPS-BPS accounting information value relevance
model as reference, see Formula (2), replacing RI with EPS:

P ¼ a0þa1RIþa2BPSþe (1)

P ¼ a0þa1EPSþa2BPSþe (2)

Fama and French (1992, 1993, 1996) and Chen et al.’s (2002) past series of study indicate
that company size, leverage ratio and proportion of outstanding shares have a
significant influence on stockprice. Therefore, in this paper, company size (SIZE),
leverage ratio (LEV) and proportion of outstanding shares (LIQD) are added as control
variables based on Ohlson (1995) Model, so as to observe the incremental information
contained in control variables an the influence on observed variables, see following
formula:

P ¼ a0þa1RIþa2BPSþa3SIZEþa4LEVþa5LIQDþe (3)

Referring to Chen et al.’s (2002) study, calculating residual income in the aforesaid
model according to formula:

RIt ¼ NIt�NAt�1 � b�1ð Þ½ �=TSHAREt (4)

Where counting the net profit of current period announced by the company, is net asset
of the previous period, and the number of circulation stock of current period, the
calculation adopts window phase of (−255, −6) days of announcement data based on
return rates of individual share and market index (Shanghai Composite Index,
Shenzhen Composite Index and Growth Enterprise Index).

In order to find out the reason of low explanation capacity of Ohlson Model,
we introduced a new model in the accounting valuation theory – Zhang (2000) Model.
In the aforementioned theoretically analysis part, we summarize the basic
characteristics of company value function as: first, the value of a low efficient
company is close to a linear combination of current earnings and book value; second,
the value of a company with stable operation is close to the discounted value offuture
earnings; third, the value of a growth company is decided by the current earnings and
potential growth opportunities. That is to say, the value function of any type of
company can be seen as being composed of three parts of pricing information: surplus
information of current profitability (EPS), information of book value (BPS) and
information related to potential growth rate in the future (Growth). In this way, we can
construct a multiple regression model, see following formula:

Pt ¼ a0þa1EPStþa2BPStþa3GROWTHtþ1þet (5)

Similarly, on this basis, after considering control variables such as SIZE, LEV and
LIQD, thus following formula can be obtained:

Pt ¼ a0þa1EPStþa2BPStþa3GROWTHtþ 1þa4SIZEtþa5LEVtþa6LIQDtþet (6)

Table I shows the definition of relevant variables in this paper.
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3.3 Descriptive statistics and relevance analysis of variables
Table II shows the descriptive statistical results of variables. The table shows that the
average value of EPS profit is 0.228, and average residual income is 0.106, indicating
nearly half of earnings per share are cost of capital required by the shareholders, and
the other half is residual income. The table also shows that the standard deviation of
EPS is 0.233, and the standard deviation of RI is 1.268, much greater than the former,
indicating the difference of residual income per share of different companies is much
greater than that of earnings per share.

Table III shows the PEARSON and SPEARMAN relevance analysis of each
variable. The numbers in the left-lower corner are PEARSON analysis results, and
numbers in the right-upper corner are SPEARMAN analysis results. The table shows
that the observed and control variables are correlated significantly to share price (P),
and there is a positive correlation between RI, EPS, BPS and GROWTH and P. In
addition, the negative correlation between LEV and β and P, indicating the influence of

Symbols of
variables Names of variables Definitions of variables

P Share price The closing price on the second transaction day after
disclosure

RI Residual income Residue income per share calculated by clean surplus relation
EPS Earnings per share Currnet earnings per share in the announcement
BPS Book value per share Net asset per share announced of the current period
GROWTH Equity value growth

rate
Equity value growth rate of listed companies of one year after
announcement

SIZE Company size Log value of announced equity of current period of listed
companies

LEV Leverage ratio Asset-liability ratio of current period of listed companies
LIQD Proportion of

outstanding shares
Proportion of outstanding shares of current period of listed
companies

PE Price to earnings ratio Dynamic PE ratio on the second transaction day after
disclosure

TURNOVER Turnover rate Quarterly turnover rate of the stock
ASCEND Ascend interval Dummy variable, in rising interval ASCEND¼ 1, while in a

decline interval ASCEND¼ 0

Table I.
Definition of
variables

Variable Obs. Mean SD Min. Max.

P 25,370 11.22 7.341 1.950 70.76
RI 25,370 0.105 1.627 −7.689 13.23
EPS 25,370 0.228 0.233 0.00180 2.107
BPS 25,370 3.410 1.720 0.338 13.21
GROWTH 25,370 0.092 0.306 −3.404 16.50
SIZE 25,370 9.334 0.448 8.323 11.20
LEV 25,370 45.16 18.73 2.774 89.86
LIQD 25,370 60.05 26.00 13.19 100
PE 25,370 90.19 153.8 −11.85 2,627
TURNOVER 25,370 0.198 0.241 9.30e-05 18.67

Table II.
Descriptive statistics
of variables
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asset risks on price. SIZE and LIQD are negatively correlated to P. Table III also shows
that correlation coefficient of SIZE, EPS and BPS are quite big, indicating that if the
size is big, the amount of the BPS is generally big and the announced earnings per
share is also big. The correlation coefficient of residual income and SIZE, LEV, LIQD
are all small.

4. Test of accounting valuation models
4.1 The pricing effect of accounting valuation models
In Table IV, we test the applicability of three accounting valuation models during 1999
to 2003 in the stock market of our country. Table IV includes single-factor regression
model of RI, EPS and BPS as well as Ohlson Model as stated in Formula (3) and
Zhang Model as stated in Formula (6), and has compared traditional EPS-BPS
valuation models.

Table IV shows that in the three single-variable models, RI, EPS and BPS are
significant at 1 percent level, indicting a relatively high correlation with share price.
The results accord with the research results of residual income valuation model of Chen
et al. (2001) and Wang et al. (2001). The explanation capacity of traditional EPS-BPS
model, Ohlson Model and Zhang Model are 32.8, 23.9 and 33.7 percent, respectively,
indicating that the three models are all effective, and traditional EPS-BPS model and
Zhang Model have better explanatory effect than Ohlson Model. After adding control
variables, Ohlson Model (Formula (3)) and Zhang Model (Formula (6)) also obtain
similar results. This shows that: first, the information content of BPS is higher than
residual income; second, the overall explanation capacity of Ohlson (1995) Model and
Zhang (2000) Model are 23.9 and 33.7 percent, respectively, higher than that of two
groups of single-factor tests. Obviously, the two valuation models are both applicable
to our capital market.

Comparing Ohlson Model with traditional EPS-BPS model and Zhang Model, we can
see that the pricing effect of Ohlson Model is significantly lower. Considering the
fact that the explanation capacity difference between Zhang Model and traditional
EPS-BPS model is quite small, and that the newly added information content of
potential growth capacity index (GROWTH) is very little, we believe that the pricing
effect difference between Zhang Model and Ohlson Model is not because the Ohlson
Model fails to reflect potential growth capacity (GROWTH) of company equity value,
but because the value correlation of residual income and information content is
significantly lower than EPS. First, as single-factor test result shows, the information
content of single-factor of EPS reaches 30.8 percent, while the information content of
single-factor of RI is only 8.3 percent, with the reaction coefficient significantly lower
than EPS.

Then, comparing newly-added information content of the two, the newly-added
information content of EPS is 15.2 percent, significantly higher than that of RI of
6.3 percent. Due to difference of value relevance of EPS and newly-added information
content, the joint explanation capacity of overall EPS and BPS to Price of traditional
EPS-BPS model reaches 32.8 percent, significantly higher than the explanation
capacity of 23.9 percent of Ohlson (1995) Model. This conclusion conforms to the
conclusion reached by Chen et al. (2002). Generally speaking, the above results indicates
that in the background of capital market in our country, the accounting information
included in Ohlson (1995) Model has significant pricing effect, but in information
relevant to company income, the pricing effect of residual information is significantly
lower than income information per share.
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4.2 Change over time of the model pricing effect
In this part, we performed regression to traditional EPS-BPS model, Ohlson Model and
Zhang Model, respectively, on a yearly basis, and found the curve of model explanation
capacity change shown in Figure 1.

Figure 1 shows that change of the overall explanation capacity of the three
accounting valuation models over time is generally the same with a gradually rising
long-term trend, and the period with lowest explanation capacity concentrates on early
years. Besides, we also notice that, apart from several periods from 2003 to 2004, in
most cases, though the volatility of Ohlson Model and traditional EPS-BPS model and
Zhang Model is quite the consistent, but it is obvious that the model built based on EPS
has higher explanation capacity. It can visually seen from Figure 1 that the overall
explanation capacity of traditional EPS-BPS model and Zhang Model is very close, and
in most periods exceeds Ohlson Model. This indicates that over decades the
interpretation of and response to pricing information contained in accounting
indicators of investors in capital markets are quite stable, and information content and
value relevance of EPS is higher than residual income.

According to Ohlson’s theoretical deduction, the explanation capacity to company
value of linear combination of residual income and book value should be no lower than
the linear combination of earnings and book value. But the observed phenomena
indicate that the pricing effect of EPS is significantly better than RI. Chen et al.’s (2002)
explanation for this is that RI as residual income has lower continuity than EPS. While
we believe that this may indirectly reflect the “limited rationality” of investors.

The limited rationality of investors is related to its limited pricing information
processing capacity, and this is also the reason why the above-mentioned two types of
different pricing information are accepted by users to different degrees. EPS is the most
intuitive and the most important information in the financial report of listed companies.
As it is based on the situation that accounting principles and different companies have
the same EPS calculating aperture, it has strong comparability and it is more
convenient in pricing application. However, RI, as a linear combination of earnings per
share and BPS, is not directly disclosed in company announcement, and needs
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Change of
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estimation of capital cost during calculation, while the calculation results of capital
costs may vary greatly with different time windows and different index return,
resulting in inconsistent calculating aperture of RI and lower comparability of RI
among companies. Therefore, the value relevance of EPS in pricing is higher than RI.

4.3 Explanation from the point of investors’ information processing ability
From the preceding results, we know that the difference of explanation capacity of
the three valuation models centers on the value relevance of EPS and RI. In our
opinion, the difference of the information processing ability of investors may be one
of the reasons. To test the deduction, we will investigate the influence of shareholding
ratio of institutional investors on value relevance of accounting indicators in the
future. Because generally speaking, institutional investors are more mature than
individual investors, and their information processing ability is also better than that
of individual investors.

There are only data on institutional investors’ shareholding from 2003 to 2013 in
database. we will equally divide all sample companies according to announced
shareholding ratio of institutional investors of current period, setting a virtual variable
INS. INS¼ 1 means the subsample with relatively high shareholding ratio, and INS¼ 0
means the subsample with relatively low shareholding ratio. Interaction terms of INS
and EPS, RI, BPS,namely EPS× INS, RI× INS and BPS× INS are also added on the
basis of the three accounting valuation models so as to test the influence of
shareholding ratio of institutional investors on the response coefficient of each
accounting indicator. See the regression results in Table V.

Table V shows that whether adding variables SIZE, LEV and LIQD or not,
institutional shareholding ratio has a significant influence on value relevance of EPS,
RI and BPS. The significant positive cross-term indicates that institutional investors
indeed have relatively high interpretation degree and more quick response to the
above-mentioned information. Dividing the shareholding ratio of institutional investors
into low and high subsamples, their reaction coefficient of EPS are 12.30 and 14.11,
respectively, and the difference is 1.81. This indicates that there is a slight change
between the reaction degree of the two subsamples; while the reaction coefficients of RI
are 0.67 and 1.44, respectively, indicating that when RI fluctuates, the adjustment range
of asset price of the latter is more than twice as much as that of the former, namely, the
subsample with higher shareholding ratio of institutional investors is more reactive.
The results better support out conclusion: different interpretation ability of investors to
accounting information is an importance reason that causes different pricing effect of
EPS and RI.

5. Influence of adequacy of market capital on pricing effect of accounting
valuation models
From the above discussion we can see that all the three accounting valuation models
are effective in capital market of China, but none of them has an explanation capacity
over 50 percent. Although institutional investors may improve the pricing capacity of
accounting valuation models, the increasing of explanation capacity is very limited.
This indicates that there are many non-accounting factors in respect of share pricing.

The aforementioned literature review has well expounded this, i.e. we need to
refer to theories in respect of asset pricing in finance, to study the influence of stock
market transaction characteristics on accounting valuation models, so as to improve
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the pricing ability of accounting valuation model. For this purpose, first, we observe
the influence of adequacy of market capital on pricing effect of accounting
valuation models.

PE is a commonly used index in relative valuation method, involving the earnings
per share of object companies and earnings per share and stock price of reference
companies. A series of literatures point out that in the context of capital market,
fluctuation of PE is usually driven by capital flow in market, and when the market
fluidity is adequate and there is adequate capital, the PE of the overall market will
increase. Otherwise, the PE will fall. In order to observe how the adequacy of capital
influences the pricing effect of accounting valuation models, we divide all the samples
into seven groups according to the value of PE of the current period announced by
listed companies, and perform Ohlson Model, traditional EPS-BPS model and Zhang
Model regression to the seven groups, respectively. The results can be seen in Table VI.

From Panel A of Table VI we can tell that there is an obvious inverted U relation
between the explanation capacity of Ohlson Model and valuation multiples of listed
companies PE, so is the reaction coefficient of RI and BPS. That is to say, in the groups
with the highest PE and lowest PE, the value relevance of RI and BPS are lower than that
of the neighboring groups. While in the group with the highest PE, the overall pricing
effect obviously decreases as PE increases. In Panel B and Panel C, the regression results
of traditional EPS~BPS model and Zhang Model are basically the same as Panel A.
Obviously, the companies with higher PE have lower explanation capacity.

See the curve of change of explanation capacity of the three models in Figure 2, in
which an inverted U curve is shown more clearly. Our explanation to this is that in the
valuation the group with higher PE, the pricing difference brought by accounting
information is covered by massive fund flow because of adequate capital. Like water in
the lake, the deeper the water, the harder the landform under the water can influence
the water flow. While in the valuation the group with lower PE, the situation is
different. Due to serious lack of capital, the pricing capacity of accounting information
may also be distorted, just as when drought occurs, the landform becomes visible, the
landform will inevitably influence the water flow.

We noticed that both Table VI and Figure 2 show that in the group with lowest PE,
the explanation capacity of the three models is relatively low. Our explanation is that it
may be because that the companies with low PE value are far frommarket hot spots, and
their transaction is more inactive than shares of other companies. The more inactive the
transaction is, the harder the relevant information of operation of the companies will be
diffused quickly through signals of transaction price, leading to the failure of information
value to be fully explored, which further results in low fitting degree of transaction price
and accounting information. While in the group with the highest PE, the explanation
degree is far less than other groups. This indicates that for those companies closer to
market hotpots, the disjunction between transaction price and business performance –
accounting information is serious. Generally speaking, the more active the market is,
more likely it is that plenty of irrational transaction will occur, thus resulting in low
relevance between performance information and truncation price.

6. Influence of transaction active level on pricing effect of accounting
valuation models
In order to study transaction characteristics of stock market on accounting valuation
models, and to improve the pricing ability of accounting valuation models, in this part,
we mainly investigate the influence of transaction active level on pricing effect of
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accounting valuation models. Market active level is used to measure turnover rate. We
will divide samples into seven groups according to turnover rate and perform
regression, respectively. The results are shown in Table VII and Figure 3.

Table VII shows that in Panel A the explanation capacity of Ohlson Model with the
lowest turnover rate is 26.1 percent, ranking the highest. As the turnover rate increases,
the overall explanation capacity of the models decreases, presenting a stair type. In the
two groups with the highest turnover rates, namely, group 6 and group 7, the
explanation capacity of models declines to around 10 percent, which is obviously lower
than that of other groups. In addition, both the reaction coefficients of RI and BPS
significantly decrease as the turnover rate increases. The reaction coefficient of RI
decreases from 1.314 to 0.217, and the reaction coefficient also decrease from 2.108 to
0.958. That is to say, the increasing of turnover rate will significantly decrease the
pricing effect of Ohlson Model, and even render it ineffective.

Considering the relatively low relevance coefficients between turnover rate and other
independent variables, all of which are less than 0.22, in particular, the absolute value
of relevant coefficients of the company size (SIZE), leverage rate (LEV) and proportion of
outstanding shares (LIQD) are less than 0.1, we assume that the influence of turnover rate
on explanation capacity of Ohlson Models and reaction coefficients of RI and BPS cannot
be used to explain other independent variables and co-linearity of turnover rates.

Similar to Ohlson Model, the overall explanation capacity of Zhang (2000) model
decreases monotonically and strictly as the turnover rate increases. In respect of the
reaction coefficients of pricing factors, the reaction coefficients of EPS and
GROWTH significantly decrease as the turnover rate increases, except that the
reaction coefficient of BPS is quite stable, presenting strict and monotonic decrease.
In Panel B in Table VII, the grouping regression results of traditional EPS-BPS models
shows the same conclusion.

As for pricing effect of the three accounting valuation models with the change of
turnover rate, Figure 3 shows a very intuitional comparison.

In order to observe the influence of turnover rate further, we only divide samples
into two groups with Ohlson Model as a representative. The dummy variable High¼ 1
indicates the group with high turnover rate, and High¼ 0 indicates the group with

0.9
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0
1 2 3 4 5 6 7

Ohlson EPS~BPS Zhang
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Figure 2.
Change of

explanation capacity
of Ohlson model,
Zhang model and

traditional EPS-BPS
model that have
been performed

regression according
to PE grouping
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Table VII.
Regression results of
accounting valuation
models when
grouping according
to turnover rates
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relatively low turnover rate. Then add interaction terms on this basis, and observe the
difference of reaction significance of RI and BPS in statistical sense, and control SIZE,
LEV and LIQD at the same time. See the regression results in Table VIII. Table VIII
shows that the results of the first line and second line are the same as those in Table VII,
indicating that when the turnover rate is high, the overall explanation capacity of Ohlson
Model is low, and the reaction coefficients of RI and BPS are also relatively low. The third
and fourth line in Table VIII show that whether adding control variables, the coefficients
of RI×HIGH and BPS×HIGH are significantly negative. This is to say, when the
turnover rate is relatively high, the reaction coefficient of themwill significantly decrease.
To conclude, the regression results indicate that for stocks with high turnover rate, their
pricing effect of Ohlson Model is lower.

Analysis to other two models also reaches the same conclusion.

0.4

0.45

0.3

0.35

0.2

0.15

0.25

0.1

0.05

0
1 2 4 5 6 73

EPS~BPSOhlson Zhang

Note: The vertical axis represents the overall explanation capacity of the model

Figure 3.
Regression results of

Ohlson Model,
Zhang Model and

traditional EPS-BPS
model when

grouping according
to turnover rates

High¼ 0 High¼ 1

Ohlson Model after
adding interaction

terms

Ohlson Model after adding
interaction terms and control

variables

RI 1.115 (30.37)*** 0.403 (14.06)*** 1.117 (37.87)*** 1.130 (38.82)***
BPS 1.593 (44.21)*** 1.147 (45.03)*** 1.827 (79.92)*** 2.059 (80.05)***
RI×High −0.714 (−13.61)*** −0.710 (−13.75)***
BPS×High −1.012 (−45.93)*** −1.036 (−47.68)***
SIZE −2.936 (−27.89)***
LEV 0.008 (3.25)***
LIQD 0.021 (13.55)***
_cons 7.431 (48.87)*** 5.093 (60.22)*** 6.317 (71.48)*** 31.349 (35.46)***
Adj. R2 0.202 0.143 0.3 0.325
F 1,611.054 1,062.771 2,725.244 1,747.479
n 12,685 12,685 25,370 25,370
Notes: t-statistics in parentheses. *po0.10; **po0.05; ***po0.01

Table VIII.
Regression results of
Ohlson Model when
grouping according

to turnover rates
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7. Influence of market ups and downs on pricing effect of accounting
valuation models
As the investors’ reaction to information cannot be completely rational, the
performance of capital market fluctuation of our country in bull market and bear
make shows obvious asymmetry (Gu and Jin, 2013; Wen et al., 2014). In this part, we
will compare samples in periods of market ups and downs, attempting to discuss the
influence of irrational transaction on pricing effect of accounting valuation models by
discriminating market in different trends.

The disclosure frequency of accounting data are relatively low, which is once a
quarter, and market ups and down change very quickly, which may be several times of
change in one quarter. In order to better observe the influence of market ups and downs
on pricing effect of accounting valuation models, we choose the most representative
rising sector and declining sector since the foundation of our capital market as
observation periods, namely, using the data of the period from the first quarter of 2006 to
the third quarter of 2007 as rising period, and the period from the fourth quarter of 2007
to the fourth quarter of 2008 as declining period. The regression results in Table IX show
that Panel A is Ohlson Model, and Panel B is Zhang Model.

Table IX Panel A shows that in rising sector of market the explanation capacity of
Ohlson Model is 23.9 percent, and newly added information content of RI and BPS are
10.9 and 9.5 percent, respectively, while in declining sector of market the explanation
capacity is 27 percent, and newly added information content of RI and BPS are 7.8 and
12.5 percent, respectively. Compared with declining sector, the explanation capacity of
Ohlson Model in rising sector is relatively low, in the mean while, the newly added
information content of RI is relatively high, and the newly added information content of
BPS is relatively low.

Panel B shows that in rising sector of market, the explanation capacity of Ohlson
Model is 24.8 percent, and newly added information content of RI, BPS and GROWTH
are 10.7, 1.9 and 0.7 percent, respectively, while in declining sector of market the
explanation capacity is 33 percent, relatively high, and newly added information
content of RI, BPS and GROWTH are 11.4, 6.3 and 2.6 percent, respectively. Compared
with declining sector, the overall pricing efficiency of Zhang (2000) Model in rising
sector is relatively low, and the newly added information content of the pricing factors
is relatively low.

In order to verify the influence of market ups and downs on the reaction coefficients
of each accounting indicator, we use dummy variable ASCEND to represent market
ups and downs. When the market is in rising sector of market, ASCEND¼ 1, otherwise
ASCEND¼ 0. Cross-terms RI×ASCEND and BPS×ASCEND in Ohlson Model and
Zhang Model, size (SIZE) are added, and LEV and proportion of outstanding shares
(LIQD) are controlled. See Table X for regression results.

Obviously, whether adding controlling variables or not, when the market goes up,
the reaction coefficient RI of Ohlson Model increases significantly, and reaction
coefficient of BPS reduces significantly. By combining the results in Table IX we can
conclude: when the market is in obviously rising sector, the explanation capacity of
Ohlson Model is relatively low, the newly added information content of RI is
relatively high, and the newly added information content and reaction coefficient of
BPS is relatively low, while when the market is in an obviously declining sector, the
results are on the contrary. Zhang Model also reaches the similar conclusion. When
the market goes up, the reaction coefficient rises significantly, and the reaction
coefficient of BPS reduces significantly, which can be proved by the relevant
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Table IX.
Comparison of

regression results of
Ohlson Model and
Zhang Model in

Rising sector and
declining sector

of market
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regression results of Ohlson Model. It is noteworthy that the reaction coefficient of
GROWTH in Zhang Model is also significantly low. This indicates that investors’
identification to future growth rate is reduced when the market goes up, representing
more obvious irrationality.

To sum up, when the capital market is in a rising sector, the pricing effect of
accounting valuation models lowers, which may indirectly reflect the influence
of irrational market transaction behavior on pricing effect of accounting valuation
models.

8. Conclusion
Ohlson (1995) proposed a valuation model with residual income and BPS as main
factors, which reflects value relevance of accounting information. Zhang (2000)
proposed a new accounting valuation model based on option pricing. However, there is
still a huge difference between accounting valuation results and market prices. In order
to improve accounting valuation theories and develop accounting valuation models, to
understand how market transaction characteristics influence the pricing effect of these
models, we conducted analysis on data of listed companies from 1999 to 2013, the main
conclusion of which includes:

(1) Ohlson Model and Zhang Model are applicable in our capital market as a whole,
and their pricing effectiveness increases over time. Since 2007, the explanation
capacity of Ohlson Model is between 20 and 40 percent, significantly higher
than early years. But compared with capital market of developed countries such
as USA and France, the explanation capacity is relatively low and obviously
lower than traditional EPS-BPS model and Zhang Model.

(2) In the capital market of our country, the explanation capacity of traditional
EPS-BPS model and Zhang Model is very close, and the added information
content of potential growth ability is relatively low, while the pricing effect of
Ohlson Model is obviously lower than traditional EPS-BPS model, and Zhang
Model. The main reason for such difference is the relevant difference of residual

Panel A-Ohlson Model Panel B-Zhang Model

Adding
interaction terms

Adding interaction
terms and control

variables
Adding interaction

terms

Adding interaction
terms and control

variables

EPS 12.660 (34.47)*** 12.706 (34.61)***
RI 2.549 (27.67)*** 2.561 (26.14)*** BPS 1.833 (30.37)*** 2.124 (32.21)***
BPS 2.420 (43.99)*** 2.479 (38.89)*** GROWTH 2.598 (16.42)*** 2.523 (16.06)***
RI×ASCEND 0.240 (1.81)* 0.226 (1.68)* EPS_ASCEND 1.848 (2.82)*** 2.389 (3.67)***
BPS×ASCEND −0.268 (−5.84)*** −0.271 (−5.85)*** BPS_ASCEND −0.723 (−12.22)*** −0.797 (−13.52)***

GROWTH_ASCEND −1.477 (−6.57)*** −1.428 (−6.41)***
SIZE 0.02 (0.11) SIZE −2.186 (−11.34)***
LEV 0.027 (6.53)*** LEV 0.006 (1.52)
LIQD −0.011 (−2.34)** LIQD −0.037 (−8.33)***
_cons 3.395 (20.27)*** 2.203 (1.30) _cons 3.501 (20.26)*** 23.718 (14.14)***
Adj. R2 0.266 0.269 Adj. R2 0.318 0.329
F 1,179.599 683.078 F 915.463 641.988
n 12,984 12,984 n 11,775 11,775

Notes: t-statistics in parentheses. *po0.10; **po0.05; ***po0.01

Table X.
Regression results of
Ohlson Model and
Zhang Model in Ups
and Downs
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income and earnings per share. In addition, high shareholding of institutional
investors is beneficial for improving the reaction coefficient of various
accounting indicators, and the improvement level of reaction coefficient of
residual income is greater than earnings per share, indicating that the overall
maturity of investors in capital market is quite limited. Individual investors
interpret and pay attention to information not directly disclosed in financial
report in a limited way, which is one of the important reasons why the
information content of accounting indicators in our capital market is quite low
and the pricing effect of accounting valuation model is not high.

(3) The pricing effect of accounting valuation model is obviously influenced by PE.
When the PE of listed companies reaches a certain level, the overall explanation
capacity of Ohlson Model will decrease as PE increases. Zhang Model also has
similar performance. That is to say, the explanation capacity of accounting
valuation model of companies with high PE is relatively low.

(4) As for companies with relatively high turnover rate and active transaction, the
pricing effect of Ohlson Model and Zhang Model are both significantly low.
While the trend that the explanation capacity of Zhang Model decreases as
turnover rate increases is strictly monotonic. Such phenomenon is embodied by
relatively low reaction coefficient of residual income, earnings per share and
BPS as well as relatively low overall explanation capacity of two accounting
valuation models.

(5) The pricing effect of accounting valuation models is different in rising market
and declining market. When the market is in an obviously rising sector, the
explanation capacity of accounting valuation model is relatively low, newly
added information content and reaction coefficient of residual income and
earnings per share are relatively high, and newly added information content
and reaction coefficient of BPS is relatively low. While when the market is in an
obviously declining market, the results are the opposite.

The above findings have established some connections between accounting valuation
and market transaction characteristics. If taking in these connections in accounting
valuation, and taking the deviation resulted from market transaction into
consideration, the pricing effect of accounting valuation models may be improved.
Accordingly, in our opinion, these findings are meaningful to the development of
accounting valuation theory in the future, or at least providing an explorable direction.
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