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The purpose of this paper is to investigate the value relevance of earnings by two steps. First, we
identify the factors that introduce transitory earnings into the reported earnings. Next, we
reexamine the value relevance of earnings by controlling those factors. In the first step, we
investigate the earnings changes model, testing whether earnings changes are associated with stock
price changes. Especially we focus on whether the relation between earnings changes and stock
price changes is affected by the sign and size of earnings surprises.

This research provides major four results as follows. First, since negative earnings changes
contain more transitory earnings, the coefficient on the reported earnings for firms decreasing
earnings is lower than for firms increasing earnings. Second, even after controlling the negative
earnings changes, the coefficient on losses is very small, or not significantly different from zero.
Losses are not value relevant, excluding a few exceptional years. Third, our empirical results reject
the hypothesis that large earnings changes contain more transitory earnings (S-shaped relation). On
the contrary, the large positive earnings changes seem to be more persistent, due to the competitive
advantage, than the small changes. The coefficient on earnings levels for firms experiencing the big
earnings surprises is higher than for others (J-shaped relation). Fourth, to control three factors —
losses, negative changes, large positive changes — improves greatly the relevance of the reported net
income. This shows that it is also effective, for estimating the permanent earnings, to control the

generation factor of transitory earnings as well as classifying the components of earnings.
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Z OO EBIL, /ERKD B FEH ZITE 7 transitory earnings DA K & D72 9 Z
T, TOEKRE 2 ha—/L L THIRERD relevance iR T 5 & ThHhDH, ZOfmLT
transitory earnings DI A ZK 2 PR D 72 OIZHIH T 5 DI, Fla A bia & BRmZ b & DBtk %
<% value relevance study T 5, 722> Th, 1)7 7 ZAOHIZEZ L (HE) &~ A T ZADF]
WAL (JHAS) & CHRZA L & OBIRMR I 5 5, 2) KRB A FIRE 28 b & /NRRE 72 Rl AR 251
& THRAMZE L & DBIRAR R D7, LD 2 KITHER Lz,

Z O XDOFEERFETRITILLT D 4 5 Th 5, 5 LI B ITIT L Y £ < o transitory earnings
MEFENTEY, BIEEEOWREFIRITHNLBE0E, WMIREELY b/, FH212, 3
R Z = Fr—L LT RIS DBENTT T ZAORIZEIZ N850 /s <
FHT-OFIFM 2 BRN T, RN EIE relevant TiX7a\, 5 312, KRR A(LEEIZIZ LY
% < @ transitory earnings 23 % £415 &9 S FRIKISRFUIFER S b, Te LA, KEFEZ
WA I/ N R BER K U b persistent Th b | KEIBHEREEOHRERLE OKYE) 120025
BT, PNRBUERE R EORE LY bREWV, DF 0 I FROBENBIE ST, 412,
R, WIS, RHEHESE A 2 b —3 25 & #ifIZEO relevance [37REEMIZIM EL, =
v hue— L LIRS OB #RIZ, o b oy ba—L LVWE 2R & FRRE O relevance
A L TW5DH, ZiiE, permanent earnings #HEE T 5 ICH 72 0 HBIEEROZFHIT L H A A,
transitory earnings DRAEFERNZ a2 v — L35 ENEFHTHD Z EE2RLTWD,

% —- U — K : value relevance, permanent earnings, earnings changes, losses, Japan



XB% &

Fla K YE & AR FER D Relevance (1)

—EER O X v g U —

1 [F L &I

AT & D BE) & FI4E O value relevance Z MRRET D AFFE Tl EFEOKRAMIIRE K03 WIFRF
9% permanent earnings (ZHIE L, BESFOHEFILEITZ O permanent earnings DFEEEIZ
RoTWDHZLENAHEL SNTWD, LU, AFMOEBY | MEFIZRIZIE, —FIZRHEEE,
FERZERICIES TX 5 EITR OWELE, 372D transitory earnings 3 & £ T 5, il
FRRICEENDMEDFHHE I ADEER EORKEENEENDIHEITLLAA, 72 L1 —
YD T — A X DEAITIE, BEERIRIZE transitory earnings W& EN TS, £9H L
transitory earnings 2SR EFIEICE N TV D & FlEED relevance (XK 95, HEMITHIFE
permanent earnings O UETIZ & - T L2E®E) Lgwn—J5 #iEF|4% 3 transitory earnings 12 L -
THEHT 5720, FliE &Rl & OREMEREN D6 Th D,

% ® X 9 72 transitory earnings |2 & T relevance 2ME F L7z & LCTH, 2FHHE OFIZEE
FIZBWT, ZNO 2FEERIENOLHERRT 5 Z LIxTE 2, ZOHEEEEN transitory 7>
persistent 7 CTld7e <\ TR EEOHIMERE TH 2B DBFREBEAZRD TNDH1H Th
%, T2k % transitory REFETH->TH, BEOEE THIUL, FIUTFEOFZRIZHEA S
b, FOMEIRFNX, trading B B CTHRA T 5 &Rl ORMIFEEIS TH D, £ 1 Wik
A U - Rl A B LS X, 220 (2 transitory T - T, A2 720 ) LT relevant T72< T,
ZNPNEHEOCMBFEDFEEDOEM THLNED  FEABICEASNRTNIT R LR,
FIZEIEH D relevance 23EWN 2 EIFEZEE LWITITIEWZR WA, relevance ZEH 5 Z L1k, &
REORIZRFIRIC & o THE e o B AR T 7av,

ZRAZH b 59, FIZEIEHO relevance O EEDS, SFHEEIOARMESCEFHLYEDH
DR LELICHEOMTT TERIN D 2 & b v, ESME A AR EHR A =T 5
ZENEMIZO bl TWALL R, 7227 relevance DERKE NN D Z &1, SEHEIE
DIEMTHA I, LTz, BDRO X 512, HEFIZEITIT transitory earnings & H & iU 5 HH
LEENTND Z EIFBEMOFEETH D, GHAY T S N7 & FILH ST 2 #kny i
FERPNZTDOTIERL . HHRIC—EDOI L& HE LT permanent earnings & TARIZFIH L T
WAHITTTH D, £ ThL, transitory earnings DB L RET HWEFZ OO EHEL L
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TEERID & DI, relevance DRRREIZ SR S 221 TR B 720N,

Z OO EBIL, ERK B FEH X TCE 7 transitory earnings O34 K & D T2 9 Z
T, TOHEREZ > ha—/L L THIEEHRO relevance #8152 L ThDH, ZOmLT
transitory earnings O FAEZK 2R 5 72 DIZRIAT 2 DI, FIREZE0ER & R L & DRtk %
¥ <% value relevance study T 5, 20T, 1)7 7 ZADOFEE (HEE) &~ A F2ADF]
w2 (EE) & TERZA L & OBIRR R D205, 2) KRB FIaR 281k & /NS e Rl 2 284
& THRAGZAL & DBIRR R D0, L) 2 RICIERT 5,

Z DRSO FERFEFIILLT D 4 5 Th 5, 5 LI a2 & Y £ < @ transitory earnings
MEFNTEY, PREEEOWMERIRITINDLEE0E, HIREELY /I, 212, B
WERZ 2 Fr—L LTh, HRIZDDDHENTT T ZADORZRITHNDEE LY /s <
FET-OFSN 2 BRN T, HBEESIE relevant T\, % 312, KRR E(LEEICIT LY
% < @ transitory earnings 2373 £405 & WO R (S FRIISRE) 1XFEASND, LA,
KRR BRI/ MR 2848 K 0 b persistent TH 0, KA AR OREFILE (k)
ZD DR, BB IS ORI L W b RE W, 2F 0 I FRIOBGRNEIE S Lz,
40T, R, Bk, KHIEIEEEZ 2 hr— 95 L MIFIRED relevance IZAEEEIIIZ A
EL, ar b= LEMAREOE®RIZ, 2I2b 3 hr—L LuvE ML & RfREO
relevance #f L T\ %, Z4LIL, permanent earnings ZHEET 2I12H72 0 | HHIRER O
I TlX7e <. transitory earnings DRAEKEZ 2 b — LT 5 ENEFTHDHZ L ERL
TWo,

ZOFLDOLLT OMRITIRDOEY Th 5, 2HI T, BITEZL T 2a—1L, ZOmXD
MFRE A AT 2, 3HITIE, MR A AL E L CTHIEE O value relevance %
BT 5, 4 HiTlx, FIRELBEIZ OV TR &R & OIFRABEOENEZ MR L, 5 HiT
. RIS AKHEIZOWT, S E2E LBRS R EDOFREDHFMNEDOMHELHEND D, S HIT,
HRIFH D value relevance (2 DWW T, i ERZ = b —/L L THRGET %, 6 HiTlE, F)
WEALDOBUME D R/NZHE BT 5, FIZSZEEE & BRI L & OBIFRIZ OV T O MG 4 JE
2 LT, FIRSKYE & BRATKYE & DBIMRIZ T IR0k T 5, A0, IS, REEHE 4R D EK %
A LT, 7TEITIE., FIZEKHEDTER O relevance Z# Fiatd 5, 8 Hilk, Z OAFFEORKSHHT
Hd,

2 OB ER
FE5 158 D value relevance % & < AIFFRIZ BT, FIRE ORI RTFEZEALEEICIE R 3 28580
R, V2 — 2 EEFFIEORIR % ® < % return association study T 5, = DEER L O
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value relevance study DAL & RBFICHOWTIE, BRI —A BNFTIZR SR TS

(Barth et al., 2001, Holthausen and Watts, 2001, Kothari, 2001, Beaver, 2002), % @ return
association study Oifkaf Cld, BatAE A U ¥ — T 20RO Y ¥ — 23508 b
Hio, 2EHFIEOKUEE (level) L Z8{k%d (change) DWW ZitlAL L T &, EHHE
gD 1D Th-o7- (Lev, 1989, Easton and Harris, 1991, Ali and Zarowin, 1992, Easton et al.,
1992, Kothari, 1992, Kothari and Sloan, 1992, Ohlson and Shroff, 1992, Warfield and Wild, 1992,
Ball et al., 1993, Strong, 1993, Strong and Walker, 1993, Kothari and Zimmerman, 1995, Ryan and
Zarowin, 1995) *,

b o &b FER ORI AMEE M Z AR L T 509808 £ 0 13, JZ2 113 Ball and Brown
(1968) # Uitk & 45 eventstudy T 5723, event study TORILNE, HEFE DR 71T
FHNTW=DThH -7, ZHUTT-V LT, return association study & & D% @ value relevance
study 1 IEEEFE D HFFED & DIZERLBRAIT G TN D, EOENT T <, #EFIiE
|21 transitory earnings 23 & £41, & < IZF DZA{LEAIC transitory earnings 73 X W £ < &£ T
V% &9 return association study O —EBIC L B AU 72 REERRIL 22 LEHD 3T % permanent
earnings DAL LFEOT 1T X 9 &9 2 event study ORIEE & X ERNIZE 2> Tz

(Christie, 1987, Kormendi and Lipe, 1987, Penman, 1992) ,

Z O THRIE DB E W ET NV ERMT 5206, WEFIERICE EN D transitory
earnings Z fRELRWV L HHIIE T 2 HIEZ AT L2 LR EBNTH D, MEFIRICEEND
transitory earnings M 5228 % FRU N THIZE K HED relevance #5 2 5 7-0121%, ED L 9 72/
transitory earnings Z /4= U &, £ XL 9 ([T EFILE 7Y permanent earnings 7> & et~ 2 D728
HHINTWRITIUZR B2V, ZOWMILTIE, ZOFRNY &, FIREOLvEEE A &
TOMEICH EOLDITTH D,

IS ZEAHH & BRI O BAFRIC DWW T O 1 075 B RIE, ¥R & s & THRAT O SO 23 EXFR
ThHONENTH D, TIVE TOEIMIETIT, ¥ &R & CRUNMIFERNHFTH D Z &2
#WE SN TWD (Nichols and Wahlen, 2004) . £ < OAFFETIL, B D7 — A DI D 3 EF]
W (D WIIREEEE) 12X £ < o transitory earnings 23& £ 5 7280, FIZSIZ 0 DB
INEL B EWESN TS L L, REOBFBRIIC L > T, BISDIFE ) ARG

L Zo#% o value relevance study Tlidh E W IEEREIT HRARNT 7 L—F =5 Th, ZORHO return
association study TiZ, AR OMAMZ T 7 L —F — LT BT EITAEDHTH S L\ 5 O, T CICKE
REZFHTThHoT,

2 LS OIERIFRMEIE, fRSFEEFE (conservatism) (ZX D X A &Y —AREWEOBLEND BIEH SR TV,
ZOBLENDIT, HRE D BIEEROIE ) MR MEIN D20, WEREROFILE & & OBIRTIE, BRSO
I DA (B ) X —2) L OFFEABfRD EV & Wb TS (Basu, 1997, Pope and Walker, 1999, Ball et al., 2000)
BRSPS FHAEEIZ L 238 R & BAfRZ 5 5 D DI%, Z OJLEAS permanent earnings & BfRN3 H 25412
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RKEL D LEHLEHEETE A (Nwaeze, 2000, Christophe, 2002), 1372 L T, HBias D #H
HRZEIZTIT LV £ < O transitory earnings N E £ TWH 729, FliE O quality (XKW D 7>,
5, LIF LIRS Q0 2B H O relevance & 881 8O relevance & 1ZE D X H
RBMRICH D DD EMNDD DN, Z O X OEERRGEED 1 > Th 5,

%2 0FEHRE, FIREILOKRE X & transitory earnings OEAfR CToh 5, 1ERDOMIE T
permanent earnings 23T X405 D13/ X 72 incremental 72 L TH Y . K& RFIR AL

TRy a vy ZICBE RV RSN D Z L3\ (Freeman and Tse, 1992, Ali, 1994,
Cheng et al., 1996, Brown and Higgins, 2001, Charitou et al., 2001, Donnelly, 2002), L 7>L. Fll#&
AL DI K/ & Z 3073 permanent earnings O ETIZAE DD < B L1, HEEOFRERN
BfRIE 22, FIREILDORK/NThbD LT, ZANRF v v a7 m—DKkEEH

(persistent) 7Z2ZALDFRIEToH 20V | FIREGITHM AL & AERBERZ 13T Th
%o DN ICARZENE T I THREGHENL 70 SR AN, 2 1845 U772 B 1, KRB 3R13 L
permanent earnings O Kig72 FHSET LFEOD< b Livn, 20 X5 RfEERKICSH &5
W, FIZEZEAL DI D K/ E FIGRIE SO relevance & ORIRZRRFET D DM, Z D LD
H 9 1 ODORFRETH D,

7272 L, RIS EbAE 2 A S L 3% relevance OHRFEIZ 1L, 37 CIZ Kothari (1992) |
THESN W28, —EDORANRD D, =& 21E, FEEOREFRICE T VY
7 AD transitory earnings 28, MAEFZIZHMR L2 & LXK 9, HUHFELIX, transitory earnings 73/
72 Tp ot WAEFIZEAY LV permanent earnings (23T < 22 0 | FIZETEE O relevance (X
EATHETTHDL, Lol FIREMEZHAERE T DL, SEEORLEE (77 AD
transitory earnings O VHI) IR O LA L & AEZRBERIZR VY, 2D X 52, FERIDO 7 7 X -
Y7 va VT EBE LT, FE DL ORI relevance ZRETT 5 9 2 Tk, FIRELEEZE
A E T2 Z LITIERADRH D . 1LY . FIESKEL XFRIC L THEE Z L @ relevance
HBEZIRTUTR B, ZOERT, FISZ LB A X RIZ LIREEIL, FlEE D relevance
DIFFEEEITIBN T, MBI, #EZREH 2 Ko TIodm &3, RA~ERITIE, FIFKEDK
TSI A SN2 T X2 v, ZOMEN, Z O ORKILRFTREE 2 5,

3 FBELBEETIL
3.1 Value relevance study & earnings changes model
PEH DB FZE D value relevance Z fFFE5 2 XU MZ, FI 2% O *FRTAEFE HEJK (earnings surprises,

EOHND, BERITIE—MRITHEZE L Y b transitory earnings 32 < G ENTWVWDH E WO HIfiE L | (RFEFREZ O DHE
AEER IS T LEFE LRV OD, EFEEOT A L 2D <> T, 2 2O(GEE ED L 93BT 5 D0
W8 UWRTENE STV B,
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changes in earnings) Z i LT, BRI LFE 20 LEEIESEDO/NT Y X 255 5

[FIZ&ZE (48T 5 /v (earnings changes model) | A LIZLIZFIH SN TE 7=, ZDOET LD
PIE, SFFOEARTHMEOE ST & L THM BTV % Ball and Brown (1968) Th 5, £
LK, £ < @ event study (23T, FIZEIE O E HAMME 2 FREET 2 S WICHIREEVERE T
WDBHAENTE o, TI T, HLFEETREZDIGT OREEZORIRIT, TOHEED
WEFIRIZEE Ly E V9 naive expectation model 2SBAZREY, BERHISACE v, B4R 1Y
RN R4 (unexpected) DFIEE & 72 EAUT, EALD news T D 03E A, BRAM D K&
ZHB L THRIESNTEebiTTH D,

Z Dk, BEMliZen LRGN R & &5HRIE & ORAHBIEI4R——ERC (Earnings Response
Coefficients)——% @ < 2 FEWFFEIZI W T, FZE S L CRIESKEZ BT 5 0>, SIAlEE
WA BRAT 200, L OOBEERGwRFRE SNz, 2, T2 Tom4E, EL LT, |
RDFRERTHDLETNOURNA NG L NIBFEHEGE L O o> TRINTTD, ET /L OHGR
B, BRERAERICOW TR, ST L b ARBERITFE SR o7, TOBEELGIESHE D
-, fundamental analysis ~® )7 Z#8 Ti% U T, value relevance study (& L - T, Fli§21b
FTT L ORI ERIL, FIREARLETT /L (earnings capitalization model) DOIRAE & L
THATE D Lo IChroTz,

WE, tRERTC TR S LTV S permanent earings & PE, & L, A= 2 b & R | #iliz P,
L5 (flilg{bo7=, B¥E2dHDOTIRATFITEN) ., Z 2 TR4YFISIET /L E MM DR
YEEREMEAE L Y . LN ORMERZ AT & T 5,

p = (3.1)

ZOERIHRDMLDE N E LD L

APE
AP, = = t (3.2)
Eh,
IHIT, tHloWEFEE X, &L, RO XS R ZIET D,
PE, =a+bX, (3.3)
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APE, =bAX, (3.4)

Tho, ZOEAHRZEBYXRATLLE, LTOXDBHFELND,
b
AP, =4, (3.5)

ZOEEEANFIRENFEET LV ThH D, T, MEFIEOZED, WiFfF S 41D permanent
garnings DAL EFEOD L L& 2o, ZOMNE VITEBWT, F4E 0O % BiTAE B B J8AE 23 BR A
DIELLEREARNH D Z L2 EFE LTS, FEEAREET LTI, e S -FERKHED
persistence 23 & N TWIZDIZT2W LT, ZOFRIREEEE T BV TR, FIEEZE1 L
O persistence 23 & SN TWDL DT TH D, £DRET, FEE/KAED persistence Z RHEIZ T
HREEAMEET L E IR EBITE > TWD, 7272 L, ZOFIRE(LEETET L TIL,
FERD 9 HIZ, MEHIZE & permanent earnings @ (IF) AABIEIMR (b) BL A= 2 b (R)
IR L SEE L TR T D ERESNTWD, TOEKRTIE, FIRELEET VT,
FRSEARCET VLY bROHRIGRAEZR L TWD Z IR D,

ZOFWLTHE, ERRoERbEEME LT, LTFTORGET LV ERGET 5,

P v p By, (MS)

it-1 it-1

ZOMB)RUT K DR AT T V2L FMEERIZET /L M5 LIRS, FBIZEH O X 121,
= 3F4E (OP: Operating Profits) . #%%41/%% (Ol: Ordinary Income) . #if]4& (NI: Net Income)
MENENLRHTZ D D TRASND, AIHROHKMP,_, TF 7L —FLTWHDIE, #l
FEIZ K % heteroscedasticity #8557 Th s, o, ZOT 7L —MNMIEHR->T, K
H 7(2002) CHFE L7z[ERE T L & OB ATREIZ 72 5, LU F Cld, Z DR OFEE b MEt
T 5, Elo EEENREWINT D720, EROE,(Y I —%EUFET VIZED TS (BLT,
ZOfwmXOEFET VT XTRHE L),

ZIZThH, FlERLET N EZD < o Tilsam L72D L RIERIZ, E OB OKMZE (3R)
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AR L T 5 OB 5, ZOWFE T, HIE )b HIR £ TOMMMmOZE L ()
WA L35, TOMMAERALZZ Lk, LIF CTOMIEIL, permanent earnings
DAL A LT IRE H £ TITHEREFE 2V - T 7z value relevant information 38555128 0
ZALBRIC IR S LTV DO E[ 9 Z L1275, ZOEWTHIERE#HR D value relevance 73
A Sk, fundamental analysis DA ZMEDEEEN 28 B bR S hu, iz, FlETFRIZ O <
HRR\EESLT TV A NOITEZERET 59 2 CTH ARRTBEHI-ZHI1TTThHD, 725,
Z OEMTO relevance 1%, FIZE1H#H D relevance O F T TILRW D, T OFa X OFRAEIE
FIES G M OBLE D relevance Z i/ Nl T DGR3 &5 Z L ICHE L TBLELRH D,

Z D L ORI ALEET T I K D RGEIE. Bk o event study (2720 LT, BLBRIZE KRGS
A RS A, b LY, ERLTESR SLZ M5 OFE T /UIZIEB W TREUSREREL B 2355
HIICHEE T D L&, FRSEDERO & 55313, T TIZZEDEEDOIE H £ TOKMMIC
MRS TWD ZE2ERT D, 2F0, IEALUBROERARBIZIEZ, T TICH 2 v
DI LI IE news TR o TWVD Z &ITh D, TN TR RFMAIEETH LR,
FIE ALK DT X T4 new information & 723U H—F-FHF 1 bbb naive
expectation model |[ZIZFHEMBNH D Z L1270 53, BIOMAEN S WD & naive expectation
model TiX, #HEFIZE2Z D F F permanent earnings TH 5 ERE SN TN D, TOMRET
A FIZE I transitory earnings & 5 UM X temporary earnings 235 £AL TV D LWV | Z OHFSE
DHMHE LIRS TNDL T EEMEFA L T RETHA 9,

ZHZ b, eventstudy (%, 123D fundamental value & 5 \ i intrinsic value @ BRSL )72 Z84E,
ERERNPOO, FOXHICHMBONEMBEICLTWS, £Z T, 2T 27—y
—H3ME— 0 value relevant information DISIEHALTH D &0 9 ER TOREI ORI ERIC
BT b TE, Ll FIEREHROARLANCT TIZZENBKERMIC KBS TV 5
B, TOFRTEIABRFHROMZNRERETRT DI LI TE R, TAITZWLT,
FIZE A LAET T MIZ K 5 value relevance study Tl 423 fundamental value D284k % & 7
BRI Z TW D OLENPRMbI TS, £ 2 Tk, HEFRIZ & > THIH ATHEZ: value
relevant information % 1% & L T, FZE{HHIZ 1L systematic bias 23Uy & Uy 5 BB T O
BRERPBEODNLTVWDIDIT TH D, ZHERAT 4 T OREORES, it PRI RNLE T 2
BURIZ IV T, value relevance study OEI S EEETH U | Bk event study DR % & =
EMZLT, ZFNEMO 92 TH, ZOMXITIRELEMET D LIRS,

3 FAE OO AT EEHNRAE & IEMRIE & A 7e U CHIBIZASL & T3 event study (2 1A Tl 7= K 9 2o RS A
HDH LMD, FETIE. LOEERERMET AT T U R M X DS TRE RS INE ORI FHROR
TRE IR TZ DL, 7T U A hOFZEHE (earnings surprises) 127295 RS AFZSHEOA B2 L - T
FERFRTH D U HOW T, 7 & 1L, Easterwood and Nutt (1999) % Z:HR,
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B, ZOMFEOY VT, KHT (2002) ERITC <. 1979 4 3 AH#iA6 2000 4F 3 A
METD 3 HRFEARZE 9,122 firm —years TH 5, FHEFIZ OV TRKRFEMOTE F EALEZE
EY T VTEM LTS 72, IBERIC, FIZRITH1 D8I BT830 T AW 037032 T
DIEBERDH O | O RO RZ T2 HIC— L TE RN L E2H LN UDAF LT
BT HUTR B 720,

32 & FE AE R

BRI W2 A8 OFEIRFEHRIE, Table LICE L O TH D, TRTLIEDTZY 0BT
ThHO ., BEOBNIIMATH D, HIME(LEEDO VL E AT ¢ 7 8 80 L D 7 L
ICIEDOfEZ &0 | 0 FROARUHNITADEIZ/Z D 2 LBV AL, HilkiEE L T b,
LU, FREDOE O e AT 40 7 0%, 2O L9 IR EI X 2R L TN LT
ERICET 5, 7eds, 1996 4 3 HEING, BHEeHOKRE 2 GEITHRAE DD 72n) 2
MY TINTEENTNDN, FEBOVEE R L TNDNRELREELHIZZ TUIW
WEHITHD, ZOMITIEL, BREZRHIRKMTT 7 L— M 5720, FHESFEDOKE /R
BELT T NICEDTH, A7 heteroscedasticity DEIZAE U7z,

[T OFER ORI > T, KB (2002) O43HTEG & 9572, FlRSAHEIC X
HHZEEARCET IV LG RERHME T LD AIC & | Z O ORI EALEEE T 2 L 5 AIC
DR/NZ g Uiz, Table 2 132 DI OFEREZ R LT D, il AIFFIREEEET L Th
HZ &% L, OP, O, NLZZNZHERMZE, BEMZE, MAREZHAEKE LTS
NERLTND, il AN TH WO, FlZs K EIZ L DR EARET L Th 5, BVE
VTG PEEM 2 A L T 5 RIRET L TH Y, Tvs. *** | O, 2 >DOET LD AIC
DR LTS, O FIEX, FRBEH AL & e LT2fE Th 5. Wilcoxon FiE &
TG LD ERETH D,

BRI & RERIARIT L I, FIRSKEDET L ERIRREMEDOET L EDHWEICHE
BTV, LinL, FIEEVEEET L EMEERMMET L & 2 hikd 5 L. /iED AIC
FHREFEOZNLYD SAREIT/INS U, HE PE AL O 8ITFS ZA LB O IF I A~ TG 25 )
ZIeWT 23N NS N L3bnnd, —J MFIRIC OV TR, R vEE T v, Fl
WEAMEET NV, MEEBMET LD 3 2OH WA BERARILR N, Zhud, #FzEK
EDBFMITITHYICRER ) A XDREENTEY, 207 A4 XE, FEEEET VICE -
THBRESNRNZ LICLD EMRTE D, ZOMARSICEEND ) 4 A—EERIEOR
HRIE L AT L & D ) A A—% | FRRlHEIESOBUE I 70 & OISR OREREER % /0 BET D L
ADOIFEZ LT, EOX T TE 20030, LFTOHOHTOERD 1212725,
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MFIRIC ) A AREENTND Z EF, FIREEET A0S & RIS OREICTHA LT
RS, BERIE L AIC Z I LIREREN O bHEET D Z &N TE %, Table 2 DA 3
OO ETNETNEZMALLE L LI2GE 0 AIC ORBFERABE ST\, Zhick
DL, EERIE, BERIZR, MAREOIRICET VIEEGEIXKLS Ro T\ D, RIS &R
Rtk & DZETENTH 2P, BERILE &M & OMAEIIRE VN, ZORRIT, FlsEARtb
TTF ML DEBOFMER L L TWD, T 2 TOEIERFIL, AATEERRZ ALK
LTChH, ERREREDOSHE L Xy %18 U T transitory earnings Z < OBNA 872 H1HED 1 5TH
HZEERLTND,

[ElF T OFERIL, Table 31T F &bz, FHIZEE LT, Panel A IXEERIER, B IR
FltE, CIIMFIEZ A L7z L 2 DfRRTH D, AR Tvs. ** ) MOETFIL, Sk 575
WEARET NV EMGEBMET LENZNE OABEEERRERKOETH D, Z 1%
Wilcoxon D ERTAT &, p-value IZ% DA EMER, BNST (I S HEIC K DA EMER 2R L T
W2,

EI. HEMROLAIT, 1987 4 3 A ZERVT, value relevant Tdb 5, fRIFRAREIT
FTRCTETHY, 1987 FEORFHLISA CIEBBLRSUKETHETH D, FEERET
JUTCIEALIA I BRI 3% - 72 1996 4E 3 AT DWW Th, B TR E RS TK
WHOD, BRI O relevant Th 5, RIEIFFRIEOH BEARKESDRERBOKE S
IZOWNWT, FRIRE(EZBE L TH, Lo 7ol IR, 2D &b, &R
78 D relevance (21, Z @ 22 Wi TR & 222 TRV LI T 5, 7236, 22 MM 2 U T,
HEFIROKMEIZ L DFEEARET VI b, ZLEET VOREREIIRE VL DD,
ZOZETHEETIEAW, iy, MEEREM L &8 EFREOZIFADIF ) DR ERBUIAE
IZREV,

DT, BEFIE DAL, 1987 4F & 1992 4D IRF I % B\ C | value relevant T %,
RIEIFRENT T R TIETH Y, 2D 2 HILSTIE, D &b 10%KETHETHD, =
DEBAREZ, BEFEOLAE LV BIK . ZORTIHREFIEDOZE(LEDIZ 5 7 relevance
R IERE DI BRI 2 7D & B RN O L6 & Rk R T38RI,
FMRSEARLE TV, MG PEFEME T /L & OIRERBOERIZONTS, BEREOGE &
CThb,

Btk MRS O ZALEED relevance A g8 L & 5, 80, 87, 90, 92, 95 4D 5 RFHIC
BT HMFIZE D ZEALEE D D IREURAREIIAE B T2, Zhuid, fiFlig o2 (LEI 1L,
RS, BRERIROZLEE X Y b transitory earnings N E VW L GENTNDHZ &, #ET
AUE, permanent earnings O ZE L OFREE & L Tl SRS OB LEEIL = R F R XL 0
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FlZEK2E & BRI 1RIRD Relevance (1)
LA TND IR LTV D, F7o, WERMIT, FIIEEARLT T L-OME PEEET 7 /L
ERERERIIZVE OO, FRRENFEET L DIE D D/NE W=, FFIZRIZ OV T, Fl
WA LKEDIEH D relevance 13 < 72 &> Ty,

ZOXE T, FRSAKEEL R E D & BRAmELA ) O R CTIE ISR ER 2R IR0,
MRS ZEAVERE 7 /Wi, RZEICEAOME (FEDR) ORBELZRI RN DD & Vbt T
WD HDOD, ZAULI O EIZFE RSN T nEL 9 Th b, &I, MifliE a2 e
BLdnLE, KHAJ (2002) TiE, FlEEKEIC X DR EARLET L OGEITIL 3 DOk
B CRIEIFRENAE TR DIZT2VW LT, 2 2 CTOELEETT LTl 5 IRE
ICBWTENRHEE TR 8o TWD, MFIREOEEICIL, & EREORERIIR I~ T
EVZ DI AXNEENTND Z L, ZBIFHET LTI REDOBEEDNREDRIN DD
DIZHNID ) A RINEGENDZ EEEHRL TV

RIS, EEDFIZOWTHEGR L X 5, Table3 @ Panel D (21X, EEDFEIIHATDH 2D
DIRERERZFLE LTz, O & DL, [BRICHE O TEE Y I —I2 ) DR O T X THRFRIRFIC
o (y,=y,= " "=y,= 0 THLINENOMETHY . Dummy Test DHfICIL, FE (A&
) PRI NTWD, ZHUTEsH L, 1990 B L6 F0 3 A ZRW\WT, EML I —%
BOLZEIERN DD, BICEHET NVORBEICS, EEFI—2FZHLH T EOEEMEIT
FE K EDOFRSEANLET L L ED LR,

H 9 O L DL, REVFEREOHEE I T DREFTHIRIFEME A U T, BEDRET L DOLE
P % FREE L7 Hausman Test To D . Y%l A 2Rl (AEMER) PRI TW5D, BE
SENFINEE RO RIFHEC I B R (1%KHE) 2 5H7- 2 TV DO, HERGE T 7 H,
PEHAMZET OB, MRRTAH L > TEY | FRIGRICTW U TIRERSIROZEITI K
D ThD, £lo. 3 DDOFHDFRE T N TICEENREDNAERZE 1%KHE) 2H->T0D
DX, 28D 5B 3 LD WIS, TRTUITEEDRPAETIIRVOIZIHTH 2,
RIS KU Lo 7285A . KB (2002) TIXRIE LS M, RF X8 WITH 72D, 000,
RIS ZACHAE 7T /VIE, EEOBEERNROEEZEMNT 59 A TIAETHD, LTz, 7l
WEFEETLVTH, TV X LIRET ML DBRBHEDR B> T IR 5720, FEH
HWRDAFAET 5 Z & RIS ORER L OIS L o TEEDROREBEASVWRRR L L&
B L TR RETHA D,

4 BELBEOFREME
41 EFFTINVEARGEHR
FIZEZALKEAE T ML, RIS O X RIAFE )RS permanent earnings D ZEb——& & F O HfF
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XB% &
WET——ITHRE OO < & & T OWEE - WERSRITA L LRz b oL VD Z Lz BEL T
%o TDOHE, FFRAKEICHOWTEONZE (JRK) LIEOHIGR & THAM & OBIRARLR D D
EFLC LIS, FEEDEALBIZOWT S, S & s & TIIRBE (LS R 5 LT 5 2
EHTE D, Follld, AR L Es & OIFAPMEICER LT, 7TF U A FROKREHOZEBIN 2
BOSTET TiE e < | REREFH ORREINRITEN b B4 & T4 (Conroy et al., 1998,
Barth et al., 1999, Kaznik and McNichols, 1999, Brown, 2001, Chevis, 2001, Bartov et al., 2002,

Beatty et al., 2002, Burgstahler and Eames, 2002, Lopez and Rees, 2002, Conrad et al., 2002,
Matsumoto, 2002, Kothari et al. 2003, Lara et al., 2003) .

WEMERIEEZBNCE 2 D & 7o & 2T SR oMM E 103 & 5561213, BREh
O I X 2RI 720 U THRIMNZIE D SR 2 79— 5 T B OBIZ K D a3 E
CCTHRMMIIZEL LN E W R B EZEZ DIV K 5, FE, REDORBEZIRZ 2 FkHiE 72
ETIE, MR TS DB NTIER LTWD, 20X 5 RIEEICEWRNH 50BN %
DD DHToOIT S | HhAE & Jiak & THRAMZ L & DRIRE R > TV D DN ZERRGEE L THART
UL B0,

WE BRZE LA AP | FIZEHEEZ AX & L, LT oREREE 2 5,

AR, = a+ pAX, + B,DAX; + Uy (M6)

ZITDy I oSG AEE 1, ENUSNOREE 0 LT HXI—EHTHDH, ZITH,
TEBOE A B < LA & B AR EUE, RTIRIRGIC K> TF 7 L— h &L D, HEaE & gk
& THRIMZEE N B2 > T D7 BIE, BT /L M6 IZBT DRGSR B, I3 EIcE e & B
BRoTWNBHIETTHD, LhL, TORBOKFENIETH L0, ATHLO0%E THITS
DIIFHHETIT 20,

Z T, FREIICBNT, MR LN EDO LI ITHM LTV D D0, H¥EFIE, &
FIgg, MRS Z & ACFHTo, Table 4 (X, H94% & BES O ERMERNE LV, bbb, LB
0.5 DHERTAEL D LRE L L XDMEEREDMR (WA RiE, AEHE) T,
HHFZRITOWTIE, 8948 & IEE D AERIHER N L L\ & 5% /KYETHEE T& 2 DI, 81, 84,
90, 96 FFD 4 HITH Y, REFIROLZAIX, 9L FED LI L/, MFIEOEEITIE, HE
7k LA DAEEMERENE LWV EHEE TE ZRENL 22 Hlo 5 bl s v, B¥EOF
A FHELATEIC RAREN M 22 SRR & 22 0 | HEAR LIS O B HERIE, R DR ENRIC
WONHDLDTHA S,

ZOMRITHEESERO I m R w7 v a i TH LD, ZTOEIFORREICITENE
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FllaE K 4E & E R 2 1E$R D Relevance (1)
NOFEEIZBIT A2~ 7 oD RAEMNEEEHT-25THA D, i &R TIT®RR S
RN TPRINDGTZO, 22T, 320G aEEL TE<,

&t H3A

AR 1T BRI L2 720 L Cirrelevant T %, SIS 230> 5w R R B,
B ORI L0 b/ E < (MB)RDRE B, 15~ A FRIiZ72 D, 12721,
-p,<pB, <0,

&t H3B

WAL, BRIIZ 72V L CHEZE L 0 & relevant T& Y | bad news Th 5,
WSS D RENRAR S, R ORE LY bRE L (M)RXDOERE B,
X7°T X2 b,

&t H3C

P X, AR &1L D B CHRmIZ 72 LT relevant T Y . good
news T 5, JHIEIZHDDRENFRENL, LI RER~AFTATHY |
B, <-p,<0ThHs,

KRHTT (2002) TiE, FIESAKEERZHHALLE L 5 L& BRICDDDBFED~ A T R
HIRFEMNEERINTWD, KERBEEF ELTWAERIFE, BREAEWE VIR
EIV A5, €5 THIUL, HERIZHOWTEH, KRS RBEED, L0 RE Iebkfii L5 & &b
OO FREL THEEND, ZTNERLIZON ERLROEH H3C TH5H, =9 Lizc—REi#kiC
KA 2RPUE, ROV A ST E%2D o> TEL LG Ltk 7od 2IE, ERSLE
MER~A FAOEE T Yz 7 NEER LIS AR E Rt EORE RUMRN RO X
¥ v a7 u—0OWE, permanent earnings O _EJTEET LHEOO L 22 B, G H3C b XFF
INEITHD,

42 R FE SR

Table 5 1%, FIIEOFEE T LICTET LD AIC DRNEHREELIZ LD TH D, BEMRICK
BETLME X, 40PN LXLLTHD, NIE, BEEY > 7y =% THBEL T
WHZEERLTND, AOPIL, Al THFE LIRS LT T L M5 Th b, =il OP
LERALTHDOE, BEFIRIC L DFIREAEET L (KB (2002) DEFL ML) T
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XBA &
bY ., BEEEOY U TNVCH I =T ToBEL7TET L (KA (2002) OET /L M2)
IZOP_LEKLLTWVD,

AR EREFIRICLDET VM6 1L, ML, M5 & T, AICIEAEI/NE Y, L
L. FIZSZALEEE T /L CHIZE L i 2 50 1T 72 M6 L FIIZRE AT TV CIEOFIZE &K% 5y
F72 M2 L DZET, FERHUICEETIE R, UL T, MiflEoLa, E7 /L M6 O
AIC [, LD 3 DDET /LD AIC & RERARITRV, Tk, BEFRSIZITE AT
B ENLHA, TROLEIRE ERB MNP RE R ) A X 2B A TR, FIZEOKAE
DSBS, ENZENOH BN ENANR EOMTIZ L > TUEZD ) A AR LT 5T%
BEHETERWI LEZRLTWD, FERIGEHROMM (Z8) (2720232 &m0 512
X, EALOMTIE, ST E (BEMBRSORFHIEDr — A THRIESNDIZE) AT
[

TF L M6 12 K D EYRIHT OFE R 1L, Table 6 (ZH#H L7z, Ml Tvs. ***| X, s+ 25ETF
NI OPERBDFETH Y . Z 1% Wilcoxon ORER &, p-value 1XZ DA EMER, BNST
XS LD SREDORE (FEME) Thbd, 7 AMOBMAIIOENE, LT
B L= AIC DFIEELFRI L TH S, ARO F i, BV F i oh D REIFRE AT o
EHBIZBRDINEDD, DL B+, =0THIE0ENTONTORHSITORE (F
) THY., pvalue IZZDHEEMRERTH D,

BRI O A AL L LG A O/ TH 2 Panel A 2481 2 & G H3A 733
FFSNTOWHIREINZ Y (10%KHET 8 H]), 1TV | HiEsIFHEE L 0 & persistent Tl 7e
WD | SIS ST AR T L 0 b relevant TiXZRVy, L L, KA H3B ., 1982, 97, 99,
2000 SEDRFEHTHEF SN TV D, AT, B L0 HIBEEDIT H 28 X 0 persistent T
B DT, PWIREHOIE D PMREUIABICKRE L oo T D, 1272, Witk 2 B IR AT
T 2R H3C & 3Rt 2 E NIl S e o T,

Panel B (X, BEFRICOWTOEIFOITOFRELE L DD TH D, RERKIZLD
T NAOFHHATOENL, AIC DEAEOHELFRICTHDS, 22 Th, il H3A & 3R
DRERE R LTV DIREIAZ Y (10%K%ET 6 1), fliJr, 1982, 92, 97, 99, 2000 4D
AT, HEAROLE LR, B H3B N SN T\ 5, R CREBEAOIZHIZE
PR/ LT DARBE T, AR 2R bk 2 SIS TV d . $7b b, Has T
X b Xy persistent THDHEHFFSINTNWDZ LB DONTHAH, 7272, it H3C IZo
WTCIE, EEAROSE L RIS, R 2REMIIBE ST,

fiFEE OEYFOREFIL, Panel C 23R L TW5, BT /LD, AIC O T, H
PR FIRE B LFET T L (ME) LR G7ho7eh, T2 TOWRERKERD &, 22Tl
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FllaE K 4E & E R 2 1E$R D Relevance (1)

WAESEELTZET L M6 X, 22 WM AZE LT, BT /L M5 KD b EREICKEW, KH H3A
INXFFENDPHEINT 4B TH Y | BHENIEB LOREFEO 7 —2 L bin, 2o
DIT, R H3C 1%, 1989 4, 90 FERFEHICIB N T SN TV D, RETREE BRI HE
S 2O, FEEOJREAHB LAannE D HEETE 20, — iR 9 2 G
H3C AXFFSNOREHBFET 22 LT, AL TN TENWTHA S, Btk VR
WEREME 23860 2 AL H3B (X, #IFIZEDHEIT S, 1980, 87, 97, 98 LEDRFMIITIH T
KFFSN TS, RFOMEKINIE, L LY BPEEOIE 5 3LV relevant TH Y | HiZED
TR RERKIC L > TRAN TRV EFRLTEINTHA I,

I CHEMNO T EE R AU, HES LT LS transitory TIEZRWE WD JTHD, FliED
A FADKHETHIT T, ThWNATH D L) 721 T—HLIT transitory 72358 & A7
FTUERD BRI LT, 22 CORRITIANRGEEL R LTV D, BEEAS persistent T
b EEEZPHBL TV AREMEAFELTEBY ., &b, REUKKRHICZ B S
NTNWDLZEE, ZOMRICLDHOTRERLTH D,

BT, 2 2 TORYFET T OWT, EENROZE L2 MR L TH Z 9, Table 6 @ Panel
D (2. Dummy Test & Hausman Test D5 R 2 53 L 72, Dummy Test OfEF 1%, HEAE & LS &
ETTEEEET VOLE S EEDERS I —ZEKICEOLZENAE®RTHDL Z &
R LT %, Hausman Test Tid, =3R4, #ERIZE, MAZEOT XTI OWTERERR
DFEPAE (W%KHE) THHON 5 REH, W2, FNTITARETIERVO L 5 RFEH
Lo TN D, B L RERIZRIT 12 1, #URIERIE 10 BHC W T, EENROZENA
B O(1%KHEE) ThD, FIEBEOR S 2 B Lo RIZ 5T, HE5ThHiTk
I TOETNDIZ) VEEDROZEL B ZITTNWD, ZhuE, EEIZE- T, Bt
2NV DR EIG PR IZ DN DARBOREINE LD Z L AR LTS, T2 Th, FEE
NENEYFHEEICEEREELHI- 25 L L TORENENR REW]) ICL-TEDS
LA L TRBERZ,

5 BEHEEHFOMNBEFELEETIL

5.1 =T NVEKR

IS K HEDIE D value relevance 1%, HfllRMIEEAMET ML > THRIESND 2 &7
2\, L L. AIEICRGE L7 X 91T, RFRTAREE L THIE DS 2 K o T, I &
OERARIT IR 2> T D, £ 2T, HMARFRERLET VITEELZMZ T, B
ha DT T FREEARET LV ERGEL TH D, ZOMGEEL, LR D 2 DO EE LTI
BALOYETHHLDOTH D,
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XB% &

BLIX, BT VOESEDOMETH D, FISKEIC L DFIEERMEET L L SR
WA L DFIEELFEET VT, T E T, i, D5 VIE FH R —-ICHER I N D Z &M
%Zinole, LinL, BUEIDIE, FIRSKED K &SmO/ 51X FRICER 4, &
EFRIT, 2 DOFEHREZNK L THIRERZ EEFMICHA L W13 Tho, £ ThH
X, 20 X5 RAFHEROFMAEEL KB L ZERET VL > T, FIREE#®D relevance
ERAET HMENRD D, E1T0x, T AR KHE & RIS B0 & R ISR A5 LTS
BHEF L TH, ZELHFEMEORGAIBBEZ 5 EE Z 313000 T 2ORIGE T VI,
{& FEAMAE RN & 2 WISR G E 7 L O BRI Z2 ST 3720, Wi 3 B ISR 5 A f A
BOELOTERL ., AMOMFEARME T VOBIELFIN L CTET LV EEET D DN,
HERICEDIT ONTMEELE 25D Th D,

521X, FIZED relevance DIEX HFORIETH 5, FIEIEHRD relevance DA L, EEE
g7 B2 SO TR, 7o AICHRERREZ O FE FWALEIC L TWAHIEIT T, BEFH
DN RIZE DY S transitory earnings & BV C permanent earnings & TAR L K 5 & A 1TEI M
BENTND, RIFERFEERIT K > THREFZEIZ K E 72 transitory earnings 733 £ TV 5 72
HIE. Y ICHIERD relevance 23MEVWE LTH, T ORKZVERIEE, SFHHIHI, S5HERER
CIlURESED Z EIXTE R, BEIZHIED relevance Z [ H 72121d, BRFRIEEK % o
Y=L LR UEZe B0 THUTHINIICIIRNEETH D, S LHViT, EXEN
WEFZE D transitory earnings Z B < 72O DM HEE T MRS 2 D0, FZED
relevance DIRFEIZ & > TIXARLTH A 9,

ZOFLTIE, LFO LI ICFREEARLET NV EEET S,

P, =a+ B X, +B,Dy Xy +U, (M7)

ETL M7 O X (I35 EOFRETH Y . = HFI4E (OP: Operating Profits) . #&7 Fl4% (Ol:
Ordinary Income) , fiF|%E (NI: Net Income) 23 Z i L kB 72 OfE TRA SN D, £H D,
I, SR TR DG % 1. TR E 0 L T4 I B Thd, vk, EXEEY
BR< I RTOEEIL, FIIRKMCTT 7 Lb— h S d,

AER T OMEERE RIT. BERIC T, 84S 1T persistence DR TH > TV D Z L 2 BB
THELTWE, OF0D ., F—KEOHZRIZONWT, #EDO7r —2 L0 bEEDOr —2ADIE 5
3. &0 %< @ transitory earnings 23R ICEH ENTWD ETFREIND, TOTENIELITHR
L BESEZEORIZRIT 0 DR80T, WREEOREEI Y /NS 22T T THDLH, ZDF
T MTIZHOWT, U FORERZET 2,
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FllaE K 4E & E R 2 1E$R D Relevance (1)

iR H4

PR ORZEITIL X W £ < O transitory earnings 735 AL, FIZR 2>
MAOREIFAREIL, WREEEOZNLD /A, T72bb, 13~
AFTATHD,

ZOGH HA X, ERERIIZR ST T EE L TWD N, BESEEORIZRITH D DRI R &
KRB wREMED . BT LB EETE AR, Bifi CTld, RN W T, BEREHROI1E 5 2
BEFICHEN THIRAEH VBRI NLTWENSLTH D, S 612, AIfi OMGECITARIC
IR SN Do 72 b OO S AR 725141 2 52 T 5 AT © & 5, FEBEL K H F (2002)
TIE, HEADBRE VI ERMAERN G RD2REMBBIE SN TWD, ZUbiE, BEEICK
THEVIEWRTIZanomaly TH Db DD, MEFERE L7V TITEE THE2 L IXRWEL
GThb, UTTIE, £ LIEEERFE/BEINLONTHIERT D,

W

52 & i R

Table 7 1%, & [BFET /LD AIC ZHIE L7t D TH D, ET /VOFLED OP [ LH EF2E
Ol ITRRFFILE NI ITHIFIZE 2R LT\ D, 5L 5D N IX BB EIC Y I —%2 e T 0,
L3RRI H 2 — 22T A2 R LTS, ARFIREETT VA, TOREN
72 E OITFIERKHEIZ L DFIREARLET L ER LTS, T ETEREBE Z 1% Wilcoxon
DR ER R, p-value 1X7 O EMeSE . BNST IZ T HAA T L A7 B E OfE R (T EHeR)
Th b,

Panel A (E2F1%8) & Panel B (R¥HIZE) 1%, L bicdb@ORRFEEZ RL WD, B
WS RMEA OFRSEARLE T L M7 1%, B2 RIS LEET T /L M5, J8ids 2 0B L 7= 5148
ZACFEET L M6 L IR T, AIC DF/NIFEZRZR IV, —J7, FliefmEsEs
ML EHERD L AICITAERITNES L eoTnD, BT EARLET L ML (X, Table
2 o Panel A (pooled regression) (23T, HiflZRRMZRZ(LFET /L M5 IZH > TV H D
O, WEEEOFMEZ DT HZ LIZLY ., AICIERESNIZOTH D, 272 L, BREHEILK
R —EOUTAEERMEET VM2 &, T2 TOETILMT EDHWEIZIE, AIC DR/
DWTHERZERIT RV, Zhid, Bk &AL NFE L LD RIEHRMELZ S > TWDH 72D
H LW, ZoRBEIZS>E D 5.3 TEEMICHRETT 5,

5, Panel C (iFZE) 1%, &b THRENERZ R L TV D, HRBIEORMEZ M-
FIEEAREET NV MT 1T, ZOFRMO R VEHMZRET LML LD H AIC /NS0 DIEL B A
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XB% &

foy BRIZRRFSEALBEET VM5 LD b, AICITA RIS, &5HIT, 0FE KK
WH DD, A LIRS ZELEET T VM6 LV b AIC I/ E L 2o T D, #lF4RIC
BEND A REBRATE, FIRZLEET VL0 b RIS KIS O S % 117 7251
WEREETNDIZ I DA TH D, UL, BEEEE O 5 L RRIC, FIKEORE b
Al D AT 2R T A X A VDG EMEE R T HOTH D,

ET IV MTIZ XK BEUF AT ORERIL, Table 8 12fg#L L 7=, =HEFRZRIT OV TIE Panel A,
FEFIZEIT Panel B, FifIZEIZ Panel CIZE LD TH D, &M, ETIVOFAIIIZONT,
ZAEIRREREIZTH L THMER L TR Z 9, Table 8 Ol Tvs. *** | 2MEFLDE T /L O
EREE DEEZFRL TN D, DEMAFIREARET M ART, GO S &2 417 72E
TIVOREFENIRE N & 2) FIEELFEET L M5, M6 IZH~_ T, B3R & s F
WOLAINIE, BTV MT OFBAIEEWE TV v oo, fMFREOLAIZIE, L
@z &, EREZSHE LA EARLET NV EHARD & BTV MT OB ITAE
BlZEWEITnz vz e, e 3 AT 2 THERSNTWD,

OENZ, EFT N MT OFERIZ D D REYFAREZ R CTH K 5, Panel A Tid, HREHED
FIERIC DD REUTT T, D T SKETHER T 7 ADEIZI>T\5H, 1982,
2000 D 2 PEW ZBRONT, RE L, IFAE (10%K4HE) THY | HFFixd X T~vAF AT
0%, WIEEHEIIHPDBBOEFHNE R EHEIZRR S TV DIENL, ZBOHTICL D
FIE&AEMR (pvalue) 2BHIAT S, ZOFHEAKRE L, AEMRRNPEHKELV /NS
FHUE, BEREEIC» D DR EORFHNE e EABICRR > TV EHESND, Wis¥
DOFPRIZ N BN B TIERVWoIX, 8 IEM® 5, HIEEEOFIRIZIE transitory
earnings % < & £ TV D 72D HEFIRIT O DRI T2 & DD, % O relevance
ZERIZRKDE D LIINE LR,

REFIIE 2 AL E L1254 (Panel B), 1985, 89 4F 0 2 IREHIIZ W C, HLEE¥ED
FREORBUIFFHINCHE T2V, 2L OREH T, REITTXTT 72 Th 5,
Z O 2 WHEB T, B EEOFREICHN L5 (OFF) b, ML TErEFRICERRD
EIEE AT BHEAED relevance [TFER TE 22\, 7, R B, 1L, 3 REMIZFRNT,
WATHNCH B~ A T ADMEIZ /2> TV D, BEREEDOFZR T DR E 1 TIER»wo
WNTHREM S D Z EBNBIE I N, BERROBGE & FERIC, BESIIFISIZ 00 15880 % 1K
TEEDHLOD, FlIZED relevance LD DRI L 2 Kbiv7e WIREIANRAE L
T3,

FFIZRIZ DWW T ORI, Panel C TH 5, MWERAEZEDOHIGRIZH D DH550E, 1981, 85,
2000 FEOWRBEINZB N THFCAE TRV, 2O OREH T, BitdEoRIZEIC
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FllaE K 4E & E R 2 1E$R D Relevance (1)

% value relevance [ TR TE 2V, RIS, 13, 13 HITHEIHICHE TRV, HEMR L
R LT, MRS OLAITIE, BESEEOHEF|IEIZ transitory earnings 735 £ T
WHEIE @mﬁwfW@%MmmWfﬁéﬁﬁﬁw:ﬂﬁ®@% Lo THRR-TND,
WS 3 DOFIZED relevant T HWRFEWIL 9 5H D, ZORFEH O D [T, Panel A, B
EREREWVITR, 1O ER SND DL, 1989 FORFEHTH D, ZOMTIE, itk
ORI DIREN BB /2ADEIC 7> T D, ZHVUTEKIC K T % anomaly TH 1 |
ZOJFRIITHA LW, £ 9 LEEBERPNE L TO DM FEEEZHR L TBLRETH A
D6

ZbHE 6, FaED persistence (FFHXHICHIBI SN D DO THY | ZOXVMMETH S
transitory OFRE G | FHRTEIZ LR E B 7220V, WiE OFEFULIRDUAKTT L IR £ 5
FIThHYH, HEZOHEIZDTEROGNT WD, TORMNOLE XX, TXTOREEFREN
transitory Td 5 L #EERIICV) D DITFAY TH D, EEE. 2 2 TOMGERERIL, BEE1 FZE 0
relevance IZH 7= X 2 WEBEDOREIIZHETH D Z L 2R L TWD, AL transitory T 5 D
XL R EE TH D ITITE N RV, AR 2 IER & WV 5 b Tk,
FIZE D relevance 1325k 70 SF D 528 4 52 1T THESET AL IR £ 2 LA b S A THIZE O relevance
EEZRTNERERVWDITTH D,

RIS, EEDREOFENL, Panel DIZE L DT, EHY I —OFHAMEHGE L=/ R1T
Dummy Test IZ/RENTHEY | REKORFEMIZHNT, EHY I —ZEKETVIZED D
ZEDHEEMNHERINTVWD, BRHEE SN RBUCH T2 2 2 B2 MEE L2k R1T
Hausman Test DAl R STV D, BRI, BERIZE. MAZEOT XTI OWT, EER)
RETNE T UHLDPRET NV EITHEEN DL DIT 10 REH L L, W TR TOFI
CHEENROOL, DTN 2 REHTH S, BEEFETIE 14 ORFEH TEOHEEN
MR S AL, RHFIE &AM TIX 15 I THEZENHR SN TWD, OET /T T,
AR AT OFREBE AT T VIR, EENROELZ RS Z T TN D, ZOEEDRS,
F4& D relevance % ST THIWT L2 F T2 720 1 DOEBEERER TH 5.

53 WARRERLBREH

—Iz, AOFRETH HIERIF, IEOFIRIZHLT, transitory earnings 73 X W £ < &£
L7120, BRIZPDPAREIFREIZEOFR IO ZN LY /S b2 Lk, ZhETEL
DFEFRFIC L » THP D LTI Y L KAH (2002) 12FBVTH. %< OREBITIBNT,
ZOZ LTRSS T WD, —J7, AIEOHT Tl KRB THIZE 2 BES 7> D S 05 Rl 4
® relevance |[ZEEREEL HI-Z TWe, 25T 25 &, s L RO WT I R 725
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XB%A &
BhEBIETO»D, BERRFREICRA S, HIE—BEE OIERFMIE, 16k b &
TNV D EBF—RFOIENEDRIRBUCE E 72000, il b, Hitg &AL TR D
HHRANEEZ S > TNDOEMEE L THRITIIZR DR,

BN, FIRSKEDEADTF B——RFIREN——, | FIREE O EA DR 5—H
WDNFEE D ——D 2 DO BRPINL T D G0 E T A 2 Tl E THED D -, Table 9 13% D
HERCHD, HEIREOEA . 22 M 6 SOREM CliFITMSI TH D (Panel A, #RHFI
W DOYE EMFIZE DY E1E 2 DOWRRH T RF—RF &SI 1T TH S (Panel B,
C) * Z® Table 9 DFERIT, K WIS D SM % FRFATIN L 72 E AT T L ORRGE
ICEMBRHDHZ R LTS, 22T, LFTIX, 2ZF0RFETAVEZFHAT S,

P =a+ B X +B,D X + B;Dy Xy +Uy (M8)

ET VM8 D X IIRE EOFIIETH Y | = 3FI4E (OP: Operating Profits) . #%&%E (Ol
Ordinary Income) | #fiFlj2% (NI: Net Income) 23 £ 4L 4L 1 Bkd 72V DETRA SN D, £ D,
R~ A T X (K ORaE 1, NN EZ 0 LT84 I—ZBHTH D, 28D, 1%,
XAMFEELL TS O% A% 1, TN E 0 L THX I —EHTHD, B, EHHEERL
TRTOEEIT, BRI T 7 L— a3 b,

ZIZTH, RIS, AICIZEDET VGO A L THh%, Table10 (X, ZDOFRT
HbH, ETNLOFEEO LN X EFRROET N M8 K L, LITHEADOLEHELT-ET /L M2,
N I ZETIEOWLE D F % 43 BfE LT-E TV M7 %2 L T\ 5, Z 1% Wilcoxon O EFTEH & p-value
T DA EM=, BNST (T “HHSAMIC L D5 MEDHKR (AEMER) Tbo, HHEHEL
BEFIEIZOWTIE, ET VMBI, M7, M2 D2 ODET VLD & AIC /&<, LT
WD —J7 T, MIRIERICOW T, £ OESITHMIZITIV A RN LA, 20 Table 10 13 L
TW5,

[EFOFERIT, Table 11 TH %, Panel A, B, CiZ, JHICEFEM R, BRERIZLE, MFIZEIC
DNTOFRERERL TN D, HRY I =215 B, LIS & X — 2030 DR EL B, 135
LW ENITHOWNWT O FRE DR R, HoOMROEE (I > a NITAEHRR) (RS T
WD 2 DOMREMHEHNIZHEICE 2 > TV D O, Panel A T 6 iREFEH, B T 10 tRHEHI,
CT8IREMTHL, ZOZ b, BEIZOVWTay hr— L LTHARE, BiESMTo
FREERMCET /VTAERTH Y | AIEORHERITEBR TH D LM TE 5, DF D, BEEEH

bR L RRERIE - FIRIAE & T O X 5 AEVVE U D O, BT IS 2 EE 5 FEA RIS
LT, ®%EIDIE, Bt & E0hE LT, R 2 FHEL T 2 S E S ERFR. 2L ZTEERIDIE DR Big ERFET
LD THASD,
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FllaE K 4E & E R 2 1E$R D Relevance (1)

I, BEREREIZELRIFHRABTZALTNDDITTH D,

DOEN, BRIZDD DB L, P ETHLIRAEAINZHND TH LS, THANETHNIX,
HEDIFO N KV persistent THDH Z EAFEM L, #8503 noisy TH D & W I RFITEE S
Do EFEMIRIT 2000 4, RERAILEIE 1996 4, MAZEOSA L, 1979, 80, 81, 91 FEDIR
BHNCHBWT, AR L, DIEIZZR > TV D, BESIZ D0 D188 B, DR E IR~ A T ADIEIC /R
L2 EEABEINTWRVO L IIHRTH 5, ZOMGERRIT, K LIS & IT8RR D
WMEboTWVWDZLEHOLIEOTEDITLELEBIT EAKHERENI LT T (AT 2AD)
FRSIZD D BBEDME T T 5T TRV E WS . KBS (2002) ORGER: % HERT 5
LDOTH D,

I BIZ, REDEFE B+ B, DA DREHN . FISITIEdHiL, ERIFET D2
EEMERL TR I O, & <IT1990 FEDWRFEHNL, X TENPHERADHEIZR>TWVWD,
— i RE B+ B AR DIEIIT, 0 2 Mo ) biidEE Sy, it kY
KRERBIREIT LY SO AYE S B L TV 5 L) anomaly OFEAZIC LT, BEA
FHRAERLTWD, TOBRIT, FSI2, HETHDLZLICTEDH B REL, B THD
ZEIZEDDOTIERNZEN RSN TNDINETHD, ZITh, s & T8 HHE KRN
DRI E BT HZ LN TE D, 2O X HIT, JlEs LK L 13572 5 value relevance
bbb, BEFEHRZ O <D anomaly 13, B EREZ =2 hr—/L L THHEINRWELS
DTHD,

B\, PEEDNROBE MDD TR Z 9, BIHOBISSRM OB 2 T TS EARMET
b ZZTOERKSKME S BN L' T L E T, Dummy Test 33 X OY Hausman Test @
i RIS R E ZEV TR, 22 Th, EEDNROZE LY TERWEND . FIZEOFE
IZE - T, ERREMIC L > TREBOEGVRER>TND Z L EHEND b,

6 FIREILDRE : S FERRIGRER
6.1 EF V&G

F4% D value relevance ZRFET 512 H72 0 | FITRELE L O OEADFF S (R
287> 123 B LT transitory earnings 73BT 5 Z L 1E, HEROMETERALNTE 2, &
512, LR UIBRISZELAEO R (size) (2720 LTHBREO BT SR TW5S, iEkD
R, RGN R EWVITE, LW £< O transitory earnings 738 £ 5720, K& 7325
BB DRI L VNS DL VI b DTH D, 22T, MUOFEMERZE L
MNED | HDHWT DEHIIZ) EFIRENEE SNZD, EHEYFY (mean reverting) 72
AP EE I NTZD LT D, KEFIEE (bigsurprise) 23dH->ThH, OB
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XBE5 &
DKIEITHERF S 41L720 2 & permanent earnings (2 DWW T OHARFUETIX, K& v a v 7 Ik
STHIERIESNDDTERLS NSRBI DOBHAHENRUICEL DL ZENRESNTND DI T
oD B RIIR A & BRAT S I IEDOMBEZ A L7222 6, KREBLZ2HIZSZ AT & A&
7RBAR IRV A . EEIC S FRIROSMGR E FES 2 £ 12T 5,

Z D S FHRI SRR D EFEF IR S LT RIS ZEAL OB D KN E 3T 2 REE LT,
FEOENBEOHIEIZ OWTDOAT 4 T VR RASND Z LRZW, 205G, FED A
T4 T EEADET, REICEGO KRR TH Y | RENRERIE DK E 2210
AR LT h ., EOMEFIEOKEITRINCO o THERF S 11720 & W0 ) BEFEREEDMBUE S
NTNDS, BN, BRPBRENM L. LoD RMIICITEROTFEKEEDOFLE LA
BAETERWETIX, 2089 RIREICHEHMNH S (Cheng and Hopwood, 1992,
Freeman and Tse, 1992, Ali, 1994, Cheng et al., 1996, Kinney et al., 2000, Bartov et al., 2001,
Charitou et al., 2001, Skinner and Sloan, 2002, Cheng and Yang, 2003), F£7-. R3S LEEN K =
e, WEFRITEOHHREZ WIS 25 DICKHZET 5720, /NS ZR~RT E 0D BfED
&5 (Mendenhall, 1991, Abarbanell and Bernard, 1992, Livnat, 2003, Mikhail et al., 2004) .

LorL, TARTOERD I LR O X 9 RBFEREICH 5 D2 NE, FEIEIZHEL - T
HVR RV, —RIC, KEFHMERICTEWT DG OMISIIRERIC L > TRRDL EEZ DD
MHERTHA 9, Conrad et al. (2002) Tid, MBI DOIFMIZ NI D HHORISIE, FEFH
L RROBIAIKTT 5 LG ST\ 5, £72, anomalous 7245 R & fFRIR T~ 2 7= 721F 12,
BEFZOVESCT ORI EZHIZEI DL, METHA 9 (Lipe et al., 1998, Bartov et
al., 2001, Kothari, 2001), = Z T, ZOHITIX, ¥ERAT 47 2B A DHIFHALLFED value
relevance Z 2O TH 5 Z LIZT D, MEET DEUFET LIL, LTO#@Y Th D,

AP, = a+ BiAX, + B,Dgs AXy + By Dy AXy + B, Dgs Dy AXy + Uy, (M9)

EFTNVMI DX TG EOFIETH Y | =R (OP: Operating Profits) . #&&%E (Ol
Ordinary Income) . #fiF!|2& (N1: Net Income) 23 £ 4141 1 Bk & 72 ) DETRA S5, 24 Dgg
IE, FIRSZAERE GRIATAEEEBR) OF 7 L— b SHU7HERHE |AX, [ Py 7RO RER AT 4
TUERBZDLGEE L FNLUANE 0 LT LY I AR ThHD, T TEEILICHEOR
INE T D DX, FEEICL > THARUDB R > TNDLEEX N1 LTHD, 8D,
L RSB~ A T AOY G %2 1, TN Z 0 LTI —EHTHD, B, B

b AA, BRDNTIEBEIC AL TR R ORI YE LR T RS | BN IEEET
b, TOREOHFENAIIOIEIILTHZ LT N THEN, BEMIIICE S LIIRENT 57006, &
DAZETFESE R EClIk & 572, permanent earnings DHEE L IZBMR N RN E B BN TNWEIDTH 5,
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FlIEKEE & IR ARIEHRD Relevance (1)
HERS TAATOLEET, sl Rk cr 7 r—hrahd, ZOET AV MI X, 58HiDET
NV M7 ICFISZAL DR Z MR 72 b D Th D, T OREYFIZIHBN T, /IR B D
BREUT B, . KBRS OREUT B, + f, « /N IRBRS B ORBUT B + fy. KHL
RSB HEDOREUL S+ B, + B, + B, & LTRSS,
S HIZPA T Tl RS KEL B ZE R L+ 2RSS EARIE T /S S RO EEE N 2 7[5
JRHEE AT 9. FURUTKDEY TH 5,

Pe =a'+ B X + B;Dgs Xy + 3Dy Xy + B, Dgs Dy X + U}, (M10)

TR T ARE L. RO K H IR D,

& H5A : S TR SR

K& RRIFRZAACEEIZIX, £V 2 < D transitory earnings 23 & £ 41, K&
RS EALBAZ DD D IRIEUFFRE L, /NS 2R BB E N LD B/
X,

EF7VMI, M10 D & 9 IR ELFDO EROFF 52 2 bu—/L L7129 2T, LD
it HBA IS CFF S LU, AT E i L T B0 . KRERFIZEZ1E (big surprise) (2
X, £V %< o transitory earnings N EEN TS EHEESND Z L2742 d, 22T, [BUFE
TNANEHE 2D D2 HZATHAR LT, MREMLOFSE=a s br— 4 50I121%, ERIC
HELRBERND D,

MmoicENE Ay br— LRWEE KRERFEEIT DD~ A T AT 7z
ELTHEY, 2D, ZORBOET 2N TOW L HERTFIREOHBEDOR/NT H
D ENIHEE TE R, IS DS E ORI BB DO R E S LR DG E ORI ELFEORE S
ERELNEWIRIET AR, —REBICEN L TRIEL TV D KO ICR 2 28403, FIX
MBREALDFFFIIENT HISTH D Z L2 BETE RN LTH D, — kIS, R & B
DVEU DB, IR > T D &bl Tu %, Burgstahler and Dichev (1997). Barth and
Elliott (1999). Degeorge (1999). Easton (1999), Schrand and Walther (2000), Brown (2001), Brown
and Caylor (2003) 72 & DAWFFEIZ L - T, EEREE VSR I bEE. & <KL EDET
HEMPPBNZ LB BN TNDS, ZOMILTH T TITHENDZ L DI, HAE LBt Tk

& =X 5 73BT earnings management DFE R Td 2 & 7 D DN LEH T 573, Beaver et al. (2003) 1.
FAUCE ENRRFELE R LTV 5,
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XB% &

THHANENERR>TND, TDOZEa2BE L, FIRRELOR I E L7227 b H5A
ZEIEL T, UTORMEEZ D,

&t H5B

KEp~A T AOFEEALFEIZIT, £ W %< O transitory earnings 73 &
EN, REQR~A T ADORREACHFNZ DD DAREIRAEIL, NS~ A
FRAOFBEEFDOZN LY /S, LinL, 77 ADFIEE(IZD
WU, BUEO R/ Lo TREUZ R e 5720,

Z O H5B X, 7T ADOMORIZEZAL (HEAR) (22A LT, HBEZERIC X 5iE0E
BRNDIZTZN LT, A T 2ADMOFIZEEA (BEE) 1oV TiE, KERLZR RS2 A1
K& 72 transitory earnings N EENDHEWVWHEETH D, ZOLHIZHEETHEHBD 1 D0,
HERAT 4T o HBR W ES L TV LRI, 20BN T, BREMICH
7oz, Wb L EEFNEZ BRI D> TERTE L2 RERZTENTND L TFHRTE L)
HbTho, b 1OOIMIL, ¥ERAT 47 U ZBR DB ZRER L TV DHEEITIT, FE
AN N AL L= LA Bz, U A R 7 BigBath 72 &, &4 B L7210 TRIZE 2D S8 C
WOHBRENEZEND EBETEHNLTH D,

S A, M9 & MI0 DIEYED BIE, 72 DITHIFRZAEDRF51C K > THERFRR RSB &
Nz LTh, ZORKERD Z L IXTERY, ZNTH, FRO X 0 TR S - REED
il LT, LR T, FIREILOfFEE oy tha— L, TOFFIZLDIERPEEZEEL

ST 52 LICT 5, B, ERAT 47T U EFHRET LA L WIS b
PRUVNVKPEZED 1979 — 90 ED 25 YT EERWZT2o, LLF TORY 7 VT 9,097
firm-years & 72 > T\ %,

6.2 &R Ak R

RlT, FERA(AIC SV THAT L& 5. £, FIEE(LHORIE bRV E T M7
EBUESRIEZ AT LT T /L M9 @D AIC Z Hi L Tz, £ OfERIT, Table 12 [ZR S 40TW
%o &7 /VOFLT O BSNITET /L MINITET /L M6 2% L TV %, Table 12 @ Z {3 Wilcoxon
OREF . p-value 137 DA ERESE. BNST I3 “IENIC L 25 B REDTEE (FEHR)
ToHd,

O Table12 & f.5 & EHEML, RERLAE. MR L b2 BUIEERZNL7ZET v
M9 @ AIC X, ZNEBEHELZET VM7 L0 /SR TWRY, BRI & MR o
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FllaE K 4E & E R 2 1E$R D Relevance (1)

B, AT AT VY OEOFFIEITZATHY, LA, MID AIC DIFH BRI 2o T
%o ZOXEHT, BETNMIDOBEEEN M7 LV H5 > T0DHOE, BURERIZITKRE 220G
WNED 20D, & D WIE R OF AR O L EALRIEDREE L TH2D 00 s LIV,
Z DL EIRIEDORBENEEL TWDH Z LT Loob, BIETHH L2 X 512, FlEEZE
KO TEay ba— T2 LICHERERRH D720, T/ MI Mo d 2 CTlAEHK
ERWOIFIC, pirxEd s 2 L1235,

FT N MY XD EIFORERIT, Table 13 12F &7z, KA H5A & HEB & D fHEIE
KRR HE81FE & L 0 £ < O transitory earnings 23 & £ TV 5 & PAETLINENTH D, L
Te3 o T, WT LRGSR S D DINEREDD DL, R B, DFF 5 HEDRER % R
E XV, BEERRICOWTORERTH S Panel A TiX, 7 DOPRFEHT L, ITHFHICHE
725 TWDHMB, 2D H 5, 1979, 82 FOWRFEMTITAERT 7 ADEIZR>Tnd, ##
HHROLEIL, BB AETHLOIRF UL TIREHTH Y, 1979, 85 40 2 H M TIX
FBrRld7 7 ATh D MMFEOLGEIIL, B, DA EICR > TWHIREMIZ12 20 b DD,
SIREMI CTEDOHENT T A>TV D, ZDOZEND, KEMARMERHEICITLY £ D
transitory earnings 23 % £415 &9 S FRIISRFUX, 4T L ERICIFREI N2V E D
D, XM RBREIIE VRV, T LA, 2 2 TIERBE AR BEEFEDIT O 23, LV persistent
ThHDHEHETEDRIAERNE LN TVDEZLIEALTBIRETHA I,

E 5T, KB HE4R 12 K & 72 transitory earnings 28& £105 & 13V - T, K
EOFRIEOBENE 2D D, BEAFZT2IRELOATHY | BRERE CIIBESHh
FURIALE TIZ 6 IREMH TH 5, Z D K 5 RFEE ORI L HiE W E, RBEHEAR 4O quality
L B EARROREFIE LD b MRZEOIE ) MENZ L AW TV D, ZauE, MiFlEE
DIEHI D, LV EZL OB TEIZ L > THREIRH A FEETH U . KBURIEZE D persistence
RN Th D LHESND,

77 IS DM SN T OFERIFEMETH 5, 3, WA DB relevance % K 4475 4,
PHBEZRADEIZZ2 > THNDOIE, EERME TS RES, BFEFIE T4 REH, M
T 2RBEHMTH D, TNUNAEREDMEICI > TWD O, B T2 G, &%
FIZETIL 4 RG], MARETIX6 REM ThH D, T TITHENDIZ L HIT, BEEL WO 72T
RIS ZACF I DR MR T2 DT TIERWDTH 5,

Z O DOIEAIL L BT, K H5A & H5B 1E, Bt OB A R & X, 72T FlaE
@ persistence 1ML < | FERFAIZ DD DRENT LV /NS 2D EPRELTWD, ZORGERE R
AET DT, BRSO D15 B, + By £ 0 b KBRS B HEOFIRITH
MBI+ By + By + Lo DN SO ENEHENOIT IV, UFTIE D B,+4,<0T
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XB% &
BY ., D, 2P+ L, ER ERRICERDINENERGET D, Table 13 OAHID 1, I,
HI, IV IE, 2 2R SN TV EAERDBRNLT 20 ENO GG OFERTHY | FE (7>
SNITAEER) 2R LTW5D, 22T, Lo & o 5I2i%, Table 13 @ IV OEFE
fERZ BT L,

BAE DN R E N LT & b o THEEZLBIZ DI DR BME T L TWDH EWVWR D
DI, BHEAEOLGEITIEL I REN, REFIROL AT 4 REH & Db 00, i
DFEITIE, TIREH &2V, 22 TH, MFESIZOWTIE, BRI, BREFIRE & ITRZR
DERPBEINTWD, REBERFIEZLTH LR D2, ZOMWBEIZLY ZL D
transitory earnings 23 & AL TV D & W D G HBA @ S FRIKEELIL, B R0 w48
TR, MFIZEDIZ O IZY TIXE D, Fhid, BFEINTORFREIC X DB e85 b
WO ki, LA, BENTOKRERIEICI D REENE D, ZORRIT, ZOMmXOE
LRERTHY, 22 CTOMGERBRIT, 2 E TOMRTIFRFINTE 72 S TR UMK &
RETHEEZRIEL TS E NS TEN,

PEZESN R D BB A FiFE L 7= Table 13 @ Panel D 1%, BULIRZEWEE R 278 LT 5, PEZER] A
TAT N Fv—2 L LB D & X — 2R LI2DIz & b 72 > T, miElitk
BOREIZHT- 2 DEEDFEORENGE > T 5, Hausman Test (285 & = EERIZE, £
R, FFEO T X TICTHEENRPAEREELZHIZZATVDOIE, BTN 4 >ORE
HTho, BEMEOGE . EXENRPAERZELZHT-ZTHDHDIXTHTHY | Hiffio
BT NVORPEZITD LTWD, ZORRIE, B FEFISITRBURZE A O Sk 2 Ik U 72 R
BRI T VNS FEEICEAOBREAI A TWAZEEZRLTWS, 127, Thic k- THE
FENFIHHETE TV DREIIIROENTEY | EROEESY I —OBEEMEN KDL TS
b T2,

ZAEIE, FIISKHEREETIAE T 5ET L MI0 IZOWTHREEL L 5, Table 14 1%,
AIC ZHB L7-fERTH D, T /LOFEHD BSN IZET /L M10, N ZET VM7 £ LT
W%, Table 14 @ Z |% Wilcoxon D EREEH &, p-value 1%F DA E M=, BNST | _IE/ A
IZ XD EMEDER (HEMSE) ThHod, 20 Table1d 5 1%, EHERE, BEFLE,
FlzE & Hic, HBEERZMM L2 &1, AIC OR/MEIZIZE A CEBKL TW RV, 378
B, BT VEAGEO EFIZIFEN S TR ERHIT S,

ETIL M10 12 K D RIFOFERIL, Table 15 TH 5, OIS, RIS A3E L/ BB 4%
EEDOHIRIZ NN DR DETH D B, DABMEEEN O X 5, Panel A 135 354 2 F A
BELESRETHY, 8ODRBH THAEREDHEIC/R>TEY . BERADMEICR > TN
DUHEINT. DTN LI Lo, KRBV AR ORIZEIZIZ K 0 £ < O transitory earnings
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FllaE K 4E & E R 2 1E$R D Relevance (1)

MEFENTVD LV D S FRIKSEH HBA 1XIF & A EXFFEN T, LA, Zoff
Rix, RELSFREBHEIM L7z & id, FIERE#HRIT. £ D persistence (ZOWTHGHITH D Z

EERLTWD, RIS, BEFRZEOEEICIE, TOREPEERIETHDOIE 9 WREH,
FEZATHDRFEMIIFE L2V (Panel B), Z OFERIT. MRl & FIZE OBIRA S AT
Z7e<  IFRTHDLZ EER LTV,

i)y, FRIEOHBEITIT, FHEARERZR LT D, R B, N ERIEDEIC/2 > T
WHDIZTMB LN, £<1L 80 FRIZEF L TWD, ZNAARERADHEIZ/>TNDHD
H 7T HITHY . W 90 FRICEF LTV D, KHIFL AR 2 FR R L TV 2 B EOFIRE D4R
IR T35 &9 HBA S FRIFUMRERIL, EmAIT AL T 2 D TIEZR < Z ORFFIEIC
A LT, BRHEMEE L TOWDRIICEN TR SN TWD, 2O X512, FlIREORHIC &
> T, KBS OFRNEN R > TND 2 &, BFRERV LIFRICE > T, Z0E#
NENR D Z L 2R L2 L3, AT CIERE SN TOWRWIHITZ B R Th 5,

ISR & R EORIRIT DD DR B O EEZRDT B 1. BEEOLAIZIL 8 H,
PREFIZE T 13 W), MFIETIX 2 BBV THEBERADMEIZ/ > TR Y | AERIEDHEIC
o TWHIEMIITFEL TRV, ZOZ M5, B EEOFIEICIT, BMistEIchk~S
T, £ V%< O transitory earnings 235 £4L TR Y . WEFIZED persistence (KW & HEE T &
%o RBUEIHES R OFIZRIZ D30 D AREN T BB B DT LD /S & ) R
RSN TWD DL, HHERIRETIE S M, REFE L4, MFETH 4 TH D, Wi
DI 3030 BT, WIS EE ORI 0 DB E 1 & B2 b7 RE I BRI
T 10 #, BEFE T 13 M, MK T 12 Wb 5, ZofIcBThH, S FRIINT
DRETITKRLNZRBIR TH D LT 27220,

AR AR OW T, BUEEZ DT, BEE TH D Z L BFIRICH D DB LK TS X
BEMEREEZ THLINWTHA D, SHITEMMIC, BIsOBBEEZ I EIF T, ZOFRED
WoZ ) DR T EMBEICT DIEEOEEMETARNVE HITE XD, (Koo H5A & H5B 13584
WIS E SN2 0D, FIZETE#HO relevance 2% 2% 9 2 Tik, BT 2 HLE TR WT
HAHH, EEEIZ, T AMI BLUMI0 O AIC EREREO R TY, FIREEBRO &1
AT 5 2 L ICRBI R BRI R SR o T, 77 L, RERE 2B BN b o
BRI ONTIE, TR (R) L 77 AOBRICH D Z L1, (EROWFZETlEiEm
ENTVWARVETHY, VWoZ ) ORGFENLETH S H, ZORBEIL, KEICTRIT 5,

Panel D @ RN R OMGER RiL, FIREAKEET VDI D BRIREEEET VL0 b
IROEBEEBRZTDH LN —RIRHERNZ IR T /R EZ R L TN D, HERRE, #%
RIS, MFEOT R TUZONT, HEE SN DBRBRELNRO OB REEBEZ T 0D
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XB% &
DIXTHTHY . RO EEETT AO 4B I 0 LHMLTW5, BITETER LI-EE
MFRIZOWTHENO THD & EEDRPAERE B2 HI-ZATVH 01T 13 ORFEMTH
O, HIEO 7 HED LML TV D, FIZED relevance % fE) b HHFFE TIX, FIZEKEN
EBITERIREIND Z ENZVR, 2 2 TORERIL, FIERKAED relevance % MEET 5555
WZESITEENROMEEZ XLV EN DD Z 2R LTS,

7 ETILOHE EFIED relevance
71 M|EETIN
Z OFSCTIE. MEFIRICE £ 5 transitory earnings & [Al)FE T /L CoOyBEHHE L €. &E
ENWERZENS TS D THASH permanent earnings % BRI HER L. FIZETE O
relevance % fRaE L T & 72, AR A LKEE 7 /L 1%, transitory earnings Z¥# X2V 129 % 9 2 T,
HEREE ZRIZL TS, ZTHETOONRIRIC LE, Bk EEOREFIEICIT
transitory earnings 233 £AL TN L7 —ANE < Flo, BRI, HEROER &I 51
WANRNGEN TV, E 61T, ATEITIE, RREBRBERITIE, MR LY b RER
permanent earnings A& £ TE Y | FIRICHN DB EED Tz, 7272 L, T O KRB
& D persistence DJFEK X759, WE 72 fact finding D& H TR0,
ZZTIOHETIE, Th b0k, Bt KBS ORI Z T TG L7 FIiEE A1k
BT NEEZ, RS LTHD, ZORIFRITROBY TH D,
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Table 1 Descriptive statistics

Panel A: AP

Year Mean St. Dev. Min 1Q Median 3Q Max

1979 99.182 238.189 - 440 16.500 58 112.500 2,620
80 - 56.266 182.122 - 1,900 - 104.000 -35 15.000 580
81 67.847 280.061 - 549 - 23.000 10 73.000 2,990
82 - 56.848 197.953 -1,290 -70.000 - 26 2.000 1,349
83 43.476 187.158 - 750 - 19.000 11 61.000 1,790
84 210.892 440.440 - 255 22.000 102 213.500 5,510
85 25.114 534.212 - 5,000 - 35.000 29 112.000 5,700
86 19.727 389.185 - 3,485 - 54.000 35 142.000 1,651
87 31.231 436.289 - 2,580 - 95.000 16 130.000 3,690
88 288.421 491.359 - 3,180 126.000 227 395.250 3,516
89 120.391 473.132 -2,790 -32.750 165 334.750 3,180
90 139.957 635.708 - 7,010 - 145.750 70 340.000 3,270
91 - 230.755 435.954 - 3,450 - 332.000 -181 - 60.000 3,040
92 - 423.886 559.453 - 6,800 - 480.000 - 280 - 180.000 520
93 - 46.373 260.535 -2,830 - 119.000 -40 37.000 1,070
94 89.634 361.762 - 2,250 - 32.000 43 133.750 4,580
95 - 181.563 328.568 - 3,490 - 224.000 - 100 - 36.000 630
96 555.344 7,839.837 -1,280 74.000 140 270.000 179,000
97 - 467.860 7,229.178 - 168,000 - 254.000 - 160 - 80.000 3,020
98 192.722 7,454.027 - 2,030 - 219.000 -134 - 70.000 174,000
99 295.884 6,531.610 - 1,160 - 102.750 - 47 32.750 154,000

2000 -508.896  17,640.228 - 415,000 - 75.500 -11 66.500 22,250
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Table 1 Descriptive statistics (continued)

Panel B: AOP

Year Mean St. Dev. Min 1Q Median 3Q Max

1979 10.447 56.782 - 313.548 -2.720 6.801 18.541 751.364
80 11.051 30.837 - 179.545 -1.452 9.210 21.967 211.839
81 -0.800 39.129 - 221.479 -12.423 -1.292 8.355 342.396
82 -4.123 40.379 - 423.182 -13.961 -4.458 5.522 366.643
83 -13.734 36.750 - 356.208 -21.270 - 6.840 2.254 124.895
84 1.544 24.007 -135.733 -7.084 1.422 10.213 160.494
85 6.299 38.817 -128.293 -3.164 4.333 14.772 515.455
86 - 14.596 51.793 - 560.747 -19.340 -7.222 1.149 157.513
87 - 10.717 30.845 - 192.537 -20.343 - 8.890 2.200 104.535
88 4.994 45.244 - 686.222 -1.601 6.004 15.511 108.586
89 9.245 21.821 -67.691 - 1.587 5.742 16.509 129.472
90 0.207 26.050 - 252.167 - 7.939 0.157 10.371 144.391
91 0.307 19.920 - 104.267 -7.775 1.362 9.447 72.267
92 -7.322 27.319 - 268.370 - 13.007 - 3.501 3.612 108.438
93 -12.808 26.652 - 148.237 -22.170 - 8.863 0.435 130.385
94 -10.698 30.407 - 324.296 -17.309 - 6.558 1.058 80.436
95 6.365 27.729 -297.183 -2.859 5.406 15.938 227.396
96 8.404 175.047 - 188.858 - 8.643 0.487 8.691 3,948.500
97 34.054 658.968 - 260.711 -1.769 4.682 14.783 15,317.500
98 - 31.455 592.632 - 13,845.000 - 14.806 -3.743 4.542 230.799
99 12.297 573.667 - 351.954 - 20.610 -7.923 3.560 13,511.000

2000 - 5.497 325.346 - 7635.000 -3.979 6.381 18.632 377.438
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Table 1 Descriptive statistics (continued)

Panel C: A0l

Year Mean St. Dev. Min 1Q Median 3Q Max

1979 12.816 57.910 - 339.452 - 0.549 7.983 19.106 787.727
80 8.867 31.621 - 190.000 - 2.682 5.955 17.965 239.774
81 -3.195 38.432 -211.783 -14.425 -2.842 6.042 288.870
82 -1.139 36.546 - 269.545 -11.239 - 1.527 6.322 390.210
83 -12.101 36.161 - 345.767 -17.936 - 5.628 2.197 144.266
84 3.498 23.225 -121.833 - 4.986 2.651 10.591 139.550
85 9.276 40.124 -117.984 -0.221 6.360 16.150 564.545
86 -12.333 43.024 - 431.496 -15.935 - 5.684 1.543 115.626
87 -6.524 28.807 - 164.476 - 14.762 -3.679 4.220 112.270
88 6.841 37.927 - 540.057 1.172 7.091 15.656 115.152
89 10.966 21.473 -75.111 0.287 7.247 17.886 130.122
90 0.876 25.777 - 312.630 -5.714 1.245 7.483 166.867
91 - 3.445 35.739 - 630.035 - 8.097 -0.108 5.339 90.384
92 -9.499 38.907 - 273.475 - 17.757 -6.331 1.570 598.264
93 -12.145 27.217 - 162.107 -19.749 - 8.067 0.380 153.816
94 -9.351 29.332 - 306.434 -16.614 -4.833 1.420 68.965
95 5.278 26.505 - 254.597 -2.435 3.915 12.572 212.402
96 5.102 36.649 - 178.604 -4.031 2.796 11.586 531.500
97 24.734 439.466 - 259.113 -1.030 4.385 14.153 10,205.500
98 -31.211 594.118 - 13,883.000 -14.671 - 2.797 3.879 192.335
99 16.975 687.341 - 328.477 - 20.927 -8.479 3.458 16,203.000

2000 2.630 143.547 - 3,280.000 - 2.869 6.086 18.251 389.918

42



FllaE K 4E & E R 2 1E$R D Relevance (1)

Table 1 Descriptive statistics (continued)

Panel D: ANI

Year Mean St. Dev. Min 1Q Median 3Q Max

1979 3.325 38.362 - 347.129 - 0.402 2.381 6.781 343.636
80 6.333 34.206 - 105.102 -0.746 2.509 9.613 401.516
81 -0.877 29.146 - 230.874 -5.425 -0.530 2.381 186.512
82 -1.870 26.758 -174.167 - 6.503 -1.320 1.782 293.776
83 - 4.302 20.974 - 153.098 -6.798 -1.749 1.443 130.245
84 0.529 18.444 - 178.986 -4.177 0.405 4.438 79.942
85 4.897 23.636 -105.731 -0.777 2.788 7.478 242.453
86 - 5.607 26.443 - 241.107 -7.128 -1.214 1.749 70.257
87 - 5.004 21.477 - 227.668 - 8.881 -3.201 1.032 91.757
88 3.587 20.014 - 248.935 0.289 3.122 7.782 117.787
89 7.108 32.414 - 65.472 - 0.064 3.664 9.469 555.632
90 1.804 26.897 - 436.067 -1.823 1.952 6.205 107.402
91 -0.875 52.080 - 989.867 -3.681 0.541 4.568 344.100
92 - 5.493 53.013 - 349.626 -11.130 -3.712 0.505 978.092
93 - 8.692 24.174 - 181.986 - 13.262 -4.851 -0.249 159.016
94 -5.170 28.428 - 250.571 -9.234 -2.700 1.223 129.247
95 3.436 28.643 - 186.260 -2.334 1.490 7.020 299.143
96 0.529 31.343 - 268.527 -2371 1.690 7.649 148.980
97 15.163 290.186 - 258.344 -2.293 1.440 5.850 6,707.000
98 - 25.837 476.290  -11,102.500 - 8.206 -1.451 2.357 225.919
99 -3.512 227.960 - 560.762 -19.170 -6.745 -0.212 5,203.000

2000 5.094 88.868 - 542.390 - 13.160 2.326 15.583 1,340.000

P = Stock Price, OP = Operating Profits, Ol = Ordinary Income, NI = Net Income, AX = Xi— X1
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Table 2 AIC comparison among independent variables

Year Aop vs. OP vs. BVE Aol vs. Ol vs. BVE ANI vs. NI vs. BVE _ﬂ‘OOF: _ﬂ‘?\ﬁ _i“ON'I
1979 0.23261 - 0.01800 - 0.04154 0.22182 -0.05126 - 0.05233 0.26687 -0.00788 -0.00728 0.01079 - 0.03426 - 0.04505
80 0.09587  0.00665 - 0.00894 0.10024 - 0.00028 - 0.00456 0.10635  0.00454 0.00155 - 0.00437 -0.01049 -0.00611
81 0.13357 - 0.00269 -0.00129 0.13225 -0.00575 -0.00261 0.12877 -0.01098 - 0.00609 0.00132 0.00480 0.00348
82 0.05789  0.00353 - 0.00059 0.05797  0.00067 - 0.00051 0.05834  0.00064 - 0.00014 - 0.00008 - 0.00045 - 0.00037
83 0.05490 - 0.00342 - 0.00644 0.05605 - 0.00358 - 0.00529 0.05971 - 0.00102 -0.00163 -0.00115 -0.00481 - 0.00366
84 0.26157  0.00468 -0.02319 0.25779 - 0.00120 - 0.02697 0.28471  0.01177 - 0.00005 0.00378 -0.02314 - 0.02692
85 0.13873 - 0.00828 -0.01148 0.13580 - 0.01459 -0.01441 0.14641 - 0.00367 - 0.00380 0.00293 -0.00768 -0.01061
86 0.13483 - 0.00483 -0.00191 0.13457 - 0.00589 -0.00217 0.13846 -0.00176 0.00172 0.00026 -0.00363 -0.00389
87 0.18647 - 0.00022 0.00230 0.18648  0.00031 0.00231 0.18604  0.00065 0.00187 - 0.00001 0.00043 0.00044
88 0.35736 - 0.00749 -0.00772 0.34855 - 0.02365 -0.01653 0.39003  0.00284 0.02495 0.00881 - 0.03267 -0.04148
89 0.15734 -0.01003 -0.01060 0.16135 -0.00767 - 0.00659 0.16914 - 0.00014 0.00120 - 0.00401 -0.01180 -0.00779
90 0.16518  0.00711 0.00763 0.16347  0.00855 0.00592 0.18031  0.02331 0.02276 0.00171 -0.01513 -0.01684
91 0.04120 - 0.00102 - 0.00100 0.04241  0.00031 0.00022 0.04293  0.00009 0.00073 -0.00122 -0.00174 - 0.00052
92 0.02107  0.00079 0.00011 0.02164  0.00200 0.00067 0.02169  0.00081 0.00072 - 0.00057 - 0.00062 - 0.00005
93 0.03247 -0.00116 - 0.00095 0.03302 - 0.00065 - 0.00039 0.03586  0.00079 0.00245 - 0.00056 -0.00339 -0.00284
94 0.04745 -0.00393 -0.00332 0.04613 - 0.00555 - 0.00463 0.05171 -0.00063 0.00094 0.00132 - 0.00426 - 0.00557
95 0.02210 - 0.00048 -0.00109 0.02174 -0.00213 -0.00146 0.02430  0.00028 0.00111 0.00036 -0.00220 - 0.00257
96 0.16608 - 0.01066 -0.01197 0.16911 -0.00843 - 0.00894 0.17289 - 0.00375 - 0.00516 -0.00303 - 0.00681 -0.00378
97 0.04028  0.00478 0.00034 0.04057  0.00764 0.00063 0.04190  0.00477 0.00197 - 0.00030 -0.00163 -0.00133
98 0.05095  0.00246 - 0.00416 0.05034  0.00168 -0.00477 0.05389  0.00389 -0.00122 0.00061 - 0.00294 -0.00355
99 0.08430  0.00288 -0.00211 0.08456  0.00211 -0.00185 0.08418  0.00053 -0.00222 - 0.00026 0.00012 0.00038
2000 0.34567 - 0.00079 - 0.00358 0.34661  0.00233 - 0.00264 0.34837  0.00176 - 0.00088 - 0.00094 -0.00270 -0.00176
79 - 00 0.13217 -0.00120 - 0.00692 0.13247 -0.00333 - 0.00662 0.13780  0.00019 -0.00129 - 0.00030 - 0.00563 -0.00533
Mean 0.12854 - 0.00182 - 0.00598 0.12784 - 0.00477 - 0.00668 0.13604  0.00122 0.00152 0.00070 -0.00750 - 0.00820
Median 0.11472 - 0.00091 -0.00271 0.11625 - 0.00092 - 0.00263 0.11756  0.00058 0.00073 - 0.00004 -0.00351 - 0.00361
z -1.185 -3.198 - 1510 -2.971 0.958 0.308 -0.341 -2.711 - 3.555
p-value 0.236 0.001 0.131 0.003 0.338 0.758 0.733 0.007 0.000
BNST 0.286 0.004 0.523 0.017 0.286 0.832 0.832 0.134 0.001
Earnings changes model (M5): LP" — OHIBﬂJrZyj D; +Uy P = stock price, X = accounting earnings (OP, Ol, NI) , AX = X— X_,, D = industry dummy (j=1,2, -,
it-1 it-1

17).  For example, OP represents the regression model M1 (simple earnings capitalization model). BVE represents regression model M3 (book value of equity model). The
column “vs. OP” represents the difference in AIC between simple earnings capitalization model (M1) with using operating profit as independent variable. Z = Wilcoxon test score,
BNST = p-value of binominal sign test.
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Table 3 Value relevance of earnings changes

Panel A: AOP

Year Coeff. White-t p-value F p-value Adj. R? vs.OP  vs.BVE
1979 1.1048 5.359 0.000 6.893 0.000 0.2599 0.0572 0.1321
80 0.7465 2.434 0.016 8.235 0.000 0.3006 -0.0485 0.0652

81 0.8745 2.109 0.036 5.901 0.000 0.2238 0.0156 0.0076

82 0.1606 1.907 0.058 3.300 0.000 0.1182 - 0.0537 0.0089

83 0.8968 4.585 0.000 8.428 0.000 0.3000 0.0437 0.0821

84 1.8091 4.108 0.000 5.183 0.000 0.1929 -0.0145 0.0715

85 1.6766 4.130 0.000 5.188 0.000 0.1926 0.0482 0.0668

86 1.2929 3.051 0.002 4.153 0.000 0.1503 0.0305 0.0120

87 0.4875 1.219 0.224 2.467 0.001 0.0762 0.0011 -0.0114

88 4.2453 3.018 0.003 6.533 0.000 0.2324 0.0161 0.0166

89 4.5206 4.454 0.000 7.918 0.000 0.2641 0.0469 0.0496

90 6.2500 5.555 0.000 4,634 0.000 0.1356 -0.0372 - 0.0399

91 3.3403 4,104 0.000 4.081 0.000 0.1059 0.0221 0.0217

92 1.2993 2.721 0.007 6.317 0.000 0.1634 -0.0313 -0.0042

93 2.2881 7.172 0.000 7.738 0.000 0.1949 0.0286 0.0235

94 2.4277 5.646 0.000 9.028 0.000 0.2218 0.0645 0.0544

95 1.6215 4.903 0.000 8.063 0.000 0.1977 0.0173 0.0397

96 3.0659 8.209 0.000 2.868 0.000 0.0607 0.0603 0.0677

97 1.6093 4.457 0.000 8.546 0.000 0.2010 - 0.0948 - 0.0067

98 1.2744 5.367 0.000 8.382 0.000 0.1957 - 0.0389 0.0657

99 0.5097 2.540 0.011 7.779 0.000 0.1797 -0.0280 0.0205
2000 0.6265 1.917 0.056 3.121 0.000 0.0640 0.0021 0.0096
79-00 1.0254 6.964 0.000 97.915 0.000 0.2930 0.0065 0.0370
Mean 1.9149 4.044 0.1832 0.0049 0.0342
Median 1.4543 4.119 0.1939 0.0159 0.0226
Z 0.730 3.393
p-value 0.465 0.001
BNST 0.286 0.004
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Table 3 Value relevance of earnings changes (continued)

Panel B: A0l

Year Coeff. White-t p-value F p-value Adj. R? vs. Ol vs. BVE
1979 1.2039 5.425 0.000 7.995 0.000 0.2942 0.1595 0.1664
80 0.6123 1.937 0.054 7.184 0.000 0.2687 0.0021 0.0333

81 0.8072 1.836 0.067 6.119 0.000 0.2314 0.0334 0.0152

82 0.1422 1.813 0.071 3.274 0.000 0.1170 -0.0102 0.0077

83 0.7799 4.145 0.000 7.918 0.000 0.2853 0.0456 0.0674

84 1.9189 4.252 0.000 5.501 0.000 0.2046 0.0037 0.0832

85 1.9848 4,544 0.000 5.657 0.000 0.2096 0.0848 0.0838

86 1.5740 2.841 0.005 4.195 0.000 0.1519 0.0371 0.0136

87 0.4350 1.141 0.255 2.465 0.001 0.0761 - 0.0016 -0.0115

88 5.2926 2.936 0.004 7.135 0.000 0.2513 0.0508 0.0355

89 3.8481 3.443 0.001 7.267 0.000 0.2453 0.0359 0.0308

90 7.3687 6.574 0.000 4914 0.000 0.1445 -0.0448 -0.0310

91 0.8322 2.138 0.033 3.247 0.000 0.0795 - 0.0067 - 0.0047

92 0.1266 0.751 0.453 5.465 0.000 0.1409 - 0.0795 - 0.0267

93 2.0640 7.070 0.000 7.156 0.000 0.1811 0.0160 0.0097

94 2.6305 6.471 0.000 10.060 0.000 0.2434 0.0910 0.0760

95 1.5415 4,188 0.000 8.662 0.000 0.2109 0.0773 0.0529

96 2.4128 3.956 0.000 2.316 0.002 0.0436 0.0477 0.0506

97 1.4882 3.710 0.000 8.271 0.000 0.1951 -0.1515 -0.0126

98 15371 5.784 0.000 8.839 0.000 0.2054 - 0.0268 0.0750

99 0.4575 2.491 0.013 7.664 0.000 0.1772 - 0.0205 0.0180
2000 0.4998 2.096 0.037 3.031 0.000 0.0615 - 0.0063 0.0071
79-00 0.9696 6.557 0.000 97.142 0.000 0.2913 0.0177 0.0353
Mean 1.7981 3.616 0.1827 0.0153 0.0336
Median 15127 3.577 0.1999 0.0099 0.0244
YA 1.347 3.003
p-value 0.178 0.003
BNST 0.523 0.017
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Table 3 Value relevance of earnings changes (continued)

Panel C: ANI

Year Coeff. White-t ~ p-value F p-value  Adj. R? vs. NI vs. BE
1979 0.3701 1.931 0.054 3.982 0.000 0.1509 0.0250 0.0231
80 0.1139 1.308 0.192 5.862 0.000 0.2241 -0.0331 -0.0113

81 0.7051 2.142 0.033 6.718 0.000 0.2517 0.0638 0.0355

82 0.0882 1.770 0.078 3.151 0.000 0.1114 - 0.0097 0.0021

83 0.5343 2.661 0.008 6.432 0.000 0.2386 0.0130 0.0207

84 0.6965 2.200 0.029 3.420 0.000 0.1215 -0.0363 0.0001

85 0.7340 2.129 0.034 4.048 0.000 0.1479 0.0214 0.0221

86 0.6968 2.540 0.012 3.603 0.000 0.1274 0.0111 - 0.0109

87 0.7181 1.446 0.149 2511 0.001 0.0783 - 0.0032 - 0.0093

88 1.5900 2.440 0.015 4.539 0.000 0.1622 - 0.0061 - 0.0536

89 0.1861 1.846 0.066 6.091 0.000 0.2089 0.0006 - 0.0056

90 - 0.5093 -0.570 0.569 2.385 0.001 0.0564 -0.1220 -0.1191

91 0.3330 2.384 0.018 2.906 0.000 0.0683 - 0.0021 - 0.0159

92 - 0.0061 -0.184 0.854 5.390 0.000 0.1389 - 0.0322 -0.0287

93 0.5522 3.862 0.000 4.468 0.000 0.1108 - 0.0195 - 0.0606

94 0.9211 2.556 0.011 6.049 0.000 0.1520 0.0103 -0.0154

95 0.3457 1.377 0.169 4.829 0.000 0.1178 - 0.0103 - 0.0402

96 1.2934 4.800 0.000 1.655 0.044 0.0222 0.0212 0.0292

97 0.4220 2.254 0.025 7.087 0.000 0.1687 - 0.0946 - 0.0390

98 0.4811 1.935 0.053 6.322 0.000 0.1493 -0.0613 0.0193

99 0.2709 4.255 0.000 7.832 0.000 0.1809 - 0.0051 0.0217
2000 0.0981 2.090 0.037 2.864 0.000 0.0567 -0.0048 0.0023
79-00 0.2876 3.703 0.000 84.390 0.000 0.2628 -0.0011 0.0068
Mean 0.4834 2.144 0.1384 - 0.0125 - 0.0106
Median 0.4515 2.136 0.1434 - 0.0050 - 0.0075
YA -1.104 -0.893
p-value 0.270 0.372
BNST 0.286 0.832
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Table 3 Value relevance of earnings changes (continued)

Panel D (1) 40P (2) 40l (3) ANI
Dummy Test Hausman Test Dummy Test Hausman Test Dummy Test Hausman Test
Year F (p-value) 7> (p-value) F  (p-value) 7> (p-value) F  (p-value) 7> (p-value)
1979 261 (0.001) 0.81 (0.369) 271 (0.000) 153 (0.216) 3.14 (0.000) 273 (0.098)
80 596 (0.000) 371 (0.054) 5.85 (0.000) 437 (0.037) 591 (0.000) 957 (0.002)
81 4.09 (0.000) 10.22 (0.001) 4.11 (0.000) 9.02 (0.003) 4.81 (0.000) 0.01 (0.926)
82 3.24  (0.000) 0.01 (0.909) 3.26 (0.000) 0.01 (0.908) 3.27 (0.000) 001 (0.922)
83 599 (0.000) 249 (0.115) 596 (0.000) 262 (0.105) 5.78 (0.000) 425 (0.039)
84 2.67 (0.000) 6.63 (0.010) 264 (0.001) 3.06 (0.080) 297 (0.000) 13.33  (0.000)
85 3.41 (0.000) 0.07 (0.785) 3.47 (0.000) 0.07 (0.792) 3.47 (0.000) 414.50 (0.000)
86 3.14 (0.000) 0.20 (0.655) 3.01 (0.000) 1.02 (0.312) 321 (0.000) 098 (0.322)
87 2.45 (0.001) 0.24 (0.628) 2.40 (0.002) 124 (0.266) 250 (0.001) 0.03 (0.869)
88 3.26 (0.000) 621 (0.013) 320 (0.000) 460 (0.032) 423 (0.000) 482 (0.028)
89 4.30 (0.000) 85.28 (0.000) 3.88 (0.000) 56.82 (0.000) 6.28 (0.000) 5.27 (0.022)
90 164 (0.052) 481 (0.028) 170 (0.040) 6.48 (0.011) 248 (0.001) 121 (0.271)
01 2.96 (0.000) 517 (0.023) 2.67 (0.000) 20.69  (0.000) 271 (0.000) 13.39  (0.000)
92 538 (0.000) 35.42  (0.000) 572 (0.000) 0.01 (0.910) 5.69 (0.000) 126 (0.261)
93 3.96 (0.000) 212 (0.146) 463 (0.000) 12.76  (0.000) 417 (0.000) 597 (0.015)
94 4.63 (0.000) 38.64 (0.000) 4.89 (0.000) 11.38 (0.001) 478 (0.000) 6.11 (0.013)
95 416 (0.000) 23.01 (0.000) 4.49  (0.000) 857 (0.003) 465 (0.000) 0.68 (0.410)
96 090 (0.577) 113 (0.287) 077 (0.727) 0.06 (0.802) 0.88 (0.594) 0.28 (0.595)
97 7.03  (0.000) 214 (0.144) 6.90 (0.000) 3.74 (0.053) 6.85 (0.000) 560 (0.018)
08 559 (0.000) 501 (0.025) 5.45  (0.000) 9.15 (0.003) 5.64 (0.000) 2.78  (0.096)
99 6.40 (0.000) 46.24 (0.000) 6.51 (0.000) 3232 (0.000) 7.09  (0.000) 3.09 (0.079)
2000 3.00 (0.000) 6.59 (0.010) 3.01 (0.000) 25.56 (0.000) 2.87 (0.000) 0.87 (0.351)

LPh - +ﬁ& +27/j D,— +U;, P = stock price, X = accounting earnings (OP, OI, NI), AX = X.— X

it-1 it-1

Earnings changes model (M5): D =industry dummy (j =1, 2,---, 17).

t-1!

For example, OP represents the regression model M1 (simple earnings capitalization model). BVE represents regression model M3 (book value of equity model). The column “vs.
OP” represents the difference in adjusted R-square between simple earnings capitalization model (M1) with using operating profit as independent variable. Z = Wilcoxon test score,

BNST = p-value of binominal sign test. Dummy Test represents the results of F-test whether all industry dummy is zero.
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Table 4 Distribution of negative earnings changes

AQOP A0l ANI
No. of No. of No. of

Year N Negatives Chi-square p-value Negatives Chi-square p-value Negatives Chi-square p-value
1979 303 110 22.7360 0.0000 77 73.2706 0.0000 89 51.5677 0.0000
80 304 85 59.0658 0.0000 89 52.2237 0.0000 91 48.9605 0.0000
81 307 159 0.3941 0.5301 179 8.4723 0.0036 174 5.4756 0.0193
82 310 189 14.9161 0.0001 173 4.1806 0.0409 189 14.9161 0.0001
83 313 221 53.1661 0.0000 210 36.5783 0.0000 195 18.9425 0.0000
84 316 144 2.4810 0.1152 120 18.2785 0.0000 138 5.0633 0.0244
85 317 107 33.4669 0.0000 81 75.7886 0.0000 91 57.4921 0.0000
86 322 231 60.8696 0.0000 218 40.3602 0.0000 193 12.7205 0.0004
87 321 226 53.4611 0.0000 199 18.4704 0.0000 219 42.6449 0.0000
88 330 95 59.3939 0.0000 67 116.4121 0.0000 74 100.3758 0.0000
89 348 102 59.5862 0.0000 83 95.1839 0.0000 90 81.1034 0.0000
90 418 204 0.2392 0.6248 175 11.0622 0.0009 145 39.1962 0.0000
91 469 208 5.9893 0.0144 237 0.0533 0.8174 207 6.4499 0.0111
92 491 305 28.8411 0.0000 334 63.8065 0.0000 350 88.9633 0.0000
93 502 368 109.0757 0.0000 370 112.8367 0.0000 383 138.8367 0.0000
94 508 361 90.1496 0.0000 353 77.1732 0.0000 338 55.5591 0.0000
95 517 165 67.6383 0.0000 158 78.1451 0.0000 199 27.3907 0.0000
96 521 246 1.6142 0.2039 190 38.1593 0.0000 189 39.2495 0.0000
97 541 161 88.6525 0.0000 144 118.3161 0.0000 195 42.1460 0.0000
98 547 338 30.4223 0.0000 331 24.1773 0.0000 333 25.8885 0.0000
99 558 384 79.0323 0.0000 385 80.5448 0.0000 422 146.5878 0.0000
2000 559 181 69.4258 0.0000 174 79.6440 0.0000 240 11.1646 0.0008
79 - 00 9,122 4,590 0.3688 0.5437 4,347 20.0816 0.0000 4,544 0.1267 0.7219
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Table 5 AIC comparison between models

Operating Profits Ordinary Income Net Income
Year AOP N vs. AOP vs. OP vs. OP L AOL N vs. A0l vs. Ol vs. Ol L ANI N vs. ANI vs. NI vs. NI L
1979 0.21814 -0.01447 -0.03247 -0.01308 0.20358 -0.01824 -0.06838 - 0.05203 0.23931 -0.02756 -0.03544  -0.00640
80 0.09650 0.00063 0.00728 0.00783 0.10015 -0.00009  -0.00037 0.00143 0.10492 -0.00143 0.00311 0.00360
81 0.11892 -0.01465 -0.01734 -0.00949 0.11798 -0.01427 -0.02002 -0.00180 0.12603 -0.00274 -0.01372  -0.01277
82 0.05779 - 0.00011 0.00342 0.00311 0.05775 -0.00022 0.00045 0.00008 0.05872 0.00038 0.00101 0.00071
83 0.05513 0.00023  -0.00319 -0.00133 0.05637 0.00032 -0.00325 -0.00186 0.06005 0.00035 - 0.00067 - 0.00018
84 0.25724 - 0.00433 0.00035 0.00522 0.25640 -0.00139 -0.00259 0.00631 0.28552 0.00081 0.01258 0.01825
85 0.13817 -0.00056 -0.00884  -0.00868 0.13555 -0.00025 -0.01484  -0.01457 0.14732 0.00091 - 0.00276 - 0.00366
86 0.13190 -0.00293 -0.00776  -0.00683 0.13195 -0.00262 -0.00851 -0.00341 0.13571 -0.00275 -0.00451  -0.00301
87 0.18729 0.00082 0.00060 0.00075 0.18748 0.00100 0.00131 0.00219 0.18620 0.00016 0.00081 - 0.00035
88 0.33836 -0.01900 -0.02649 -0.00776 0.31547 -0.03308 -0.05673 -0.02976 0.39047 0.00044 0.00328 0.03376
89 0.15699 -0.00035 -0.01038 -0.01004 0.16119 -0.00016 -0.00783  -0.00863 0.16854 -0.00060 -0.00074 -0.00170
90 0.15858 - 0.00660 0.00051 0.00808 0.15583 - 0.00764 0.00091 0.00515 0.16538 - 0.01493 0.00838 0.01394
91 0.04095 -0.00024 -0.00126 -0.00120 0.03944 -0.00297 -0.00266  -0.00174 0.04309 0.00015 0.00025 0.00047
92 0.02110 0.00003 0.00082 0.00102 0.02066 - 0.00098 0.00103 0.00185 0.02167 - 0.00002 0.00079 0.00085
93 0.03247 0.00001  -0.00115 -0.00119 0.03313 0.00011  -0.00054 -0.00009 0.03596 0.00011 0.00089 0.00209
94 0.04708 -0.00037 -0.00430 -0.00182 0.04611 -0.00002 -0.00557 -0.00362 0.05159 -0.00011 -0.00074 -0.00046
95 0.02206 - 0.00004  -0.00052 0.00040 0.02180 0.00006  -0.00207 -0.00169 0.02438 0.00008 0.00036 0.00032
96 0.16666 0.00058  -0.01008 -0.01068 0.16969 0.00058 -0.00785 -0.00782 0.17273 -0.00016 -0.00391  -0.00425
97 0.03953 - 0.00075 0.00403 0.00481 0.03994 - 0.00063 0.00701 0.00940 0.04061 -0.00129 0.00348 0.00523
98 0.05109 0.00015 0.00261 0.00512 0.05039 0.00005 0.00173 0.00748 0.05252 -0.00137 0.00251 0.00835
99 0.08403 - 0.00027 0.00261 0.00540 0.08405  -0.00050 0.00161 0.00566 0.08415 - 0.00003 0.00050 0.00055
2000 0.34374 -0.00193 -0.00272  -0.00393 0.34376 -0.00285 -0.00052 -0.00155 0.34828 - 0.00009 0.00167 0.00044
79 -00 0.13200 -0.00017 -0.00137 0.00080 0.13238 -0.00009 -0.00342 0.00001 0.13781 0.00001 0.00020 0.00098
Mean 0.12562 -0.00292 -0.00474 -0.00156 0.12403 -0.00381 -0.00853 - 0.00405 0.13378 -0.00104 -0.00104 0.00254
Median 0.10771 -0.00031 -0.00121 -0.00120 0.10907 -0.00038 -0.00233 -0.00162 0.11548 - 0.00006 0.00065 0.00046
Z -2.310 -1.867 -1.088 - 2.678 -2.419 - 0.893 -1.299 0.666 0.990
p-value 0.017 0.062 0.277 0.007 0.016 0.372 0.194 0.987 0.733
BNST 0.078 0.523 0.832 0.052 0.134 0.523 0.523 0.286 0.523
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Earnings changes with sign model (M6): LP" =a+p, AX;, +3,D, AX +271Dj U P = stock price, X = accounting earnings (OP, OI, NI) , AX = X - X, Dy =
. P P,
it-1 it-1 t-1

dummy variable, 1 for firms decreasing earnings and 0 for others, Dj = industry dummy (j =1, 2,---, 17). For example, OP represents the regression model M1 (simple earnings
capitalization model). A OP represents the regression model M5 (earnings changes model). The column “vs. OP” represents the difference in AIC between simple earnings

capitalization model (M1) with using operating profit as independent variable. Z = Wilcoxon test score, BNST = p-value of binominal sign test.
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Table 6 Value relevance of positive and negative earnings changes

Panel A 40P D, 40P

Year Coeff. White-t p-value Coeff. White-t p-value Adj.R> vs. AOP vs. OP vs. OP_L F p-value

1979 1.5935 5.334 0.000 -1.5122 - 4.307 0.000 0.3081 0.0482 0.1054 0.0415 0.0915 0.7625

80 0.7459 1.988 0.048 0.0034 0.005 0.996 0.2981 - 0.0025 - 0.0510 - 0.0570 2.3686 0.1249

81 3.2387 2.736 0.007 - 3.3638 - 2.507 0.013 0.3110 0.0872 0.1028 0.0550 0.2852 0.5937

82 0.1024 1.880 0.061 0.4718 1.989 0.048 0.1224 0.0042 - 0.0495 -0.0473 4.1716 0.0420

83 1.0565 2.377 0.018 - 0.3027 -0.572 0.568 0.2991 - 0.0009 0.0428 0.0168 10.549 0.0013

84 2.8518 3.240 0.001 - 2.0046 -2.015 0.045 0.2086 0.0157 0.0012 -0.0161 3.0061 0.0840

85 2.2184 3.639 0.000 - 1.4004 -1.630 0.104 0.1982 0.0056 0.0538 0.0503 1.9227 0.1666

86 2.8177 2.952 0.003 -2.3736 -2.294 0.022 0.1711 0.0208 0.0513 0.0429 1.0899 0.2973

87 - 0.0933 -0.125 0.901 0.8323 0.872 0.384 0.0748 -0.0014 - 0.0003 - 0.0037 1.7603 0.1856

88 6.9257 3.639 0.000 -8.930 -2.294 0.022 0.2753 0.0429 0.0590 0.0167 1.6015 0.2066

89 5.4946 3.992 0.000 - 4.6807 - 1.880 0.061 0.2677 0.0036 0.0505 0.0468 0.1101 0.7403

90 9.9516 7.112 0.000 -12.001 - 4.007 0.000 0.1720 0.0364 - 0.0008 - 0.0422 0.8922 0.3455

91 5.5748 3.748 0.000 - 4.3380 -2.141 0.033 0.1130 0.0071 0.0292 0.0260 1.0546 0.3050

92 0.7980 1.024 0.306 1.0085 0.983 0.326 0.1639 0.0005 - 0.0308 - 0.0402 10.107 0.0016

93 3.4306 2.103 0.036 -1.3741 -0.773 0.440 0.1963 0.0014 0.0300 0.0295 38.411 0.0000

94 3.7791 2.738 0.006 -1.9417 -1.280 0.201 0.2293 0.0075 0.0720 0.0298 22.673 0.0000

95 1.9569 4.933 0.000 - 0.9666 -1.180 0.238 0.2007 0.0030 0.0203 -0.0144 5.3436 0.0212

96 2.8240 4.484 0.000 0.5159 0.455 0.650 0.0592 - 0.0015 0.0588 0.0604 15.455 0.0001

97 0.5786 1.229 0.220 2.7661 3.198 0.001 0.2172 0.0162 -0.0786 - 0.0954 32.104 0.0000

98 1.4861 2.681 0.008 - 0.3147 - 0.469 0.639 0.1948 - 0.0009 - 0.0398 - 0.0808 22.057 0.0000

99 0.2540 1.302 0.194 0.6250 1.814 0.070 0.1837 0.0040 - 0.0240 - 0.0525 13.710 0.0002

2000 0.3358 0.976 0.329 2.1856 2.761 0.006 0.0709 0.0069 0.0090 0.0107 8.1216 0.0045

79 -00 1.1777 4.575 0.000 -0.4148 -1.245 0.213 0.2940 0.0010 0.0075 - 0.0042 80.830 0.0000
Mean 2.6328 2.908 -1.6861 -0.694 0.1971 0.0138 0.0187 -0.0011
Median 2.0877 2.737 -1.1704 -0.977 0.1973 0.0049 0.0248 0.0137
z 3.360 1.704 0.081
p-value 0.001 0.088 0.935
BNST 0.017 0.286 0.832
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Table 6 Value relevance of positive and negative earnings changes (continued)

Panel B A071 Dy 40l

Year Coeff. White-t p-value Coeff. White-t p-value Adj. R? vs. A0l vs. Ol vs. Ol L F p-value

1979 1.7307 5.833 0.000 -1.6092 -4.797 0.000 0.3543 0.0601 0.2196 0.1651 0.2380 0.6260

80 0.4887 1.403 0.162 0.9056 1.262 0.208 0.2716 0.0029 0.0050 -0.0103 6.3650 0.0122

81 2.7866 2.178 0.030 -2.7744 - 1.955 0.052 0.3164 0.0850 0.1184 0.0104 0.0038 0.9508

82 0.0890 1.932 0.054 0.5861 2.166 0.031 0.1230 0.0060 - 0.0042 -0.0012 4.4532 0.0357

83 0.7028 2.365 0.019 0.1590 0.387 0.699 0.2833 - 0.0020 0.0436 0.0237 13.360 0.0003

84 2.4451 2.945 0.003 - 1.3558 -1.449 0.148 0.2112 0.0066 0.0103 - 0.0194 3.9652 0.0474

85 2.4060 4.059 0.000 -1.3924 - 1.555 0.121 0.2134 0.0038 0.0886 0.0845 2.0230 0.1560

86 3.0450 3.063 0.002 - 2.5395 - 2.367 0.019 0.1709 0.0190 0.0561 0.0215 0.9003 0.3435

87 0.1045 0.174 0.862 0.4871 0.560 0.576 0.0739 - 0.0022 - 0.0038 - 0.0108 1.3960 0.2383

88 8.9358 3.854 0.000 -11.423 -2.868 0.004 0.3243 0.0730 0.1238 0.0638 2.6481 0.1047

89 4.6435 3.259 0.001 - 4.8633 - 1.562 0.119 0.2481 0.0028 0.0387 0.0402 0.0058 0.9394

90 11.377 6.601 0.000 - 13.965 -3.983 0.000 0.1864 0.0419 - 0.0029 - 0.0269 1.1479 0.2846

91 9.5442 5.971 0.000 -9.8123 -5.731 0.000 0.1458 0.0663 0.0596 0.0376 1.7221 0.1901

92 -0.0677 -1.652 0.099 2.6488 6.486 0.000 0.1814 0.0405 - 0.0390 -0.0733 25.498 0.0000

93 2.4004 3.454 0.001 - 0.4494 -0.548 0.584 0.1800 - 0.0011 0.0149 0.0023 33.344 0.0000

94 3.2876 3.623 0.000 -1.0738 -1.036 0.301 0.2452 0.0018 0.0928 0.0592 29.817 0.0000

95 1.4402 2.908 0.004 0.3542 0.489 0.625 0.2101 - 0.0008 0.0765 0.0611 19.658 0.0000

96 2.6389 4.657 0.000 - 0.5098 -0.327 0.744 0.0421 - 0.0015 0.0462 0.0442 7.5471 0.0062

97 0.5760 1.170 0.242 2.4316 2.752 0.006 0.2090 0.0139 -0.1376 -0.1861 28.049 0.0000

98 1.9746 3.181 0.002 - 0.6445 -0.878 0.380 0.2059 0.0005 -0.0259 -0.1179 22.906 0.0000

99 0.1684 1.038 0.300 0.7040 2.405 0.017 0.1835 0.0063 -0.0142 - 0.0550 14.932 0.0001

2000 0.2174 0.897 0.370 2.2840 3.268 0.001 0.0708 0.0093 0.0030 0.0042 9.2797 0.0024

79 -00 1.0769 4.527 0.000 -0.3103 -0.981 0.327 0.2919 0.0006 0.0183 - 0.0001 84.764 0.0000
Mean 2.7698 2.860 -1.8737 -0.422 0.2023 0.0196 0.0350 0.0053
Median 2.1875 3.004 -0.5771 -0.713 0.2075 0.0062 0.0268 0.0073
z 3.393 2.289 0.795
p-value 0.001 0.022 0.426
BNST 0.017 0.134 0.523

53



XB% &

Table 6 Value relevance of positive and negative earnings changes (continued)

Panel C ANZ Dy ANI

Year Coeff. White-t p-value Coeff. White-t p-value Adj. R? vs. ANI vs. NI vs. NI_L F p-value

1979 1.2727 3.261 0.001 -1.4296 - 3.457 0.001 0.2410 0.0901 0.1151 0.0204 1.1555 0.2833

80 0.0590 0.916 0.360 0.9872 4.268 0.000 0.2369 0.0128 - 0.0203 - 0.0262 6.9459 0.0089

81 1.0086 2.006 0.046 -0.7276 -1.279 0.202 0.2698 0.0181 0.0819 0.0740 2.2121 0.1380

82 0.0959 1.966 0.050 -0.2242 -0.188 0.851 0.1083 - 0.0031 -0.0128 -0.0109 0.2046 0.6513

83 0.4687 1.879 0.061 0.1851 0.337 0.736 0.2365 - 0.0021 0.0109 0.0023 3.9406 0.0481

84 1.1620 2.046 0.042 - 0.7826 -1.374 0.170 0.1216 0.0001 - 0.0362 - 0.0562 0.6625 0.4163

85 0.7069 1.583 0.114 0.1221 0.183 0.855 0.1451 -0.0028 0.0186 0.0212 2.0062 0.1577

86 1.9281 5.892 0.000 -1.7135 -4.477 0.000 0.1472 0.0198 0.0309 0.0189 0.5369 0.4643

87 -0.1518 - 3.452 0.730 1.4379 1.940 0.053 0.0802 0.0019 -0.0013 0.0017 3.5415 0.0608

88 2.0662 2.460 0.014 - 3.0955 - 1.655 0.099 0.1636 0.0014 - 0.0047 -0.0724 0.2145 0.6436

89 0.2691 1.995 0.047 -4.7072 -2.433 0.016 0.2139 0.0050 0.0056 0.0080 2.7955 0.0955

90 9.2996 3.826 0.000 - 10.889 -4.412 0.000 0.1366 0.0802 - 0.0419 -0.0728 9.2451 0.0025

91 0.5659 0.703 0.482 -0.2764 -0.342 0.733 0.0669 -0.0014 - 0.0035 -0.0103 2.3025 0.1299

92 - 0.0468 -2.623 0.009 0.3658 1.398 0.163 0.1414 0.0025 - 0.0297 - 0.0336 2.0763 0.1503

93 0.3979 2.186 0.029 0.2523 0.830 0.407 0.1099 - 0.0009 - 0.0204 - 0.0517 9.9911 0.0017

94 0.5950 1.154 0.249 0.8013 1.323 0.187 0.1554 0.0034 0.0137 0.0075 16.631 0.0001

95 0.3020 1.042 0.298 0.2026 0.322 0.748 0.1166 - 0.0012 - 0.0115 -0.0117 2.5401 0.1116

96 2.1799 4.033 0.000 - 1.2653 -1.949 0.052 0.0249 0.0027 0.0239 0.0240 4.8991 0.0273

97 - 0.2467 -1.355 0.176 1.6571 4.954 0.000 0.1957 0.0270 - 0.0676 - 0.1035 23.848 0.0000

98 0.0015 0.007 0.995 1.1355 4.023 0.000 0.1724 0.0231 -0.0382 -0.1315 28.961 0.0000

99 0.1345 1.361 0.174 0.2284 1.462 0.144 0.1825 0.0016 - 0.0035 - 0.0054 14.426 0.0002

2000 0.0566 2.064 0.039 0.3007 1.148 0.251 0.0586 0.0019 -0.0029 -0.0012 3.4901 0.0623

79 -00 0.2677 2.653 0.008 0.0653 0.454 0.650 0.2628 0.0000 -0.0011 - 0.0053 41.094 0.0000
Mean 1.0057 1.498 - 0.7925 0.028 0.1511 0.0127 0.0003 -0.0186
Median 0.4333 1.923 0.1536 0.252 0.1462 0.0022 - 0.0035 -0.0079
z 2.679 0.633 -1.445
p-value 0.007 0.527 0.149
BNST 0.052 0.286 0.523
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Table 6 Value relevance of positive and negative earnings changes (continued)

Panel D (1) AOP_N (2) AOI_N (3) ANI_N
Dummy Test Hausman Test Dummy Test Hausman Test Dummy Test Hausman Test
Year F (p-value) 7°  (p-value) F (p-value) 7°  (p-value) F (p-value) 7°  (p-value)
1979 1.48 (0.100) 1.31 (0.519) 1.41 (0.129) 0.86 (0.649) 2.43 (0.002) 46.90 (0.000)
80 5.93 (0.000) 1.93 (0.381) 5.92 (0.000) 7.54 (0.023) 6.11 (0.000) 13.58 (0.001)
81 5.50 (0.000) 15.14 (0.001) 5.39 (0.000) 13.29 (0.001) 5.04 (0.000) 9.66 (0.008)
82 3.29 (0.000) 1.16 (0.560) 3.40 (0.000) 11.14 (0.004) 3.23 (0.000) 8.25 (0.016)
83 5.99 (0.000) 32.67 (0.000) 5.73 (0.000) 31.33 (0.000) 5.55 (0.000) 27.33 (0.000)
84 2.81 (0.000) 12.08 (0.002) 2.71 (0.000) 4.45 (0.108) 2.99 (0.000) 12.07 (0.002)
85 3.02 (0.000) 5.08 (0.079) 3.14 (0.000) 11.27 (0.004) 3.41 (0.000) 28.71 (0.000)
86 3.05 (0.000) 1.69 (0.429) 2.92 (0.000) 5.36 (0.069) 3.06 (0.000) 1.84 (0.398)
87 2.47 (0.001) 6.01 (0.050) 2.40 (0.001) 5.86 (0.053) 2.59 (0.001) 11.89 (0.003)
88 2.49 (0.001) 2.26 (0.322) 2.35 (0.002) 553 (0.063) 4.21 (0.000) 3.40 (0.182)
89 3.97 (0.000) 67.55 (0.000) 3.54 (0.000) 47.21 (0.000) 6.34 (0.000) 5.09 (0.078)
90 1.77 (0.029) 6.96 (0.031) 1.83 (0.023) 8.50 (0.014) 1.90 (0.017) 4.66 (0.097)
91 2.86 (0.000) 10.76 (0.005) 2.63 (0.000) 7.90 (0.019) 2.72 (0.000) 13.02 (0.002)
92 5.21 (0.000) 116.89 (0.000) 5.22 (0.000) 34.79 (0.000) 5.68 (0.000) 1.40 (0.496)
93 3.50 (0.000) 181.61 (0.000) 4.59 (0.000) 12.05 (0.002) 4.15 (0.000) 5.64 (0.060)
94 4.32 (0.000) 14.69 (0.001) 4.73 (0.000) 48.85 (0.000) 4.88 (0.000) 9.28 (0.010)
95 3.92  (0.000) 28.41 (0.000) 451 (0.000) 9.56 (0.008) 4.66 (0.000) 439 (0.111)
96 0.90 (0.568) 3.68 (0.159) 0.75 (0.755) 2.35 (0.309) 0.82 (0.670) 2.18 (0.336)
97 7.06 (0.000) 2.52 (0.284) 7.02 (0.000) 3.42 (0.181) 6.75 (0.000) 7.82 (0.020)
98 5.60 (0.000) 9.63 (0.008) 5.49 (0.000) 11.87 (0.003) 5.50 (0.000) 5.50 (0.064)
99 5.80 (0.000) 249.12 (0.000) 5.90 (0.000) 585.46 (0.000) 6.88 (0.000) 10.00 (0.007)
2000 2.59 (0.001) 27.94 (0.000) 2.55 (0.001) 25.76 (0.000) 2.76 (0.000) 24.61 (0.000)
Earnings changes with sign model (M6): LP" =a+p, AX;, +3,D, AX;, +z},ij +U, P = stock price, X = accounting earnings (OP, OI, NI) , AX = X - X, Dy =

dummy variable, 1 for firms decreasing earrﬁhljs and 0 for othérs, D; = industry dummy (j =1, 2,---, 17).

capitalization model).

earnings capitalization model (M1) with using operating profit as independent variable.

the results of F-test whether all industry dummy is zero.

A OP represents the regression model M5 (earnings changes model).
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Z = Wilcoxon test score, BNST = p-value of binominal sign test.

For example, OP represents the regression model M1 (simple earnings
The column “vs. OP” represents the difference in adjusted R-square between simple

Dummy Test represents
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Table 7 AIC comparison between models

Panel A

Year OP_N vs. AOP vs. AOP_N vs. OP vs. OP_L

1979 0.23389 0.00128 0.01575 -0.01672 0.00267

80 0.08639 - 0.00948 - 0.01011 - 0.00283 - 0.00228

81 0.12504 - 0.00853 0.00612 -0.01122 - 0.00337

82 0.05471 -0.00318 - 0.00308 0.00034 0.00004

83 0.05458 - 0.00032 - 0.00055 -0.00374 -0.00187

84 0.24651 - 0.01506 - 0.01073 -0.01038 - 0.00551

85 0.14671 0.00798 0.00854 - 0.00030 - 0.00014

86 0.13761 0.00278 0.00571 - 0.00205 -0.00112

87 0.18607 - 0.00040 -0.00122 - 0.00062 - 0.00047

88 0.36225 0.00489 0.02389 - 0.00260 0.01613

89 0.16695 0.00961 0.00996 - 0.00042 - 0.00008

90 0.15789 - 0.00729 - 0.00069 - 0.00018 0.00739

91 0.04093 - 0.00026 - 0.00002 -0.00128 -0.00123

92 0.02005 - 0.00102 - 0.00105 - 0.00024 - 0.00004

93 0.03138 - 0.00108 - 0.00109 - 0.00224 - 0.00228

94 0.04921 0.00176 0.00213 - 0.00218 0.00030

95 0.02196 - 0.00015 - 0.00011 - 0.00062 0.00029

96 0.17548 0.00940 0.00882 - 0.00126 - 0.00186

97 0.03444 - 0.00584 - 0.00509 - 0.00106 - 0.00028

98 0.04737 - 0.00358 - 0.00372 -0.00111 0.00140

99 0.07960 - 0.00470 - 0.00443 -0.00183 0.00097

2000 0.34770 0.00203 0.00396 0.00124 0.00003

79 -00 0.12996 - 0.00221 - 0.00204 - 0.00341 - 0.00124

Mean 0.12758 - 0.00096 0.00195 - 0.00279 0.00040

Median 0.10571 - 0.00036 - 0.00033 -0.00127 - 0.00011
z -0.698 -0.503 - 3.652 -0.795
p-value 0.485 0.615 0.000 0.426
BNST 0.286 0.523 0.000 0.523
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Table 7 AIC comparison between models (continued)

Panel B

Year OI_N vs. A0l vs. AOI_N vs. Ol vs. Ol_L

1979 0.25833 0.03651 0.05475 -0.01363 0.00272

80 0.09602 - 0.00422 - 0.00413 - 0.00450 - 0.00270

81 0.11520 - 0.01705 - 0.00278 - 0.02280 - 0.00458

82 0.05680 -0.00118 - 0.00096 - 0.00050 - 0.00087

83 0.05697 0.00092 0.00060 - 0.00265 - 0.00126

84 0.24417 - 0.01362 - 0.01223 -0.01482 - 0.00592

85 0.14890 0.01310 0.01335 - 0.00149 - 0.00122

86 0.13828 0.00371 0.00633 - 0.00218 0.00292

87 0.18292 - 0.00356 - 0.00456 - 0.00325 - 0.00237

88 0.36743 0.01888 0.05196 - 0.00477 0.02220

89 0.16783 0.00648 0.00664 - 0.00119 - 0.00199

90 0.15512 - 0.00835 - 0.00071 0.00020 0.00444

91 0.03942 -0.00299 - 0.00002 - 0.00268 - 0.00176

92 0.01904 - 0.00260 - 0.00162 - 0.00060 0.00023

93 0.03195 - 0.00107 - 0.00118 -0.00171 - 0.00127

94 0.05112 0.00499 0.00501 - 0.00056 0.00139

95 0.02356 0.00182 0.00176 - 0.00031 0.00007

96 0.17665 0.00754 0.00696 - 0.00089 - 0.00086

97 0.03140 - 0.00917 - 0.00854 - 0.00154 0.00085

98 0.04597 - 0.00437 - 0.00442 - 0.00269 0.00306

99 0.08219 - 0.00237 - 0.00187 - 0.00026 0.00380

2000 0.34506 - 0.00155 0.00130 0.00078 - 0.00025

79 -00 0.13160 - 0.00087 - 0.00078 - 0.00420 - 0.00077

Mean 0.12883 0.00099 0.00480 -0.00373 0.00076

Median 0.10561 - 0.00136 - 0.00036 - 0.00163 - 0.00056
z -0.243 -0.471 -3.847 - 0.081
p-value 0.808 0.638 0.000 0.935
BNST 0.523 0.832 0.000 0.832
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Table 7 AIC comparison between models (continued)

Panel C

Year NI_N vs. ANI vs. ANI_N vs. NI vs. NI_L

1979 0.23945 -0.02742 0.00014 - 0.03530 - 0.00626

80 0.09834 - 0.00801 - 0.00658 - 0.00347 - 0.00298

81 0.13632 0.00755 0.01029 - 0.00343 - 0.00248

82 0.05743 - 0.00092 - 0.00129 - 0.00028 - 0.00058

83 0.05951 - 0.00020 - 0.00054 -0.00122 - 0.00072

84 0.27362 - 0.01109 - 0.01190 0.00068 0.00635

85 0.15098 0.00457 0.00366 0.00090 0.00000

86 0.13863 0.00017 0.00292 - 0.00159 - 0.00009

87 0.18607 0.00003 - 0.00013 0.00068 - 0.00048

88 0.38658 - 0.00345 - 0.00389 - 0.00061 0.02987

89 0.16840 - 0.00074 - 0.00014 - 0.00088 - 0.00184

90 0.15766 - 0.02265 - 0.00772 0.00066 0.00622

91 0.04190 - 0.00104 -0.00119 - 0.00094 - 0.00071

92 0.02091 - 0.00078 - 0.00076 0.00003 0.00009

93 0.03310 - 0.00276 - 0.00286 - 0.00197 - 0.00078

94 0.05229 0.00058 0.00070 - 0.00005 0.00023

95 0.02399 - 0.00032 - 0.00040 - 0.00003 - 0.00007

96 0.17723 0.00434 0.00450 0.00059 0.00025

97 0.03583 - 0.00608 - 0.00479 -0.00131 0.00044

98 0.04621 - 0.00768 - 0.00631 - 0.00379 0.00204

99 0.08387 - 0.00031 - 0.00028 0.00022 0.00026

2000 0.34745 - 0.00092 - 0.00083 0.00084 - 0.00039

79 -00 0.13661 - 0.00119 - 0.00120 - 0.00100 - 0.00022

Mean 0.13253 - 0.00351 - 0.00125 - 0.00229 0.00129

Median 0.11733 - 0.00085 - 0.00065 - 0.00044 - 0.00008
z -2.321 -1.721 -2.078 -0.574
p-value 0.020 0.085 0.038 0.566
BNST 0.052 0.052 0.286 0.664

Earnings capitalization conditional on the sign of earnings changes model (M7):

P,=a+ X, +5,D X, + 271 Dj +U,,, P = stock price, X = accounting earnings (OP, OI, NI) , AX=X—-X,,;, Dy
= dummy variable, 1 for firms decreasing earnings and O for others, Dj = industry dummy (j =1, 2,---, 17). For example,
OP represents the regression model M1 (simple earnings capitalization model). OP_L represents the regression model M2,
which separates losses form earnings. A OP represents the regression model M5 (earnings changes model). AOP_N
represents the regression model M6 (earnings changes with sign model). The column “vs. OP” represents the difference in
AIC between simple earnings capitalization model (M1) with using operating profit as independent variable. Z =

Wilcoxon test score, BNST = p-value of binominal sign test
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Table 8 Value relevance of earnings conditional on negative changes

Panel A OP Dy OP Vs

Year Coeff. White-t p-value Coeff. White-t p-value Adj. R? F p-value vs. A0OP AOP N vs.OP  vs.OP L
1979 1.3043 5.618 0.000 -1.1582 -3.835 0.000 0.2581 0.4377  0.5088 -0.0018 - 0.0500 0.0554  -0.0085
80 1.0807 5.864 0.000 - 0.8705 -3.780 0.000 0.3717 0.5132  0.4743 0.0711 0.0736 0.0226 0.0166

81 1.3368 4.564 0.000 - 1.0308 - 3.956 0.000 0.2755 4.1657  0.0422 0.0517  -0.0355 0.0673 0.0195

82 0.6101 5.940 0.000 - 0.0362 -0.185 0.854 0.1692 9.6008  0.0021 0.0510 0.0468  -0.0027  -0.0005

83 0.6664 3.120 0.002 - 0.6886 -3.527 0.000 0.3061 0.0240  0.8770 0.0061 0.0070 0.0498 0.0238

84 1.9978 4.223 0.000 -1.4787 -3.792 0.000 0.2416 1.7790  0.1833 0.0487 0.0330 0.0342 0.0169

85 0.9445 2.323 0.021 - 0.6066 -1.874 0.062 0.1487 0.8002  0.3718 -0.0439  -0.0495 0.0043 0.0008

86 1.3099 2.364 0.019 -1.0291 -2.093 0.037 0.1353 0.7398  0.3904 -0.0150  -0.0358 0.0155 0.0071

87 0.9995 2.171 0.031 - 1.0225 -2.195 0.029 0.0809 0.0026  0.9596 0.0047 0.0061 0.0058 0.0024

88 3.2561 4.702 0.000 -1.9190 - 2.085 0.038 0.2241 2.1541  0.1432 -0.0083  -0.0512 0.0078  -0.0345

89 1.3525 2.306 0.022 -1.6933 -2.278 0.023 0.2212 0.0891  0.7655 -0.0429  -0.0465 0.0040 0.0003

90 5.4332 6.069 0.000 -1.2230 -1.673 0.095 0.1756 23.562 0.0000 0.0400 0.0036 0.0028  -0.0386

91 1.8535 4.486 0.000 -1.6870 -5.171 0.000 0.1135 0.1205  0.7287 0.0076 0.0005 0.0297 0.0265

92 1.6169 4.990 0.000 -0.7219 - 2.695 0.007 0.2056 9.4218  0.0023 0.0422 0.0417 0.0109 0.0015

93 2.6009 5.349 0.000 - 1.7405 -3.910 0.000 0.2233 17.864 0.0000 0.0284 0.0270 0.0570 0.0565

94 1.9381 3.272 0.001 - 1.6682 - 3.020 0.003 0.1945 1.0987  0.2951 -0.0273  -0.0348 0.0372 - 0.0050

95 1.4237 4.961 0.000 -1.1028 -2.035 0.042 0.2045 1.7191  0.1904 0.0068 0.0038 0.0241  -0.0106

96 1.2119 4.072 0.000 -1.4419 -2.928 0.004 0.0094 0.1586  0.6906 -0.0513  -0.0498 0.0090 0.0106

97 2.6885 9.336 0.000 - 1.4554 - 4.156 0.000 0.3180 12.389 0.0005 0.1170 0.1008 0.0222 0.0054

98 1.8594 4.300 0.000 -1.0018 -2.520 0.012 0.2535 15.693 0.0001 0.0578 0.0587 0.0189  -0.0221

99 1.4793 7.027 0.000 -1.0241 -3.328 0.001 0.2268 7.5388  0.0062 0.0471 0.0431 0.0191  -0.0094
2000 0.5855 2.082 0.038 - 0.0265 - 0.069 0.945 0.0601 1.3255  0.2501 -0.0039 -0.0108 -0.0018 -0.0001
79 -00 1.3211 12.37 0.000 -1.0653 -10.46 0.000 0.3048 17.152 0.0000 0.0118 0.0108 0.0183 0.0066
Mean 1.7068 4.506 -1.1194 -2.778 0.2008 0.0175 0.0037 0.0224 0.0027
Median 1.3881 4.525 - 1.0668 -2.812 0.2134 0.0072 0.0037 0.0190 0.0012
Z 1.769 0.211 4.010 0.779
p-value 0.077 0.833 0.000 0.436
BNST 0.286 0.523 0.000 0.523
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Table 8 Value relevance of earnings conditional on negative changes (continued)

Panel B Ol D\ Ol Vs

Year Coeff. White-t p-value Coeff. White-t p-value Adj. R? F p-value vs. A0l AQI N vs. Ol vs. Ol L
1979 1.1459 3.337 0.001 -1.3434 -3.443 0.001 0.1806 0.8796  0.3491 -0.1136  -0.1737 0.0459  -0.0086
80 1.1665 4.033 0.000 -1.0512 - 3.649 0.000 0.3016 0.1958  0.6585 0.0329 0.0300 0.0350 0.0197

81 2.0623 5.314 0.000 -1.9233 -4.963 0.000 0.3325 1.3089  0.2536 0.1011 0.0161 0.1345 0.0265

82 0.5617 3.896 0.000 0.4685 -2.357 0.019 0.1375 0.2181 0.6408 0.0205 0.0145 0.0103 0.0133

83 0.7132 3.130 0.002 -0.7293 -2.919 0.004 0.2756 0.0114  0.9152 -0.0097  -0.0077 0.0359 0.0160

84 2.6085 6.154 0.000 -2.2214 -4.951 0.000 0.2488 0.8608  0.3543 0.0442 0.0376 0.0479 0.0182

85 0.6470 1.278 0.202 -1.3076 -2.421 0.016 0.1360 15525  0.2138 -0.0736  -0.0774 0.0112 0.0071

86 1.3131 2.200 0.029 -1.2106 -2.137 0.033 0.1311 0.0839  0.7723 -0.0208  -0.0398 0.0163  -0.0183

87 1.8064 3.015 0.003 - 1.9457 -2.923 0.004 0.0964 0.0737 0.7862 0.0203 0.0225 0.0187 0.0117

88 3.3955 3.777 0.000 - 2.5535 -2.225 0.027 0.2130 0.7456  0.3885 -0.0383  -0.1113 0.0125  -0.0475

89 0.6717 0.967 0.334 - 2.5026 -3.226 0.001 0.2172 1.8360  0.1764 -0.0281  -0.0309 0.0078 0.0093

90 5.8580 7.934 0.000 - 0.9805 -1.451 0.147 0.1901 28.432 0.0000 0.0456 0.0037 0.0008  -0.0232

91 2.4403 7.584 0.000 - 2.1569 -7.191 0.000 0.1462 1.3488  0.2461 0.0667 0.0004 0.0600 0.0380

92 2.0703 4.232 0.000 -1.1862 -3.390 0.001 0.2456 10.051 0.0016 0.1047 0.0642 0.0252  -0.0091

93 2.3939 7.173 0.000 -1.6235 -4.718 0.000 0.2091 14.027 0.0002 0.0280 0.0291 0.0440 0.0314

94 1.4132 2.186 0.029 - 0.9564 - 1.562 0.119 0.1632 3.2469  0.0722 -0.0802  -0.0820 0.0108  -0.0228

95 0.8600 2.992 0.003 - 0.8867 -2.353 0.019 0.1464 0.0101  0.9201 -0.0645  -0.0637 0.0128  -0.0026

96 1.0336 3.624 0.000 -1.3182 -3.252 0.001 0.0027 0.2898  0.5906 -0.0409  -0.0394 0.0068 0.0048

97 3.1345 7.880 0.000 -1.8720 -4.745 0.000 0.3782 13.154 0.0003 0.1831 0.1692 0.0316  -0.0169

98 2.1298 3.834 0.000 - 1.4652 -2.854 0.004 0.2756 14.487 0.0002 0.0702 0.0697 0.0438  -0.0482

99 0.9397 2.995 0.003 -0.4770 -1.347 0.178 0.2016 9.1032 0.0027 0.0244 0.0181 0.0039  -0.0369
2000 0.9426 3.297 0.001 -0.4742 -1.264 0.207 0.0673 0.9572  0.3283 0.0058  -0.0035  -0.0005 0.0007
79 -00 1.4804 11.71 0.000 -1.3797 -10.93 0.000 0.2961 2.9856  0.0840 0.0048 0.0042 0.0225 0.0041
Mean 1.7867 4.129 - 1.3508 -3.152 0.1953 0.0126  -0.0070 0.0280  -0.0017
Median 1.3632 3.701 -1.3129 -2.921 0.1959 0.0204 0.0020 0.0175 0.0028
z 0.666 0.373 4.074 0.114
p-value 0.506 0.709 0.000 0.910
BNST 0.523 0.832 0.000 0.832
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Table 8 Value relevance of earnings conditional on negative changes (continued)

Panel C NI Dy NI Vs

Year Coeff. White-t p-value Coeff. White-t p-value Adj. R? F p-value vs. ANl  ANI N vs. NI vs. NI L
1979 2.0927 5.929 0.000 -2.2712 -6.113 0.000 0.2405 23117  0.1295 0.0896 - 0.0005 0.1146 0.0199
80 1.8248 4.399 0.000 -1.5410 -3.551 0.000 0.2848 0.7715  0.3805 0.0607 0.0479 0.0276 0.0217

81 0.8353 1.502 0.134 - 0.8004 - 1.446 0.149 0.2102 0.0324  0.8573 -0.0415  -0.0596 0.0223 0.0144

82 0.6768 4.465 0.000 - 0.6448 -2.094 0.037 0.1280 0.0124  0.9114 0.0166 0.0197 0.0069 0.0088

83 0.6046 2.582 0.010 -0.7820 -2.573 0.011 0.2434 0.5329  0.4660 0.0048 0.0069 0.0178 0.0092

84 2.2675 3.590 0.000 -0.8874 -0.791 0.430 0.1582 5.3658  0.0212 0.0367 0.0366 0.0004  -0.0196

85 0.3917 0.772 0.441 -0.2175 -0.349 0.727 0.1239 0.1054  0.7457 -0.0240  -0.0212  -0.0026 0.0000

86 2.2900 3.310 0.001 - 1.8965 - 2.580 0.010 0.1289 0.6824  0.4094 0.0015  -0.0183 0.0126 0.0006

87 1.7698 1.749 0.081 -1.0344 -0.884 0.378 0.0809 11710  0.2801 0.0026 0.0007  -0.0006 0.0024

88 3.5492 1.673 0.095 -2.5716 - 1.206 0.229 0.1720 0.5147  0.4736 0.0098 0.0084 0.0037  -0.0640

89 0.1767 1.777 0.077 -3.7223 -2.753 0.006 0.2145 3.2591  0.0719 0.0056 0.0006 0.0062 0.0086

90 10.226 5.272 0.000 - 0.8237 -0.418 0.676 0.1768  26.8560 0.0000 0.1204 0.0403  -0.0016 -0.0325

91 1.7046 1.751 0.081 - 1.5664 -1.624 0.105 0.0926 0.5336  0.4655 0.0243 0.0257 0.0222 0.0154

92 1.3514 2.320 0.021 - 0.4622 -0.809 0.419 0.1714 6.5713  0.0107 0.0325 0.0300 0.0003  -0.0036

93 3.1643 4.924 0.000 - 2.6407 -3.992 0.000 0.1807 7.0277  0.0083 0.0699 0.0708 0.0504 0.0191

94 1.3716 2.681 0.008 - 0.7543 - 1.340 0.181 0.1441 45734  0.0330 -0.0079  -0.0113 0.0024  -0.0038

95 0.9458 2.178 0.030 - 0.6488 -1.281 0.201 0.1309 0.8882  0.3464 0.0131 0.0143 0.0028 0.0026

96 1.0489 2.186 0.029 - 0.4366 - 0.800 0.424 - 0.0005 2.0422  0.1536 -0.0227  -0.0254 -0.0015 -0.0014

97 2.9698 4.005 0.000 -1.9120 -2.594 0.010 0.2905 14.337 0.0002 0.1218 0.0948 0.0272  -0.0087

98 3.3657 6.617 0.000 -2.6785 -4.989 0.000 0.2718 20.456 0.0000 0.1225 0.0994 0.0612  -0.0321

99 0.4436 2.222 0.027 - 0.1526 -0.705 0.481 0.1853 12.509 0.0004 0.0044 0.0028  -0.0007 -0.0026
2000 0.1624 1.461 0.145 0.1788 0.813 0.416 0.0608 4.4907  0.0345 0.0041 0.0022  -0.0007 0.0010
79 -00 0.8384 3.075 0.002 - 0.6499 -2.302 0.021 0.2693 16.397 0.0001 0.0065 0.0065 0.0054 0.0012
Mean 1.9651 3.062 -1.2848 -1.913 0.1677 0.0293 0.0166 0.0169  -0.0020
Median 1.5381 2.451 - 0.8556 -1.393 0.1717 0.0115 0.0077 0.0049 0.0008
z 2.613 2.062 3.003 0.191
p-value 0.009 0.039 0.003 0.848
BNST 0.004 0.052 0.052 0.664
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Table 8 Value relevance of earnings conditional on negative changes (continued)

Panel D (1) OP_N (2) OILN (3) NILN
Dummy Test Hausman Test Dummy Test Hausman Test Dummy Test Hausman Test

Year F (p-value) 7°  (p-value) F (p-value) 7°  (p-value) F (p-value) 7°  (p-value)

1979 1.30 (0.194) 13.20 (0.001) 2.66 (0.000) 86.48 (0.000) 2.34 (0.002) 36.86 (0.000)
80 8.86 (0.000) 103.08 (0.000) 7.50 (0.000) 71.12 (0.000) 6.78 (0.000) 17.01 (0.000)
81 4.41 (0.000) 13.77 (0.001) 3.67 (0.000) 408.83 (0.000) 4.63 (0.000) 0.14 (0.931)
82 3.38 (0.000) 1.40 (0.498) 3.34 (0.000) 22.00 (0.000) 3.31 (0.000) 31.34 (0.000)
83 6.49 (0.000) 18.59 (0.000) 6.09 (0.000) 0.39 (0.824) 6.15 (0.000) 3.79 (0.151)
84 3.28 (0.000) 382.16 (0.000) 3.18 (0.000) 14.33 (0.001) 3.07 (0.000) 71.58 (0.000)
85 3.25 (0.000) 590 (0.052) 3.74  (0.000) 0.20 (0.907) 3.56 (0.000) 12.40 (0.002)
86 3.27 (0.000) 0.34 (0.842) 3.08 (0.000) 10.28 (0.006) 3.12 (0.000) 9.32 (0.010)
87 2.23 (0.004) 17.04 (0.000) 2.01 (0.011) 9.39 (0.009) 2.42 (0.002) 18.46 (0.000)
88 3.19 (0.000) 21.39 (0.000) 3.76  (0.000) 21.35 (0.000) 3.94 (0.000) 24.00 (0.000)
89 6.06 (0.000) 2.03 (0.363) 6.00 (0.000) 19.99 (0.000) 6.18 (0.000) 5.78 (0.056)
90 3.18 (0.000) 83.24 (0.000) 3.20 (0.000) 98.40 (0.000) 2.81 (0.000) 113.41 (0.000)
91 2.59 (0.001) 6.57 (0.038) 2.80 (0.000) 3.06 (0.217) 2.81 (0.000) 18.21 (0.000)
92 6.03 (0.000) 56.45 (0.000) 5.69 (0.000) 6.27 (0.044) 5.73 (0.000) 0.63 (0.728)
93 3.42  (0.000) 15.00 (0.001) 3.62 (0.000) 5.07 (0.079) 4.53 (0.000) 12.37 (0.002)
94 5.89 (0.000) 44.47 (0.000) 551 (0.000) 10.41 (0.006) 5.59 (0.000) 20.26  (0.000)
95 4.81 (0.000) 13.32 (0.001) 4.75 (0.000) 349.66 (0.000) 4.73 (0.000) 24.44  (0.000)
96 0.83 (0.655) 1.92 (0.382) 0.81 (0.679) 5.09 (0.079) 0.91 (0.561) 3.15 (0.207)
97 6.51 (0.000) 19.45 (0.000) 5.86 (0.000) 66.68 (0.000) 6.16 (0.000) 21.81 (0.000)
98 591 (0.000) 3.35 (0.188) 5.27 (0.000) 13.39 (0.001) 551 (0.000) 8.31 (0.016)
99 5.31 (0.000) 109.84 (0.000) 5.45 (0.000) 567.61 (0.000) 6.69 (0.000) 12.92 (0.002)

2000 2.94 (0.000) 0.70 (0.705) 2.96 (0.000) 0.95 (0.622) 2.82 (0.000) 2.93 (0.231)

Earnings capitalization conditional on the sign of earnings changes model (M7): P, = a + g, X, + ,Dy X, + Z;/J. Dj +U,,, P = stock price, X = accounting earnings (OP, OI,
NI), AX=X-X,
model M1 (simple earnings capitalization model). OP_L represents the regression model M2, which separates losses form earnings. A OP represents the regression model M5
(earnings changes model). AOP_N represents the regression model M6 (earnings changes with sign model). The column “vs. OP” presents the difference in adjusted R-square
between simple earnings capitalization model (M1) with using operating profit as independent variable. Z = Wilcoxon test score, BNST = p-value of binominal sign test. Dummy

Dy = dummy variable, 1 for firms decreasing earnings and 0 for others, D; = industry dummy (j =1, 2,---, 17). For example, OP represents the regression

Test represents the results of F-test whether all industry dummy is zero.
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Table 9 Independence between negative changes and losses

Panel A: OP Losses &

Year N Losses Negatives Negatives Chi-square p-value
1979 303 20 110 19 29.2441 0.0000
80 304 10 85 6 3.7532 0.0527
81 307 10 159 7 0.7223 0.3954
82 310 9 189 6 0.0001 0.9929
83 313 24 221 22 45101 0.0337
84 316 18 144 13 5.4665 0.0194
85 317 13 107 9 6.0654 0.0138
86 322 21 231 18 1.4895 0.2223
87 321 37 226 34 8.1376 0.0043
88 330 21 95 13 11.9980 0.0005
89 348 11 102 4 0.0345 0.8527
90 418 14 204 10 2.1046 0.1469
91 469 15 208 12 6.5571 0.0104
92 491 15 305 10 0.1360 0.7123
93 502 50 368 49 15.9308 0.0001
94 508 90 361 75 8.0084 0.0047
95 517 61 165 32 13.4334 0.0002
96 521 58 246 37 7.1955 0.0073
97 541 36 161 16 3.9786 0.0461
98 547 52 338 38 3.0997 0.0783
99 558 126 384 109 23.7356 0.0000
2000 559 84 181 41 12.1882 0.0005
79 - 00 9,122 795 4,590 580 7,641.8781 0.0000
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Table 9 Independence between negative changes and losses (continued)
Panel B: Ol Losses &

Year N Losses Negatives Negatives Chi-square p-value
1979 303 35 77 23 33.9086 0.0000
80 304 18 89 10 6.3815 0.0115

81 307 21 179 17 3.8081 0.0510

82 310 29 173 24 9.4232 0.0021

83 313 47 210 39 6.3216 0.0119

84 316 39 120 24 10.4881 0.0012

85 317 19 81 13 19.5256 0.0000

86 322 31 218 27 4.9603 0.0259

87 321 48 199 40 10.9082 0.0010

88 330 21 67 10 10.3421 0.0013

89 348 10 83 5 3.8763 0.0490

90 418 9 175 6 1.3997 0.2368

91 469 20 237 19 14.7191 0.0001

92 491 21 334 13 0.3777 0.5388

93 502 63 370 55 6.8716 0.0088

94 508 98 353 79 7.0869 0.0078

95 517 71 158 33 9.8269 0.0017

96 521 47 190 26 7.9234 0.0049

97 541 37 144 21 18.4705 0.0000

98 547 58 331 44 6.3977 0.0114

99 558 122 385 105 21.2664 0.0000
2000 559 74 174 45 35.0554 0.0000
79 - 00 9,122 938 4,347 678 9395.6053 0.0000

64



FllaE K 4E & E R 2 1E$R D Relevance (1)

Table 9 Independence between negative changes and losses (continued)
Panel C: NI Losses &

Year N Losses Negatives Negatives Chi-square p-value
1979 303 27 89 22 38.7969 0.0000
80 304 13 91 9 8.1375 0.0043

81 307 17 174 15 6.0021 0.0143

82 310 21 189 19 6.9659 0.0083

83 313 36 195 30 7.6620 0.0056

84 316 30 138 23 14.6701 0.0001

85 317 16 91 12 15.3431 0.0001

86 322 25 193 22 7.6670 0.0056

87 321 41 219 34 4.6868 0.0304

88 330 17 74 11 18.4195 0.0000

89 348 9 90 7 10.3564 0.0013

90 418 5 145 3 0.5236 0.4693

91 469 15 207 15 17.3421 0.0000

92 491 19 350 15 0.2446 0.6209

93 502 62 383 59 12.7568 0.0004

94 508 97 338 83 19.5032 0.0000

95 517 83 199 51 22.0047 0.0000

96 521 59 189 42 35.0771 0.0000

97 541 46 195 27 11.1897 0.0008

98 547 79 333 63 13.8038 0.0002

99 558 170 422 154 29.6886 0.0000
2000 559 160 240 128 125.7003 0.0000
79 - 00 9,122 1,047 4,544 844 12,634.9265 0.0000
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Table 10 AIC comparison between models

Year OP_LN vs. OP_L vs. OP_N Ol_LN vs. Ol L vs. Ol_N NI_LN vs. NI_L vs. NI_N
1979 0.23050 - 0.00072 - 0.00339 0.25690 0.00129 - 0.00143 0.23925 - 0.00646 - 0.00020
80 0.08688 - 0.00178 0.00050 0.09646 - 0.00226 0.00044 0.09804 - 0.00328 - 0.00030

81 0.12279 - 0.00562 - 0.00225 0.11254 - 0.00724 - 0.00266 0.13540 - 0.00340 - 0.00092

82 0.05503 0.00035 0.00032 0.05694 - 0.00073 0.00014 0.05762 - 0.00038 0.00019

83 0.05434 - 0.00211 - 0.00024 0.05711 - 0.00112 0.00014 0.05980 - 0.00043 0.00029

84 0.24595 - 0.00607 - 0.00056 0.24238 - 0.00771 - 0.00179 0.26784 0.00057 - 0.00578

85 0.14708 0.00023 0.00037 0.14950 - 0.00062 0.00060 0.15121 0.00023 0.00023

86 0.13777 - 0.00096 0.00016 0.13586 0.00050 - 0.00242 0.13909 0.00037 0.00046

87 0.18690 0.00036 0.00083 0.18398 - 0.00131 0.00106 0.18665 0.00010 0.00058

88 0.34821 0.00209 - 0.01404 0.34722 0.00199 - 0.02021 0.35885 0.00214 -0.02773

89 0.16666 - 0.00037 - 0.00029 0.16866 - 0.00116 0.00083 0.16921 - 0.00103 0.00081

90 0.15093 0.00043 - 0.00696 0.15115 0.00047 - 0.00397 0.15189 0.00045 - 0.00577

91 0.04110 - 0.00106 0.00017 0.03959 - 0.00159 0.00016 0.04167 - 0.00094 - 0.00023

92 0.01989 - 0.00020 - 0.00016 0.01834 - 0.00047 - 0.00070 0.02091 0.00008 - 0.00001

93 0.03150 - 0.00216 0.00012 0.03184 - 0.00139 - 0.00012 0.03317 - 0.00071 0.00007

94 0.04736 - 0.00155 - 0.00185 0.04945 - 0.00028 - 0.00167 0.05222 0.00016 - 0.00007

95 0.02145 - 0.00021 - 0.00050 0.02333 - 0.00015 - 0.00023 0.02408 0.00002 0.00009

96 0.17576 - 0.00158 0.00028 0.17558 - 0.00193 - 0.00107 0.17729 0.00031 0.00006

97 0.03392 - 0.00079 - 0.00051 0.02978 - 0.00076 - 0.00162 0.03528 - 0.00011 - 0.00054

98 0.04552 - 0.00045 - 0.00185 0.04214 - 0.00077 - 0.00383 0.04394 - 0.00023 - 0.00227

99 0.07825 - 0.00037 - 0.00134 0.07866 0.00027 - 0.00353 0.08390 0.00029 0.00003
2000 0.34889 0.00122 0.00119 0.34626 0.00095 0.00120 0.34796 0.00012 0.00051
79 -00 0.12951 - 0.00169 - 0.00045 0.13086 - 0.00151 - 0.00074 0.13663 - 0.00020 0.00002
Mean 0.12621 - 0.00097 - 0.00136 0.12698 - 0.00109 - 0.00185 0.13069 - 0.00055 - 0.00184
Median 0.10484 - 0.00058 - 0.00026 0.10450 - 0.00075 - 0.00088 0.11672 0.00005 0.00001
z -2.419 -1.867 -2.289 -2.386 0.779 -0.834
p-value 0.016 0.062 0.022 0.017 0.436 0.404
BNST 0.052 0.523 0.052 0.286 0.832 1.000

Earnings capitalization with losses and sign of changes model (M8): P, = a + g, X, + $,D, X, + B;Dy X; + 271 D +Uy. P = stock price, X = accounting earnings (OP, Ol,

NI), AX=X,—X,,, D, =dummy variable, 1 for losses and O for others. D, = dummy variable, 1 for firms decreasing earnings and 0 for others, Dj = industry dummy (j =1, 2,-*-,

17). For example, OP_L represents the regression model M2, which separates losses form earnings. OP_N represents the regression model M7 (earnings capitalization with sign
model). The column “vs. OP_L" represents the difference in AIC between simple earnings capitalization with loss model (M2) with using operating profit as independent variable.
Z = Wilcoxon test score, BNST = p-value of binominal sign test.
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Table 11  Value relevance of losses and earnings conditional on negative changes

Panel A Adj. R?
(vs. OP_L) F test [p-value]

Year OoP D, OP D, OP (vs. OP_N) B +8,=0 B, +B,=0 By =P,
1979 1.5244 - 1.2444 - 0.5677 0.2711 0.3795 5.8423 0.7427
(5.617) (- 2.153) (- 1.667) (0.0045) [0.538] [0.016] [0.390]

[0.000] [0.032] [0.097] (0.0130)
80 1.1118 - 0.2657 - 0.8068 0.3700 2.8797 0.7522 0.5645
(5.207) (- 0.4696) (- 2.775) (0.0149) [0.091] [0.387] [0.453]

[0.000] [0.639] [0.006] (- 0.0017)
81 1.6992 - 0.9087 -0.8138 0.2907 7.9102 11.371 0.0420
(4.832) (- 3.285) (- 3.499) (0.0347) [0.005] [0.001] [0.838]

[0.000] [0.001] [0.001] (0.0152)
82 0.6276 - 0.4596 -0.0184 0.1669 0.0282 9.1253 0.1656
(5.736) (- 0.975) (- 0.088) (- 0.0028) [0.867] [0.003] [0.684]

[0.000] [0.330] [0.930] (- 0.0023)
83 0.7314 - 0.9185 -0.5783 0.3112 0.1440 0.7790 0.3251
(3.020) (- 1.938) (- 3.053) (0.0289) [0.705] [0.378] [0.569]

[0.003] [0.054] [0.002] (0.0051)
84 2.2398 -1.6282 -1.2536 0.2456 0.4504 4.1188 0.0938
(3.875) (- 1.882) (- 3.459) (0.0209) [0.503] [0.043] [0.760]

[0.000] [0.061] [0.001] (0.0040)
85 1.1069 -1.1940 -0.4776 0.1491 0.0074 1.8202 0.3033
(2.741) (- 0.691) (- 1.226) (0.0012) [0.932] [0.178] [0.582]

[0.006] [0.490] [0.221] (0.0004)
86 1.5152 -1.1183 - 0.8569 0.1368 0.2279 2.1628 0.0541
(2.506) (- 1.478) (- 1.755) (0.0086) [0.633] [0.142] [0.816]

[0.013] [0.141] [0.080] (0.0015)
87 1.1772 -0.7891 -0.7798 0.0794 0.1502 0.2917 0.0000
(2.144) (- 0.915) (- 1.413) (0.0009) [0.699] [0.590] [0.995]

[0.033] [0.361] [0.159] (- 0.0015)
88 4.4032 -5.7653 -0.1329 0.2563 1.0310 13.097 6.5925
(6.313) (- 4.493) (- 0.131) (- 0.0023) [0.311] [0.000] [0.011]

[0.000] [0.000] [0.896] (0.0322)
89 1.9433 -2.9314 - 1.6589 0.2247 0.3723 0.0555 0.3498
(2.639) (-1.572) (- 2.250) (0.0038) [0.542] [0.814] [0.555]

[0.009] [0.117] [0.025] (0.0035)
90 6.4873 -19.681 - 0.6916 0.2138 9.9102 39.928 17.402
(8.908) (-1.771) (- 1.053) (- 0.0004) [0.002] [0.000] [0.000]

[0.000] [0.077] [0.293] (0.0382)
91 1.9090 - 0.3467 -1.6454 0.1117 1.8762 0.1948 0.7677
(4.174) (- 0.276) (- 4.860) (0.0247) [0.171] [0.659] [0.381]

[0.000] [0.783] [0.000] (- 0.0018)
92 1.8637 -2.5074 -0.6738 0.2134 0.4306 14.234 2.7632
(5.448) (- 2.444) (- 2.481) (0.0093) [0.512] [0.000] [0.097]

[0.000] [0.015] [0.013] (0.0078)
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Table 11 Value relevance of losses and earnings conditional on negative changes (continued)

Panel A Adj. R?
(vs. OP_L) F test [p-value]
Year OoP D, OP D, OP (vs.OP_N) B +p8,=0 B, +p,=0 B, = B
1993 2.5623 0.1875 -1.7663 0.2218 28.217 8.2635 8.1478
(4.808) (0.351) (- 4.046) (0.0550) [0.000] [0.004] [0.005]
[0.000] [0.726] [0.000] (- 0.0015)
94 3.0271 -2.5180 - 1.4400 0.2263 1.5060 17.238 2.4630
(6.076) (- 3.006) (- 3.109) (0.0268) [0.220] [0.000] [0.117]
[0.000] [0.003] [0.002] (0.0318)
95 1.9802 -1.6528 -0.7539 0.2243 0.8951 12.697 2.2016
(6.238) (- 2.275) (- 1.302) (0.0092) [0.345] [0.000] [0.139]
[0.000] [0.023] [0.194] (0.0198)
96 0.8351 1.1721 - 1.6052 0.0096 5.3622 1.0013 3.9380
(1.912) (0.988) (- 2.900) (0.0108) [0.021] [0.317] [0.048]
[0.057] [0.324] [0.004] (0.0002)
97 3.2713 - 1.9660 -1.2916 0.3294 6.7351 22.099 0.7884
(10.05) (-2.774) (- 3.419) (0.0168) [0.010] [0.000] [0.375]
[0.000] [0.006] [0.001] (0.0114)
98 2.7892 -2.0776 -0.7084 0.2839 5.3036 39.693 6.0867
(8.052) (- 3.690) (-2.122) (0.0083) [0.022] [0.000] [0.014]
[0.000] [0.000] [0.034] (0.0304)
99 2.0445 -1.3817 -0.6233 0.2412 4.0049 18.295 1.6158
(6.086) (- 2.096) (- 1.470) (0.0050) [0.046] [0.000] [0.204]
[0.000] [0.037] [0.142] (0.0144)
2000 0.5262 0.2387 -0.1168 0.0586 1.3748 0.3518 0.0870
(1.489) (0.402) (-0.271) (- 0.0016) [0.241] [0.553] [0.768]
[0.137] [0.688] [0.786] (- 0.0015)
79-00 1.4859 -0.7779 -0.8528 0.3073 36.377 49.976 0.1659
(11.13) (- 4.287) (- 8.943) (0.0091) [0.000] [0.000] [0.684]
[0.000] [0.000] [0.000] (0.0025)
Mean 0.2107
(vs. OP_L) (0.0126)
(vs. OP_N) (0.0099)
Median 0.2245
(vs. OP_L) (0.0089) Z=3.587 p = 0.000
(vs. OP_N) (0.0046) Z=2.938 p =0.003
BNST
(vs. OP_L) p =0.004
(vs. OP_N) p = 0.052
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Table 11 Value relevance of losses and earnings conditional on negative changes (continued)

Panel B Adj. R?
(vs. Ol_L) F test [p-value]

Year o]! D Ol D, Ol (vs.OIN) B +B,=0 B, +B,=0 By =P,
1979 1.4420 - 1.3664 - 0.4014 0.1876 0.0143 2.2135 0.5632
(3.862) (- 2.028) (- 0.760) (- 0.0016) [0.905] [0.138] [0.454]

[0.000] [0.044] [0.448] (0.0070)
80 1.3032 - 0.3683 - 0.9252 0.3005 6.4130 0.7593 0.6230
(3.330) (- 0.640) (- 2.943) (0.0186) [0.012] [0.384] [0.431]

[0.001] [0.523] [0.004] (- 0.0011)
81 2.5553 -1.1960 -1.3864 0.3499 16.555 9.9922 0.0890
(5.286) (- 2.544) (-3.727) (0.0439) [0.000] [0.002] [0.766]

[0.000] [0.011] [0.000] (0.0174)
82 0.4621 0.5691 - 0.5945 0.1379 4.7498 0.2074 2.8580
(2.788) (1.333) (- 2.747) (0.0137) [0.030] [0.649] [0.092]

[0.006] [0.184] [0.006] (0.0004)
83 0.7849 -0.3933 - 0.6032 0.2761 1.4187 0.5901 0.1674
(2.898) (- 1.162) (- 2.519) (0.0165) [0.235] [0.443] [0.683]

[0.004] [0.246] [0.012] (0.0005)
84 3.1378 -1.7034 -1.8035 0.2565 4.4692 45231 0.0074
(5.443) (- 2.164) (- 3.809) (0.0259) [0.035] [0.034] [0.932]

[0.000] [0.031] [0.000] (0.0077)
85 0.9085 -0.9189 -1.1204 0.1351 0.0001 0.0776 0.0188
(1.665) (- 0.645) (- 1.879) (0.0062) [0.991] [0.781] [0.891]

[0.097] [0.519] [0.061] (- 0.0009)
86 2.0002 -2.4891 - 0.4656 0.1487 0.3917 5.8107 2.4737
(2.858) (- 2.584) (- 0.774) (- 0.0007) [0.532] [0.017] [0.117]

[0.005] [0.010] [0.439] (0.0176)
87 1.9243 - 0.4667 -1.7652 0.0938 1.5778 0.0265 0.4465
(2.798) (- 0.413) (- 2.001) (0.0091) [0.210] [0.871] [0.505]

[0.005] [0.680] [0.046] (- 0.0026)
88 5.3838 -7.1677 0.3753 0.2584 1.8204 15.743 9.2661
(7.061) (- 4.959) (0.270) (- 0.0021) [0.178] [0.000] [0.003]

[0.000] [0.000] [0.788] (0.0454)
89 0.9045 - 1.0490 -2.4792 0.2154 0.0068 1.1894 0.3443
(1.096) (- 0.544) (-3.178) (0.0075) [0.934] [0.276] [0.558]

[0.274] [0.587] [0.002] (- 0.0018)
90 6.6968 -12.478 -0.6715 0.2126 2.9196 39.466 10.050
(9.119) (- 4.719) (- 1.047) (- 0.0007) [0.088] [0.000] [0.002]

[0.000] [0.000] [0.296] (0.0225)
91 2.5072 -0.1672 -2.0926 0.1444 17.342 0.4575 3.2888
(5.065) (- 0.253) (- 5.894) (0.0362) [0.000] [0.499] [0.070]

[0.000] [0.801] [0.000] (- 0.0018)
92 2.8264 - 2.5360 -1.0670 0.2746 0.3829 27.323 4.9556
(8.825) (- 3.223) (-3.372) (0.0199) [0.536] [0.000] [0.026]

[0.000] [0.001] [0.001] (0.0290)
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Table 11 Value relevance of losses and earnings conditional on negative changes (continued)

Panel B Adj. R?
(vs. Ol_L) F test [p-value]
Year ol D, Ol D, Ol (vs. OI_N) B, +f4,=0 B, +B,=0 B, =B,
1993 2.7745 -0.9928 - 1.5006 0.2136 17.659 14.690 0.5999
(7.650) (- 1.999) (- 4.275) (0.0359) [0.000] [0.000] [0.439]
[0.000] [0.046] [0.000] (0.0045)
94 2.7714 -2.4183 -0.7584 0.1920 0.9304 20.962 5.5997
(4.662) (- 3.100) (-1.734) (0.0060) [0.335] [0.000] [0.018]
[0.000] [0.002] [0.084] (0.0288)
95 1.3645 - 1.1006 -0.7091 0.1561 0.8351 3.0783 0.4575
(3.761) (- 1.898) (- 1.953) (0.0071) [0.361] [0.080] [0.499]
[0.000] [0.058] [0.051] (0.0097)
96 -0.0071 2.4624 -1.7989 0.0106 9.6738 4.4007 8.5499
(- 0.012) (1.927) (- 3.606) (0.0127) [0.002] [0.036] [0.004]
[0.991] [0.055] [0.000] (0.0079)
97 4.1991 - 3.1404 -1.3983 0.4112 5.8088 40.651 5.4934
(12.67) (- 4.474) (- 3.437) (0.0161) [0.016] [0.000] [0.019]
[0.000] [0.000] [0.001] (0.0330)
98 3.6833 -2.8712 -0.8786 0.3371 8.7469 65.752 13.272
(9.369) (- 5.203) (- 2.467) (0.0133) [0.003] [0.000] [0.000]
[0.000] [0.000] [0.014] (0.0615)
99 2.1352 - 2.0162 - 0.0862 0.2372 0.2171 35.339 13.214
(4.703) (- 3.065) (- 0.276) (- 0.0013) [0.641] [0.000] [0.000]
[0.000] [0.002] [0.783] (0.0356)
2000 1.0170 -0.1857 -0.4143 0.0657 2.0632 0.6384 0.0361
(2.537) (-0.282) (-0.974) (- 0.0009) [0.151] [0.425] [0.849]
[0.011] [0.778] [0.330] (- 0.0016)
79-00 1.8317 - 1.0091 - 0.9949 0.3001 55.977 51.802 0.0047
(10.42) (- 4.510) (- 7.886) (0.0081) [0.000] [0.000] [0.946]
[0.000] [0.000] [0.000] (0.0040)
Mean 0.2098
(vs. OI_L) (0.0128)
(vs. O1_N) (0.0145)
Median 0.2131
(vs. Ol_L) (0.0109) Z=3.425 p =0.001
(vs. OI_N) (0.0078) Z=3.036 p =0.002
BNST
(vs. Ol_L) p = 0.052
(vs. OI_N) p =0.052
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Table 11 Value relevance of losses and earnings conditional on negative changes (continued)

Panel C Adj. R?
(vs. NI_L) F test [p-value]

Year NI D, NI Dy NI (vs. NILN) B, +8,=0 B, +p,=0 By =P,
1979 1.9515 2.0478 - 4.1563 0.2434 8.7094 2.4637 5.1331
(5.844) (2.421) (- 5.324) (0.0228) [0.003] [0.118] [0.024]

[0.000] [0.016] [0.000] (0.0029)
80 1.4534 1.6358 - 2.5536 0.2891 13.492 1.5044 6.3515
(3.091) (2.030) (- 4.207) (0.0260) [0.000] [0.221] [0.012]

[0.002] [0.043] [0.000] (0.0043)
81 0.7253 1.4183 -1.9673 0.2179 9.5229 3.3288 6.3108
(1.377) (1.906) (-3.219) (0.0221) [0.002] [0.069] [0.013]

[0.170] [0.058] [0.001] (0.0077)
82 0.6001 0.6680 -0.9796 0.1276 3.5444 0.5295 2.1676
(4.231) (1.240) (- 2.157) (0.0084) [0.061] [0.467] [0.142]

[0.000] [0.216] [0.032] (- 0.0004)
83 0.6470 -0.3432 - 0.6624 0.2419 0.3847 0.0020 0.1791
(2.504) (- 0.714) (- 2.265) (0.0077) [0.536] [0.965] [0.672]

[0.013] [0.476] [0.024] (- 0.0015)
84 3.2377 -4,2323 1.2245 0.1784 0.5994 13.327 5.3826
(4.604) (- 2.118) (0.634) (0.0006) [0.439] [0.000] [0.021]

[0.000] [0.035] [0.526] (0.0202)
85 0.2354 1.8588 - 1.5700 0.1251 1.9947 0.9359 1.5168
(0.462) (1.523) (- 1.677) (0.0012) [0.159] [0.334] [0.219]

[0.644] [0.129] [0.095] (0.0012)
86 2.6962 - 1.4340 -1.1670 0.1285 0.9066 1.3652 0.0118
(3.005) (- 1.060) (- 1.218) (0.0002) [0.342] [0.244] [0.914]

[0.003] [0.290] [0.224] (- 0.0004)
87 1.2142 2.0064 -2.1711 0.0807 3.1185 0.2591 1.4570
(1.103) (0.951) (- 1.374) (0.0022) [0.078] [0.611] [0.228]

[0.271] [0.342] [0.170] (- 0.0002)
88 9.7376 - 10.775 -0.2629 0.2335 0.5468 19.922 12.036
(6.365) (- 5.329) (-0.173) (- 0.0025) [0.460] [0.000] [0.001]

[0.000] [0.000] [0.863] (0.0615)
89 0.1343 1.1406 -4.1353 0.2128 0.4027 3.5270 2.3840
(1.378) (1.196) (- 2.812) (0.0069) [0.526] [0.061] [0.124]

[0.169] [0.233] [0.005] (- 0.0017)
90 11.958 -21.779 1.4701 0.2087 3.8072 43.823 14,725
(6.343) (-4.812) (1.068) (- 0.0006) [0.052] [0.000] [0.000]

[0.000] [0.000] [0.286] (0.0319)
91 1.2381 2.3495 - 3.3488 0.0994 13.089 3.7448 7.9241
(1.243) (2.015) (- 4.549) (0.0222) [0.000] [0.054] [0.005]

[0.215] [0.044] [0.000] (0.0068)
92 1.6309 - 1.0467 -0.0259 0.1732 0.8590 6.9852 0.8319
(2.201) (- 1.139) (- 0.042) (- 0.0018) [0.355] [0.008] [0.362]

[0.028] [0.255] [0.966] (0.0018)
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Table 11 Value relevance of losses and earnings conditional on negative changes (continued)

Panel C Adj. R?
(vs. NI_L) F test [p-value]
Year NI D, NI Dy NI (vs. NI_N) B, +p8,=0 pB,+8,=0 B, = B
193 3.3633 -0.7209 -2.2291 0.1806 14.410 2.9657 1.4352
(4.455) (- 0.860) (- 3.076) (0.0190) [0.000] [0.086] [0.232]
[0.000] [0.390] [0.002] (- 0.0001)
94 2.0819 - 1.3075 -0.3512 0.1468 2.0384 5.3201 0.6670
(2.183) (-1.212) (- 0.593) (- 0.0011) [0.154] [0.022] [0.414]
[0.030] [0.226] [0.553] (0.0027)
95 0.9576 -0.0391 - 0.6295 0.1292 3.0940 0.2891 0.3109
(1.615) (- 0.039) (-1.013) (0.0009) [0.079] [0.591] [0.577]
[0.107] [0.969] [0.312] (- 0.0017)
96 0.3963 1.5086 - 0.9594 0.0010 3.8645 0.3259 1.9747
(0.558) (1.345) (-1.424) (0.0001) [0.050] [0.568] [0.161]
[0.577] [0.179] [0.155] (0.0015)
97 3.9139 -2.1885 - 0.9559 0.3025 11.612 19.963 1.3085
(2.578) (-1.281) (-1.758) (0.0033) [0.001] [0.000] [0.253]
[0.010] [0.201] [0.079] (0.0120)
98 5.0136 - 3.5997 - 1.0567 0.3087 7.7380 40.311 5.9617
(7.985) (-4.337) (- 1.961) (0.0048) [0.006] [0.000] [0.015]
[0.000] [0.000] [0.050] (0.0369)
99 0.7243 -0.5146 0.0599 0.1864 0.6479 4.2033 0.9502
(1.440) (- 1.031) (0.495) (- 0.0015) [0.421] [0.041] [0.330]
[0.150] [0.303] [0.621] (0.0011)
2000 0.2331 - 0.5087 0.5942 0.0611 0.3925 2.9172 1.5115
(1.998) (- 0.758) (0.918) (0.0013) [0.531] [0.088] [0.219]
[0.046] [0.449] [0.359] (0.0003)
79-00 0.8591 -0.1145 -0.5641 0.2692 25.552 3.4852 2.3278
(2.604) (- 0.269) (-2.012) (0.0011) [0.000] [0.062] [0.127]
[0.009] [0.788] [0.044] (- 0.0001)
Mean 0.1762
(vs. NI_L) (0.0065)
(vs. NI_N) (0.0085)
Median 0.1795
(vs. NI_L) (0.0018) Z=2792 p =0.005
(vs. NI_N) (0.0017) Z2=2776 p = 0.006
BNST
(vs.NI_L) p=0.017
(vs. NI_N) p=0.134
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Table 11  Value relevance of losses and earnings conditional on negative changes (continued)

Panel D (1) OP_LN (2) OL_LN (3) NILLN
Dummy Test Hausman Test Dummy Test Hausman Test Dummy Test Hausman Test

Year F (p-value) 7°  (p-value) F (p-value) 7°  (p-value) F (p-value) 7°  (p-value)

1979 1.23 (0.243) 12.29 (0.006) 2.79 (0.000) 221.71 (0.000) 2.09 (0.008) 31.12 (0.000)
80 8.43 (0.000) 57.61 (0.000) 7.50 (0.000) 21.28 (0.000) 6.51 (0.000) 49.70 (0.000)
81 4.80 (0.000) 6.32 (0.097) 3.55 (0.000) 12.79 (0.005) 4.62 (0.000) 0.33  (0.954)
82 3.38 (0.000) 1.19 (0.755) 3.41 (0.000) 4.54 (0.209) 3.34 (0.000) 29.08 (0.000)
83 6.72 (0.000) 91.46 (0.000) 6.14 (0.000) 13.85 (0.003) 6.06 (0.000) 15.08 (0.002)
84 3.45 (0.000) 292.89 (0.000) 3.38 (0.000) 111.18 (0.000) 3.36  (0.000) 86.97 (0.000)
85 3.20 (0.000) 5.26 (0.154) 3.69 (0.000) 0.44 (0.932) 3.61 (0.000) 10.35 (0.016)
86 3.26  (0.000) 0.35 (0.951) 3.31 (0.000) 472 (0.193) 3.14 (0.000) 8.40 (0.038)
87 2.19 (0.005) 21.15 (0.000) 2.00 (0.011) 11.47 (0.010) 241 (0.002) 20.11 (0.000)
88 2.72  (0.000) 17.92 (0.001) 3.35 (0.000) 111.82 (0.000) 3.39 (0.000) 115.38 (0.000)
89 4.70 (0.000) 136.17 (0.000) 5.48 (0.000) 294.39 (0.000) 6.11 (0.000) 32.57 (0.000)
90 3.39 (0.000) 106.36  (0.000) 3.26 (0.000) 118.74 (0.000) 3.28 (0.000) 173.10 (0.000)
91 2.59 (0.001) 9.07 (0.028) 2.79 (0.000) 5.74 (0.125) 2.89 (0.000) 2.00 (0.573)
92 6.26 (0.000) 94.38 (0.000) 6.03 (0.000) 5.45 (0.142) 5.82 (0.000) 410 (0.251)
93 3.42  (0.000) 5.22 (0.156) 3.54 (0.000) 14.42 (0.002) 4.54 (0.000) 14.37 (0.002)
94 6.34 (0.000) 2,724.50 (0.000) 5.94 (0.000) 247.79 (0.000) 551 (0.000) 22.80 (0.000)
95 4.81 (0.000) 46.89 (0.000) 4.84 (0.000) 14.31 (0.003) 4.63 (0.000) 234.67 (0.000)
96 0.84 (0.645) 2.35 (0.504) 0.81 (0.685) 5.30 (0.151) 0.93 (0.637) 3.60 (0.308)
97 6.60 (0.000) 29.32 (0.000) 5.97 (0.000) 535 (0.148) 5.93 (0.000) 32.42 (0.000)
98 6.68 (0.000) 16.69 (0.001) 6.12 (0.000) 11.74 (0.008) 5.84 (0.000) 6.12 (0.106)
99 5.62 (0.000) 78.33  (0.000) 5.34 (0.000) 106.19 (0.000) 6.73 (0.000) 12.93 (0.005)

2000 2.82 (0.000) 56.63 (0.000) 2.92 (0.000) 21.47 (0.000) 2.87 (0.000) 9.30 (0.026)

73



XB% &

Earnings capitalization with losses and sign of changes model (M8): P.=a+ X, +5,D X, + 5Dy X, + z;/j D,— + U, P = stock price, X = accounting earnings (OP, Ol,

NI), AX=X,-X,,, D, =dummy variable, 1 for losses and 0 for others. D, = dummy variable, 1 for firms decreasing earnings and 0 for others, D; = industry dummy (j =1, 2, -,

t-17
17). For example, OP_L represents the regression model M2, which separates losses form earnings. OP_N represents the regression model M7 (earnings capitalization with sign
model). Each cell on the left-hand side in Panels through A to C shows as follows: Top = Estimated Coefficients, (Middle) = t-value using heteroscedasticity-consistent covariance
matrix (White’s t), [Bottom] = p-value (two-tailed). The column “vs. OP_L" represents the difference in adjusted R-square between simple earnings capitalization with loss model

(M2) with using operating profit as independent variable. Z = Wilcoxon test score, BNST = p-value of binominal sign test. Dummy Test represents the results of F-test whether all

industry dummy is zero.
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Table 12 AIC comparison between models

Operating Profits Ordinary Income Net Income
Year AOP_BSN  vs. A0P_N AOI_BSN vs. A0L_N ANI_BSN  vs. 4 NN
1979 0.21765 - 0.00062 0.20073 - 0.00297 0.23705 - 0.00240
80 0.09575 - 0.00080 0.09719 - 0.00297 0.10141 - 0.00356
81 0.12023 0.00126 0.11879 0.00075 0.12717 0.00107
82 0.05799 0.00022 0.05844 0.00072 0.05946 0.00076
83 0.05574 0.00059 0.05605 - 0.00034 0.06004 0.00001
84 0.25703 - 0.00038 0.25594 - 0.00065 0.28938 - 0.00365
85 0.13826 - 0.00002 0.13472 - 0.00094 0.14649 - 0.00088
86 0.13225 0.00043 0.13124 - 0.00049 0.13668 0.00088
87 0.18943 0.00202 0.18832 0.00073 0.18672 0.00043
88 0.32786 0.00345 0.30532 0.00331 0.37828 0.00248
89 0.15793 0.00169 0.16191 0.00143 0.16406 -0.00378
90 0.15890 0.00139 0.15586 0.00103 0.16510 0.00060
91 0.04118 0.00023 0.03927 - 0.00017 0.04327 0.00019
92 0.02123 0.00013 0.02074 0.00008 0.02119 - 0.00048
93 0.03226 - 0.00022 0.03218 - 0.00095 0.03400 -0.00196
94 0.04697 -0.00011 0.04601 - 0.00010 0.05083 - 0.00076
95 0.02208 0.00002 0.02176 - 0.00005 0.02449 0.00011
96 0.16790 0.00124 0.16940 - 0.00029 0.17354 0.00081
97 0.03974 0.00022 0.03981 - 0.00013 0.04079 0.00018
98 0.05016 - 0.00093 0.04944 - 0.00095 0.05231 - 0.00021
99 0.08277 -0.00126 0.08435 0.00029 0.08442 0.00027
2000 0.34439 0.00065 0.34464 0.00088 0.34524 - 0.00304
79 -00 0.13123 - 0.00010 0.13141 - 0.00029 0.13656 - 0.00060
Mean 0.12535 0.00042 0.12328 - 0.00008 0.13281 - 0.00026
Median 0.10799 0.00022 0.10799 -0.00012 0.11429 0.00014
Z 1.591 -0.276 0.146
p-value 0.112 0.783 0.884
BNST 0.286 0.523 0.523

Big surprise with sign model (M9):

AX

AP, AaX, AaX, AX, . .
L=a+p 5 L+ B,Dgs —2+ B,Dy +3,Dgs Dy, Tn+z71Dj +U, P = stock price, X = accounting

F)it—l it-1 it-1 it-1 it-1

earnings (OP, OI, NI), AX = X,= X.1» Dgg = dummy variable, 1 when ‘AX " / PiH‘ is greater than the median in each

t-17
industry and O for others. Dy = dummy variable, 1 for firms decreasing earnings and O for others, Dj = industry dummy ( j
=1, 2,--+, 17). For, example, A4 OP_N represents the regression model M7 (earnings changes with sign model). The
column “vs. AOP_N" represents the difference in AIC between earnings changes with sign model (M6) with using

operating profit as independent variable. Z = Wilcoxon test score, BNST = p-value of binominal sign test.
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Table 13 Value relevance of large and negative earnings changes

Panel A ) F test [p-value] ,
Adj. R +8,=0 +5,=0 PLT P, +8,=0
Year AOP Dgs AOP Dy AOP  DgD, AOP (vs. AOP_N) ot fuths + B, + B, =0 far b

1979 -0.2710 1.7557 2.1917 -3.3407 0.3119 61.744 1.4929 0.9953 1.3860
(-0.272) (1.895) (1.118) (- 1.922) (0.0062) [0.000] [0.223] [0.319] [0.240]

[0.786] [0.059] [0.265] [0.056]
80 0.7893 -0.1352 3.4793 - 35523 0.3100 15.484 7.0816 1.3250 5.6399
(0.592) (- 0.120) (1.306) (- 1.509) (0.0100) [0.000] [0.008] [0.251] [0.018]

[0.555] [0.905] [0.193] [0.132]
81 4.2248 -0.9136 - 4.9464 1.4312 0.3095 56.923 0.1394 0.6544 0.0763
(2.987) (- 0.657) (- 2.046) (0.801) (- 0.0030) [0.000] [0.709] [0.419] [0.783]

[0.003] [0.512] [0.042] [0.424]
82 - 1.6750 1.7084 4.0741 -3.3818 0.1270 0.0925 2.7820 6.006 15608
(- 1.998) (2.128) (2.506) (- 2.236) (0.0020) [0.761] [0.096] [0.015] [0.213]

[0.047] [0.034] [0.013] [0.026]
83 0.1873 0.8332 1.2351 - 1.4205 0.2926 15.994 2.1332 10.641 0.4629
(0.133) (0.599) (0.678) (- 0.857) (- 0.0033) [0.000] [0.145] [0.001] [0.497]

[0.894] [0.550] [0.498] [0.392]
84 11.193 - 8.0518 - 14.442 11.853 0.2125 34.102 0.6066 1.1612 0.8953
(2.472) (- 1.820) (- 2.300) (2.019) (0.0059) [0.000] [0.437] [0.282] [0.345]

[0.014] [0.070] [0.022] [0.044]
85 0.4559 1.7845 - 4.6369 3.2621 0.2050 19,135 1.1966 1.9029 1.9227
(0.187) (0.809) (- 0.749) (0.566) (0.0048) [0.000] [0.275] [0.169] [0.167]

[0.852] [0.419] [0.455] [0.572]
86 5.7257 - 2.5244 - 8.4041 5.4330 0.1768 24,662 1.9316 0.2563 2.7104
(1.835) (- 0.798) (- 1.905) (1.294) (0.0022) [0.000] [0.166] [0.613] [0.101]

[0.067] [0.425] [0.058] [0.197]
87 3.0357 - 3.0560 -3.4394 4,0152 0.0709 0.0005 0.0226 0.7745 0.1661
(0.727) (- 0.765) (- 0.601) (0.754) (- 0.0045) [0.982] [0.881] [0.380] [0.684]

[0.468] [0.445] [0.548] [0.451]
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Table 13 Value relevance of large and negative earnings changes (continued)

Panel A ) F test [p-value] ,
Adj. R +5,=0 +5,=0 PP +8, =0
Year AOP Dgs AOP Dy AOP  DgD, AOP (vs. AOP_N) Pl hitbs + B+ B, =0 bty

1088 9.6875 -2.6186 ~11.186 2.3542 02712 47.759 0.0704 1.1740 0.0024
(2.348) (- 0.662) (- 1.586) (0.424) (- 0.0036) [0.000] [0.791] [0.279] [0.961]

[0.020] [0.509] [0.114] [0.672]
89 3.2164 2.1467 - 25936 - 15078 0.2649 21.641 0.0040 0.2518 0.0044
(0.726) (0.558) (- 0.262) (- 0.169) (- 0.0039) [0.000] [0.949] [0.616] [0.947]

[0.460] [0.577] [0.793] [0.866]
90 7.2866 2.8000 -13.640 1.0202 0.1727 52.284 0.3947 1.2140 0.1615
(0.940) (0.391) (-0.977) (0.080) (- 0.0035) [0.000] [0.530] [0.271] [0.688]

[0.348] [0.696] [0.329] [0.936]
91 4.4125 0.7592 27301 -6.5151 0.1117 15.479 1.8045 1.1608 1.3249
(1.072) (0.191) (0.324) (- 0.834) (- 0.0013) [0.000] [0.180] [0.282] [0.250]

[0.284] [0.849] [0.746] [0.405]
92 -0.6378 1.2859 4.8426 -3.5031 0.1619 1.2216 24541 10.769 0.8081
(- 0.245) (0.525) (1.212) (- 0.984) (- 0.0020) [0.270] [0.118] [0.001] [0.360]

[0.806] [0.600] [0.226] [0.325]
93 8.6617 -5.7361 -5.2172 43012 0.2046 10.295 6.2262 31.600 1.3747
(2.738) (- 1.801) (- 1.405) (1.244) (0.0083) [0.001] [0.013] [0.000] [0.242]

[0.006] [0.072] [0.161] [0.214]
94 9.3490 -5.7157 - 6.6430 4.7031 0.2340 31.859 1.9639 17.025 0.3226
(4.037) (- 2.376) (- 1.967) (1.505) (0.0047) [0.000] [0.162] [0.000] [0.570]

[0.000] [0.018] [0.050] [0.133]
95 1.6169 0.1950 3.5060 - 4.2967 0.2030 33.758 4.8147 5.3554 3.3053
(0.961) (0.126) (1.160) (- 1.552) (0.0023) [0.000] [0.029] [0.021] [0.070]

[0.337] [0.900] [0.247] [0.121]
96 1.2740 15152 2.1139 -1.4953 0.0556 11.267 0.6286 15.158 0.0000
(0.450) (0.582) (0.467) (- 0.378) (- 0.0036) [0.001] [0.428] [0.000] [0.996]

[0.653] [0.561] [0.641] [0.705]
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Table 13 Value relevance of large and negative earnings changes (continued)

Panel A F test [p-value]
Adj. R* B+ p,=0 P+ Bs=0 B+ B B+, =0
Year AOP Dgs 40P Dy 40P DgsDy 40P (vs. AOP_N) Lo
+pPs+B,=0
1997 2.6873 - 2.065 0.6353 1.9322 0.2157 2.0356 2.6956 26.692 0.0043
(0.832) (-0.673) (0.145) (0.475) (- 0.0015) [0.154] [0.101] [0.000] [0.948]
[0.406] [0.501] [0.885] [0.635]
98 10.976 - 9.5202 - 9.1440 8.6919 0.2123 14.193 0.6262 15.086 0.1362
(3.838) (- 3.389) (- 2.409) (2.429) (0.0175) [0.000] [0.429] [0.000] [0.712]
[0.000] [0.001] [0.016] [0.015]
99 6.5800 - 6.3407 - 4.8248 5.3308 0.1987 1.5394 2.1663 8.8581 0.8373
(2.406) (-2.332) (- 1.578) (1.804) (0.0150) [0.215] [0.142] [0.003] [0.361]
[0.016] [0.020] [0.115] [0.072]
2000 -0.5794 0.8103 8.7253 - 6.3869 0.0723 0.6334 5.5317 7.9692 2.8335
(- 0.302) (0.452) (2.402) (- 2.021) (0.0014) [0.426] [0.019] [0.005] [0.093]
[0.763] [0.651] [0.017] [0.044]
79 - 00 1.4519 -0.3021 0.4943 -0.8853 0.2957 341.22 23.412 77.978 9.1978
(2.973) (- 0.696) (0.603) (- 1.290) (0.0007) [0.000] [0.000] [0.000] [0.002]
[0.003] [0.487] [0.546] [0.197]
Mean 0.1998
(0.0023)
Median 0.2048
(0.0017) Z=1331 p =0.183
BNST p=0.832
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Table 13 Value relevance of large and negative earnings changes (continued)

Panel B F test [p-value]
Adj. R? i
Year A0l Dgs 40l Dy 40l DggDy 401 (vs. 40I_N) 3 3 1+ P 3

ﬂl"'ﬂz‘o ﬂl+ﬂa_o +ﬂa+ﬂ4:o ﬂ2+ﬂ4_0
1979 - 0.6033 2.1847 3.8091 -4.9210 0.3654 78.100 3.7381 2.3740 3.5051
(- 0.669) (2.669) (1.700) (- 2.471) (0.0134) [0.000] [0.054] [0.125] [0.062]

[0.504] [0.008] [0.090] [0.014]
80 0.4781 - 0.1050 5.5417 - 4.9165 0.2996 4.9056 16.941 3.0649 12.083
(0.313) (- 0.074) (2.375) (- 2.325) (0.0258) [0.028] [0.000] [0.081] [0.001]

[0.754] [0.941] [0.018] [0.021]
81 4.1606 -1.3471 - 3.2589 0.3912 0.3177 58.612 0.1483 0.0667 0.1741
(2.735) (- 0.926) (- 1.146) (0.173) (- 0.0002) [0.000] [0.700] [0.796] [0.677]

[0.007] [0.355] [0.253] [0.863]
82 -0.3743 0.4508 1.5214 -0.8780 0.1201 0.6159 0.4414 4.5622 0.0686
(- 0.345) (0.426) (0.696) (- 0.406) (- 0.0056) [0.433] [0.507] [0.034] [0.794]

[0.730] [0.670] [0.487] [0.685]
83 3.4157 - 2.7589 - 1.5813 1.7156 0.2887 8.0349 2.9395 9.6066 1.1577
(1.582) (- 1.302) (- 0.627) (0.727) (0.0086) [0.005] [0.088] [0.002] [0.283]

[0.115] [0.194] [0.531] [0.468]
84 6.3449 - 3.9202 3.8136 - 5.0932 0.2158 30.209 3.3475 4.2227 2.7495
(1.629) (-1.027) (0.603) (- 0.846) (0.0067) [0.000] [0.068] [0.040] [0.098]

[0.104] [0.305] [0.547] [0.398]
85 - 2.8206 4.8678 3.6205 -4.2874 0.2253 17.950 0.0443 3.6020 0.0248
(-1.327) (2.533) (0.614) (-0.762) (0.0100) [0.000] [0.833] [0.059] [0.875]

[0.185] [0.012] [0.539] [0.447]
86 11.221 - 8.1886 - 9.5936 6.8777 0.1831 20.827 0.3100 0.3081 0.2352
(2.680) (-1.873) (- 1.660) (1.191) (0.0078) [0.000] [0.578] [0.579] [0.628]

[0.008] [0.062] [0.098] [0.235]
87 5.1612 - 4.8831 - 8.8045 8.8763 0.0763 0.1329 1.8346 0.4296 2.5251
(0.806) (- 0.775) (-1.113) (1.173) (0.0018) [0.716] [0.177] [0.513] [0.113]

[0.421] [0.439] [0.267] [0.242]
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Table 13 Value relevance of large and negative earnings changes (continued)

Panel B F test [p-value]
Adj. R? B +p,=0 B+PB=0  p.p Po+ Py =0
Year A0l Dgg A0l Dy 40l Dgg Dy 401 LT
(vs. A0I_N) +p,+,=0

1988 9.0230 -0.2473 -1.4187 -9.1445 0.3213 67.993 0.2385 1.3314 0.3705
(2.533) (- 0.088) (- 0.097) (- 0.688) (- 0.0035) [0.000] [0.626] [0.249] [0.543]

[0.012] [0.930] [0.922] [0.492]
89 8.8840 - 3.8779 -10.075 4.3694 0.2463 17.983 0.0074 0.0566 0.0013
(1.626) (- 0.838) (- 0.726) (0.343) (- 0.0026) [0.000] [0.932] [0.812] [0.971]

[0.105] [0.403] [0.468] [0.732]
90 -2.5922 13.593 6.2437 -19.393 0.1886 56.068 0.0723 0.6966 0.1955
(-0.218) (1.188) (0.328) (- 1.129) (- 0.0016) [0.000] [0.788] [0.404] [0.659]

[0.828] [0.235] [0.743] [0.260]
91 22.348 -12.778 - 24.245 14.962 0.1529 41.033 0.1191 1.0790 0.1595
(2.069) (-1.234) (-1.671) (1.068) (0.0071) [0.000] [0.730] [0.299] [0.690]

[0.039] [0.218] [0.096] [0.286]
92 4.0963 - 4.1606 -1.4292 3.9017 0.1815 0.2709 1.4413 19.892 0.0161
(1.488) (-1.513) (- 0.369) (1.055) (0.0001) [0.603] [0.231] [0.000] [0.899]

[0.137] [0.131] [0.712] [0.292]
93 13.649 - 11.595 - 10.796 10.455 0.2065 10.397 3.5549 22.578 0.7032
(3.276) (- 2.790) (- 2.287) (2.297) (0.0265) [0.001] [0.060] [0.000] [0.402]

[0.001] [0.005] [0.023] [0.022]
94 9.1310 - 5.9002 - 5.0865 3.9689 0.2497 35.263 2.5478 23.570 0.6631
(2.882) (- 1.909) (- 1.197) (1.011) (0.0045) [0.000] [0.111] [0.000] [0.416]

[0.004] [0.057] [0.232] [0.312]
95 -1.4123 2.7146 9.0220 - 8.3687 0.2147 27.894 7.0296 22.198 4.0763
(- 0.699) (1.521) (1.860) (- 1.843) (0.0046) [0.000] [0.008] [0.000] [0.044]

[0.485] [0.129] [0.063] [0.066]
96 11.958 -9.1911 -6.7357 5.8136 0.0472 14.569 0.8008 5.4903 0.3452
(2.140) (- 1.708) (- 0.829) (0.777) (0.0051) [0.000] [0.371] [0.020] [0.557]

[0.033] [0.088] [0.407] [0.437]
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Table 13 Value relevance of large and negative earnings changes (continued)

Panel B F test [p-value]
Adj. R* B+B=0  AtB=0  pip By +B,=0
Year A0l Dgs 40l Dy 40l DgsDy 40l LT
(VS. AOI_N) +ﬂ3 +ﬂ4 =0
1997 5.6203 -4.9727 -1.5725 3.6106 0.2144 2.2916 2.3443 21.241 0.2670
(1.525) (- 1.410) (-0.313) (0.762) (0.0054) [0.131] [0.126] [0.000] [0.606]
[0.128] [0.159] [0.754] [0.446]
98 13.256 -11.302 -10.417 9.6145 0.2236 20.006 1.0724 15.924 0.4018
(3.998) (- 3.480) (-2.312) (2.237) (0.0177) [0.000] [0.301] [0.000] [0.526]
[0.000] [0.001] [0.021] [0.026]
99 1.8817 -1.7326 0.0604 0.6603 0.1835 0.6426 2.0215 12.676 0.7105
(1.085) (- 1.009) (0.027) (0.307) (0.0000) [0.423] [0.156] [0.000] [0.400]
[0.278] [0.314] [0.979] [0.759]
2000 - 0.0989 0.2536 7.6917 -5.3885 0.0716 0.3596 5.0033 8.4502 2.4402
(- 0.056) (0.148) (2.306) (-1.817) (0.0008) [0.549] [0.026] [0.004] [0.119]
[0.956] [0.882] [0.021] [0.070]
79 - 00 1.5160 - 0.4735 1.3295 -1.6127 0.2947 321.02 37.775 81.722 21.099
(2.970) (-1.017) (1.357) (-1.849) (0.0017) [0.000] [0.000] [0.000] [0.000]
[0.003] [0.309] [0.175] [0.064]
Mean 0.2088
(0.0060)
Median 0.2146
(0.0049) Z=2973 p =0.003
BNST p =0.027
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Table 13 Value relevance of large and negative earnings changes (continued)

Panel C F test [p-value]
Adj.R2 18 =0 B+ B, =0 +3,=0
Year ANI Dgs ANI Dy 4NI DgsDy ANI (vs. ANI_N) Athy L At b, oty
+ P+ B, =0

1979 -8.9007 10.054 9.8533 -11.123 0.2506 34537 0.3132 0.5810 0.4195
(-2.197) (2.533) (2.343) (- 2.692) (0.0123) [0.000] [0.576] [0.447] [0.518]

[0.029] [0.012] [0.020] [0.008]
80 1.1486 - 1.1164 10.965 -10.035 0.2692 0.1302 16.006 6.0392 13.614
(0.706) (- 0.691) (2.884) (- 2.670) (0.0303) [0.719] [0.000] [0.015] [0.000]

[0.481] [0.490] [0.004] [0.008]
81 5.6960 - 4.6759 - 4.8498 4.0757 0.2696 40.660 0.0730 1.5882 0.0376
(1.837) (- 1.584) (-1.231) (1.108) (-0.0017) [0.000] [0.787] [0.209] [0.846]

[0.067] [0.114] [0.219] [0.269]
82 0.7013 -0.5991 - 0.2955 0.2655 0.1048 0.6843 0.0147 0.1930 0.0101
(0.254) (-0.218) (- 0.082) (0.075) (- 0.0061) [0.409] [0.904] [0.661] [0.920]

[0.800] [0.827] [0.934] [0.940]
83 - 1.5463 1.9379 5.1344 - 4.7539 0.2381 2.8336 5.1944 5.1739 35781
(- 0.657) (0.838) (1.739) (- 1.775) (0.0045) [0.093] [0.023] [0.023] [0.060]

[0.512] [0.403] [0.083] [0.077]
84 0.9228 0.2283 0.2097 -0.974 0.1134 3.8866 0.0333 0.6649 0.0147
(0.111) (0.028) (0.016) (- 0.076) (- 0.0059) [0.050] [0.855] [0.415] [0.904]

[0.912] [0.977] [0.987] [0.939]
85 - 7.3858 7.9231 16.800 -16.288 0.1577 3.1990 2.6835 3.1464 2.1629
(- 1.839) (2.021) (2.763) (- 2.765) (0.0101) [0.075] [0.102] [0.077] [0.142]

[0.067] [0.044] [0.006] [0.006]
86 4.7507 -2.9751 - 0.3553 -1.1822 0.1492 12.045 1.6708 0.6390 1.5374
(1.793) (- 1.062) (- 0.463) (- 1.501) (- 0.0005) [0.001] [0.197] [0.425] [0.216]

[0.074] [0.289] [0.644] [0.134]
87 7.5973 -7.8798 1.0135 0.7830 0.0842 0.1076 3.7525 4.7305 2.7695
(1.637) (- 1.682) (0.344) (0.279) (0.0033) [0.743] [0.054] [0.030] [0.097]

[0.103] [0.094] [0.731] [0.781]
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Table 13 Value relevance of large and negative earnings changes (continued)

Panel C F test [p-value]
Adj. R* B+f,=0  B+p=0 B,+p,=0
Year ANI Dgs ANI Dy 4NI DgsDy ANI (vs. ANI_N) 1T P2 = 17 P B+ b 27 Pa =
+ps+5,=0

1988 -7.1323 8.8397 16.586 - 18.064 0.1592 4.4436 0.8046 0.0096 0.8205
(- 0.760) (0.947) (1.224) (- 1.446) (- 0.0007) [0.036] [0.370] [0.922] [0.366]

[0.448] [0.344] [0.222] [0.149]
89 - 24.708 24.876 67.068 -71.249 0.2363 0.3299 4.5536 2.3172 5.4776
(- 2.812) (2.838) (3.144) (- 3.358) (0.0218) [0.566] [0.034] [0.129] [0.020]

[0.005] [0.005] [0.002] [0.001]
90 - 16.903 25.598 30.483 - 40.707 0.1405 25.586 0.2744 8.5500 0.3403
(- 1.143) (1.817) (1.144) (- 1.575) (0.0009) [0.000] [0.601] [0.004] [0.560]

[0.254] [0.070] [0.253] [0.116]
01 8.3058 - 7.7461 0.7285 - 1.0037 0.0666 1.5386 1.9224 2.2201 1.8024
(1.495) (- 1.410) (0.484) (- 0.806) (- 0.0003) [0.215] [0.166] [0.137] [0.180]

[0.136] [0.159] [0.629] [0.421]
92 18.577 - 18.619 -19.628 19.912 0.1637 0.3055 0.1051 1.2169 0.1617
(2.691) (- 2.697) (- 2.342) (2.390) (0.0223) [0.581] [0.746] [0.271] [0.688]

[0.007] [0.007] [0.020] [0.017]
93 26.310 - 25.921 - 24.945 25.112 0.1619 2.2576 0.3072 7.4660 0.1118
(3.710) (- 3.656) (- 3.264) (3.306) (0.0520) [0.134] [0.580] [0.007] [0.738]

[0.000] [0.000] [0.001] [0.001]
94 7.4549 - 6.9524 4.0684 -3.0899 0.1711 3.2674 11.845 18.435 9.3494
(1.879) (- 1.760) (0.802) (- 0.625) (0.0157) [0.071] [0.001] [0.000] [0.002]

[0.061] [0.079] [0.423] [0.533]
95 - 15613 1.8275 8.1437 - 7.8524 0.1161 2.7439 1.8903 3.0062 1.6113
(- 0.427) (0.509) (1.118) (- 1.116) (- 0.0005) [0.098] [0.170] [0.084] [0.205]

[0.669] [0.611] [0.264] [0.265]
9% - 6.7960 8.7575 15.040 - 16.007 0.0239 8.1176 0.7777 5.6438 0.6077
(- 1.263) (1.712) (1.183) (- 1.295) (- 0.0010) [0.005] [0.378] [0.018] [0.436]

[0.207] [0.088] [0.238] [0.196]
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Table 13 Value relevance of large and negative earnings changes (continued)

Panel C F test [p-value]
Adj. R* Bi+p,=0 P+ ps=0 B+ B B+ p,=0
Year ANI Dgs ANI Dy 4NI DgsDy ANI - (vs. ANI_N) 1o
+pPs+B,=0
1997 1.1353 - 1.3937 -0.1998 2.0731 0.1950 1.2134 3.4292 21.066 1.2322
(0.360) (- 0.443) (- 0.063) (0.657) (- 0.0007) [0.271] [0.065] [0.000] [0.267]
[0.719] [0.658] [0.950] [0.511]
98 7.3061 -7.3311 1.1926 -0.0282 0.1786 0.0196 7.9315 25.663 5.9679
(2.442) (- 2.441) (4.381) (- 0.136) (0.0062) [0.889] [0.005] [0.000] [0.015]
[0.015] [0.015] [0.000] [0.892]
99 2.5484 - 2.4204 -1.0081 1.2521 0.1828 1.1649 1.0273 15.010 0.6011
(1.767) (- 1.662) (- 1.028) (1.295) (0.0003) [0.281] [0.311] [0.000] [0.439]
[0.078] [0.097] [0.304] [0.196]
2000 5.5893 - 5.5330 0.5385 - 0.2800 0.0700 0.6277 5.4892 2.6917 4.9782
(2.603) (- 2.578) (0.278) (- 0.153) (0.0114) [0.429] [0.020] [0.101] [0.026]
[0.009] [0.010] [0.781] [0.878]
79 - 00 2.7518 - 2.4903 0.5804 -0.5290 0.2671 61.740 51.026 36.510 41.855
(4.047) (- 3.691) (1.089) (- 1.033) (0.0034) [0.000] [0.000] [0.000] [0.000]
[0.000] [0.000] [0.276] [0.301]
Mean 0.1592
(0.0079)
Median 0.1606
(0.0021) Z=2.09% p = 0.036
BNST p =0.523
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Table 13 Value relevance of large and negative earnings changes (continued)

Panel D (1) A0OP_BSN (2) AOI_BSN (3) ANI_BSN
Dummy Test Hausman Test Dummy Test Hausman Test Dummy Test Hausman Test

Year F (p-value) 7°  (p-value) F (p-value) 7°  (p-value) F (p-value) 7°  (p-value)

1979 1.67 (0.051) 4.32  (0.365) 1.76 (0.036) 6.05 (0.195) 2.83 (0.000) 31.87 (0.000)
80 6.48 (0.000) 0.35 (0.986) 6.78 (0.000) 11.36 (0.023) 6.71 (0.000) 13.13 (0.011)
81 5.62 (0.000) 7.46 (0.113) 5.55 (0.000) 457 (0.334) 5.30 (0.000) 291 (0.573)
82 3.57 (0.000) 1.62 (0.805) 3.55 (0.000) 492 (0.296) 3.39 (0.000) 6.33 (0.176)
83 5.92 (0.000) 0.47 (0.977) 5.52 (0.000) 287.31 (0.000) 5.02 (0.000) 5.17 (0.271)
84 2.99 (0.000) 8.00 (0.091) 2.71 (0.001) 2.53 (0.640) 2.98 (0.000) 2.37 (0.669)
85 3.05 (0.000) 1.93 (0.748) 3.56 (0.000) 13.02 (0.011) 3.92 (0.000) 16.51 (0.002)
86 3.36  (0.000) 6.44 (0.169) 2.98 (0.000) 4.75 (0.314) 3.12 (0.000) 13.19 (0.010)
87 2.46 (0.002) 4.09 (0.395) 2.45 (0.002 0.94 (0.919) 2.83 (0.000) 13.18 (0.010)
88 2.15 (0.007) 0.43 (0.980) 2.05 (0.010) 733.11 (0.000) 4.27 (0.000) 15.18 (0.004)
89 3.67 (0.000) 34.64 (0.000) 2.56 (0.001) 88,494.30 (0.000) 7.24 (0.000) 1,626.23 (0.000)
90 1.90 (0.020) 10.73 (0.030) 1.96 (0.015) 26.47 (0.000) 2.13 (0.007) 523 (0.264)
91 2.91 (0.000) 341.54 (0.000) 2.66 (0.000) 13.64 (0.009) 2.63 (0.000) 5.98 (0.201)
92 5.08 (0.000) 7.22 (0.125) 5.25 (0.000) 33.85 (0.000) 5.62 (0.000) 44.60 (0.000)
93 3.22 (0.000) 51.58 (0.000) 4.45 (0.000) 1.57 (0.815) 4.31 (0.000) 2.48 (0.649)
94 4.41 (0.000) 65.19 (0.000) 4.81 (0.000) 4.67 (0.323) 4.88 (0.000) 11.27 (0.024)
95 3.86 (0.000) 72.69 (0.000) 4.66 (0.000) 245.08 (0.000) 4.57 (0.000) 590.66 (0.000)
96 0.90 (0.571) 5.46 (0.243) 0.67 (0.837) 3.08 (0.544) 0.89 (0.591) 5.97 (0.201)
97 6.99 (0.000) 5.62 (0.230) 6.92 (0.000) 1.85 (0.764) 6.79 (0.000) 43.57 (0.000)
98 6.10 (0.000) 103.73  (0.000) 5.61 (0.000) 129.16 (0.000) 5.21 (0.000) 20.30 (0.000)
99 5.53 (0.000) 44.74 (0.000) 5.24 (0.000) 34.98 (0.000) 6.46 (0.000) 111.63 (0.000)

2000 2.30 (0.000) 4.16 (0.385) 2.30 (0.000) 6.03 (0.197) 2.72 (0.000) 14.19 (0.007)
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Big surprise with sign model (M9): AR _ —a +ﬂ + f,Dgs —% + B,D, Ay + 3,Dgs Dy, MKy + 271 D +u,-P= = stock price, X = accounting earnings (OP, Ol, NI) ,
it-1 it-1 it-1 it-1 it-1

AX =X, X4, Dgg = dummy variable, 1 when ‘AX /P, 1‘ is greater than the median in each industry and 0 for others. Dy = dummy variable, 1 for firms decreasing earnings
and 0 for others, DJ- = industry dummy (j=1,2,+ - -, 17). For example, AOP_N represents the regression model M6 (earnings changes with sign model). Each cell on the
left-hand side in Panels thorough A to C shows as follows: Top = Estimated Coefficients, (Middle) = t-value using heteroscedasticity-consistent covariance matrix (White’s t),
[Bottom] = p-value (two-tailed). The column “vs. A OP_N” represents the difference in adjusted R-square between earnings changes with sign model (M6) with using operating

profit as independent variable. Z = Wilcoxon test score, BNST = p-value of binominal sign test. Dummy Test represents the results of F-test whether all industry dummy is zero.
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Table 14  AIC comparison between models

Operating Profits Ordinary Income Net Income

Year OP_BSN vs. OP_N OI_BSN vs. OI_N NI_BSN vs. NI_N

1979 0.22028 - 0.01376 0.23331 - 0.02516 0.23110 - 0.00849

80 0.08698 0.00054 0.09407 -0.00179 0.09733 - 0.00092

81 0.11736 - 0.00777 0.10645 - 0.00881 0.13795 0.00156

82 0.05520 0.00046 0.05741 0.00070 0.05792 0.00052

83 0.05456 - 0.00007 0.05754 0.00053 0.05987 0.00036

84 0.24561 - 0.00109 0.24534 0.00102 0.27584 0.00202

85 0.14571 - 0.00104 0.14422 - 0.00475 0.14840 - 0.00263

86 0.13912 0.00151 0.13928 0.00109 0.14039 0.00170

87 0.18581 - 0.00034 0.18529 0.00229 0.18778 0.00164

88 0.34750 0.00073 0.35249 - 0.00010 0.37021 - 0.00105

89 0.16144 - 0.00482 0.16323 - 0.00382 0.16578 - 0.00181

90 0.15591 - 0.00154 0.15292 - 0.00148 0.15628 - 0.00067

91 0.04126 0.00033 0.03934 - 0.00008 0.04222 0.00032

92 0.02016 0.00011 0.01901 - 0.00003 0.01973 -0.00119

93 0.03136 - 0.00002 0.03193 - 0.00002 0.03194 - 0.00116

94 0.04831 - 0.00090 0.05130 0.00018 0.05176 - 0.00052

95 0.02125 - 0.00070 0.02263 - 0.00093 0.02364 - 0.00034

96 0.17675 0.00127 0.17725 0.00060 0.17679 - 0.00044

97 0.03423 - 0.00021 0.03146 0.00006 0.03490 - 0.00092

98 0.04664 - 0.00073 0.04555 - 0.00042 0.04411 - 0.00210

99 0.08006 0.00046 0.08259 0.00040 0.07999 - 0.00388

2000 0.34817 0.00047 0.34549 0.00043 0.34774 0.00029

79 - 00 0.12878 - 0.00053 0.13027 - 0.00064 0.13586 - 0.00010

Mean 0.12562 - 0.00123 0.12628 - 0.00182 0.13099 - 0.00081

Median 0.10217 - 0.00014 0.10026 - 0.00002 0.11764 - 0.00060
z -1.185 -0.698 - 1.640
p-value 0.236 0.485 0.101
BNST 0.523 0.832 0.286

Earnings conditional on large and negative changes model (M10):
Pe=a+ B Xy + B,Dgs Xy + BsDy Xy + B,Dgs Dy X, +Z7/ij +Uj

P = stock price, X = accounting earnings (OP, OI, NI), AX = X, X.1» Dgg = dummy variable, 1 when ‘AX " / PiH‘ is

t-11
greater than the median in each industry and 0 for others. Dy = dummy variable, 1 for firms decreasing earnings and 0 for
others, DJ- = industry dummy ( j = 1, 2,---, 17). For example, OP_N represents the regression model M7 (earnings
capitalization with sign model). The column “vs. OP_N” represents the difference in AIC between earnings capitalization

with sign model (M7) with using operating profit as independent variable. Z = Wilcoxon test score, BNST = p-value of

binominal sign test.
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Table 15 Value relevance of earnings conditional on large and negative changes

Panel A F test [p-value]
Adj. R? LB =0 B+ =0 g '+ B =0
Year oP Dgs OP D, OP DgsDyOP  (vs. OP_N) Ath L Arh b+ F
+5;+B,=0

1979 0.0350 1.3920 0.2995 17871 0.3036 56.795 0.6553 0.0641 0.7499
(0.092) (3.871) (0.608) (- 3.021) (0.0481) [0.000] [0.419] [0.800] [0.387]

[0.927] [0.000] [0.544] [0.003]
80 0.8274 0.2158 -0.9978 0.3024 0.3732 53.136 0.1683 0.9296 1.1861
(3.458) (1.235) (- 2.597) (0.728) (- 0.0001) [0.000] [0.682] [0.336] [0.277]

[0.001] [0.218] [0.010] [0.467]
81 0.7081 1.2154 -0.1645 -1.5281 0.3259 72.059 3.5609 2.4073 1.2478
(3.546) (3.330) (- 0.805) (- 3.533) (0.0490) [0.000] [0.060] [0.122] [0.265]

[0.000] [0.001] [0.421] [0.000]
82 0.7908 -0.2225 -0.1110 0.1291 0.1690 16.951 8.8215 7.2354 0.1737
(4.169) (- 1.187) (- 0.564) (0.374) (- 0.0019) [0.000] [0.003] [0.008] [0.677]

[0.000] [0.236] [0.573] [0.709]
83 0.5764 0.1257 - 0.4002 - 0.5449 0.3077 33.768 0.9374 1.8283 3.8253
(2.991) (0.465) (- 2.049) (- 1.660) (0.0050) [0.000] [0.338] [0.177] [0.051]

[0.003] [0.643] [0.041] [0.098]
84 2.0425 0.0728 - 0.5081 - 1.5662 0.2475 51.746 6.4641 0.0086 5.0262
(2.578) (0.097) (- 0.810) (- 1.938) (0.0079) [0.000] [0.012] [0.926] [0.026]

[0.010] [0.923] [0.419] [0.054]
85 0.2595 0.9018 -0.1881 - 0.6668 0.1622 12.860 0.0140 0.5026 0.1199
(0.472) (1.989) (- 0.377) (- 0.998) (0.0110) [0.000] [0.906] [0.479] [0.729]

[0.638] [0.048] [0.707] [0.319]
86 1.5639 - 0.2961 -1.0770 0.0111 0.1340 8.2432 0.9944 0.2968 0.2909
(2.287) (- 0.337) (- 1.565) (0.012) (- 0.0044) [0.004] [0.319] [0.586] [0.590]

[0.023] [0.736] [0.119] [0.991]
87 1.3320 -0.1832 - 0.0361 -1.6063 0.0886 3.3388 2.7563 0.9475 4.3000
(2.378) (-0.273) (- 0.051) (- 1.755) (0.0070) [0.069] [0.098] [0.331] [0.039]

[0.018] [0.785] [0.959] [0.080]
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Table 15 Value relevance of earnings conditional on large and negative changes (continued)

Panel A F test [p-value]
Adj. R? LB =0 B+ =0 g '+ B =0
Year oP Dgs OP D, OP DgsDyOP  (vs. OP_N) Ath L Arh b+ F
+5;+B,=0

1938 2.1918 1.3551 0.3142 -2.8831 0.2276 36.696 2.6544 0.9693 0.8319
(2.121) (1.343) (0.258) (- 1.788) (0.0028) [0.000] [0.104] [0.326] [0.362]

[0.035] [0.180] [0.797] [0.075]
89 -1.3358 3.0491 0.8533 - 4.6231 0.2485 7.5015 0.1359 1.4300 0.6561
(- 1.466) (4.017) (0.883) (- 2.733) (0.0266) [0.007] [0.713] [0.233] [0.419]

[0.144] [0.000] [0.378] [0.007]
90 2.5682 3.1200 0.5782 - 2,516 0.1883 62.056 7.0473 14.556 0.2540
(1.759) (2.863) (0.591) (- 1.652) (0.0118) [0.000] [0.008] [0.000] [0.615]

[0.079] [0.004] [0.555] [0.099]
o1 1.6817 0.2064 - 1.6936 0.0072 0.1100 19.137 0.0003 0.1440 0.0923
(3.000) (0.435) (- 3.380) (0.012) (- 0.0035) [0.000] [0.986] [0.705] [0.761]

[0.003] [0.664] [0.001] [0.991]
92 1.5604 0.0715 - 0.4933 - 0.4781 0.2045 35.135 10.011 3.4446 1.3234
(4.242) (0.179) (- 1.495) (- 0.930) (- 0.0011) [0.000] [0.002] [0.064] [0.251]

[0.000] [0.858] [0.135] [0.353]
93 2.9448 - 0.5811 -1.6983 0.0468 0.2268 44.730 16.283 9.6435 2.5002
(6.023) (- 0.835) (- 3.439) (0.061) (0.0035) [0.000] [0.000] [0.002] [0.114]

[0.000] [0.404] [0.001] [0.951]
94 1.3725 1.524 - 0.5337 - 2.5038 0.2122 46.919 5.1644 0.1942 45701
(2.249) (1.547) (- 0.932) (- 2.405) (0.0177) [0.000] [0.023] [0.660] [0.033]

[0.025] [0.123] [0.352] [0.017]
95 0.4168 1.1786 - 0.9004 0.0081 0.2328 70.616 1.5542 5.6623 6.2255
(1.246) (3.733) (- 2.298) (0.009) (0.0283) [0.000] [0.213] [0.018] [0.013]

[0.214] [0.000] [0.022] [0.993]
96 0.9314 0.3474 - 1.3150 - 0.1599 0.0058 7.3533 0.1956 0.0801 0.0342
(1.861) (0.595) (- 1.496) (- 0.161) (- 0.0036) [0.007] [0.659] [0.777] [0.853]

[0.063] [0.552] [0.135] [0.872]

89



XB% &

Table 15 Value relevance of earnings conditional on large and negative changes (continued)
Panel A ) F test [p-value]
Adj. R B+ B =0 Bi+p=0 B+ 5 B+ B =0
Year oP Dgs OP D, OP Dgs Dy OP (vs. OP_N) B4 =0
1997 2.2610 0.6635 - 0.0616 -1.7170 0.3245 124.09 12.966 1.5229 2.9077
(5.972) (1.771) (- 1.352) (- 2.358) (0.0065) [0.000] [0.000] [0.218] [0.089]
[0.000] [0.077] [0.177] [0.019]
98 2.8562 -1.3122 -1.5024 0.7555 0.2676 45,522 12.150 11.035 1.6899
(5.423) (- 2.061) (- 2.675) (0.949) (0.0141) [0.000] [0.001] [0.001] [0.194]
[0.000] [0.040] [0.008] [0.343]
99 1.3294 0.3394 - 0.8196 - 0.4093 0.2250 27.850 1.7939 5.6021 0.0270
(4.730) (0.875) (- 2.239) (- 0.709) (- 0.0018) [0.000] [0.181] [0.018] [0.870]
[0.000] [0.382] [0.026] [0.479]
2000 -0.2182 0.8637 0.0207 0.3762 0.0621 4.8827 0.0690 2.7017 1.5959
(- 0.574) (1.935) (0.044) (0.568) (0.0020) [0.028] [0.793] [0.101] [0.207]
[0.566] [0.054] [0.965] [0.570]
79 -00 0.9385 0.5143 - 0.4892 - 0.8396 0.3088 694.03 19.158 3.1004 7.9762
(8.043) (3.785) (- 3.955) (- 4.691) (0.0030) [0.000] [0.000] [0.078] [0.005]
[0.000] [0.000] [0.000] [0.000]
Mean 0.2112
(0.0102)
Median 0.2259
(0.0057) Z2=2.922 p = 0.003
BNST p=0.134
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Table 15 Value relevance of earnings conditional on large and negative changes (continued)

Panel B F test [p-value]
Adj. R? LB =0 B+ =0 g '+ B =0
Year ol Dgs Ol D, Ol Dgs Dy O (vs. OI_N) Ath L Arh b+ F
+5;+B,=0

1979 -1.3315 2.6593 0.2838 -1.8001 0.2624 27.809 2.7089 0.9483 1.7773
(- 2.854) (5.783) (0.504) (- 2.833) (0.0846) [0.000] [0.101] [0.331] [0.184]

[0.005] [0.000] [0.615] [0.005]
80 0.4573 0.7475 -1.1653 0.2198 0.3221 31.033 2.1281 0.8465 3.4471
(1.554) (2.760) (- 3.337) (0.500) (0.0171) [0.000] [0.146] [0.358] [0.064]

[0.121] [0.006] [0.001] [0.618]
81 1.2309 1.7250 - 0.4740 - 2.4072 0.3886 108.38 4.4860 0.3858 3.4584
(5.155) (3.347) (- 1.571) (- 3.799) (0.0546) [0.000] [0.035] [0.535] [0.064]

[0.000] [0.001] [0.117] [0.000]
82 0.5091 0.0809 - 0.5019 0.0312 0.1356 9.1344 0.0006 0.2477 0.1050
(2.476) (0.424) (- 1.757) (0.074) (- 0.0055) [0.003] [0.981] [0.619] [0.746]

[0.014] [0.672] [0.080] [0.941]
83 0.7225 0.0126 - 0.5402 - 0.3049 0.2698 21.864 0.5447 0.3804 1.0229
(2.521) (0.035) (- 1.810) (- 0.747) (- 0.0025) [0.000] [0.461] [0.538] [0.313]

[0.012] [0.972] [0.071] [0.456]
84 2.0502 0.8506 -1.7585 - 0.7657 0.2483 53.849 0.1356 0.6413 0.0091
(2.901) (1.054) (- 2.312) (- 0.799) (0.0013) [0.000] [0.713] [0.424] [0.924]

[0.004] [0.293] [0.021] [0.425]
85 -0.9223 1.6994 -1.2415 0.3715 0.1708 3.6661 5.9972 0.0233 4.0537
(- 1.417) (3.364) (- 1.837) (0.396) (0.0324) [0.057] [0.015] [0.879] [0.045]

[0.158] [0.001] [0.067] [0.692]
86 0.8154 0.8681 -0.7029 - 0.9366 0.1330 11.494 0.0310 0.0118 0.0090
(0.949) (0.897) (- 0.842) (- 0.831) (- 0.0018) [0.001] [0.860] [0.913] [0.925]

[0.343] [0.371] [0.400] [0.407]
87 1.9741 -0.2188 - 2.0820 0.1994 0.0912 6.2533 0.0131 0.0499 0.0004
(1.955) (- 0.214) (- 1.671) (0.146) (- 0.0059) [0.013] [0.909] [0.823] [0.985]

[0.051] [0.831] [0.096] [0.884]
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Table 15 Value relevance of earnings conditional on large and negative changes (continued)

Panel B F test [p-value]
Adj. R? LB =0 B+ =0 g '+ B =0
Year ol Dgs Ol D, Ol Dgs Dy O (vs. OI_N) Ath L Arh b+ F
+5;+B,=0

1938 1.6100 2.0103 -1.8131 -0.9521 0.2165 28.954 0.0096 0.6657 0.2196
(1.525) (2.298) (- 1.099) (- 0.426) (0.0047) [0.000] [0.922] [0.415] [0.640]

[0.128] [0.022] [0.273] [0.670]
89 -1.8968 2.9786 - 0.4137 - 3.6399 0.2402 2.3985 2.3194 2.0507 0.0837
(- 1.875) (4.156) (- 0.449) (- 2.008) (0.0220) [0.122] [0.129] [0.153] [0.772]

[0.062] [0.000] [0.654] [0.045]
90 3.7519 2.3711 - 0.8807 - 0.2597 0.2039 68.098 4.6190 24123 2.4767
(3.193) (2.426) (- 0.883) (- 0.201) (0.0114) [0.000] [0.032] [0.000] [0.116]

[0.002] [0.016] [0.378] [0.841]
o1 1.9180 1.0009 - 1.0255 -1.6983 0.1514 47.808 1.8466 0.6079 1.0958
(5.687) (2.449) (- 2.241) (- 2.732) (0.0052) [0.000] [0.175] [0.436] [0.296]

[0.000] [0.015] [0.026] [0.007]
92 2.3550 - 0.5297 - 1.0257 -0.1295 0.2496 31.361 13511 4.3903 3.0083
(6.651) (- 0.794) (- 2.847) (- 0.171) (0.0040) [0.000] [0.000] [0.037] [0.084]

[0.000] [0.428] [0.005] [0.864]
93 2.6616 - 0.4834 - 1.3665 -0.2377 0.2126 29.513 13.724 5.9563 3.2097
(7.190) (- 0.875) (- 2.945) (- 0.352) (0.0035) [0.000] [0.000] [0.015] [0.070]

[0.000] [0.382] [0.003] [0.725]
94 11771 0.7364 - 0.4814 - 1.0360 0.1633 18.023 1.9111 1.9062 0.2773
(1.552) (0.735) (- 0.668) (- 0.969) (0.0001) [0.000] [0.167] [0.168] [0.599]

[0.121] [0.463] [0.505] [0.333]
95 -0.1337 1.1944 -1.2504 0.7488 0.1833 31.486 9.2736 3.0849 12.312
(- 0.484) (3.582) (- 3.155) (1.172) (0.0369) [0.000] [0.002] [0.080] [0.000]

[0.629] [0.000] [0.002] [0.242]
96 0.4487 0.7063 -1.7383 0.6133 0.0030 4.5793 1.7313 0.0025 1.4100
(1.110) (1.422) (- 2.644) (0.655) (0.0003) [0.033] [0.189] [0.960] [0.236]

[0.267] [0.156] [0.008] [0.513]
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Table 15 Value relevance of earnings conditional on large and negative changes (continued)

Panel B F test [p-value]
i p2
Ad R B+B=0  B+B=0  p.pg Bi+Bi=0
Year (o] Dgs Ol D, Ol Dy D, Ol (vs. OI_N) Lo
+p+ P =0
1997 3.1033 0.1154 -1.2836 -1.1774 0.3792 163.75 13.579 2.7247 2.7018
(7.067) (0.283) (- 2.582) (- 1.540) (0.0010) [0.000] [0.000] [0.099] [0.101]
[0.000] [0.777] [0.010] [0.124]
98 2.9227 -0.9765 - 1.4469 0.0637 0.2847 66.180 12.926 9.1801 4.3813
(7.609) (- 1.523) (- 3.336) (0.079) (0.0091) [0.000] [0.000] [0.003] [0.037]
[0.000] [0.128] [0.001] [0.937]
99 1.2088 -0.3818 - 0.4864 0.0781 0.2005 11.587 2.8422 6.0506 0.4114
(3.779) (-0.832) (- 1.038) (0.120) (- 0.0011) [0.001] [0.092] [0.014] [0.522]
[0.000] [0.406] [0.300] [0.904]
2000 0.2761 0.7562 -0.7638 0.6529 0.0693 9.0971 0.3323 2.4670 1.8446
(0.721) (1.515) (- 1.324) (0.923) (0.0020) [0.003] [0.565] [0.117] [0.175]
[0.471] [0.130] [0.186] [0.357]
79 - 00 0.8969 0.7828 -0.9875 -0.5746 0.3008 562.46 0.4669 3.3998 2.0581
(7.371) (4.755) (- 7.545) (- 2.683) (0.0035) [0.000] [0.495] [0.065] [0.151]
[0.000] [0.000] [0.000] [0.007]
Mean 0.2082
(0.0124)
Median 0.2083
(0.0037) Z=2.646 p = 0.008
BNST p=0.017
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Table 15 Value relevance of earnings conditional on large and negative changes (continued)

Panel C F test [p-value]
Adj. R? LB =0 B+ =0 g '+ B =0
Year NI Dgs NI Dy NI Dgs Dy NI (vs. NI_N) Ath P ,b’1+,/32 , b+ F
+B5+5,=0

1979 -1.1128 3.1746 - 1.5264 -0.7290 0.2694 42931 5.6031 2.8132 4.9256
(- 1.228) (3.511) (- 1.266) (- 0.583) (0.0316) [0.000] [0.019] [0.095] [0.027]

[0.221] [0.001] [0.207] [0.561]
80 0.3596 1.3707 - 1.4574 0.2506 0.2986 22.816 1.9841 2.2394 3.6520
(0.612) (2.484) (- 2.024) (0.301) (0.0110) [0.000] [0.160] [0.136] [0.057]

[0.541] [0.014] [0.044] [0.764]
81 1.0311 -0.2258 - 1.4268 0.6861 0.2077 17.189 0.2305 0.1050 0.2995
(1.732) (- 0.309) (- 2.405) (0.804) (- 0.0041) [0.000] [0.632] [0.746] [0.585]

[0.084] [0.758] [0.017] [0.422]
82 1.1373 - 0.4863 -0.7132 0.0381 0.1280 6.4483 0.5346 0.0057 0.4989
(2.338) (- 1.085) (- 1.358) (0.064) (- 0.0025) [0.012] [0.465] [0.940] [0.481]

[0.020] [0.279] [0.175] [0.949]
83 1.0166 - 0.4190 - 0.8591 - 0.1592 0.2402 10.420 0.1980 1.6388 1.4848
(1.865) (-0.738) (- 1.640) (- 0.246) (0.0000) [0.001] [0.657] [0.202] [0.224]

[0.063] [0.461] [0.102] [0.806]
84 1.1965 1.0458 -1.3768 0.7904 0.1548 12.395 0.0134 6.4324 1.1667
(0.920) (0.923) (- 1.019) (0.486) (- 0.0012) [0.001] [0.908] [0.012] [0.281]

[0.359] [0.357] [0.309] [0.627]
85 - 3.0826 3.3534 0.9963 -0.7927 0.1467 0.4944 1.7262 0.668 21935
(- 2.582) (3.056) (0.723) (- 0.496) (0.0203) [0.483] [0.190] [0.414] [0.140]

[0.010] [0.002] [0.470] [0.620]
86 2.3544 0.0209 -1.6043 - 0.4362 0.1261 8.4640 0.3127 0.4206 0.0828
(1.649) (0.014) (- 1.085) (- 0.253) (- 0.0056) [0.004] [0.576] [0.517] [0.774]

[0.100] [0.989] [0.279] [0.801]
87 4.2230 - 2.6912 -2.7739 1.9697 0.0790 1.9688 0.7456 1.0862 0.1856
(2.085) (- 1.275) (- 1.206) (0.786) (- 0.0027) [0.162] [0.389] [0.298] [0.667]

[0.038] [0.203] [0.229] [0.433]
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Table 15 Value relevance of earnings conditional on large and negative changes (continued)

Panel C F test [p-value]
Adj. R? LB =0 B+ =0 g '+ B =0
Year NI Dgs NI Dy NI Dgs Dy NI (vs. NI_N) Ath P ,b’1+,/32 , b+ F
+B5+5,=0

1988 -1.3710 5.2021 0.3077 -2.8908 0.1771 12.087 0.2302 0.7163 0.9358
(- 0.480) (2.186) (0.097) (- 0.915) (0.0071) [0.001] [0.632] [0.398] [0.334]

[0.631] [0.030] [0.923] [0.361]
89 - 2.9940 3.2056 - 5.5052 3.7500 0.2283 0.3712 7.7686 0.4046 3.4296
(- 1.586) (1.740) (- 2.431) (1.312) (0.0126) [0.543] [0.006] [0.525] [0.065]

[0.114] [0.083] [0.016] [0.191]
90 6.3962 4.4378 1.8382 - 4.0215 0.1863 60.098 8.1426 18.518 0.0187
(2.767) (2.475) (0.911) (- 1.236) (0.0072) [0.000] [0.005] [0.000] [0.891]

[0.006] [0.014] [0.363] [0.217]
91 1.9929 -0.3677 - 2.3496 0.8755 0.0893 13.558 0.0765 0.6221 0.1521
(1.968) (- 0.358) (- 2.229) (0.592) (- 0.0033) [0.000] [0.782] [0.431] [0.697]

[0.050] [0.720] [0.026] [0.554]
92 4.6006 - 3.8250 -2.0239 2.0918 0.2214 4.8336 15.211 5.4454 6.3349
(6.417) (- 4.668) (-2.573) (2.149) (0.0500) [0.028] [0.000] [0.020] [0.012]

[0.000] [0.000] [0.010] [0.032]
93 5.8570 - 3.6767 - 3.9837 2.2023 0.2125 18.260 9.1864 3.7492 5.0406
(6.362) (- 3.525) (- 3.649) (1.723) (0.0318) [0.000] [0.003] [0.053] [0.025]

[0.000] [0.000] [0.000] [0.086]
94 3.9894 - 3.0397 - 2.4180 1.9911 0.1558 5.0224 2.2542 2.9265 0.8889
(4.671) (- 2.958) (- 2.179) (1.585) (0.0117) [0.025] [0.134] [0.088] [0.346]

[0.000] [0.003] [0.030] [0.114]
95 - 0.0612 1.0084 - 2.1939 1.9797 0.1466 13.181 6.6840 45890 9.8061
(- 0.098) (1.382) (-2.714) (1.995) (0.0157) [0.000] [0.010] [0.033] [0.002]

[0.922] [0.168] [0.007] [0.047]
96 -0.9127 1.9276 - 2.4945 2.3489 0.0056 1.7270 2.7881 3.8270 4.0783
(- 1.064) (2.312) (- 1.968) (1.537) (0.0061) [0.189] [0.096] [0.051] [0.044]

[0.288] [0.021] [0.050] [0.125]
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Table 15 Value relevance of earnings conditional on large and negative changes (continued)

Panel C F test [p-value]
i p2
Adj. R B+B=0  B+B=0 pig B+ B =0
Year NI Dgs NI Dy NI Dgs Dy NI (vs. NI_N) v
+B5+5,=0
1997 5.5417 - 3.0044 -4.5012 3.1060 0.3113 58.149 6.4961 9.3819 0.0338
(7.698) (- 3.428) (- 6.070) (3.253) (0.0208) [0.000] [0.011] [0.002] [0.854]
[0.000] [0.001] [0.000] [0.001]
98 6.3533 - 3.2591 -2.2282 - 0.3604 0.3073 62.695 25.864 10.835 18.659
(8.154) (- 3.608) (- 1.717) (- 0.250) (0.0355) [0.000] [0.000] [0.001] [0.000]
[0.000] [0.000] [0.087] [0.803]
99 4.2420 - 4.0195 -2.6794 2.6921 0.2256 1.3478 6.6507 8.2295 4.6296
(2.324) (- 2.202) (- 1.476) (1.489) (0.0403) [0.246] [0.010] [0.004] [0.032]
[0.020] [0.028] [0.140] [0.137]
2000 1.9832 -1.8514 - 2.7896 2.9860 0.0633 0.7139 0.3298 3.9813 0.6363
(1.901) (- 1.752) (- 2.518) (2.722) (0.0025) [0.399] [0.566] [0.047] [0.425]
[0.058] [0.080] [0.012] [0.007]
79 - 00 1.2671 - 0.4658 - 1.5686 0.9796 0.2708 156.16 1.8016 19.872 4.9728
(4.855) (- 1.540) (- 5.890) (2.689) (0.0007) [0.000] [0.180] [0.000] [0.026]
[0.000] [0.124] [0.000] [0.007]
Mean 0.1810
(0.0129)
Median 0.1817
(0.0091) Z=3.128 p =0.002
BNST p=0.078
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Table 15 Value relevance of earnings conditional on large and negative changes (continued)

Panel D (1) OP_BSN (2) OI_BSN (3) NI_BSN
Dummy Test Hausman Test Dummy Test Hausman Test Dummy Test Hausman Test

Year F (p-value) 7°  (p-value) F (p-value) 7°  (p-value) F (p-value) 7°  (p-value)

1979 1.60 (0.069) 5.43 (0.246) 3.53 (0.000) 270.75 (0.000) 2.78 (0.000) 51.81 (0.000)
80 8.93 (0.000) 58.78 (0.000) 7.64 (0.000) 57.86 (0.000) 6.83 (0.000) 37.79 (0.000)
81 4.77 (0.000) 14.59 (0.006) 4.00 (0.000) 129.48 (0.000) 4.85 (0.000) 2.10 (0.718)
82 3.56 (0.000) 0.35 (0.986) 3.52 (0.000) 8.29 (0.082) 3.45 (0.000) 35.78 (0.000)
83 6.92 (0.000) 30.21 (0.000) 6.24 (0.000) 24.52 (0.000) 6.04 (0.000) 48.99 (0.000)
84 3.54 (0.000) 228.51 (0.000) 3.18 (0.000) 10.61 (0.031) 3.13 (0.000) 6.22 (0.183)
85 3.49 (0.000) 12.03 (0.017) 4.09 (0.000) 8.24 (0.083) 4.01 (0.000) 7.12 (0.130)
86 3.43 (0.000) 0.65 (0.957) 3.24 (0.000) 9.07 (0.059) 3.27 (0.000) 8.66 (0.070)
87 2.39 (0.002) 25.44  (0.000) 2.03 (0.012) 7.41 (0.116) 251 (0.001) 18.02 (0.001)
88 2.87 (0.000) 4.74  (0.315) 3.55 (0.000) 100.53 (0.000) 4.03 (0.000) 33.72  (0.000)
89 6.66 (0.000) 0.39 (0.983) 6.88 (0.000) 26.66 (0.000) 6.29 (0.000) 11.43 (0.022)
90 3.13 (0.000) 111.65 (0.000) 3.15 (0.000) 30.85 (0.000) 2.84 (0.000) 268.11 (0.000)
91 2.57 (0.001) 88.69 (0.000) 2.67 (0.000) 28.53 (0.000) 2.80 (0.000) 65.69 (0.000)
92 5.93 (0.000) 123.25 (0.000) 5.79 (0.000) 13.68 (0.008) 6.02 (0.000) 5.04 (0.284)
93 3.39 (0.000) 13.70 (0.008) 3.51 (0.000) 32.29 (0.000) 4.19 (0.000) 5.45 (0.244)
94 5.70 (0.000) 69.08 (0.000) 5.56 (0.000) 19.62 (0.001) 5.68 (0.000) 27.22 (0.000)
95 4.90 (0.000) 16.37 (0.003) 4.87 (0.000) 29.76  (0.000) 4.78 (0.000) 24.21 (0.000)
96 0.81 (0.678) 3.83 (0.430) 0.80 (0.692) 5.06 (0.282) 0.91 (0.558) 3.15 (0.533)
97 6.56 (0.000) 19.73 (0.001) 5.89 (0.000) 187.49 (0.000) 6.21 (0.000) 23.02 (0.000)
98 6.12 (0.000) 4.84 (0.304) 5.33 (0.000) 15.89 (0.003) 5.82 (0.000) 11.88 (0.018)
99 5.27 (0.000) 99.39 (0.000) 5.40 (0.000) 293.16 (0.000) 6.41 (0.000) 20.05 (0.001)

2000 2.91 (0.000) 0.12 (0.998) 2.98 (0.000) 3.94 (0.414) 2.78 (0.000) 6.16 (0.187)
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Earnings conditional on large and negative changes model (M10): P, = a + £, X, + 5,Dgs X, + 53Dy Xy + 8, Dgs Dy Xy + 27’1’ D]. +u,, P = stock price, X = accounting

earnings (OP, OI, NI) , AX = X - X_,, Dgg = dummy variable, 1 when ‘AX ol Pit—l‘ is greater than the median in each industry and 0 for others. Dy = dummy variable, 1 for
firms decreasing earnings and O for others, DJ- = industry dummy ( j =1, 2,---, 17). For example, OP_N represents the regression model M7 (earnings capitalization with sign
model). Each cell on the left-hand side in Panels through A to C shows as follows: Top = Estimated Coefficients, (Middle) = t-value using heteroscedasticity-consistent covariance
matrix (White’s t), [Bottom] = p-value (two-tailed). The column “vs. OP_N" represents the difference in adjusted R-square between earnings capitalization with sign model (M7)
with using operating profit as independent variable (fixed regression). Z = Wilcoxon test score, BNST = p-value of binominal sign test. Dummy Test represents the results of

F-test whether all industry dummy is zero.
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Table 16 AIC comparison between models

Operating Profits Ordinary Income Net Income
Year OP_INT vs. OP_LN vs. OP_BSN OL_INT vs. Ol_LN vs. Ol_BSN NI_INT vs. NI_LN vs. NI_BSN
1979 0.21783 - 0.01287 - 0.00245 0.23189 - 0.02522 - 0.00142 0.22902 - 0.01039 - 0.00208
80 0.08679 - 0.00015 - 0.00019 0.09588 - 0.00045 0.00181 0.09655 - 0.00134 - 0.00078
81 0.10260 - 0.02030 - 0.01476 0.09570 - 0.01691 - 0.01075 0.10047 - 0.03503 - 0.03748
82 0.05480 - 0.00025 - 0.00039 0.05717 0.00032 - 0.00024 0.05796 0.00036 0.00004
83 0.05443 0.00004 - 0.00013 0.05748 0.00034 - 0.00006 0.06007 0.00027 0.00020
84 0.24733 0.00118 0.00172 0.24397 0.00142 - 0.00137 0.26943 0.00143 - 0.00641
85 0.14601 -0.00111 0.00030 0.14913 - 0.00045 0.00491 0.14837 - 0.00290 - 0.00003
86 0.13575 - 0.00203 - 0.00337 0.13487 - 0.00083 - 0.00441 0.13952 0.00036 - 0.00087
87 0.18800 0.00100 0.00219 0.18502 0.00096 - 0.00027 0.18793 0.00117 0.00015
88 0.33170 - 0.00091 - 0.01580 0.32789 - 0.00400 - 0.02460 0.34010 - 0.00336 -0.03011
89 0.16378 - 0.00217 0.00234 0.16444 - 0.00345 0.00121 0.16502 - 0.00338 - 0.00076
90 0.14708 - 0.00143 - 0.00883 0.14767 - 0.00234 - 0.00525 0.14534 - 0.00586 - 0.01094
91 0.04066 - 0.00044 - 0.00060 0.03963 0.00005 0.00029 0.04134 - 0.00033 - 0.00088
92 0.01993 0.00004 - 0.00022 0.01827 - 0.00008 - 0.00075 0.02096 0.00005 0.00123
93 0.03154 0.00004 0.00018 0.03187 0.00003 - 0.00007 0.03305 - 0.00011 0.00112
94 0.04726 - 0.00010 - 0.00105 0.04964 0.00019 - 0.00167 0.05231 0.00009 0.00054
95 0.02055 - 0.00090 - 0.00071 0.02175 - 0.00159 - 0.00088 0.02352 - 0.00056 - 0.00013
96 0.17529 - 0.00047 - 0.00146 0.17513 - 0.00045 - 0.00212 0.17766 0.00037 0.00087
97 0.03399 0.00007 - 0.00024 0.02988 0.00009 - 0.00158 0.03476 - 0.00053 - 0.00015
98 0.04567 0.00015 - 0.00097 0.04224 0.00010 - 0.00331 0.04380 - 0.39562 - 0.00031
99 0.07849 0.00028 - 0.00157 0.07893 0.00028 - 0.00366 0.08417 0.00029 0.00417
2000 0.34887 - 0.00011 0.00070 0.34582 - 0.00053 0.00033 0.34727 - 0.00087 - 0.00047
79 - 00 0.12844 - 0.00042 - 0.00034 0.12953 - 0.00062 - 0.00074 0.13595 - 0.00003 0.00009
Mean 0.12356 - 0.00184 - 0.00206 0.12383 - 0.00239 - 0.00245 0.12721 - 0.02072 - 0.00378
Median 0.09470 - 0.00020 - 0.00050 0.09579 - 0.00026 -0.00113 0.09851 -0.00043 - 0.00023
z -2.159 -1.997 -1.737 - 2.386 -2.029 -1.380
p-value 0.031 0.046 0.082 0.017 0.042 0.168
BNST 0.286 0.052 0.832 0.017 0.523 0.286
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Integrated earnings capitalization model (M11): P, =a+ S, X, + £,D, X;, + 8;D X, + B,Dgy X, + 27’1’ D, +Uy» P = stock price, X = accounting earnings (OP, OI, NI) ,

AX =X—-X_. D_=dummy variable, 1 for losses and 0 for others. Dy = dummy variable, 1 for firms decreasing earnings and 0 for others. Dg,, = dummy variable, 1 when
AX,, is positive and all \AX o PiH‘ is greater than the median in each industry and O for others, D; = industry dummy (j =1, 2,---, 17). For example, OP_LN represents the
regression model M8 (earnings capitalization with losses and sign of changes model). OP_BSN represents the earnings capitalization conditional on large and negative surprises
model (M10). The column “vs. OP_LN” represents the difference in AIC between earnings capitalization with losses and sign of changes model (M8) with using operating profit as

independent variable. Z = Wilcoxon test score, BNST = p-value of binominal sign test.
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Table 17 Value relevance of large positive shock on earnings

Panel A Adj. R? F test [p-value]
(vs. OP_LN) +8,=0 B +5,=0 +8 =0
Year oP D,OP  DyOP D, OP (vs.OP_BSN) it e D A
1979 0.4385 - 0.7062 0.0435 0.0435 0.3113 0.3375 1.4384 66.185

(1.230)  (-1.094)  (0.111)  (3.284)  (0.0429)  [0.562]  [0.231]  [0.000]
[0220]  [0.275]  [0.912]  [0.001]  (0.0077)

80 08582  -0.1691 -0.6704  0.2824 0.3746 1.8252 0.2708 53.775
(3.494)  (-0.286) (-2.152)  (1.501)  (0.0031)  [0.178]  [0.603]  [0.000]
[0001]  [0.775]  [0.032]  [0.134]  (0.0014)

81 08870  -05678  -0.2974  2.1169 0.4107 1.4575 5.8359 119.08
(4.289)  (-2.487) (-1.805)  (3.706)  (0.1187)  [0.228]  [0.016]  [0.000]
[0000]  [0.013]  [0.072]  [0.000]  (0.0848)

82 08970  -0.7776  -0.1458  -0.3688  0.1749 0.0143 12.005 12.698
(4.633)  (-1.482) (-0.692) (-1.937) (0.0063)  [0.905]  [0.001]  [0.000]
[0.000]  [0.139]  [0.490]  [0.054]  (0.0059)

83 09349  -1.0458 -0.7209 -0.2762  0.3093 0.0499 1.4134 24.900
(4.284)  (-2.319) (-3.782)  (-0.909)  (0.0015)  [0.823]  [0.235]  [0.000]
[0000]  [0.021]  [0.000]  [0.364]  (0.0016)

84 24481  -18065 -1.3770 -0.2849  0.2422 0.4912 45139 40.910
(2.685)  (-1.705)  (-2.566) (-0.371) (-0.0014)  [0.484]  [0.034]  [0.000]
[0.008]  [0.089]  [0.011]  [0.711] (- 0.0053)

85 05922  -0.8644 -0.1332  0.7517 0.1604  0.0719 0.9442 14.195
(1.145)  (-0.474) (-0.300)  (1.645)  (0.0088)  [0.789]  [0.332]  [0.000]
[0.253]  [0.636]  [0.764]  [0.101] (- 0.0018)

86 09601  -0.9392 -0.3904  1.7310 0.1550  0.0006 1.6341 19.175
(1.520)  (-1.272) (-0.754)  (1.783)  (0.0151)  [0.980]  [0.202]  [0.000]
[0.30]  [0.204]  [0.452]  [0.076]  (0.0210)

87 14253  -0.8399 -0.9890 -0.4514  0.0779 0.2986 0.3457 1.8767
(2.365)  (-0.972)  (-1.691) (-0.651) (-0.0022) [0.585]  [0.557]  [0.172]
[0019]  [0.332]  [0.092]  [0.516]  (-0.0107)

88 32420  -5.4956  0.8474 1.4184 0.2627 25118 12.159 52.849
(3.203)  (-4.193)  (0.712)  (1.283)  (0.0041)  [0.114]  [0.001]  [0.000]
[0.002]  [0.000]  [0.477]  [0.200]  (0.0351)

89 02894  -1.0457  -0.7904  2.0210 0.2376 0.2211 0.1647 9.7304
(0.295)  (-0.516) (-1.046)  (2.651)  (0.0122)  [0.639]  [0.685]  [0.002]
[0.769]  [0.606]  [0.297]  [0.008] (- 0.0109)

90 52078  -21.855  0.2549 2.2833 0.2343 14,595 35.053 84.461
(5.170)  (-1.734)  (0.322)  (2.435)  (0.0093)  [0.000]  [0.000]  [0.000]
[0.000]  [0.084]  [0.748] 0015  (0.0460)

91 1.1561 01497  -1.2572  1.4335 0.1230 1.3174 0.0275 24.562
(2.289)  (0.117)  (-3.415)  (2.795)  (0.0113)  [0.252]  [0.868]  [0.000]
[0.023]  [0.907]  [0.001]  [0.005]  (0.0130)

92 19756  -2.3892  -0.7611  -0.4259  0.2133 0.1678 14.731 13.293
(4.951)  (-2.516) (-2527) (-0.903) (-0.0001) [0.682]  [0.000]  [0.000]
[0000]  [0.012]  [0.012]  [0.367]  (0.0088)
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Table 17 Value relevance of large positive shock on earnings (continued)

Panel A Adj. R? F test [p-value]
(vs. OP_LN) +8,=0 B +5,=0 +8 =0
Year oP D,OP  DyOP D, OP (vs.OP_BSN) it e D A
1993 2.4651 0.2088 -1.6815 0.7994 0.2224 26.288 8.0033 23.499

(4.403)  (0.391)  (-3.657)  (1.002)  (0.0006)  [0.000]  [0.005]  [0.000]
[0.000]  [0.696]  [0.000]  [0.317] (- 0.0044)

94 27022  -24300 -1.1684  0.9661 0.2293 0.3887 16.055  49.590
(6.302)  (-3.084) (-2.817)  (0.925)  (0.0030)  [0.533]  [0.000]  [0.000]
[0.000]  [0.002]  [0.005]  [0.355]  (0.0171)

95 11130  -1.0037 -0.2734  1.3598 0.2583 0.1025 5.8970 98.274
(2.807)  (-1.305) (-0.492)  (4.135)  (0.0340)  [0.749]  [0.016]  [0.000]
[0.005]  [0.193]  [0.623]  [0.000]  (0.0255)

96 0.0054 18331  -11569  1.3246 0.0141 4.4670 2.0899 45370
(0.011)  (1.602)  (-2.038)  (2.846)  (0.0045)  [0.035]  [0.149]  [0.034]
[0.992]  [0.110]  [0.042]  [0.005]  (0.0083)

97 31072 -1.9196 -11773  0.3180 0.3292 5.2450 20.664 97.588
(8.253)  (-2.667) (-2.988)  (0.782) (-0.0002)  [0.022]  [0.000]  [0.000]
[0.000]  [0.008]  [0.003]  [0.435]  (0.0047)

98 28701  -2.1287 -07572  -0.1922  0.2828 5.5190 39.213 54.463
(6.598)  (-3.635) (-2.013) (-0.384) (-0.0011) [0.019]  [0.000]  [0.000]
[0.000]  [0.000]  [0.045]  [0.701]  (0.0152)

99 20333  -13792 -0.6144  0.0569 0.2402 3.6324 18.223 17.815
(5.730)  (-2.094) (-1.414)  (0.125) (-0.0013) [0.057]  [0.000]  [0.000]
[0.000]  [0.037]  [0.158]  [0.901]  (0.0152)

2000 -0.0275  0.4059 0.3000 0.7520 0.0602 0.2882 0.1530 3.8720
(-0.065)  (0.619)  (0.637)  (1.432)  (0.0019)  [0.592]  [0.696]  [0.050]
[0.948]  [0536]  [0.524]  [0.153] (- 0.0019)

79 - 00 11640  -0.6273  -0.6385  0.4700 0.3106 19.689 32.617 649.81
(9.354)  (-3.495) (-6.604)  (2.982)  (0.0023)  [0.000]  [0.000]  [0.000]
[0.000]  [0.000]  [0.000]  [0.003]  (0.0018)

Mean 0.2238
(0.0123)
(0.0126)

Median 0.2360

(0.0036) Z=3230 p=0.001
(0.0080) Z=2679 p=0.007

BNST p=0.052
p =0.052
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Table 17 Value relevance of large positive shock on earnings (continued)

Panel B Adj. R? F test [p-value]
(vs. OI_LN) + =0 B +p4,=0 +8 =0
Year ol D, Ol DyOl  Dg, Ol (vs.0BSN) it e D A
1979 - 0.8205 0.3118 0.2783 2.5013 0.2669 0.6942 0.5646 33.235

(-1.701)  (0.429)  (0.536)  (5.192)  (0.0823)  [0.405]  [0.453]  [0.000]
[0.090]  [0.668]  [0.593]  [0.000]  (0.0045)

80 09041  -0.3098 -0.6188  0.5098 0.3091 1.9681 0.4273 25.340
(2.349)  (-0.478) (-1.645)  (1.749)  (0.0054)  [0.162]  [0.514]  [0.000]
[0019]  [0.633]  [0.101]  [0.081] (- 0.0130)

81 14302  -09100 -05291 25615 04504  2.4971 6.9043 145.31
(4.713)  (-2.200) (-1.947)  (4.014)  (0.0991)  [0.115]  [0.009]  [0.000]
[0000]  [0.029]  [0.052]  [0.000]  (0.0618)

82 0.3887 06514  -05765  0.1363 0.1393 4.7975 0.3762 5.2443
(1.534)  (1.379)  (-2.584)  (0.633) (-0.0023) [0.029]  [0.540]  [0.023]
[0.126]  [0.169]  [0.010]  [0527]  (0.0037)

83 08597  -0.4373  -06501 -0.1043  0.2706 1.4907 0.7220 18.549
(3.589)  (-1.349) (-2.744)  (-0.274) (-0.0022) [0.223]  [0.396]  [0.000]
[0000]  [0.179]  [0.006]  [0.784]  (0.0008)

84 29936  -16035 -1.7264  0.2207 02525  4.0428 3.8079 46.008
(3.808)  (-1.903) (-3.039)  (0.272)  (-0.0021)  [0.045]  [0.052]  [0.000]
[0.000]  [0.058]  [0.003]  [0.786]  (0.0042)

85 04445  -0.7867 -0.7748  0.8466 01425  0.1416 0.1874 5.4458
(0.718)  (-0.527) (-1.232)  (1590)  (0.0051)  [0.707]  [0.665]  [0.020]
[0474]  [0599]  [0.219]  [0.113] (- 0.0283)

86 15879  -22996 -0.1716  1.4847 01605  0.8074  4.9237 18.736
(1.989)  (-2.398) (-0.264)  (1.418)  (0.0076)  [0.370]  [0.027]  [0.000]
[0048]  [0.017]  [0.792]  [0.157]  (0.0275)

87 22221  -05922 -19541  -05680  0.0925 1.7861 0.0726 3.5613
(2.721)  (-0517)  (-2.066) (-0.590) (-0.0021) [0.182]  [0.788]  [0.060]
[0007]  [0.605]  [0.040]  [0.556]  (0.0013)

88 38379  -7.0223 15606 2.1893 0.2712 5.1270 14.408 56.986
(4.201)  (-4.738)  (0.998)  (2.079)  (0.0110)  [0.024]  [0.000]  [0.000]
[0.000]  [0.000]  [0.319]  [0.038]  (0.0547)

89 11468 14020  -15296 25761 0.2346 0.0216 3.3220 2.8625
(-0.996)  (0.647)  (-1.941)  (3.233)  (0.0182)  [0.883]  [0.069]  [0.092]
[0320]  [0518]  [0.053]  [0.001] (- 0.0056)

90 52367  -12295  0.3014 2.7141 0.2312 4.0205 33.056 86.434
(5.653)  (-4.143)  (0.428)  (3.065)  (0.0140)  [0.046]  [0.000]  [0.000]
[0.000]  [0.000]  [0.669]  [0.002]  (0.0273)

91 2.1213 00154  -1.8736  0.6843 0.1451 13.231 0.1552 28.448
(3.917)  (0.023)  (-4.865)  (1.333)  (0.0007)  [0.000]  [0.694]  [0.000]
[0.000]  [0.982]  [0.000]  [0.183] (- 0.0063)

92 3.0619  -22971 -13050 -0.9242  0.2791 2.1179 27.414 21.764
(8.674)  (-3.855) (-3.989) (-1.817) (0.0045)  [0.146]  [0.000]  [0.000]
[0.000]  [0.000]  [0.000]  [0.070]  (0.0295)
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Table 17 Value relevance of large positive shock on earnings (continued)

Panel B Adj. R? F test [p-value]
(vs. OI_LN) +8,=0 B +5,=0 +8 =0
Year ol D, Ol DyOl  Dg, Ol (vs.0BSN) it e D A
1993 2.6678 - 0.9425 -1.4173 0.9393 0.2143 16.374 14.121 21.768

(7.311)  (-1.926) (-4.017)  (0.863)  (0.0007)  [0.000]  [0.000]  [0.000]
[0.000]  [0.055]  [0.000]  [0.388]  (0.0017)

94 27194  -23945 -0.7213  0.1691 01905  0.7280 20.299 23.260
(5.960)  (-3.399) (-1.664)  (0.160) (-0.0015)  [0.394]  [0.000]  [0.000]
[0.000]  [0.001]  [0.097]  [0.873]  (0.0272)

95 04432  -0.4590 -0.1820  1.9239 0.2151 0.0031 0.5094 62.312
(1.460)  (-0.926) (-0.540)  (5.338)  (0.0590)  [0.955]  [0.476]  [0.000]
[0.145]  [0.355]  [0.590]  [0.000]  (0.0318)

96 05816 27554  -1.4440  1.4571 0.0149 7.3228 5.4491 1.1319
(-0922)  (2.213)  (-2.954)  (2.850)  (0.0043)  [0.007]  [0.020]  [0.288]
[0.357]  [0.027]  [0.003]  [0.005]  (0.0119)

97 41146 -31735 -13197  0.1853 04104  3.7305 40.403 153.32
(11.26)  (-4.352) (-3.162)  (0.431) (-0.0008) [0.054]  [0.000]  [0.000]
[0.000]  [0.000]  [0.002]  [0.667]  (0.0312)

98 3.8244  -29350 -0.09686 -0.3423  0.3367 9.4017 66.033 81.949
(7.382)  (-5.099) (-2.149)  (-0.654) (-0.0004)  [0.002]  [0.000]  [0.000]
[0.000]  [0.000]  [0.032]  [0.514]  (0.0520)

99 21231  -2.0275 -0.0662  0.0426 0.2359 0.0748 32.568 24.824
(5.039)  (-2.691) (-0.137)  (0.096)  (-0.0014) [0.785] = [0.000]  [0.000]
[0.000]  [0.007]  [0.891]  [0.924]  (0.0354)

2000 04659  -0.0465  0.0243 0.9076 0.0684  0.4447 0.4198 7.5130
(1.019)  (-0.068)  (0.052)  (1.532)  (0.0030)  [0.505]  [0.517]  [0.006]
[0.309]  [0.946]  [0.959]  [0.126] (- 0.0009)

79- 00 13977  -0.8670  -0.6833  0.7252 0.3048 20.307 36.620 562.77
(9.327)  (-3.610) (-5.425)  (3.408)  (0.0034)  [0.000]  [0.000]  [0.000]
[0.000]  [0.000]  [0.000]  [0.001]  (0.0040)

Mean 0.2242
(0.0137)
(0.0160)

Median 0.2329

(0.0037) Z=2484 p=0.013
(0.0082) Z=2646 p=0.008

BNST p =0.286
p =0.017
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Table 17 Value relevance of large positive shock on earnings (continued)

Panel C Adj. R? F test [p-value]
(vs. NI_LN) +8,=0 B +5,=0 +8 =0
Year NI D, NI DyNI  Dg NI  (vs.NI_BSN) it e D A
1979 -00594 32497  -33345 23693 02760 56497 58035  46.346

(-0.064)  (2.943)  (-4.002)  (2.514)  (0.0353)  [0.018]  [0.017]  [0.000]
[0949]  [0.004]  [0.000]  [0.012]  (0.0066)

80 0.0375 24207  -1.8499  1.4806 0.3043 7.6829 3.7734 13.488
(0.060)  (2.746)  (-2.801)  (2.643)  (0.0119)  [0.006]  [0.053]  [0.000]
[0952]  [0.006]  [0.005]  [0.009]  (0.0057)

81 0.3590 03687  -0.6507  5.1827 0.4230 1.4011 0.2410 119.57
(1.825)  (0.630)  (-1.231)  (4.797)  (0.2036)  [0.238]  [0.624]  [0.000]
[0.069]  [0529]  [0.219]  [0.000]  (0.2153)

82 0.7529 05584  -1.0452 -0.1690  0.1274 3.5439 0.2558 4.7130
(1.545)  (0.883)  (-2.170) (-0.383) (-0.0027) [0.061]  [0.613]  [0.031]
[0.124]  [0.378]  [0.031]  [0.702] (- 0.0006)

83 09655  -0.5193 -0.8747 -0.3587  0.2377 0.7012 0.0605 9.3005
(2.061)  (-1.079) (-1.987) (-0.693) (-0.0011) [0.403]  [0.806]  [0.003]
[0040]  [0.282]  [0.048]  [0.489] (- 0.0025)

84 27729  -40577 15691 0.5995 0.1745 0.8653 11.961 20.996
(3.116)  (-1.938)  (0.842)  (0.565) (-0.0019) [0.353]  [0.001]  [0.000]
[0.002]  [0.054]  [0.400]  [0572]  (0.0197)

85 05776 20572  -0.9084 17343 0.1469 0.9924 1.1811 5.0014
(-1.252)  (1.841)  (-0.907)  (2.858)  (0.0193)  [0.320]  [0.278]  [0.026]
[0.212]  [0.067]  [0.365]  [0.005]  (0.0002)

86 22996  -1.2986 -0.8831 15739 01315  0.5414 1.1610 7.6646
(2.318)  (-0.946) (-0.908)  (0.877)  (0.0002)  [0.462]  [0.282]  [0.006]
[0021]  [0.345]  [0.365]  [0.381]  (0.0054)

87 1.2344 19787  -21631  -0.0431  0.0782 2.4077 02285  0.3292
(1.129)  (0.863)  (-1.151) (-0.020) (-0.0031) [0.122]  [0.633]  [0.567]
[0260]  [0.389]  [0.251]  [0.984] (- 0.0008)

88 69860  -8.7104  0.7502 4.2604 0.2440 1.4952 12430  43.479
(4.009)  (-3.960)  (0.558)  (2.009)  (0.0096)  [0.222]  [0.000]  [0.000]
[0.000]  [0.000]  [0.577]  [0.045]  (0.0669)

89 -49586 63179  -2.7324  5.0907 0.2319 0.4695 9.9884 0.1410
(-2.963)  (3.102)  (-1.804)  (3.114)  (0.0179)  [0.494]  [0.002]  [0.708]
[0003]  [0.002]  [0.072]  [0.002]  (0.0036)

90 8.1589  -10.495  3.8427 7.3351 0.2433 5.2734 35.633 93.583
(3.939)  (-4.458)  (2.542)  (3.866)  (0.0323)  [0.022]  [0.000]  [0.000]
[0.000]  [0.000]  [0.011]  [0.000]  (0.0570)

91 0.7955 23328  -2.8913  1.9864 0.1083 9.6687 3.7280 11.771
(0.856)  (2.227)  (-3.540)  (1.476)  (0.0089)  [0.002]  [0.054]  [0.001]
[0.392]  [0.026]  [0.000]  [0.141]  (0.0190)

92 15080  -1.2088  0.1941 0.5979 0.1727 0.1732 7.5672 9.2291
(1.863)  (-1.465)  (0.272)  (0.623) (-0.0005) [0.677]  [0.006]  [0.003]
[0063]  [0.144]  [0.785]  [0.533] (- 0.0487)

105



XB% &

Table 17 Value relevance of large positive shock on earnings (continued)

Panel C Adj. R? F test [p-value]
(vs. NI_LN) +8,=0 B +5,=0 +8 =0
Year NI D, NI DyNI  Dg NI  (vs.NI_BSN) it e D A
1993 32100  -0.7679  -20279 33869 01850 12092  3.2334  13.751

(4.294)  (-0.925) (-2.769)  (1.379)  (0.0044)  [0.001]  [0.073]  [0.000]
[0.000]  [0.356]  [0.006]  [0.169] (- 0.0275)

94 23845  -13607 -0.6160 -0.8552  0.1469 2.9709 5.5424 3.6579
(2.207)  (-1.283) (-1.097) (-0.653)  (0.0001)  [0.085]  [0.019]  [0.056]
[0028]  [0.200]  [0.273]  [0.514] (- 0.0089)

95 04449  -05640  0.3090 1.8100 0.1511 0.0412 1.5106 22.933
(0.938)  (-0.590)  (0.449)  (2.432)  (0.0219)  [0.839]  [0.220]  [0.000]
[0.349]  [0.555]  [0.654]  [0.015]  (0.0045)

96 -0.2783 15147  -0.2858  1.2096 0.0007 1.0549 0.3269 0.7955
(-0.333)  (1.352)  (-0.382)  (1.531) (-0.0003) [0.305]  [0.568]  [0.373]
[0.739]  [0.177]  [0.703]  [0.126] (- 0.0049)

97 52335  -2.1037 -2.3263 -1.9026  0.3142 21.611 19.598 49.967
(5.180)  (-1.449) (-2595) (-1.673) (0.0117)  [0.000]  [0.000]  [0.000]
[0.000]  [0.148]  [0.010]  [0.095]  (0.0029)

98 57565  -3.7488  -16667  -1.2966  0.3122 11.393 42.745 65.466
(5.929)  (-4.308) (-2.280) (-1.462)  (0.0035)  [0.001]  [0.000]  [0.000]
[0.000]  [0.000]  [0.023]  [0.144]  (0.0049)

99 06998  -05145  0.0839 0.1353 0.1852 0.4381 4.1804 2.9980
(1.344)  (-1.054)  (0.504)  (0.284) (-0.0014)  [0.508]  [0.041]  [0.084]
[0179]  [0.292]  [0.615]  [0.777] (- 0.0404)

2000 20919  -06841 -1.1381 -1.8753  0.0645 1.8671 3.8084 1.6464
(2.350)  (-1.034) (-1.268) (-2.085)  (0.0039)  [0.172]  [0.051]  [0.200]
[0019]  [0.301]  [0.205]  [0.038]  (0.0012)

79-00 06487  -0.0558  -0.4083  0.2802 0.2704 13.155 2.2576 145.94
(2.427)  (-0.131) (-1.344)  (0.688)  (0.0003)  [0.000]  [0.133]  [0.000]
[0015]  [0.896]  [0.179]  [0.492] (- 0.0004)

Mean 0.1936
(0.0170)
(0.0127)

Median 0.1798

(0.0041) Z=2743 p=0.006
(0.0032) Zz=1282 p=0.200

BNST p=0.134
p = 0.286
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Table 17 Value relevance of large positive shock on earnings (continued)

Panel D (1) OP_BSN (2) OI_BSN (3) NI_BSN
Dummy Test Hausman Test Dummy Test Hausman Test Dummy Test Hausman Test

Year F (p-value) 7°  (p-value) F (p-value) 7°  (p-value) F (p-value) 7°  (p-value)

1979 1.64 (0.058) 44.05 (0.000) 3.04 (0.000) 78.18 (0.000) 2.35 (0.003) 38.68 (0.000)
80 8.52 (0.000) 49.52 (0.000) 7.66 (0.000) 19.66 (0.001) 6.53 (0.000) 75.88 (0.000)
81 5.08 (0.000) 3.76 (0.439) 3.88 (0.000) 23.39 (0.000) 4.82 (0.000) 8.91 (0.063)
82 3.63 (0.000) 0.95 (0.918) 3.62 (0.000) 40.92 (0.000) 3.52 (0.000) 4.33 (0.363)
83 6.84 (0.000) 124.26  (0.000) 6.10 (0.000) 45.60 (0.000) 5.95 (0.000) 20.90 (0.000)
84 3.60 (0.000) 359.88 (0.000) 3.41 (0.000) 539.62 (0.000) 3.34 (0.000) 27.17 (0.000)
85 3.40 (0.000) 4.24 (0.375) 3.89 (0.000) 0.43 (0.980) 3.91 (0.000) 13.41 (0.009)
86 3.49 (0.000) 0.22 (0.995) 3.44  (0.000) 526 (0.262) 3.24  (0.000) 11.89 (0.018)
87 2.27 (0.004) 138.91 (0.000) 2.04 (0.011) 13.63 (0.009) 2.47 (0.002) 21.15 (0.000)
88 2.45 (0.002) 20.17 (0.001) 3.02 (0.000) 78.83  (0.000) 3.25 (0.000) 28.40 (0.000)
89 5.24 (0.000) 165.07 (0.000) 6.16 (0.000) 234.88 (0.000) 6.79 (0.000) 26.79 (0.000)
90 3.62 (0.000) 68.49 (0.000) 3.39 (0.000) 72.95 (0.000) 3.26  (0.000) 65.91 (0.000)
91 2.54 (0.001) 64.70 (0.000) 2.72 (0.000) 8.07 (0.089) 2.73 (0.000) 91.00 (0.000)
92 6.30 (0.000) 98.42 (0.000) 6.18 (0.000) 7.15 (0.128) 5.75 (0.000) 5.37 (0.251)
93 3.41 (0.000) 3.97 (0.410) 3.51 (0.000) 17.54 (0.002) 4.32 (0.000) 5.86 (0.210)
94 6.24 (0.000) 846.61 (0.000) 5.93 (0.000) 239.48 (0.000) 5.46 (0.000) 25.12 (0.000)
95 4.90 (0.000) 58.87 (0.000) 5.12 (0.000) 24.21 (0.000) 4.61 (0.000) 297.09 (0.000)
96 0.78 (0.722) 2.50 (0.644) 0.74 (0.757) 5.36 (0.253) 0.86 (0.617) 6.01 (0.198)
97 6.58 (0.000) 6.21 (0.184) 5.95 (0.000) 7.82 (0.099) 5.85 (0.000) 35.71 (0.000)
98 6.68 (0.000) 17.05 (0.002) 6.09 (0.000) 12.39 (0.015) 5.84 (0.000) 6.23 (0.182)
99 5.63 (0.000) 81.54 (0.000) 5.30 (0.000) 88.79  (0.000) 6.69 (0.000) 15.14 (0.004)

2000 2.80 (0.000) 24.93 (0.000) 2.93 (0.000) 4.43 (0.352) 2.87 (0.000) 9.03 (0.060)

107



XBA B
Integrated earnings capitalization model (M11): P, =a+ S, X, + £,D, X;, + 8;D X, + B,Dgy X, + 27’1’ D, +Uy» P = stock price, X = accounting earnings (OP, OI, NI) ,

AX =X—-X_. D_=dummy variable, 1 for losses and 0 for others. Dy = dummy variable, 1 for firms decreasing earnings and 0 for others. Dg,, = dummy variable, 1 when
AX,, is positive and all \AX o PiH‘ is greater than the median in each industry and O for others, D; = industry dummy (j =1, 2,---, 17). For example, OP_LN represents the
regression model M8 (earnings capitalization with losses and sign of changes model). OP_BSN represents the earnings capitalization conditional on large and negative surprises
model (M10). Each cell on the left-hand side in Panels through A to C shows as follows: Top = Estimated Coefficients, (Middle) = t-value using heteroscedasticity-consistent
covariance matrix (White’s t), [Bottom] = p-value (two-tailed). The column “vs. OP_LN" represents the difference in adjusted R-square between earnings capitalization with losses
and sign of changes model (M8) with using operating profit as independent variable. Z = Wilcoxon test score, BNST = p-value of binominal sign test. Dummy Test represents the

results of F-test whether all industry dummy is zero.
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Table 18 Summary of comparison among models

AIC oP ol NI OP_INT OL_INT NI_INT
Adj.R? 0.11282 0.11932 0.12082 0.09470 0.09579 0.09851
opP - 2.062 -3.587 3.587 2.841 - 0.146
0.1876 [0.039] [0.000] [0.000] [0.005] [0.884]
<0.052> <0.001> <0.001> <0.001> <0.832>
ol 2.062 -3.360 3.458 3.945 1.185
0.1784 [0.039] [0.001] [0.001] [0.000] [0.236]
<0.052> <0.004> <0.004> <0.000> <0.832>
NI 3.847 3.652 3.847 4.107 2.841
0.1487 [0.000] [0.000] [0.000] [0.000] [0.005]
<0.001> <0.004> <0.000> <0.000> <0.052>
OP_INT - 4.042 -3.782 - 4.010 - 0.390 -2.971
0.2360 [0.000] [0.000] [0.000] [0.697] [0.003]
<0.000> <0.004> <0.000> <1.000> <0.017>
OL_INT -3.360 - 4.107 - 4,107 0.114 -3.198
0.2329 [0.001] [0.000] [0.000] [0.910] [0.001]
<0.001> <0.000> <0.000> <1.000> <0.001>
NI_INT - 0.568 -1.899 -3.815 3.328 3.620
0.1798 [0.570] [0.058] [0.000] [0.001] [0.000]
<0.832> <0.286> <0.001> <0.017> <0.001>

Head line represents models’ name and the median. For example, OP represents simple earnings capitalization model
(M1) with using operating profits as dependent variable and OP_INT represents the integrated earnings capitalization
model (M11). All regression contains the industry dummies. The cells above (below) the diagonal show the results of
comparison in AIC (adjusted R-square). Each cell shows as follows: Top = Z score of Wilcoxon test, [Middle] = p-value

by Wilcoxon test (two-tailed), <Bottom> = p-value by binominal sign test (two-tailed).
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