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The Market Valuation of Goodwill 

Given that goodwill appears to be a significant factor in valuing a company, the second 
hypothesis examines the magnitude of the market: book multiplier compared to other assets. 
This hypothesis is tested by comparing the coefficients of BVGW and BVOA. If the two 
coefficients were not significantly different, then this would suggest that the market treat 
goodwill like any other assets. Answering this question would provide insight into the relative 
importance of reported goodwill in valuing a firm compared to other assets, and then such 
results provide additional evidence for the recognition of goodwill in the balance sheet. 

First, let's discuss the absolute values of BVOA and BVGW coefficients from the basic model 
presented in Table 6. It is obvious that the absolute values of BVGW's coefficients are higher 
than BVOA for all cases which indicates that the investors value BVGW higher than BVOA. 
Secondly, after considering the absolute values of both coefficients, we test the hypothesis 
to examine the magnitude of the market perception of purchased goodwill in relation to other 
assets as explained earlier. The results of this test are presented in Table 10. 

Table 10 
Wald Test Restriction Imposed on Parameters of Market Value Predictions 

Year 

1992 
1993 
1994 
1995 
1996 
1997 

Coefficient 
ai 

0.754 
0.574 
1.572 
1.157 
1.075 
0.733 

a2 

0.986 
1.263 
2.186 
1.716 
2.444 
3.998 

Chi-Square 

0.830 
4.640 
0.484 
0.484 
6.061 

23.209 

p-Value 

0.362 
0.031 
0.487 
0.487 
0.014 
0.000 

Model: MVE. = a0 + a1BVOAt + a2BVGWj - a3BVLj + a4EARN} + e. 
Restriction: a,-a2 = 0 

The null hypothesis of equal coefficients is accepted at 0.05 levels for 1993,1996 and 1997. 
As mentioned by previous researchers, i.e., Jennings et al. (1996) and McCarthy and 
Schneider (1995), one statistical problem with this study is the use of book values as proxy 
for market values. The market value of purchased goodwill is unknown. However the other 
variable, BVOA, representing the remaining assets has some components where the market 
value is equal to book value, such as cash and debtors, and some components where the 
market value may be greater than book value such as stock and property, plant and equipment. 
This most likely will result in measurement error. The extent of influence measurement error 
has on the results is unknown. As a result, the previous researchers conclude with a more 
conservative interpretation, that the purchased goodwill appears to be perceived by the market 
with a value at least equal to other assets and possibly greater. 

CONCLUSION 

The study seeks to investigate empirically the association between goodwill accounting 
numbers and market values and to describe the relationship between purchased goodwill 
and other assets for the firms operating in developing countries. In doing so, we focus on 
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firms that are operating in Malaysia, one of the most prominent developing countries. In 
essence, our modified balance sheet model is able to substantiate the concerns expressed 
over goodwill accounting during recent detailed discussions by providing evidence that 
purchased goodwill is an important determinant of market value. These results are consistent 
with the overall findings by Henning (1994), McCarthy and Schneider (1995), Jenning et al 
(1996) and Ibrahim et al. (1999), which stated that goodwill numbers are of value relevance 
to investors. Nevertheless, our analysis also confirms that goodwill is an asset of considerable 
magnitude and is valued at least equal to other assets. As a general conclusion, the results 
indicate that investors do use information in the balance sheet. Of course, this finding is not 
new to the literature: Bowman (1980), Dhaliwal (1986), Landsman (1986), Beaver et al. 
(1989), Shevlin (1990), Barth (1994), Amir and Lev(199fe), Aboody (1996), Aboody and Lev 
(1998) and Pfeiffer (1998), among others, report similar findings. 
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