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2. Development of PAT"

PAT started with examining some
assumptions underlying normative
accounting prescriptions during the 1960s.
Two sets of empirical studies® were
conducted. One set of studies (e.g., Ball and
Brown, 1968; Beaver, 1968; Foster, 1977,
Beaver, Clarke and Wright, 1979; Beaver,
Lambert and Morse, 1980; Grant, 1980;
McNichols and Manegold, 1983) examines
the association between accounting earnings
numbers and stock prices. Results indicate
that earnings numbers reflect factors (e.g.,
cash flow, risk, etc.) relevant to stock
valuation. This, according to W & Z (1986),
undermined the «claim in normative
accounting literature  that accounting
earnings numbers are meaningless because
they are computed using multiple valuation
bases. The second set of studies (e.g.,
Kaplan and Roll, 1972; Sunder, 1973, 1975;
Ricks, 1982; Biddle and Lindahl, 1982)
attempts to discriminate between two
competing hypotheses- the no-effects
hypothesis and the mechanistic hypothesis.’
Evidence in these studies is mixed and could
not successfully discriminate between the
competing hypotheses.
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