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Abstract

This paper estimates a VECM to assess the value relevance of three variables modeled in
the residual income valuation model: equity price, reported earnings, and book value. By
learning whether price is more informative than earnings and book value, we can evaluate the
adequacy of the common research practice in proxying for intrinsic value using market price.
The two research tools used to quantify the information content of variables are the long-run
causality and common-factor weight methods. Using data samples from twelve firms across
three industries in Taiwan, this research shows that prices overall contain less amount of
intrinsic value information compared to that in the book values, while the amount in reported
earnings is minimal. This result is in support of the critique by Lee (2001) on proxying for
stock value using market price in the literature.

Keywords : value relevance, common factor, residual income model, book value
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