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Book Value and Market Value

Market value of assets = book value of assets× price

∆Market value = ∆book× price + ∆price× book

What moves market values?
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Figure 13. Market value change due to price change and book value change
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8 Largest Broker-Dealers and Commercial Banks (1994Q1-2012Q2)
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8 Largest Broker-Dealers and Commercial Banks (1994Q1-2012Q2)

y = 0.086x - 8.76
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*Enterprise Value is the sum of 

market capitalization and debt

Figure 14. The left panel shows the scatter chart of the changes in debt and book equity to changes in
assets for the largest eight US broker dealers and banks. The right panel is for the changes in market
capitalization and debt to changes in enterprise value. Enterprise value is the sum of market capitalization
and debt. The eight instutions are Bank of America, Citibank, JP Morgan, Bear Stearns, Goldman Sachs,
Lehman Brothers, Merrill Lynch and Morgan Stanley (Source: SEC 10Q filings) .
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Book Values Matter for Asset Pricing

• Leveraged investors need to borrow

• Book value of bank assets convey information on financial conditions
facing leveraged investors
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Figure 15. Book value of assets matter also for financial conditions facing leveraged investors
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Figure 16. Book leverage of broker dealers explains cross-section of asset returns: Adrian, Etula and
Muir (2013)
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Adrian, Moench and Shin (2013)

yBDblevg yBDmlevg yBDbeg yBDmeg yCBblevg yCBmlevg yCBbeg yCBmeg

Predictive Time Series Regressions

MKT -0.070*** 0.012 0.044* -0.009 -0.276 0.027 0.051 -0.018
[-2.857] [0.342] [1.761] [-0.268] [-1.377] [0.658] [0.254] [-0.540]

BAA -0.026** 0.014 0.014 -0.021 -0.159 0.020 -0.098 -0.017
[-2.122] [0.819] [1.086] [-1.216] [-1.595] [0.992] [-0.988] [-1.008]

CMT10 0.008 0.006 -0.006 -0.006 -0.137 0.001 -0.002 -0.000
[0.593] [0.312] [-0.475] [-0.329] [-1.277] [0.049] [-0.017] [-0.004]

Book leverage of broker dealers informative of one-quarter ahead asset
returns

But market leverage, market equity and book equity are either
uninformative or of the wrong sign
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Some Lessons

• Focusing on constraints faced by intermediaries is surely right

But...

• Don’t neglect book values

— Book values matter for asset pricing, but especially for macro
applications

— Book values imply a role for quantities as well as for prices

• Banks (and shadow banks) are special, and book values of bank balance
sheets matter

— Bank liability aggregates - core and non-core - convey information on
financial conditions


