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Abstract

Efficient capital market stucdies investigatad accounting
information content and ibs relationship with stcck ovrices in
developed countries, such as the United States, Australia, and
the United Kingdomn. Previous studies in thiz aresa orovided
emplrical evidence that there 1s a relationship hetwesen
accountinyg inlormal_on and stock prices.

The current study emplricallQ invesbligated the relationship
pnetween stock prices and published acccunting inZcrmaticn in
a developing country (Egypt) comparatively with develcped cne
{(United States)y. The maln objective ¢f this investigaticn is to
use the Egyptian cepifal market as an experimental control
(laboratory) .

The current study answered the following gquestions:

1. Does Egyptian capltel market present an appropriate
experimental environment for testing hypotheses of the
underlying theories or models of market kased accounting
research?

2. Does the stock prices in the Egyptian capital market reflect

all available accounting information?

reflect all nublished accounting information, what are our
suggestions to 1mpraove the accounting informatien reole?

3. If stock prices in Egyptian capital market does not fully
To answer the above questions, rate of change in stock prices

(463F' used as dependent variable. The 1ndependent variables

were; change in a rate of raturn on owners' equity (aAaRCE), rate



Eiliee:D
of change in earning per share (%aEPS), change in price earnings
ratio (sPER), change in cash dividends raltio (aCDR!, and
financial risk, measured by Z-score of Altman’s model 1968, (aZ).
The current study empirically tested five null hypctheses
agalnst five alternative hypotheses, summarized in a table 3-1
vage, cencerned by The relationship between (S2) and (RCE) ,

(EE3}, (PER;, (CDR), and {(2).

The required data collected from several sources, for tHe

it

U.S. capital market, data abeut 87 companies ebtained from

COMPUSTAT and CRSP tabs 1392 and 1993. For the mgyptian capital

=

(o

market, data about 72 listed companies (36 public business sector
companies’ and 36 private sector compenies) obtained from several
sources; actual data from General Establishmenl of Capital Market
records, dctua;.data from General Establishment ¢f Public Sector
Cocmpanies records, and periodical issues of Cairo and Alexandria
stock exchanges.,

The multiple regression and correlation coefficients analysis
used To measure the relationship between the dependent variable
ard independent variables. T-test used to test the null agelist

alternarive hypothesis. "-test used to check the utility of the

regress_on modoels.

‘Here after called public sector companies.
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The results of the current study came as the following:
For U.S. Capital Market Sample:
- 68% of stock price changes are explained by or attributed to
accounting information.
- The greatest factor affecting in stock prices 1s PER
{The correlation coefficient between SP and PER 1s -0.81).
- The lowest factor affecting in stock prices is CD (correlation
coefficient between SP and CD 1s -0.12).
The null hypotheses concerned by RCE, EPS, PER, and financial
risk are rejected in favor of the alternative hypotheses.
- The alternative hypothesis concerned by CD is rejected in Iavor
of the null hypothesis.
- The correlation coefficients between SP and ROE, EPS, PER, CDR,
and 2 are 0.57, 0.70, =-0.81, -0.12, and €.61 respectively.
For the Egyptian capital market:
Initial empirical test resilts are:

For whole sample, 15% of changing in stock prices are explained

by accounting information. All correlation coefficients between
the dependent variable and independent variables are weak.

For the hlic sector sample, 12% of changing in stock prices are

explained by accecunting information. All correlation coefficients

between dependent and independent variables are weak.

For the private sector sample, 40% of changing in stock prices

are explained by accounting information. The greatest affective
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variable is ftinancia! risk. All correlalion coefficients hetween
dependent and independent var-ables are weak.

Because these resulfts are not significant, the additional
anarys.s was regulrec. To perform the additiornal analysis six
years (1988 - 19383} data about 15 listed companies { 11 public
and four privates) 1s collected feor the purpose of the additional
aralysis. The deta sources were periodical issues “ror Cairo and
Alexandrila stock exchanges. The variakles and statistical
technics were the same which used-in the initlal analysis. The

empirical test replicated on collected data, the results came as

For whole sample,

- 98% of changing in 5P are explained by accounting information.

- The greatest atfecting variable is CD (correlation coefficient
pebtweern E8F and ER 16 0:5

- The lewest aflfecting variable 1s PER (correlal .on coefficient

between SP and PER is -0.03).

- The null hypotheses about EPS, PER, CDR, and Z are rejected in
favor of the alternative hypotheses,

- The alternative hypothesis abeout ROE is rejected in faver of
the null hypothesis.

- The cerrelation coefficients between SP and RCE, EPS, PER, CD,

and £ are: (.45, 0.51, -0.03, 0.87, &ard 0.56 respeclively.
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For the public sector sample (11 companies),

- 63% of stock price change 1s explained by accounting
information.

- The greatest sffective variab_.e s CD (correl_ation coefficient
between SP and CD is 75%).

- The lowest atfective variable is PFER (correlaztion coefficient
between 3F anc PER is - 0.06).

- The null hypoctheses about EPS and CD are rejected in faver of
Lhe alternative hypotheses. ;

- The alternative hypotheses about ROE, PER, and Z are rejected.

- The correlation cosfficients petween SP and ROE, EPS, PER, CD,
and Z are: 0.43, 0,350, -C.06, 0.75, and C.67 respectively.

For the private sector sample (four companies),

97% of stock price c¢hanges are explained by acceuntin
information.

- The greatest affective wariabkle is EPS (correlalion

Lie

cosfficient between S22 and EPS 15 25:4) .

- The lowest affective varlable 13 PER (correlation coefficient
between SF and PER 1is 0.29).

- The null hypcoctheses about ROE, EPS, PER, and 7 are rejected in
favor of the allernative hypotheses,

- Despite the null hypothesis aboul 2 is rejscted, the
alternative hypothesis alsc is rejected hecauss the

correletlion coefficient between 5P and £ is negative.
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The alternative hypothesis about CD is relected in favar of
the null hypothesis.

The correlation coefficients between SF and RCE, LEFS, PER, CD,

ana Z are: 0.74, 4.95, 0.29, 0.64, and -0.54 respectively.



