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This paper studies the financial characteristics of firms that are listed on the Athens Stock
Exchange. The primary focus of the study is to capture the financial attributes of firms that
display positive and negative stock returns, and firms that display low and high standard
deviation in their stock returns. The study also examines the behaviour of firms that belong
to ATHEX as well as other market indices, such as FTSE 20, FTSE International, etc. The
study categorises listed firms based on size, growth, profitability, liquidity and leverage,
and assesses their financial behaviour and performance. Firms with high profitability and
growth, liquidity and dividend payout tend to attract investors’ interest and display positive
stock returns. Firms with unfavourable financial figures and uncertainty appear to exhibit
significant volatility in their stock returns. Firms that are politically and financially visible,
either due to size or because they belong to a market index, tend to carefully organise their
actions and meet financial analysts’ forecasts. Firms distribute high dividends and pay their
creditors timely in order to attract investors, satisfy creditors and favourably affect stock
market participants. Overall, firms structure their decision-making so as to improve their
financial profile and performance, and influence the picture that the stock market has about
their managerial abilities and future prospects.
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I. INTRODUCTION

This paper focuses on the period 1 January to 31 December 2004 and examines the financial
characteristics of firms that are listed on the Athens Stock Exchange (ASE). The primary
focus of the study is to capture the financial attributes of firms that display positive and
negative stock returns, and firms that display low and high volatility in their stock returns.
The study gives particular emphasis on the identification and interpretation of the financial
factors that influence the stock returns of listed firms as well as the volatility that the stock
returns appear to exhibit. The paper also examines the behaviour of firms that belong to
stock market indices, and mainly whether being a market index constituent affects their
decisions and actions. In particular, the study focuses on the main ASE index, i.e. ATHEX,
as well as other market indices, such as FTSE 20, FTSE International, etc. To better describe
the picture of the Athens stock market, the study categorises the listed firms using accounting
measures, such as size, growth, profitability, liquidity and leverage. Here, the study presents
the various categorisations of firms that exist in the Athens stock market, and explains how
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their key financial characteristics influence their financial numbers and actions. The paper
shows how the decision to distribute dividends to shareholders impacts on listed firms’
financial numbers, while it also presents the distinguishing financial attributes of the latter
against firms that pay no dividends. Finally, the paper analyses the financial features of
firms that display high and low trading volume, and studies the association between trading
volume, stock returns and financial measures.

The motivation of the study is associated with the provision of a thorough financial
picture of the Athens Stock market and of the listed firms’ behaviour to investors and other
market participants, in order to assist them to evaluate firms’ financial performance more
efficiently and better structure their investment strategies. The study is also motivated by
the question of whether the stock returns reflect the true and fair financial picture of firms;
that is whether the stock market sees through firms’ financial performance and rewards
those firms with favourable financial figures and prospects. The question that subsequently
arises, and is under investigation in the paper, is what kind of firms exhibit positive stock
returns and high trading volume. Another set of motives relates to whether listed firms that
are politically and financially visible, e.g. those firms that belong to a stock market index,
influence their behaviour in order to impress and satisfy market participants and financial
authorities, or attract investors.

The remaining sections of the study are as follows. Section 2 presents the literature
review of the study. Sections 3 and 4 describe the research hypotheses and the data sets
respectively. Section 5 discusses the empirical findings, and Section 6 presents the conclusions
of the study.

II. LITERATURE REVIEW

1. Accounting Choices

Accounting policy choice is associated with contractual arrangements, such as compensation
schemes and debt covenants as well as asset pricing, information asymmetry and political
costs (Scott, 1997; Han and Wang, 1998; Francis, 2001; Lambert, 2001). The preparation of
financial statements involves accounting policy choice and often requires an exercise of
judgement (Jensen and Meckling, 1976; Fama, 1980). Hence, there might be cases where
managers’ behaviour is opportunistic aiming at the reinforcement of their wealth and
interests (Healy, 1985; Dechow and Sloan, 1991; Dye and Verrecchia, 1995).

Managers may use discretionary accounting policies in order to improve the company
financial results (Christie and Zimmerman, 1994; Young, 1998; Pope et al, 2000; Bushee,
2001) and positively influence their compensation (Healy, 1985; Dye and Verrecchia, 1995).
It follows, thus, that the timing of gains and losses recognition is important (Balsam et al,
1995; Francis, Hanna and Vincent, 1996; Gaver and Gaver, 1998). In certain cases, managers
may structure their accounting policy choice so as to transfer earnings from “good”
accounting years to “bad” years (DeFond and Park, 1997; Han and Wang, 1998; Guidry et
al, 1999). Firms also make use of discretionary accounting policies in order to avoid the
risks of bankruptcy, financial distress or debt covenant violation (Holthausen, 1990; Sweeney,
1994; May, 1995). This should be the case especially under significant earnings volatility
and price fluctuation (Cahan, 1992; Dechow et al, 1995, 1996 and 1997; Karmon and
Lubwama, 1997).1
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Managers are also inclined to manage the reported accounting numbers in order to
influence the behaviour or response of third parties, such as government and tax authorities,
regulatory bodies, shareholders, lenders, etc., and avoid the incurrence of agency or political
costs (Adiel, 1996; Eldenburg and Soderstrom, 1996; Fields et al., 2001). The political costs
are linked to the size of the firm as well as to the size of the reported earnings (Jensen and
Murphy, 1990; Ali and Kumar, 1994). Large firms are to a larger extent exposed to political
costs, since their large size is likely to attract the attention of government and regulatory
bodies, which may in turn assess how consistently the former adhere to accounting regulation
(Moses, 1987; Ndubizu and Tsetsekos, 1992). It is reported that firms may manage their key
accounting figures in order to be consistent with accounting regulation (Blacconiere et al.,
1991; D’Souza, 1998). Following that market participants may not be always able to identify
the effects of earnings management (Hirst and Hopkins, 1998), the provision of informative
accounting disclosures may capture the impact of accounting policy choice on reported
earnings, and thus, mitigate any adverse effects (Blacconiere and Patton, 1994; Elliott and
Jacobson, 1994).

2. Stock Returns and Firm Financial Characteristics

Accounting measures are closely associated with stock returns since they express firms’
financial performance (Holthausen and Watts, 2001; Kothari, 2001; Beaver, 2002). Firms
tend to manage the reported earnings in order to impress investors and other stock market
participants (Moses, 1987; Stulz, 1990; Lewellen, Park and Ro, 1996), or avoid the risk of
hostile takeovers (Perry and Williams, 1994; Erickson and Wang, 1999) or any negative
stock market response (Burgstahler and Dichev, 1997). It appears that managers tend to
influence their decision-making and course of action in order to meet financial analysts’
forecasts and investors’ expectations (Levitt, 1998; Kasznik, 1999; Brown and Caylor, 2005).2

In the light of the flexibility that is allowed in financial reporting, the stock market seems to
value the discretionary treatment of accruals, as it could enhance the information content
and explanatory power of the reported earnings (Subramanyam, 1996).

It is evident that financial leverage provides information about the capital structure of
the firm and the ability of the latter to efficiently meet its financial obligations and debt
covenants (Duke and Hunt, 1990; Press and Weintrop, 1990). Changes in the operating and
investing activities of firms tend to significantly affect their financial leverage and capital
structure. Thus, changes in financial leverage would tend to reflect changes in firm financial
performance (Myers and Majluf, 1984). This implies that changes in financial leverage would
also be associated with changes in stock returns, since the latter express firm financial
performance and future prospects.

When the share price drops, following for example a bad news announcement, the
market value of equity would also tend to drop, leading thus to a higher debt to equity
ratio. This is known as the leverage effect (see Merton, 1974; Christie, 1982) and tends to
significantly affect investors’ perceptions about firms’ managerial ability and future
prospects. On the other hand, the volatility effect (French, Schwert and Stambaugh, 1987;
Campbell and Hentschel, 1992; Bekaert and Wu, 2000; Kim, Morley and Nelson, 2004) would
tend to increase investors’ required rate of return and affect the share prices accordingly
(see also Datar, Naik and Radcliffe, 1998; Easley, Hvidkjaer and O’Hara, 2002). This should
also hold when firms borrow funds, in which case investors’ required rate of return would
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tend to be higher following their higher expectations of the efficient use of capital and the
future returns that would consequently be generated (Eberhart and Siddique, 2002). Hence,
highly leveraged firms would be inclined to make decisions or alter the disclosure of key
accounting figures so as to give a positive signal to the stock market and positively affect
the stock returns.

Firms are motivated to influence the reported earnings and stock returns, especially
when managers’ remuneration is linked to stock option schemes and stock performance
(Watts and Zimmerman, 1990; Matsunaga, 1995; Yermack, 1997; Chung et al., 2002). To
achieve this objective, managers may also provide voluntary disclosures to favourably affect
the stock market participants’ perceptions and expectations. The literature shows that the
abnormal stock returns that follow the stock option awards tend to be significantly positive,
while they appear to be insignificant in the period before (Aboody and Kasznick, 2000).
Similar considerations would apply in the case where firms are faced with political, agency
and regulatory costs, which could potentially affect the stock returns negatively (Watts and
Zimmerman, 1986; Blacconiere et al, 1991; Cahan et al, 1997; Doukas et al., 2005). The above
costs may be reduced or controlled by monitoring the actions of managers and using financial
analysts’ forecasts of firm future performance (Nohel and Tarhan, 1998; Lundstrum, 2003).
The process of monitoring, however, may be costly and time-consuming, and in certain
cases not feasible (Lamont, 1997; Shin and Stulz, 1998; Rajan, Servaes and Zingales, 2000).
The literature shows that the use of borrowings may lead to lower agency costs (Jensen,
1986; Jensen, Solberg and Zorn, 1992; Noronha, Shome and Morgan, 1996) since firms will
have to meet certain interest payments and debt covenants, while they will be monitored by
banks, financial institutions, bond rating agencies, etc. (see also Rozeff, 1982; Alli, Khan and
Ramirez, 1993; Dempsey, Laber and Rozeff, 1993; Brous and Kini, 1994).

High firm turnover and profitability would tend to positively affect the stock returns
(Brennan and Titman, 1994; Wermers, 2000). The association between turnover and stock
returns is also affected by firm liquidity (Lesmond, Ogden and Trzinka, 1999; Rouwenhorst,
1999; Sang-Gyung et al., 2003). A positive relation between the two would suggest that the
liquidity of the firm could cover its financial obligations, and thus have a favourable impact
on firm value. Such considerations are useful for investors when constructing their portfolios
(Domnowitz, Glen and Madhavan, 2001). Firms that operate in a growth area would tend
to exhibit positive future prospects, and therefore, the associated stock returns would be
expected to be higher reflecting their higher potential (Daniel and Titman, 1997; Dey, 2005).
Such firms would like to avoid negative stock market responses to their actions and
accounting figures. The literature suggests that they might use forecast management
techniques to influence the perceptions of financial analysts and investors (Skinner and
Sloan, 2002; Richardson, Teoh and Wysocki, 2004; Bartov et al., 2002; Matsumoto, 2002;
Brown and Higgins, 2005).

III. RESEARCH HYPOTHESES

1. Stock Returns and Firms’ Financial Attributes

The study focuses on the stock returns of firms that are listed on the ASE, and examines the
financial characteristics of firms that exhibit positive returns and firms that display negative
returns.3 The logistic regression that is employed to identify firms’ financial attributes uses
a dummy variable as the dependent variable, which is dichotomous and takes two values,
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i.e. 1 for firms with positive returns, and 0 for firms with negative returns. The formula that
is used to obtain the annual stock returns is as follows (Strong, p. 535, 1992):

jtR  = 
1

1

�

���

jt

jtjtjt

P

PDP
, (1)

where jtP  is the price of security j at the end of period t;

jtD  is the dividend paid during period t;

1�jtP  is the price of security j at the end of period t-1.

The hypothesis that is tested is the following:
H0 1 There is no difference in the financial characteristics between firms that display positive or negative
stock returns. The alternative hypothesis is that firms that display positive stock returns have distinctive
financial characteristics compared to firms that display negative returns.

2. Volatility in Stock Returns and Firms’ Financial Attributes

The paper also studies the volatility in stock returns and seeks to identify the financial
characteristics of firms that display high volatility and firms that exhibit low volatility. The
volatility in stock returns is expressed by the standard deviation of stock returns. The logistic
regression uses a dummy variable as the dependent variable that takes two values, i.e. 1 for
firms with high volatility in stock returns, and 0 for firms with low volatility. This
categorisation is performed using the median value of the observations obtained for the
variable VOLAT. The hypothesis that is tested is as follows:

H0 2 There is no difference in the financial characteristics between firms that display high or low volatility
in stock returns. The alternative hypothesis is that firms that display high volatility in stock returns have
distinctive financial characteristics compared to firms that display low volatility.

3. Factors that Influence the Stock Returns and their Volatility

The paper examines the financial measures that influence listed firms’ stock returns and
their volatility. To carry out the above analysis, the study runs two linear regressions. The
first linear regression assesses the association between stock returns and firm financial
measures. The second linear regression examines the association between volatility in stock
returns and firm financial measures. The hypotheses that are tested are respectively the
following:

H0 3 Stock returns are not affected by firm financial measures. The alternative hypothesis is that firm
financial measures do affect stock returns.

H0 3.1 The volatility in stock returns is not affected by firm financial measures. The alternative hypothesis is
that firm financial measures do affect the volatility in stock returns.

4. Stock Market Indices and Firms’ Financial Attributes

The study examines the financial behaviour of firms that belong to stock market indices,
such as ATHEX, FTSE 20, FTSE International, E-Income and E-IPO. Firstly, the study
compares the firms that belong to ATHEX with a control sample, i.e. those firms that are
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outside ATHEX. The dependent dummy variable in the logistic regression takes two values,
i.e. 1 for firms within ATHEX, and 0 for the control sample firms. Secondly, the study
examines comparatively the financial characteristics of the firms that belong to the above
market indices. The dependent dummy variable in the logistic regression takes the following
values: 1 for firms that belong to E-Income, and 0 for firms that belong to ATHEX. Similar
logistic regressions are applied for the comparisons between E-IPO vs. ATHEX, FTSE 20 vs.
E-Income, and FTSE International vs. E-Income. The hypotheses that are tested are
respectively the following:

H0 4 There is no difference in the financial characteristics between firms that are inside or outside ATHEX.
The alternative hypothesis is that firms that belong to ATHEX have distinctive financial characteristics
compared to firms that are outside ATHEX.

H0 4.1 There is no difference in the financial characteristics between firms that belong to different stock
market indices. The alternative hypothesis is that firms that belong to different stock market indices have
distinctive financial characteristics.

5. Key Accounting Measures and Firms’ Financial Attributes

Seeking to identify listed firms’ financial attributes, the study focuses on key accounting
measures, such as firm size, growth, profitability, liquidity and leverage. Firms are
categorised into groups based on the size of the above measures, and then tested for
differences in their financial behaviour and characteristics. For example, the analysis splits
the sample firms into high and low profitability firms, in order to examine their financial
attributes and differences (if any). This also encompasses an analysis of the stock return
behaviour of the respective groups of firms. The dependent dummy variable in the logistic
regression takes the following values: 1 for high profitability firms, and 0 for low profitability
firms. This categorisation is performed using the median value of the variable EPS. Similar
logistic regressions are applied when using size, growth, liquidity and leverage measures.
The hypothesis that is tested is as follows:

H0 5 There is no difference in the financial characteristics between firms that display high or low size,
growth, profitability, liquidity or leverage measures. The alternative hypothesis is that firms that display
high size, growth, profitability, liquidity or leverage measures have distinctive financial characteristics
compared to firms that display low such measures.

6. Dividend Distribution and Firms’ Financial Attributes

The study examines whether dividend distribution has significant impact on firm financial
performance and stock returns. The study splits the sample firms based on whether they
distribute dividends or not. The dependent dummy variable in the logistic regression takes
the following values: 1 for firms that distribute dividends, and 0 for firms that do not
distribute dividends. The hypothesis that is tested is as follows:

H0 6 There is no difference in the financial characteristics between firms that distribute or do not distribute
dividends. The alternative hypothesis is that firms that distribute dividends have distinctive financial
characteristics compared to firms that do not distribute dividends.

7. Trading Volume and Firms’ Financial Attributes

The study assesses the association between trading volume and firm financial measures
and stock returns, in order to interpret the movements in the trading volume of listed firms.
The dependent dummy variable in the logistic regression takes two values, i.e. 1 for firms



An Empirical Assessment of the Financial Attributes of Firms Listed... 99

with positive change in trading volume, and 0 for firms with negative change in trading
volume. This categorisation is performed based on the change in trading volume that firms
exhibit throughout the period under investigation, and is obtained using the formula below.

DTV =
1

1

jt jt

jt

TV TV

TV
�

�

�
, (2)

where TVjt is the trading volume of security j at the end of period t;
TVjt-1 is the trading volume of security j at the end of period t-1.

The hypothesis that is tested is as follows:

H0 7 There is no difference in the financial characteristics between firms with positive or negative change
in trading volume. The alternative hypothesis is that firms with positive change in trading volume have
distinctive financial characteristics compared to firms with negative change in trading volume.

IV. DATA

The study has used the binary logistic regression analysis and the Kruskal-Wallis (K-W)
test to test the research hypotheses. The empirical analysis concentrates on the accounting
period 1 January–31 December 2004. The sample consists of 254 firms that are listed on the
ASE. The study examines the financial characteristics of firms that belong to the Athens
stock market as a whole, but also assesses empirically and comparatively the financial
attributes of firms that belong to different stock market indices. The study focuses on the
following market indices: ATHEX, FTSE 20, FTSE International, E-Income and E-IPO.
Financial data regarding firms’ stock returns and stock market index structure were obtained
from ‘www.e-net.gr’ and ‘www.ase.gr’. ATHEX is a composite price index and is composed of
the most highly capitalised shares of the Athens main stock market. ATHEX reflects general
trends of the stock market. E-Income consists of firms that display the highest positive change
in earnings in the last 3 years. E-IPO refers to initial public offerings and consists of firms
that listed their shares on the Athens Stock Exchange in the previous 12-month period.
FTSE 20 consists of the largest listed firms. The relevant participation criteria relate to
capitalisation, marketability and dispersion. FTSE International4 is composed of firms that
have international exposure, and subsidiaries and interests in foreign countries. Accounting
and financial data were collected from firms’ financial statements obtained in their physical
form. The analysis has excluded banks, insurance, pension and brokerage firms, as their
accounting measures are not always comparable with those of industrial firms. Appendix 1
presents the industrial sector structure of the sample firms. Appendix 2 shows the
explanatory variables that are employed in the empirical analysis.

V. EMPIRICAL FINDINGS

1. Stock Returns and Firms’ Financial Attributes

Panel A of Table 1 shows that firms that display positive stock returns exhibit significantly
different financial characteristics compared to firms that display negative returns. Hence,
H0 1 can be rejected. It appears that the stock market rewards firms that perform well and
exhibit good financial performance. In other words, firms that display favourable and positive
financial figures have been found to exhibit positive stock returns. In particular, firms with
positive stock returns tend to be more profitable (OPM and EPS) and exhibit higher liquidity
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(CUR) and growth (MVBV) measures. In an efficient stock market, the display of accounting
figures, such as the ones presented above, would tend to attract investors and positively
impact on firms’ stock returns. The specific firms also pay higher dividend (DIVSH) to their
shareholders, and thus, positively affect the perceptions of the stock market and the price
movements of their share.

The finding that firms with positive stock returns exhibit higher leverage (TLSFU and
DEBTE), which in turn reflects their higher financial obligations, such as interest payments
and debt covenant restrictions, appears not to adversely affect firms’ stock returns. This
results from the fact that the higher profitability and liquidity of those firms would aid
them to efficiently and timely meet their financial obligations. On the other hand, higher
leverage means that firms have more capital available to fulfil their business objectives.
This in association with the higher growth potential of the specific firms implies that investors’
required rate of return would tend to be higher. The significantly positive coefficient of
sales per share (SALESHA) shows that size and political costs play a significant role and are
taken into consideration by stock market participants. Large firms are significantly exposed
to scrutiny and political attention, and therefore, tend to influence their decisions and
accounting choices in order to minimise any political and agency costs that might otherwise
arise and improve their financial profile (Kim and Kross, 1998). Indeed, Panel A shows that
firms with positive stock returns tend to be larger (SALESHA). The results of the K-W test
(Panel A of Table 2) are similar with those of the logistic regression presented above.

2. Volatility in Stock Returns and Firms’ Financial Attributes

Panel B of Table 1 shows that there are significant financial differences between firms that
display high and low volatility in stock returns.5 Thus, H0 2 can be rejected. It appears that
stock volatility is closely related to firm financial performance and investors’ perceptions
and expectations. Panel B shows that firms that display high volatility in stock returns tend
to exhibit higher leverage (DEBTE), which in turn adversely affects firm profitability (OPM)
and liquidity (QUI) measures. The specific firms also display higher growth potential
(MVBV), which signifies that they may currently use more debt finance, in order to realise
their business plans, expecting to generate higher returns in future periods. Lower
profitability and liquidity in combination with higher leverage and uncertainty about firms’
future potential would give a negative signal to investors about firms’ current financial
performance and future potential. Consequently, this would tend to have a negative impact
on firms’ stock returns. Indeed, Panel B shows that firms with high stock volatility experience
negative stock returns (AR).6 Given their high stock return volatility and despite their lower
profitability, the specific firms appear to distribute higher dividend payout (DIVSH) in
order to attract investors and improve their market profile. The fact that firms with high
stock volatility are larger (SALESHA) shows that large firms are subjected to public scrutiny
and examination, which means that their stock return is more volatile and sensitive to
investors’ perceptions and understanding of managers’ actions. In a similar vein, the K-W
test (Panel B of Table 2) shows that firms with high stock return volatility display lower
stock returns and liquidity, and higher size, growth and leverage measures.

3(i) Factors that Influence the Stock Returns

Panel C of Table 1 shows that firm financial measures do affect stock returns. Therefore,
H0 3 can be rejected. The behaviour of stock reteurns is closely associated with firm financial
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numbers and performance. Investors tend to favour stable stock returns (Gordon, 1964).
This implies that unstable and volatile stock returns might adversely impact on investors’
perceptions. The size of the market reaction to stock return volatility would of course depend
upon investors’ investment preferences. Indeed, Panel C shows that volatility in stock returns
(VOLAT) appears to adversely affect firms’ stock returns.

The results show that the stock market appears to appreciate favourable firm financial
figures, and tends to reward firms accordingly. In particular, size (SALETAS), profitability
(OPM and ROSC) and liquidity (CASH) appear to positively influence the stock returns. Also,
the distribution of dividends to shareholders (DIVSH and DIVCOV) has a positive impact on
stock returns. The price to earnings ratio (PE), which reflects firms’ future prospects and
potential, is positively valued by market participants, and positively affects the stock returns.
It should be stressed that when assessing a firm’s financial performance, PE should be carefully
examined, because in certain cases, it may be overvalued. Therefore, it should be set against
the average figure of the sector or the market. Panel C shows that the stock returns are positively
affected by signs of positive managerial performance. In particular, paying creditors (CREDT)
timely gives a positive sign to the stock market about firms’ credibility, and at the same time
enhances firms’ creditability. The finding that high leverage (DEBTE) affects the stock returns
positively signifies that firms would have more capital available to support their investment
plans and reinforce their growth potential. In the specific set of results, it appears that the high
leverage does not adversely affect firms’ liquidity, profitability or stock returns.

3(ii) Factors that Influence the Volatility in Stock Returns

Panel D of Table 1 shows that the volatility in stock returns is significantly affected by firm
financial measures. Thus, H0 3.1 can be rejected. The volatility in stock returns expresses the
sensitivity of stock returns to firm financial performance and uncertainty. Assuming that
large firms attract more political and regulatory attention than small firms, the actions and
financial results of the former would tend to affect investors’ perceptions and have a more
sound impact on stock returns (Zimmerman, 1983). This would therefore affect the behaviour
of stock returns, which would be expressed in terms of higher or lower volatility depending
upon the expectations and preferences of the stock market. Indeed, the results show that the
volatility in stock returns is significantly affected by firm size (SALESHA and NAVSH).
Similar considerations would apply in the case of intangibles to total assets (INTTA) and
holdings to total assets (HOLTA), which carry significantly positive coefficients. It follows
that the uncertainty regarding the valuation and carrying value of intangibles, and the
benefits or losses that are related to holdings would be expected to influence firms’ stock
returns, and potentially make them more volatile. Higher leverage measures (TLSFU and
DEBTE) in association with lower profitability (ROCE), liquidity (CFM) and interest cover
(INTCOV) would certainly lead to volatile stock returns, reflecting investors’ worries about
firms’ financial integrity and future prospects. The considerations above would lead to a
situation where firms would be unable or less able to pay back timely and in consistency
with the debt agreements. This situation would worsen firms’ financial position and further
increase the volatility in stock returns. Indeed, Panel D shows that the creditor turnover
(CREDT) carries a negative coefficient. Following the findings described above, it can be
inferred that high volatility in stock returns would tend to negatively impact on stock returns.
The results are consistent with this statement, and show that stock returns (AR) carry a
negative coefficient.
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4(i) ATHEX and Firms’ Financial Attributes

Panel E of Table 1 shows that constituent firms and non-constituent firms of ATHEX exhibit
significantly different financial attributes. Thus, H0 4 can be rejected. Panel E shows that firms
that belong to ATHEX are larger (NAVSH) and exhibit higher holdings to total assets (HOLTA).
They also display higher leverage measures (TLSFU and DEBTE). Despite the higher leverage
and the related financial costs, the specific firms appear to exhibit higher profitability (OPM
and ROCE) and liquidity (QUI and CFM). This should give a positive signal to the stock
market about the robustness of their profitability and liquidity, and also reinforce their financial
position and creditability. Constituent firms of ATHEX would tend to receive attention by
market participants and government authorities. It appears, therefore, that since their actions
are visible and subjected to scrutiny, they would seek to make careful financial decisions and
exhibit a favourable financial picture. The results of the K-W test (Panel C of Table 2) are
similar with those of the logistic regression presented above, and also show that firms that
belong to ATHEX exhibit higher dividend payout and positive stock returns.

4(ii) E-Income vs. ATHEX

Panel F of Table 1 shows that firms that belong to E-Income exhibit different financial
characteristics compared to firms that belong to ATHEX. Thus, H0 4.1 can be rejected. Panel F
indicates that constituent firms of E-Income tend to be larger (SALESHA) and display higher
liquidity (CFM). They also exhibit higher profitability (EPS and OPM) and distribute higher
dividends (DIVSH). Following their higher profitability and liquidity, the specific firms
appear to adequately meet their financial obligations. In particular, they display higher
creditor turnover (CREDT) and interest cover (INTCOV). Overall, the results show that
firms that belong to E-Income tend to exhibit favourable financial numbers, which appear
to influence their stock market picture and positively impact on their stock returns (AR).
The K-W test (Panel D of Table 2) shows that firms that belong to E-Income exhibit higher
profitability, dividend payout and positive stock returns.

4(iii) E-IPO vs. ATHEX

Panel G of Table 1 shows that firms that belong to E-IPO are significantly different compared
to the constituent firms of ATHEX. Therefore, H0 4.1 can be rejected. As expected, firms that
form E-IPO tend to exhibit higher growth measures (MVBV) and price to earnings ratio
(PE). They also are more profitable (NPM) and exhibit higher leverage (DEBTE). This implies
that along with using equity finance following their flotation on the ASE, they also use
borrowings to finance their expansion and growth. To appear more attractive and improve
their financial picture, the specific firms distribute higher dividends (DIVSH) to shareholders
and pay their creditors (CREDT) timely. They also display lower debtor turnover (DEBT),
which signifies that they extend their credit policy to attract more customers and influence
their profitability positively. Panel G shows that due to the fact that firms that belong to E-
IPO are new-listed on the ASE, their stock returns display higher volatility (VOLAT). The
K-W test (Panel E of Table 2) shows that firms that belong to E-IPO are larger, and exhibit
higher profitability, liquidity, leverage, dividend payout and volatility in stock returns.

4(iv) FTSE 20 vs. E-Income

Panel H of Table 1 shows that firms that belong to FTSE 20 display significantly different
financial characteristics compared to firms that form E-Income.7 Thus, H0 4.1 can be rejected.
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Panel H indicates that constituent firms of FTSE 20 tend to be larger (SALESHA) and exhibit
higher leverage (TLSFU). In contrast, firms that belong to E-Income are more profitable
(EPS) and display higher growth potential (MVBV). The results show that between firms
that belong to FTSE 20 and firms that belong to E-Income, the latter experience higher stock
returns (AR), implying that the stock market attributes higher value to firms with higher
profitability and future prospects. The results of the K-W test (Panel F of Table 2) are similar
with those of the logistic regression presented above.

4(v) FTSE International vs. E-Income

Panel I of Table 1 shows that firms that belong to FTSE International are significantly different
compared to the constituent firms of E-Income. Thus, H0 4.1 can be rejected. The results show
that firms that belong to FTSE International are larger (SALETAS) and exhibit higher holdings
to total assets (HOLTA). To meet their business objectives and support their corporate
strategy domestically and internationally, the specific firms tend to use higher debt capital
(DEBTE). Their higher leverage appears to adversely affect their profitability (EPS), liquidity
(CFSH) and dividend payout (DIVSH). The international exposure and the higher related
risk of the firms that belong to FTSE International, in association with their lower profitability,
appear to introduce volatility in their stock returns (VOLAT). The K-W test (Panel G of
Table 2) shows that firms that belong to FTSE International are larger, and exhibit lower
profitability, higher leverage and volatility in stock returns.

5(i) Size and Firms’ Financial Attributes

Panel J of Table 1 shows that large firms exhibit significantly different financial attributes
compared to small firms. Thus, H0 5 can be rejected. The categorization of the sample firms is
performed using the market value (MV). The dependent dummy variable in the logistic
regression takes 1 for large firms, and 0 for small firms.

The accounting policy choice and actions of large firms are highly visible and subjected
to criticism and judgment by various financial and non-financial interested parties, including
trade unions, environmental and government authorities, community representatives, etc.
Therefore, large firms are inclined to build a solid financial and business picture to avoid
political costs, and meet the needs and expectations of the interested parties. Panel J shows
that large firms exhibit lower growth measures (MVBV), implying that, ceteris paribus, the
rate of marginal growth for a large firm would tend to be lower compared to a small firm
that is at the beninning of its operation. Failing to meet their financial obligations and abide
by the underlying debt covenants would have severe implications for large firms. Although
large firms display higher leverage measures (DEBTE), their profitability is not affected
negatively. In contrast, they exhibit higher profitability (ROCE), dividend payout (DIVSH)
and liquidity (CUR). As expected, large firms exhibit higher holdings to total assets (HOLTA),
while they display lower debtor turnover (DEBT). This implies that the sales policy of large
firms is such that they sell on credit to attract more customers and increase their revenues.
The lower debtor turnover does not appear to adversely affect their creditor turnover
(CREDT), which is found to be higher for large firms. The financial figures of large firms
that are presented above constitute an overall favourable financial picture, which seems to
be appreciated by the stock market as it appears by the positive coefficient of stock returns
(AR). The K-W test (Panel H of Table 2) shows that large firms exhibit higher profitability,
liquidity, leverage, holdings to total assets, dividend payout and positive stock returns.
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5(ii) Growth and Firms’ Financial Attributes

Panel K of Table 1 shows that firms with high growth prospects are significantly different
compared to firms with low growth measures. Thus, H0 5 can be rejected. The categorization
of the sample firms is performed using the variable “market value to book value” (MVBV)
(see Collins and Kothari, 1989). The dependent dummy variable in the logistic regression
takes 1 for high growth firms, and 0 for low growth firms.

Following the higher uncertainty that characterizes their future prospects, high growth
firms experience higher volatility in stock returns (VOLAT). They also are smaller (NAVSH
and SALETAS), implying that, under certain circumstances, a small firm is more likely to
grow larger in the future than a firm that is already large. Panel K shows that high growth
firms have higher intangible assets (INTTA), including investments, development projects,
etc., that are likely to generate returns in future periods. This potential is also reflected by
the higher price to earnings ratio (PE) that high growth firms exhibit. Despite their higher
leverage measures (TLSFU and DEBTE), the specific set of firms appears to be more profitable
(NPM, ROCE and EPS), and also pay higher dividends (DIVSH). The higher debtor turnover
(DEBT) shows that high growth firms collect debts quickly, in order to reinforce their
operations and liquidity, and eventually their growth potential. Likewise, the K-W test (Panel
I of Table 2) shows that high growth firms are smaller, and exhibit higher profitability,
liquidity, leverage, dividend payout and volatility in stock returns.

5(iii) Profitability and Firms’ Financial Attributes

Panel L of Table 1 shows that firms with high profitability exhibit significantly different
financial attributes compared to firms with low profitability. Thus, H0 5 can be rejected. The
categorization of the sample firms is performed using the earnings per share (EPS). The
dependent dummy variable in the logistic regression takes 1 for high profitability firms,
and 0 for low profitability firms.

High profitability firms tend to be larger (SALESHA) and exhibit higher holdings to
total assets (HOLTA). They also exhibit higher growth measures (MVBV) and price to
earnings ratio (PE). Following their higher profitability, the specific firms distribute higher
dividends (DIVSH) to their shareholders. High profitability firms display higher debtor
turnover (DEBT), which allows them to pay their creditors timely (CREDT) and positively
affect their liquidity (CFM). Panel L shows that the higher leverage (IGEAR) that they exhibit
does not appear to impact negatively on their financial performance. In fact, high profitability
firms are able to adequately meet their interest expenses as it is shown by the positive
coefficient of interest cover (INTCOV). The higher profitability together with the favourable
financial figures and growth potential of the specific set of firms appear to have a positive
impact on their stock returns (AR). The K-W test (Panel J of Table 2) shows that high
profitability firms display higher size, growth, liquidity, leverage, dividend payout and
positive stock returns.

5(iv) Liquidity and Firms’ Financial Attributes

Panel M of Table 1 shows that firms with high liquidity are significantly different compared
to firms with low liquidity. Hence, H0 5 can be rejected. The categorization of the sample
firms is performed using the current ratio (CUR). The dependent dummy variable in the
logistic regression takes 1 for high liquidity firms, and 0 for low liquidity firms.
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The results show that high liquidity firms are larger (SALETAS) and more profitable
(NPM and ROSC). They also exhibit higher debtor (DEBT), creditor (CREDT) and stock
(STOCKT) turnover. This shows that high liquidity firms sell their stock and collect debts
quickly, and thus, they are able to pay their creditors timely. This would tend to increase
their reliability and reputation, and further strengthen their creditability. High liquidity
firms also exhibit higher leverage (CGEAR), which does not appear to adversely affect their
profitability. In fact, their higher profitability, allows them to meet their interest obligations,
and thus, display higher interest cover (INTCOV). The favourable financial performance of
high liquidity firms that is described above together with the higher dividend (DIVCOV)
that they pay to shareholders would tend to improve their financial profile and positively
influence their stock returns (AR). The K-W test (Panel K of Table 2) shows that high liquidity
firms are larger, and display higher profitability, dividend payout and price to earnings
ratio. In contrast to the results of the logistic regression presented above, the specific firms
appear to exhibit lower leverage measures.

5(v) Leverage and Firms’ Financial Attributes

Panel N of Table 1 shows that firms with high leverage exhibit significantly different financial
attributes compared to firms with low leverage. Thus, H0 5 can be rejected. The categorization
of the sample firms is performed using the variable “debt to equity” (DEBTE). The dependent
dummy variable in the logistic regression takes 1 for high leverage firms, and 0 for low
leverage firms.

High leverage firms appear to be larger (SALESHA) and exhibit higher growth prospects
(MVBV) and price to earnings ratio (PE). The latter attributes show that the specific firms
use more debt capital in order to facilitate and support their growth potential. Following
their higher level of borrowing, high leverage firms display lower profitability (NPM, ROCE
and EPS). To enhance their liquidity (CFM) and their ability to faithfully meet their financial
obligations, high leverage firms collect debts quickly (DEBT), and at the same time, they
exhibit higher stock turnover (STOCKT). This implies that money is tied up for less time in
stocks, and thus, firms get to make profit on the stock quicker, which would in turn reinforce
their competitive position and liquidity. Despite their lower profitability, high leverage firms
appear to retain a smaller amount of profits (PLOWB), in order to pay higher dividends
(DIVCOV and DIVYI), and thus, attract more investors and obtain more equity finance. The
K-W test (Panel L of Table 2) shows that high leverage firms are larger, while they appear to
exhibit lower liquidity.

6. Dividend Distribution and Firms’ Financial Attributes

Panel O of Table 1 shows that firms that distribute dividends are significantly different
compared to firms that pay no dividends to shareholders. Thus, H0 6 can be rejected. The
results indicate that firms that pay dividends tend to be larger (NAVSH), and as expected,
they exhibit higher profitability measures (OPM, NPM and EPS). They also display higher
leverage (DEBTE), which does not affect negatively their profitability or dividend policy.
Firms may in fact distribute dividends in order to impress the market participants, and give
positive signals to stakeholders, such as lenders and financial institutions, about their financial
position and prospects. The higher leverage that they exhibit and the financial obligations
that result do not appear to have a negative impact on their liquidity. Panel O shows that
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firms that pay dividends display higher liquidity (CFM), which is reinforced by the higher
debtor turnover (DEBT) that they exhibit. The specific firms also display higher price to
earnings ratio (PE), which implies that they possibly operate in a growth area, and thus,
they pay dividends to attract investors and satisfy the market’s expectations and perceptions.
The results of the K-W test (Panel M of Table 2) are similar with those of the logistic regression
presented above, and also show that firms that pay dividends display higher growth
measures and positive stock returns.

7. Trading Volume and Firms’ Financial Attributes

Panel P of Table 1 shows that firms that display a positive change in trading volume have
distinctive financial characteristics compared to firms with negative change in trading
volume. Therefore, H0 7 can be rejected. The results show that investors are attracted by
firms that are credible and exhibit strong financial performance and promising future
prospects. In particular, firms with positive change in trading volume tend to exhibit higher
growth measures (MVBV) and appear to be more profitable (ROSC). The specific firms
display higher liquidity (CUR), and also are able to pay their creditors (CREDT) timely.
They display a positive change in trading volume, implying that they attract investors’
interest, also because they exhibit lower leverage (DEBTE). Lower leverage signifies that
firms will incur lower interest expenses, and that debt covenants will possibly be less
restrictive. The specific firms also display higher dividend payout (DIVSH and DIVCOV),
which would tend to be appreciated by investors. Overall, the results indicate that firms
with positive change in trading volume exhibit a favourable financial picture, which appears
to satisfy investors and lead to positive stock returns (AR). The results of the K-W test (Panel
N of Table 2) are similar with those of the logistic regression presented above, and also
show that firms that display a positive change in trading volume appear to be larger.

VI. CONCLUSIONS

This study describes the financial characteristics of firms listed on the ASE in association
with their stock return behaviour. It is evident that high volatility in stock returns is negatively
associated with stock returns. It appears that in order to positively influence their stock
returns, firms need not just maximize their profits or minimize their costs. They also need to
identify and meet market participants’ needs. In particular, they need to provide assurance
that they abide by the regulation and that their accounting statements reflect their true and
fair view and assist in the development of correct predictions about firms’ future financial
performance. High liquidity and dividend payout, and significant growth prospects
accompanied by solid profitability appear to positively impact on stock returns. On the
other hand, uncertainty about firms’ future performance would introduce volatility in stock
returns.

With regard to the ASE indices, firms that belong to the primary ASE index, i.e. ATHEX,
overall display higher size, leverage, profitability and liquidity. It appears that in comparison
with firms outside ATHEX, the specific firms are subjected to more intensive scrutiny and
inspection. Thus, they tend to structure their decision-making and policy choice so as to
improve their financial picture and positively influence investors’ perceptions. Firms that
are inside a stock market index appear to be more careful and tend to take seriously into
account financial analysts’ forecasts and investors’ expectations. It appears that the financial
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attributes and actions of firms that belong to market indices are highly associated with the
categorization criteria and objectives of each respective index. For example, the actions and
choices of new-listed firms that form E-IPO aim to strengthen their financial position as
well as attract more investors and impress the market participants. In general, firms that
attract investors’ interest and exhibit high trading volume tend to display higher growth,
profitability and dividend payout.

The study has assessed listed firms’ financial performance based on size, growth,
profitability, liquidity and leverage. It appears that firms tend to display lower retained
earnings and pay higher dividends, even if they exhibit relatively higher leverage and lower
profits, in order to attract investors. In a similar vein, firms tend to pay their creditors timely
and show higher creditor turnover in order to satisfy the creditors as well as other potential
lenders and market participants. This happens especially when firms have high leverage.
Firms that are politically visible, either in terms of size or profitability, tend to exhibit high
awareness in their actions and decisions to avoid political costs or attracting the attention of
authorities. Firms with high growth tend to display high leverage to support their expansion.
Firms, especially those with high profitability, appear to take into account earnings forecasts
and structure their accounting policy choices accordingly, in order not to make investors
sceptical about their managerial abilities and future prospects.

This study is useful for investors, financial analysts, accounting regulators and stock
market authorities. It gives significant insight about listed firms’ financial profile and covers
major aspects of their business and financial performance. The study enhances the
understanding of regulators and government authorities about listed firms’ financial
characteristics and needs, which would enable them to improve the current accounting
regulation, reinforce the current auditing and supervisory framework, and better protect
investors’ interests. In that respect, the study gives significant insight to investors about the
behaviour of stock returns and the factors that influence their fluctuation, which should be
considered when investors set up their portfolios and investment strategy. The study,
therefore, contributes to the improvement of the current market setting aiming at the
attraction of foreign capital, the reflection of the true and fair firm financial picture on stock
returns, and the immediate and correct reaction of stock prices to the announcement of
financial events. Categorising the sample firms based on key accounting measures, the study
provides a scanning of the Athens stock market. This provides a break-down of listed firms’
financial position, attributes and behaviour, and can be the basis for the reinforcement of
the efficiency of the stock market, the reduction of earnings manipulation, and the making
of efficient decisions. Overall, the study provides the setting that users of accounting
information could use to describe and interpret the stock return behaviour in association
with firm financial numbers and changes.

Notes

1. Following that shareholders generally prefer a stable income stream to volatile earnings (Gordon,
1964), firms may resort to hedging in order to reduce the adverse impact of earnings volatility
on their accounting numbers and financial position, stock returns and compensation (Fama,
1980; Ndubizu and Tsetsekos, 1992).

2. It is evident that stock returns are more sensitive to financial analysts’ forecasts of firm financial
performance than to changes in accounting numbers themselves (Chung and Jo, 1996; La Porta,
1996). According to Imhoff (1992), financial analysts attribute higher value to firms with more
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predictable earnings, smaller forecast revisions, lower probability of bad news announcements,
stable performance and profitability measures over time, and whose accounting numbers meet
the respective forecasts.

3. In an efficient stock market, the stock returns should faithfully and reliably reflect the firms’
actions and decisions. In this case, the stock returns would depict the true and fair view of the
firm. The examination of the association between the financial attributes of listed firms and the
sign of the stock returns is closely related to how efficient the Athens stock market is, and how
well market participants see through firms’ judgement and operations.

4. FTSE 20 and FTSE International have been designed by the ASE in collaboration with the London
Stock Exchange and FTSE International Limited.

5. To categorise firms into those with high and low volatility in stock returns, the analysis has also
been performed using the coefficient of variation, i.e. standard deviation divided by the mean of
annual stock returns. The results (not presented here) appear to be similar with those presented
in the paper.

6. The study has also used the Pearson correlation test to capture the relationship between stock
volatility and stock returns. The results (not presented here) show that the volatility in stock
returns is negatively correlated with stock returns.

7. The comparison between firms that belong to FTSE 20 and ATHEX (not presented here) shows
that the former tend to exhibit higher size (SALESHA), leverage (DEBTE) and profitability (NPM).
They also display higher stock returns (AR).
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Appendix 1
Sample industrial sectors

Industry No of Firms

Chemicals 11
Construction and building materials 39
Industrial goods and services 25
Food and beverage 34
Retail 16
Health care 7
Basic resources 17
Travel and leisure 18
Media and entertainment 15
Oil and gas 4
Personal care and household products 41
Technology 22
Telecommunications 2
Utilities 3
Total 254

Appendix 2
Accounting Measures used as Explanatory Variables

Size

MV Market value
BV Book value
SALES Turnover
SALESHA Sales per share
NAVSH Net asset value per share
SALETAS Sales to total assets
Growth
MVBV Market value to book value
Profitability
OPM Operating profit margin
NPM Net profit margin
ROSC Return on shareholders’ capital
ROCE Return on capital employed
EPS Earnings per share
Liquidity
STOCKT Stock turnover
CREDT Creditor turnover
DEBT Debtor turnover
CUR Current ratio
CASH Cash ratio
QUI Quick (acid) ratio
CFM Cash flow margin
CFSH Cash flow per share
Leverage
TLSFU Total liabilities to shareholders’ funds
CGEAR Capital gearing
INTCOV Interest cover
IGEAR Income gearing

contd. Appendix 2
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DEBTE Debt to equity
Other variables
INTTA Intangibles to total assets
HOLTA Holdings to total assets
AR Annual stock returns
VOLAT Volatility in annual stock returns
DIVSH Dividend per share
DIVYI Dividend yield
DIVCOV Dividend cover
PLOWB Plowback (retention) ratio
PE Price to earnings ratio
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