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Accounting Conservatism and the Value Relevance of Accounting
Information in Explaining Stock Prices
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Abstract

This Paper aims to investigate the relationship between accounting
conservatism (AC) and value relevance (VR) of accounting information (book
value "BV", earning pershare "EPS") in explaining firms’ stock prices, in addition
to test to what extent this relationship could be affected by the financial and
political crises which Egypt passed by during the period from 2008 and it’s
consquences till the 25" January 2011 revolution and the 30" June 2013.

The study used a medel of (Givoly and Hayn, 2000) to measure the (AC)
degree and a model of (Ohlson, 1995) to measure the (VR) of accounting
information; using alarge panel data of (91) Egyptian listed firms from different
economic sectors with total observations (1092) during the period from 2004 till
2015, the data analyzed by weighted least squares method through a statistical
package (Gretl Software).

The results indicated a negative relationship between the (AC) and the
(VR) of accounting information in explaining firms’ stock prices, but in the period
of financial and political crises this relationship turns into positive between the
(AC) and (BV) pershare, but not for (EPS) in explaining firms’ stock prices, that
reflects the application of (AC) could be applicable within reasonable limits,
which gives the (BV) pershare (as a fair measure of financial resources avaliable
for shareholders in the period of uncertainty) a higher (VR) in the period of crises
compared (EPS), which could be exposed to decline or exposed to the application
of earnings management, which make it lose its (VR) for (BV) pershare in
explaining stock prices.

Keywords: Accounting Conservatism, Value Relevance, Financial and Political
Crises.
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