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		Abstract

		This study examines the properties of the R-squared metric frequently used in accounting research as a measure of value relevance. Analytical results show that the metric is unreliable in the presence of scale effects. Specifically, we show that the metric is upwardly biased for accounting studies, and the bias is increasing in the scale factor's coefficient of variation. We conclude that it is invalid to make cross-sample comparisons of R-squared, whether the samples are drawn cross-sectionally or over time, unless the researcher controls for differences in the coefficient of variation across the samples. Applying this theory empirically, our results show that the finding of increasing value relevance in Collins, Maydew, and Weiss (1997) and Francis and Schipper (1998) are attributable to over time increases in the coefficient of variation of scale. After controlling for these effects, we find that there has been a decline in value relevance as measured by R-squared. 
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