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Abstract

Financial statements are often number intensive, and determining the importance and 
relevance of these numbers from the perspective of investors and equity holders is 
paramount. However, empirical studies concerning the correlation between several 
accounting and economic-based indicators with shareholder returns have yielded con-
tradictory results. Additionally, considering the relatively limited studies on economic-
based indicators such as refined economic value-added and economic value-added 
momentum, this study evaluated the predictive power of refined economic value add-
ed, economic value-added momentum, and economic value added (economic-based 
indicators), along with traditional accounting-based indicators such as return on equi-
ty and earnings per share on the shareholders’ returns. The study employed fixed-effect 
instrumental variable regression and panel quantile regression techniques to examine 
49 non-financial companies listed on the Johannesburg Stock Exchange from 2007 to 
2021. Overall, the results showed that economic value added is a significant negative 
predictor of shareholder returns, while refined economic value-added is a positive de-
terminant. In addition, the refined economic value-added coefficient remains positive, 
with the impact increasing across the conditional quantiles. This study concludes that 
refined economic value-added provides a superior and realistic determinant of share-
holder value on the Johannesburg Stock Exchange compared to other measures.
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INTRODUCTION

In today’s competitive world, which is characterized by resource scar-
city, maximizing shareholder wealth is the ultimate objective of cor-
porate managers. Shareholder wealth measurement can either be in 
the form of dividends received or in the form of capital appreciation, 
or both. Hence investors require a forward-looking construct that ac-
curately assesses a company’s performance and is associated with the 
market price of a share.

Traditional accounting-based indicators (ABI), such as earnings per 
share (EPS), return on equity (ROE) and return on assets (ROA), are 
used by shareholders to assess investment performance. However, 
these constructs have been criticized because they do not consider 
the total cost of capital, which consists of the cost of debt and equity 
(Panigrahi et al., 2014). Therefore, to address the ABI’s shortcomings, 
economic-based indicators (EBI) such as economic value added (EVA), 
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refined economic-valued added (REVA), and economic value-added momentum (EVAM), which incor-
porate the total cost of capital have been advocated (Stewart,1994; Bacidore et al., 1997; Stewart, 2009).

Several studies concerning the association of ABI and EBI with shareholder returns have been under-
taken on the global capital markets; however, these exercises yielded different results. Additionally, to 
the authors’ knowledge, ABI and EVA relationship with shareholder returns has been extensively test-
ed globally; from the Johannesburg Stock Exchange-listed companies’ perspective, constructs such as 
REVA and EVAM are not tested. Therefore, there is an incentive to examine the explanatory power of 
REVA and EVAM on shareholder return alongside EVA, EPS, and ROE simultaneously for the first time 
on the largest African stock exchange.

1. LITERATURE REVIEW

The equity market literature in the last five decades 
is characterized by a search for an indicator used for 
company performance evaluation that is correlated to 
stock price, considering that stock price affects share-
holders’ return. For instance, Ball and Brown (1968) 
conducted the first test on the value relevance of ABI 
in the United States, and Stern Stewart Company re-
introduced EVA in the 1980s after being advanced 
by General Motors in 1920. Building upon Ball and 
Brown’s (1968) seminal work, Nichols and Wahlen 
(2004) studied the correlation between annual stock 
returns and annual earnings on the New York Stock 
Exchange (NYSE), American Express Company 
(AMEX), and National Association of Securities 
Dealers Automated Quotations (NASDAQ) firms. 
Based on 31,923 firm-year observations from 1988 to 
2001, the descriptive statistical test indicates a signif-
icant correlation. 

Additionally, studies using several accounting 
constructs, different methodologies, such as ordi-
nary least square (OLS), pooled least squares (Pols), 
random effect model (RE), fixed effect model (FE) 
and a combination of univariable and multivaria-
ble regression models, were undertaken.

From an ABI perspective, several studies have 
yielded a positive association with stock prices. For 
example, based on a sample of the top 30 firms of 
the Financial Times Stock Exchange (FTSE)-100 
index of the London Stock Exchange from 2005 
to 2014 and using a panel regression analysis, 
Anwaar (2016) found that net profit margin and 
ROA have a significant positive correlation with 
stock returns, while EPS negatively impacts stock 
returns; however, ROE and quick liquidity ratio 
do not exert any impact on stock returns.

Using a panel regression analysis, Aveh and Vitor 
(2017) examine the relationship between EPS, 
ROE, book value market, dividend per share, divi-
dend yield, leverage capitalization and stock price. 
The results indicate that ABI, namely EPS, ROE, 
book value and the value-based measures (mar-
ket capitalisation), are correlated to stock prices. 
Additionally, based on multiple regression anal-
ysis, Menaje (2012) found a strong and positive 
correlation between EPS and share price, i.e., the 
model explained 73% of the stock price variation 
in the Philippine Stock Exchange.

In contrast, a negative and no association has 
been reported. For example, Badruzaman (2020) 
found that ROE is negatively and significantly 
correlated with the stock price, based on 57 com-
panies listed on the Nikkei 225 index, thus mean-
ing an adverse impact of ROE on stock prices. 
Additionally, Hamidah 2015, based on the F-test 
and t-test, found that ROE negatively correlates 
with shareholder wealth, while return on capital 
employed (ROCE) and EPS are positively associ-
ated with shareholder wealth in the context of the 
Indonesian bank industry. On the other hand, a 
recent study by Sulistyanie and Sumantri (2020) 
informs that stock prices are not statistically sig-
nificantly responsive to the debt-equity ratio and 
ROE on the Indonesian Stock Exchange based on 
the FE model data. 

Additionally, from the JSE stock market outlook, 
empirical evidence indicates mixed outcomes; for 
example, De Villiers et al. (2003), Erasmus (2010), 
and Robbetze et al. (2017) found that EPS is posi-
tively correlated with the stock price of the JSE list-
ed companies, while De Wet and Du Toit (2007) 
and Vermeulen (2016) state that EPS and ROE are 
not correlated with shareholders return on the JSE.
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From the EBI perspective, in particular, EVA, 
where the total cost of capital is at book value, sev-
eral scholars have tested Stewart’s (1994) claim in 
various stock markets, and the results indicate 
that ABI outclasses EVA in explaining stock re-
turns. For instance, Sharma and Kumar (2010) 
studied the Indian manufacturing sector (2000–
2007) and found that net operating profit after tax 
(NOPAT) and operating cash flow (OCF) are bet-
ter than EVA in describing MVA. Using a sample 
of 566 US companies from 1986 to 1992, Chen 
and Dodd (1996) point out that EVA explains only 
20% of the inconsistency of stock returns, while 
ROA can explain 24.5%. However, in a study by 
Babatunde and Evuebie (2017) based on 60 com-
panies listed on the Nigerian Stock Exchange from 
2004 to 2015, the OLS regression model outcome 
reveals a significant positive correlation between 
EVA and stock return.

In the JSE context, Magwegwe (2003) found that 
the EVA metric is not correlated with the share 
price of JSE-listed companies. Similarly, Sauro 
and Tafirei (2016), based on multiple regression 
analysis and the OLS method, found that EVA 
is relatively weak compared to EPS, dividend per 
share (DPS), and marginal revenue in commer-
cial banks. In contrast, still from the JSE stand-
ing point, Weldon (2013) found that the coefficient 
correlation R2 of EVA was positive and statisti-
cally correlated with the share price (2000–2010). 
However, De Wet (2004) tested 89 listed compa-
nies from 1995 to 2004 and concluded that ABI 
has a better positive correlation with MVA than 
EVA spread.

From the REVA proposition, the total cost of cap-
ital is at market value; hence the capital charge 
does reflect the opportunity cost for investors be-
cause if investors sell a firm for its market value 
and apply the proceeds to assets of identical risk 
profiles, they could expect to earn a return equal 
to the weighted average cost of capital (WACC) on 
the overall market value of the firm, and not only 
on the book value of the investment of the firm 
shown in the balance sheet (Richter & Honold, 
2000). The critical advantage of REVA relative to 
EVA, according to its proponents Bacidore et al. 
(1997), is that incremental shareholder value has 
been created whenever REVA is positive, that is, 
the operating income flowing to shareholders at 

the end of the period as a percentage of their in-
vestments’ market value at the beginning of the 
period exceeds their opportunity cost of capital. 
However, this condition is not always the case 
for EVA; from the EVA proposition, sharehold-
ers could be getting an operating-income-based 
return below their opportunity cost of capital, 
even when EVA is positive. Based on this scenario, 
Pourali and Roze (2013) state that REVA empha-
sizes the value relevance of information instead of 
its reliability embodied in book value.

Unlike ABI and EVA, there are relatively few stud-
ies on REVA; nevertheless, the dearth of articles 
yielded mixed results. The first study on the REVA 
conducted by its proponents, Bacidore et al. (1997), 
in the United States (1982–1992), reveals that 
REVA is superior to EVA. Baseri et al. (2013) al-
so showed that REVA, EVA, and OCF significant-
ly and positively correlated with future OP in 56 
companies listed on the Tehran Stock Exchange 
(1996–2008). In the same exchange, Pourali and 
Roze (2013), based on 67 companies (2006–2010), 
indicate that ROA and REVA were the most sig-
nificantly and positively correlated with market 
value added (MVA) compared to ROE and EPS, 
EVA. Furthermore, Quintiliani (2018) conduct-
ed a similar test with 75 Alternative Investment 
Market (AIM) companies in Italy (2010–2015) 
and indicated that REVA correlates more with 
MVA than EVA. In addition, Nugroho (2018), us-
ing 104 manufacturing companies listed on the 
Indonesian Stock Exchange (2014–2016), reveals 
that EVA, MVA, and REVA substantially correlate 
with stock prices and return.

In contrast, other empirical studies failed to attest 
to REVA supremacy over other constructs. For in-
stance, Arabsalehi and Mahmoodi (2012) report 
that ABI, namely ROE and ROA, are better pre-
dictors of company stock prices than the four val-
ue-based metrics (EVA, REVA, MVA, and SVA). 
Nakhaei et al. (2016) in Bursa Malaysia (2002–
2011) refute the REVA supremacy compared to 
other ABI for explaining stock returns. Similarly, 
Ashraf (2018) later revealed that EVA outper-
formed REVA. 

Using EVAM constructs, Mahoney (2011) stud-
ied lodging and fixed-asset-intensive companies 
in the United States (2001–2008). No difference 
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was found between the EVAM for the lodging 
and restaurant industries. Nakhaei et al. (2012) 
measured the correlation between EBI and the 
MVA in Bursa Malaysia (2001–2010), and no ev-
idence supporting that EVA, REVA, and EVAM 
positively correlated with MVA was reported. 
Additionally, Fayed and Dubey (2016) focused 
on 43 listed companies in the United Arab 
Emirates (2008–2013) and revealed that EVAM, 
EVA margin, did not provide incremental infor-
mation content as the price-to-book value mul-
tiple and net-book values; similarly, Wirawan 
(2011) claims that EVAM fails to explain fu-
tures prices. Moreover, Aziz (2011) indicates a 
negative relationship between EVAM and the 
total real estate ratio over gross tangible assets 
in Stockholm Stock Exchange-listed companies 
(2006–2009).

On the other hand, some empirical evidence at-
tested to EVA Dimension’s claim. For instance, 
in a study concerning the association between 
EVAM and market stock prices, Maeenuddina 
et al. (2020) found a positive and substantial 
correlation between EVAM and the working 
capital management of 69 non-financial com-
panies listed on the Pakistan Stock Exchange 
(2007–2017). Additionally, Omneya et al. (2021) 
studied the explanatory power of EVA and 
EVAM on ROE and ROA in the Egyptian stock 
exchange (2010–2019), revealing that EVAM ex-
plains ROA and ROE; however, EVA did not.

Empirical evidence has also shown different 
outcomes from the relative information content 
between ABI, EBI, and stock price behavior. For 
instance, Arabsalehi and Mahmoodi (2012), us-
ing a pooling panel data method, examine the 
correlation between several ABI (EPS, ROE, 
ROA, and return on sales), EBI (EVA. REVA, 
MVA, shareholders value added) and stock re-
turns. The outcome of 115 Iranian listed com-
panies between 2001 and 2008 reveals that ROE 
and ROA are relatively superior to other con-
structs. However, in a recent study by Rasool et 
al. (2021), based on 107 listed companies on the 
Pakistan Stock Exchange, the panel OLS regres-
sion technique reveals that the EBI (EVA, EVAM 
and EVA spread) are superior to ABI (ROE, EPS, 
ROA, and ROCE) during 2011–2018. Gupta and 
Sikarwar (2016) reported similar findings.

In summary, no conclusive evidence supports 
EVA’s explanatory power of shareholder returns rel-
ative to ABI. On the other hand, EVA’s equity valu-
ation at book value is not aligned with shareholders 
standing point because the shareholder return is a 
function of the stock price differential between two 
periods plus dividends. Therefore, with the equity 
valuation based on the market price, REVA is more 
relevant for equity holders; consequently, REVA 
should impact stock price. Regarding EVAM, de-
spite being based on EVA, EVAM attributes provide 
valuable insights into a company’s economic profit 
variation between two consecutive periods.

2. AIM AND HYPOTHESIS

Based on the literature review, the theoretical su-
periority and the value relevance of REVA and 
EVAM have not been tested on the JSE. Therefore, 
this study’s purpose is to examine the positive ex-
planatory power of EBI (REVA and EVAM EVA) 
and ABI (EPS and ROE) on shareholder returns 
on the JSE. The null hypothesis is given as follows: 

Hoi: EVA, REVA, EVAM, ROE, and EPS do not 
have a significant positive explanatory pow-
er on shareholder returns on the JSE-listed 
firms.

3. METHODS

3.1.	Sample	and	data	source	

The sampling technique in this study was purpo-
sive sampling. Following previous related studies 
(Amyulianthy & Ritonga, 2016; Ejaz et al., 2018) 
and practice, real estate companies, banks, finan-
cial institutions, unit trusts, and companies whose 
financial statements were unavailable for 2007–
2021 were excluded. From an initial sample of 164 
companies listed on the JSE ALSI, the final sample 
amounted to 49 listed companies.

To determine the EBIs (EVA, REVA, and EVAM), it 
is required to adjust the accounting profit. However, 
according to Anderson et al. (2004), there is no theo-
ry that guides the selection of the most relevant items 
to be adjusted. Therefore, the adjustment exercise 
was undertaken in line with Stewart’s (1991) recom-
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mended adjustments and consisted of the (i) adjust-
ment to the accounting profit; (ii) computation of the 
invested capital (IC); (iii) determination of the total 
WACC (Jakub et al., 2015). Consequently, the EBI in-
put variables, namely, NOPAT, IC, cost of debt, cost 
of equity, and dependent variable input factors such 
as share price and dividend per share, were obtained 
from Integrated Real-Time Equity System (IRESS) 
(former INET-BFA) data source. The IRESS database 
was also used by De Wet and Du Toit (2007), Du Toit 
(2015), and Erasmus (2008, 2010) in studies that re-
quired financial information of JSE-listed companies.

3.2.	Operational	variables		
and	measurements

The study identifies the dependent variable as 
shareholders’ return (ShR); the independent var-
iables are the ABIs (EPS and ROE), EBIs (EVA, 
REVA, and EVAM), while total assets and reve-
nue are the control variable. According to Ahsan 
(2012), the ROE links the statement of comprehen-
sive income (NOPAT) and the statement of finan-
cial position component (average shareholder eq-
uity); therefore, it is highly regarded by investors 
and can be expressed as a ratio of the two. EPS 
was calculated as the ratio of net income after pre-
ferred stock dividends. EVA and REVA, according 
to Stewart (1991) and Bacidore et al. (1997), respec-
tively, are defined as the difference between a com-
pany’s NOPAT and its total cost of capital (cost of 
debt and cost of equity) and can be expressed as:

;  

( ).

–EVA REVA Adjusted NOPAT

CI WACC

=
⋅−

 (1)

Adjusted NOPAT measures company profit from 
its ongoing operations adjusted from GAAP dis-
tortions to convert the accounting profit into eco-
nomic profit. IC is the operating capital employed; 
it is defined as interest-bearing debt and equity 
at the beginning of the period, and 𝑊𝐴𝐶𝐶 is the 
weighted average cost of capital. The difference be-
tween EVA and REVA arises from the equity val-
uation approach as the EVA uses equity valuation 
based on historical or book value, REVA is based 
on the market stock price. Therefore, the REVA 
proposition is aligned with the shareholder’s val-
ue creation. Eva Dimension (2009) quantifies EVA 
growth or deterioration over time and can be ex-
pressed as follows (Stewart, 2009). 

1 0 0( ) ./EVA EVA EVA SalM es= −
 

(2)

EVA
1
 is the EVA in the current period, EVA

0
 is the 

EVA in the prior period (t
n
 – 1), and Sales

0
 is the 

revenue for the preceding period (t
n
 – 1). This study 

used natural logarithms of total assets and total rev-
enues as control variables following related studies 
(Hung et al., 2019; El-Habashy, 2019). Shareholder 
value creation should be measured in terms of to-
tal ShR, which consists of capital gains/losses plus 
the dividends received (Tawiah & Benjamin, 2015), 
which can be expressed as follows: 

1 0 0( ) / ,ShR P P D P= − +
 

(3)

where P
1
 is the stock price at year-end, P

0
 is the 

share price at the beginning of the year, and D rep-
resents the dividend per share paid in the current 
year – this variable is expressed as a percentage. 

3.3.	Model	specification		
and	estimation	techniques

Panel data (longitudinal data) regression anal-
ysis is paramount to establish the dimension of 
the relationship over several periods between the 
study’s independent and dependent variables (Tan 
et al., 2021). Therefore, this study uses Driscoll and 
Kraay’s (1998) robust standard-error method incor-
porated into the fixed-effect instrumental variable 
(FE-IV) regression model. The multivariable re-
gression model below presents shareholder returns 
as a function of accounting- and economic-based 
explanatory variables and control variables hence:

,

, ,
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where α
i
 is the constant, γ

t
 is the time-invariant 

company-specific effect, and ε
i,t

 is the error term, β 
is the elasticity of the explanatory variables. 
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This study further used a quantile regression tech-
nique to examine the varied and distributional 
effects at different levels of shareholder returns. 
Machado and Silva’s (2019) conditional quantiles’ 
estimation Q

y
(τ|X) is given as:

( ), , , .i t i i t i it i tY X Z Uα β δ γ= + + +  (6)

The parameters to be estimated are the probability: 
P{δ

i
 + Z

it
} > 0 = 1. (α, β, δ, γ), (αi, δi), i takes the value 

1 to n, representing the company’s i fixed effect.

4. RESULTS

Table 1 presents the coefficients of correlation of 
EPS, ROE, EVA, REVA, and EVAM used in this 
study from 2007 to 2017. For instance, the results 
indicate a positive and strong correlation between 
EPS, total assets, total revenue, and sharehold-
er returns. However, a strong and negative rela-
tionship was observed between ROE, EVA, REVA, 
EVAM, and shareholder returns. The correlation 
outcomes indicate no potential multicollinearity 
as the values are not higher than 0.80.

Table 2 presents the fixed effect and instrumental 
regression results of the determinants of sharehold-
er return on the JSE-listed companies. Through 
EVA, shareholders are informed of the value man-
agers have added or destroyed to the company 
(Alam & Nizamuddin, 2012). The empirical results 

indicate that an increase of one per cent on EVA 
leads to a decrease in shareholder returns by 0,76%. 
This outcome suggests that NOPAT was not large 
enough to cover the total capital charge. Therefore, 
shareholder returns may be negatively affected as a 
company fails to meet the expected return on in-
vestment. The coefficient of REVA indicates that it 
has a positive and statistical impact on sharehold-
er returns such that if REVA increases by one per 
cent, shareholder return increases by 0.02%. This 
suggests that REVA is a more appropriate predictor 
of shareholder value on the JSE. REVA’s relevance 
is aligned with the theoretical stance because it is 
based on the market stock price and aligned with 
the shareholder’s value creation. 

The outcome indicates a positive relationship be-
tween EVAM and shareholder returns, which sug-
gests that EVAM effectively captures the value cre-
ation trend of a company. A positive EVAM implies 
that a company is consistently creating value by 
generating returns above its cost of capital. EVAM 
does not exert a significant impact on sharehold-
er returns. Therefore, in the JSE context, the find-
ings failed to support Eva Dimensions (2009) and 
Stewart’s (2009) claim of EVAM superiority in ex-
plaining stock prices. The empirical results indi-
cate that EPS negatively correlates with shareholder 
returns. Consequently, EPS explains shareholder 
returns on the JSE significantly. The coefficient of 
ROE indicates that it has a positive but insignificant 
impact on shareholder returns on the JSE.

Table 1. Correlation matrix

Variable (1) (2) (3) (4) (5) (6) (7) (8)

(1) EPS 1.000

(2) ROE
0.121 1.000

(0.001)

(3) SR
0.070 –0.007 1.000

(0.052) (0.648)

(4) EVA
0.035 0.079 –0.139 1.000

(0.344) (0.033) (0.000)

(5) REVA
–0.004 0.026 –0.023 0.237 1.000

(0.911) (0.476) (0.537) (0.000)

(6) EVAM
0.082 0.091 –0.026 0.096 0.053 1.000

(0.021) (0.011) (0.459) (0.009) (0.150)

(7) T. Assets
0.309 –0.060 0.373 –0.343 –0.073 –0.015 1.000

(0.000) (0.094) (0.000) (0.000) (0.049) (0.678)

(8) T. Revenue
0.330 0.050 0.217 –0.191 –0.041 0.005 0.801 1.000

(0.000) (0.159) (0.000) (0.000) (0.270) (0.681) (0.000)

Note: *** p < 0.01, ** p < 0.05, * p < 0.1.
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The distributional determinants of shareholders’ 
return on the JSE are presented in Table 3 to de-
termine how the impact of EVA, REVA, EVAM, 
total assets, and revenue differs across the condi-
tional distribution of shareholder returns using 
the Machado and Silva (2019) approach. Table 3 
shows that the EBIs retain their sign and signifi-
cance; however, the magnitude of impact varies 

across levels. For example, the magnitude of EVA’s 
negative impact depends on the quantile as the ef-
fect at the lower quantile (25th quartile) of share-
holder returns (0.72%) reduces to 0.69% in the 50th 
quartile and 0.66% in the 75th quartile. Conversely, 
the positive impact of REVA at the lower quantile 
(25th quartile) of shareholder returns (0.036%) in-
creases to 0.037% in the 50th quartile and 0.039% 

Table 2. Determinants of shareholder returns

VARIABLES
(3) (1) (2) (4)

POLS FE RE FE–IV

EPS
0.00163 4.84e+05 0.00122 –0.00965**

(0.00202) (0.00232) (0.00196) (0.00465)

ROE
–0.000820 –0.000589 –0.000558 0.000498

(0.00133) (0.00181) (0.00152) (0.00226)

EVA
–0.691*** –0.771*** –0.712*** –0.756***

(0.0618) (0.0824) (0.0619) (0.122)

REVA
0.0370*** 0.0204* 0.0332*** 0.0203*

(0.00789) (0.0104) (0.00712) (0.0187)

EVAM
0.364 0.450 0.379 0.588*

(0.278) (0.360) (0.297) (0.327)

Total Assets
–0.0369 –0.599*** –0.0845 –0.567***

(0.0792) (0.112) (0.0906) (0.206)

Total Revenue
–0.000924 0.424** 0.0394 0.462**

(0.0632) (0.167) (0.0787) (0.227)

Constant
–0.774 1.419 –0.653 0.354

(0.868) (2.760) (1.075) (2.089)

Hausman Test 54.65(0.005)

Observations 453 453 453 453

R-squared 0.078 0.075 0.086 0.087

Number of firms 49 49 49 49

Table 3. Distributional drivers of shareholder returns

VARIABLES
(1) (2) (3) (4) (5)

Location Scale qtile_25 qtile_5 qtile_75

EPS
0.00163 –0.000129 0.00171 0.00161 0.00151

(0.00375) (0.00265) (0.00468) (0.00359) (0.00352)

ROE
–0.000820 0.00174* –0.00191 –0.000533 0.000753

(0.00126) (0.000892) (0.00158) (0.00121) (0.00119)

EVA
–0.691*** 0.0346 –0.713*** –0.686*** –0.660***

(0.0946) (0.0668) (0.118) (0.0906) (0.0888)

REVA
0.0370* 0.00167 0.0359 0.0373** 0.0385**

(0.0191) (0.0135) (0.0238) (0.0183) (0.0179)

EVAM
0.364 0.242 0.213 0.404 0.583

(0.434) (0.306) (0.541) (0.415) (0.407)

Total Assets
–0.0369 0.155** –0.134 –0.0114 0.103

(0.0905) (0.0639) (0.113) (0.0866) (0.0851)

Total Revenue
–0.000924 –0.114* 0.0700 –0.0196 –0.104

(0.0905) (0.0639) (0.113) (0.0866) (0.0850)

Constant
–0.774 0.136 –0.859 –0.751 –0.651

(0.732) (0.517) (0.913) (0.701) (0.687)

Observations 453 453 453 453 453

Note: Standard errors in parentheses. *** p < 0.01, ** p < 0.05, * p < 0.1.



306

Investment Management and Financial Innovations, Volume 20, Issue 3, 2023

http://dx.doi.org/10.21511/imfi.20(3).2023.25

in the 75th quartile. Similarly, the insignificant 
positive impact of EVAM at the lower quantile 
(25th quartile) of shareholder returns (0.21%) in-
creases to 0.40% in the 50th quartile and 0.58% in 
the 75th quartile.

The ABIs’ coefficients are not statistically signif-
icant. The results indicate that regardless of the 
distribution of shareholder returns, EPS positive-
ly and insignificantly impacts shareholder returns. 
However, coefficients indicate that the size of im-
pact differs across quantiles as the lower quan-
tile (25th quartile) (0.00171%) impact reduces to 
0.00161% in the 50th quartile and 0.00151% in the 
75th quartile. ROE’s impact across the distribu-
tion of shareholder returns aligns with the fixed 
effect results presented in Table 2, but the impact 
the lower quantile (25th quartile) (–0.00191%) in-
creases to –0.000533% in the 50th quartile and 
0.000753% in the 75th quartile. Lastly, the impact 
of the control variables varies across quantiles, but 
they are not statistically significant.

Overall, the study rejects the null hypothesis 
which states that REVA does not have a signifi-
cant positive explana-tory power on shareholder 
returns and accepts the null hypotheses that state 
that EVA, EVAM, EPS and ROE do not  have a sig-
nificant positive explanatory power for sharehold-
er returns on the JSE.

5. DISCUSSION

Based on the findings, the EVA negative and statis-
tically significant correlation with shareholder re-
turns from the directional standing point contrasts 
Weldon (2013) and Babatunde and Evuebie (2017), 
who found a significant and positive correlation be-
tween EVA and stock price/return in Nigeria, and 
Magwegwe (2003) who found that the EVA metric 
is not correlated with the share price of JSE-listed 
companies. The findings, from the relative explana-

tion power, are consistent with Gupta and Sikarwar 
(2016) who found that EVA is superior to ABI (EPS, 
ROA and ROE), but contradict Sauro and Tafirei 
(2016), who found that EVA is relatively weak com-
pared to EPS, and DPS, in commercial banks.

This study outcome on REVA is aligned with pre-
vious studies such as Pourali and Roze (2013) on 
Tehran Stock Exchange; Quintiliani’s (2018) find-
ings in Italy. It is noteworthy that the positive sta-
tistical and significant impact of REVA provides 
support evidence to REVA proponents Bacidore et 
al. (1997). From the relative explanatory power, the 
current study informs that REVA is superior to EPS. 
Moreover, other empirical evidence attests to REVA 
supremacy (Bacidore et al., 1997; Pourali & Roze, 
2013; Quintiliani, 2018; Nugroho, 2018). Therefore, 
in the JSE context, the findings failed to support 
EvaDimensions (2009) and Stewart’s (2009) claim 
of EVAM’s superiority in explaining stock prices. 
This contradicts Mahoney (2011), which indicates 
that EVAM fails to explain the future value in the 
United States, and Wirawan (2011) in Indonesia, 
where EVAM showed insignificant effects on stock 
returns; and Fayed and Dubey (2016) who reveals 
that EVAM and EVA did not offer greater relevant 
incremental information content in the United 
Arab Emirates than traditional ABI. 

The EPS outcome supports the results reported by 
De Wet and Du Toit (2007), Erasmus (2010), and 
Robbetze et al. (2017) on the JSE. This study con-
tradicts empirical evidence on other stock mar-
kets: Pourali and Roze (2013) and Sharma and 
Kumar (2011) for the Indian market, and Menaje 
(2012) for the Philippine Stock Exchange, who 
found that EPS was strongly correlated with stock 
prices. The ROE outcome supports previous stud-
ies on the JSE, such as De Wet and Du Toit (2007), 
who found that ROE was not a significant deter-
minant of shareholder value. Similarly, Vermeulen 
(2016) found that the ROE and EPS did not signifi-
cantly affect stock returns.

CONCLUSIONS

The purpose of this study is to examine the positive explanatory power of economic-based indicators 
(economic value added, refined economic-valued added, and economic value-added momentum) and 
accounting-based indicators (earnings per share and, return on equity), on shareholder returns on the 
Johannesburg Stock Exchange. The study concludes that economic value-added and refined econom-
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ic-valued added can be used to predict shareholder returns; however, the prediction signal is different. 
In other words, economic value-added negative correlation with shareholder returns means that an 
increase in economic value-added leads to a decrease in shareholder returns. In contrast, an increase 
in refined economic-valued added increases shareholders’ returns. A positive economic value-added 
momentum implies that a company is consistently creating value by generating returns above its cost 
of capital. However, economic value-added momentum does not significantly impact shareholders’ re-
turns, casting doubt on its reliability.

Concerning the accounting-based indicators, it can be concluded that earnings per share cannot be 
used to predict shareholder returns on the Johannesburg Stock Exchange, despite its relative leverage 
arising from its compulsory disclosure in the financial report. Consequently, one may assume that the 
equity market negatively perceives the potential higher debt/equity ratio (De Wet 2013), which leads to 
higher earnings per share. Moreover, the return on equity “emphasizes” the negative market sentiment 
towards higher return on equity, which may arise from a company’s higher level of debt. This study con-
tributes to the literature by presenting the investors and analysts on the Johannesburg Stock Exchange 
with a measure of refined economic value added that overcomes the limitations of accounting metrics 
and economic value added in determining shareholder returns. This study presents the first evidence of 
refined economic value-added superiority in predicting shareholder returns relative to other metrics on 
the Johannesburg Stock Exchange.
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