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This study empirically investigates the relation between information quality measured by
accruals quality and the KOSPI200 index rebalancing. The accruals quality is used for the proxy of
information quality and is estimated by employing the Francis et al. (2005) model. The result shows that
there is a statistically significant difference between additions group and deletions group. The average
information quality of deletions group is substantially lower than that of additions group. In addition, the
regression analysis shows that the relationship between accruals quality and a dummy variable for changes
in the KOSPI200 index composition is negative and statistically significant. This result implies that
additions to the KOSPI200 stock index improves information quality and relieves the information risk of
firm which results in the amelioration of information asymmetry. On the other hand, deletions from the
KOSPIZ200 index result in the deterioration of information quality. These results are consistent with Merton
(1987).
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<Table 1> Number of firms added/deleted during regular and special rebalancing
Year 03 04 05 06 07 08 09 10 1 12 13 Total
Regular 25 38 10 15 10 14 13 10 20 1 7 173
Special 0 1 0 0 3 1 1 3 3 1 5 18
Total 25 39 10 15 13 15 14 13 23 12 12 191
Note) Data : KRX Disclosure data
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<Table 2> Descriptive statistics
Min Max Mean S.D.
AQ 0.0071 0.1393 0.0337 0.0228
Change 0 1 0.6378 0.4819
Size 24.4842 29.3975 26.5169 1.0091
Lev 0.0306 0.7816 0.4519 0.2661
ROA -0.0238 0.1788 0.0415 0.0486
Sales 0.0237 1.8536 0.9559 0.4504
CFO -0.0590 0.2423 0.0501 0.0672
Beta 0.0813 1.2836 0.6429 0.3558
MB 0.1772 3.026 1.2187 0.9699
LSO 0.0541 0.7486 0.2718 0.1371
CGS 3.8071 5.258 44263 0.3066
JB10 0 1 0.2324 0.4235
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<Table 4> The effect of changes in KOSPI200 index composition on information quality

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7

c 0.0812 0.0670 0.0613 0.0602 0.1003 0.0701 0.0811
0.11) (0.15) ©.21) (0.21) (0.11) (0.30) 029

Change -0.0060+ —0.0082+* -0.0081+ -0.0082++ -0.0071+ -0.0073+ -0.0080+*
(0.09 (0.04) (0.04) 0.04) (0.05) (0.06) (0.04)
Sive -0.0021 -0.0020 -0.0022 -0.0020 -0.0023 -0.0018 -0.0016
0.31) (0.24) 0.9 (0.29) (0.39) (0.64) (0.61)
Lev -0.0450 -0.0052 -0.0021 -0.0068
(0.69) 0.71) (0.86) (0.68)
ROA 0.0191 00190 0.0193 0.0390 0.0400
(0.66) (0.66) (0.66) (042 0.41)
Sales 0.0100%* 0.0101# 0.0100%« 0.0109+* 0.0121 5 0.0108+«
(0.01) (0.01) (0.01) (0.03) (0.00) 0.03
cFo 0.0791%xx 0.0530« 0.0522« 0.0521+ 0.0590 0.0632+* 0.0579«
(0.00) (0.06) 0.07) (0.07) (0.19) (0.04) (0.07)
Beta 0.0031 0.0030 0.0020+ 0.0022 0.0027
(0.56) (0.56) (0.09) (0.61) (0.62)
MB -0.0010 -0.0012 -0.0009
(0.57) (0.74) (0.61)
LSO 0.0255+ 0.0252++ 0.0250%+ 0.0251%* 0.0270+* 0.0273+
(0.08) 0.04) 0.04) (0.04) (0.04) (0.04)
-0.0093 -0.0072 -0.00%6
ces (046 (057) (050
-0.0034 -0.0032
JB10 057 054
Year 0 0 0 0 0 0 [¢]

Adi-R? 0.0720 0.1771 0.1476 0.1700 0.1654 0.1631 0.1620
F-value 2.30x 364+ 2.9 321w 2975 280w 2,78

= = and = indicate statistical significance at the 10%, 5% and 1% levels, respectively.
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