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Abstract

Purpose - This study investigates how earnings volatility influences current stock price
informativeness about expectations of future earnings.

Design/methodology/approach - I adopt the FERC model developed by Collins et al. (1994) and
modified by Lundholm and Myers (2002) to investigate the connection between earnings volatility
and future earnings reflected in current returns. I define five-year rolling standard deviations of
earnings and components as earnings volatility measures and the degree of deviation of earnings
from cash flows over the same five-year, which is developed by Jayaraman (2008).

Finding - My results show that earnings volatility delays current stock price response to future
operation expectations. They also verify that as earnings are more divergent from cash flows,
current returns are less timely incorporating value-relevant future operation.

Research implications or Originality - This study shows that when volatile earnings deliver obscure
and unreliable information about future operation expectations, they cause the market to be
conflicting in understandings their implications and make it difficult in attaining correct future
cashflow estimates.
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1. A&

E A= o)) WEA(earnings volatility)® @7 F7F52)(current stock returns)e] Bl 71g¢]¢]
(expectations of future earnings)ell W3t A1 A (informativeness) o] #AS ZASITH FAHO =,
3]A|o] 2} (accounting earnings)¥ I TFA Q49 WEAl(volatility)Z} Z7] F7F4e ol wkadE u| g
7T # FHY ABAdS ATete, ol WEAde] v AP dH ARE 2] 571 ¥t
vhedsle el o 2A TS vIXEA ATEh

oozt 1 FA 840 WEAHo] ALFE o] B0 T8I A&Ado] WolA]7] ufiEo
A= 7199 v A Aol disl] WsAde]l & olYo] 7GR FelA 2ulslsE viE oldlEh
4 olE-S FAA "l F, WEgo] E oY ZEAQ EFEAAY Bl oz <l WEAdol
2 o] FxxL g o] thgt ZthAE RvEFete Wl FAAA JFS v AR 3 A7
B FAAESY 4 vkado] AAd AoZ o), wEhA, o] olo] T 949 WEAo] FE
F7F B4 #Fgo] A A= nlg o]l el #A) wd(bring the future forward)7} WallE erhil

o]l 2 #AF 5 F(cash flows)d EAYH (accruals)e] 7 7HA] 74 942 T, o]l WHFEAELS
e T4 o] WAl 9 WL, FAle o] MEAde 7 849 FEAHcovariance)ol &faf A
T 9%g WA "ok o] WEgo] ATEEe HEAH Aort & uf o] Aol Uigt JEE
g3t AAHoer ¢ F2 AHUYAS XHEIE 3y o]dHFEAHY dAFEE A
(divergence)E= FAAE A FAH A TS wX| 1 vl GGl gt 7|7t B7]e F7kel
Hkojo] A ddd Zlow FAHC),

FEEL 2000-2017'd 7]t NYSESH NASDAQeN “4d vl= 7IHERE 7450l ot o193} 748
2 WSS FAH] Y, B AFaAE o]dy I FAHL.Ae S Y BEFHX(5-year rolling
standard deviations)Z A-g3dth F712¢] WMEAl F L2 Jayaraman (2008)Z ulz} o]e] HEA
FYg 59 VIRt F o] WE Aol dFEEY HEAHOERE Hojue ARE ST R E¥
© BE 7|7 AA tAHen HF HEL 25329719 firm-year FSXE FAHE

7HE7A5E 98l Collins et al. (1994)7 Lundholm and Myers (2002)¢] 72 &) 7] Z23}e] 37
9 FA o] mE Frkreds A 3, A T A4S TEATE AR AR A v
o]ojol Wik 372 Ala=el mjef o]e] Wkg A4, FERC(Future earnings response coefficient)E ZAFeH
th, FERC7} &5 © B2 vl 98T ik 7IthA<l i) o] FRI} F2A1e] B7] F7F
HEdd s AL vehdo

E Ao A= o&gk AR o] o] o] A8 HEA 0] EFF Ao 71 B ARE
AL A FUl wrgste £t Fojdve Ag BoFrh T3 o]¢] FAL8AY) HEESFE
F7hE 7HA # JEE AA(tmely) ol WFFAI7IA] B3HAL e Ag Basth, F3SHHE, 2 AT
ojela} 1 4 840 WsAdol v G FH HE dA FHEo] BAH dTFE vHtH=E
S HojFEr),

A7 B AT FAE gt AP ATFE HESIL 7S A, A3 elAE BEY W
s Awstar, A4gela AFEAN AFE AAETE 2al npRE oA AFAFHE a9kt

I AT 2 e

BEH f7EAAE o2 =W AU 7HAL JHAHE A JRE dhdstar 2438 wkedgh
t, Zev B2 ol 9 A5 dgdTE A S A o9 7l 9FS vAE Ak
(market frictions)e] &A1} J&FS Bu3lth o & EW AP AT Bgdsta FRug A (e.g.
Merton, 1987; Hirshleifer 1988: Easley et al,, 2002;), §%4d(e.g. Amihud ¥ Mendelson, 1986;

N
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Amihud, 2002), noise trader (e.g. DeLong et al., 1990; Barberis et al., 1998) &2 E&H A%
o] & A (the efficient market anomaly)el] P]X]= @3S H st}
7199 97t FHrAES AA, 3 o] oA Kk o] I =4, v ool tigk 7Ithe]
Ha}e] 7]Q1gH(Collins et al,, 1994), FA= @A F2] Fel&o| FF 71Q ool gt FAAle]
ZIHE wrddiths AL ongtt(Warfield and Wild, 1992). wje] o]<lo] gt A&l 7[thE o]-F7}
ol #A E&3t7] $13) Collins et al. (1994)= @A 71gold ”]EH olelo] Wzt thgh F7]
F7HrelS 39A8h= FERC RES /a3t o]&2 nl#fo]?] FERCE fr<ldt &4o]al FERC 2]
Arggo] 7]& ERC Rdle] Arggu) 3~08] ¢ Itk AL ¢A3 Lundholm and Myers(2002)&
A ol mlEf FTHrEE FAE F B7] ol vl oo i A FIFS FHATLEHN
FERC R4& 4%t} 49 FERC ZA& AHEste] Fdid o= o B2 HARE A8 7]¢o]
“bring the future forward”, &, &7} F7}o] o] B2 v o] HRE Hddith= A Hudhc}
719 ¢] SFAS No, 131 2% T2 773 Hede] a3 #3F A4 Etredge et al, (2005)& 2&
(segment)JH F7Ne F71E 3} Zo] FERCol <3 Zztd nle} o] 3gd FAdHE 7|HY
o] L clFsle 4 A TS AT S BT Lee (2018)= 7H] F=E Aol F7P7}
ujzf oo gk 7tx] #HH HRE T A=l oW JFE vA=A 24 ads g
AF A7 Aol g AF5Ed that 2SS = Y oS AA Frlel vrdEe As
7HEsA 7 JEAR 7] B2t vE 5 Egl ek EAEE ARA &7 el ol 743t
£ oJAIgltta Btk Tsalavoutas and Tsoligkas(2021)= 2071=r2] Hlo|E & AR&3te] E3H2A
3]9] (uncertainty avoidance)7} & I7tellX= 71999 @A k&L vE o] AEE o HA
Hhdsiths Z21S BoFEn), Egh, 152 olelst @A) o= FARAb| tigt AiF e R =2 A JiEA
< 71 =7F el @ Tt Basith
dAF] FA 0] T 7|zt Fete V1Y AFHE aokste ©l AMEE s 7|9 A} ofd
A 71 SAIE At T8 ol B 7k FAPE 719 AF3E o Z AT 5 7] wEelt
(Dechow, 1994). 3]7] o] WANT AFSF] F 714 F8 74 842 79, AddEs 52

F

T

=
diHos ABHow A4S ¢ dFych 2eu AFEEE A9l F FF 2 AR AV1E F3
e o 2§29 A JFL vAESE 2348 7bsAol slvk B a5 Aoz, 37
AL HAFEE QY] BAY AVE galsln AFHo R V|G AA VIt 9 A9E o 2 AT
T YEE AT, APATE o]o) A 940 AF A5HE BolEr), Sloan(1990)e 94 AFE
B3 2 ﬁgl A&l atolg WSt FAAe] o] AtolE A2EHA] Rerial Hugth thE
AT T TN FAHRAE ZAIO2H o]dt wAS FHeth(e.g., Barth et al., 1999; Xie,

G

2001)., Graham et al, (2005)= 7752 CFO MZ2 ZARH A3, HEAo] & o]dL 051]Z 7230l
Stk EaAe] wee vheste] ozle] WEAe] AL olog Asshe Aol e WA
HAFEERY FAAY WEdol & o192 37 73 2 Ao THAH A8 e B P A
Aoz ol WA 4 glti(e.g., Dechow, 1994; Dechow and Dichev, 2002; Ball and
Shivakumar, 2006), 4% o]2 2 AZF AFE o]fAd(income smoothing)7} F2ldth= AL
HolErh(e.g., Demski, 1998; Sankar and Subramanyam, 2001; Arya et al., 2003; Tucker and
Zarowin, 20006). ¥FHel, & A7 o] )87} earnings management o2 JRE It
3 FA3(e.g., Leuz et al., 2003; Lang et al., 2003; Bhattacharya et al., 2003; Barth et al_,
2008). Dichev and Tang(2009)= W&ol 22 olefo] o] &2 A& B nlgf o] oS st
#elo] e BT,

87 olole AFEEI WAdle] T /K T4 et FAHD olole] WEAE Y T4 axol
e QS wret), o9} FAlol o] HEAdE 74 849 A oM E s Wt
olofe Aol T Wb A AR S, B4 0)9) WERE 71 54 0 Sag
279317] 9Jgh o AN T T FA3t & 4 Avk. FA4ek #H3k Roundtree et al. (2008)
clo) WE Aol 719 HAlsh AElol SIEA S-S 2N ole) WEAS} HETE WEAel 719)
742 # =9l Tobin's qoll #4231 JFFS vtke AL #AY}. Jayaraman(2008)-2 o] ] HE 47
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AFEE WEA el Aetole] EIE ATHI olo WEAHe] WFEE WM AErE
(divergent), 27 A7t Juglel, A4 JuE shFste] g )
olgel AFES FUSW oot 1 TH nael WEAHe| AL

Ox

AR S VAL GA FAZIE Ft FAAES] 74 wbde] AdE Aew et ol vt
T2 7HEE AAsl.

7h: olojat o)e] P4 ae] WEAHo] 245 vid) o]elo] the Hue] WA A wkeell ¥4

H Q7= o] W& A(earnings volatility)#} B7] F7149)(current stock returns)e] ml 2] 7]1¢jo]<]
(expectations of future earnings)oll ™3} AR A (informativeness)e] BAS ZASITH, FAH o=
3]Ao] 2l (accounting earnings)® I T4 249 WEA(volatility)Z} B7] F7t4 o] vredd g
7387 #E FRe| ABAS AT, ol WEde] vd B #H ARE B T Hst
Hhedshe el ofEA JEFS PIXEA ATE

W EE 2 A5 3

9] 9% HHE CRSP(Center for Research in Security Price) Ho|E|H|o]2dA] F&38lt), FEd
237 Yl e #SAE oY, dFSE, DA U FAtel digh AR 4 FAESo] dagh
g 4% 5 ook stk BEAA F§ L A e 3ARE AlLEFA(SIC 6000-6999 L

Table1. Distribution of the Number of Firms (n=25,329)

Year No. of Firms Percent
2000 1,524 6.02
2001 1,538 6.07
2002 1,588 6.27
2003 1,550 6.12
2004 1,475 5.82
2005 1,431 5.65
2006 1,449 572
2007 1,437 5.67
2008 1,420 5.61
2009 1,405 5.55
2010 1,386 5.47
2011 1,380 5.45
2012 1,330 525
2013 1,300 513
2014 1,277 5.04
2015 1,278 5.05
2016 1,268 5.01
2017 1,293 5.10

Total 25,329 100
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4000-4999 A|2)), A A= 2] F7}7} S$1 ulukel 3|ALE A A%}, Lundholm and Myers(2002)&
w2t 2535} (scaled)® o] W7 1R AW -180} 2h2 79 == 3 73] o]2le] 3Rt} A7}t
B3R 2L #A=X]= outlier2 A A

o] WEA 24 F4317] 918 59 =8 7)7H(5-year windows)S ARgEHom o]
a2 dlolHdl taf 5 FA7IE FF Ha 3709 o] At #SAF aTHY. WEE S
£, 20005 A% 5d 7172 19950l AlAbete] 1999l Edutt. vl Fol& Sl
7|1Zro]l a3ttt oE BH, 201749 #SXE $Isi4e 2018EFH 20201d7kA] 9] 3y dgke] m
A57b dgsity, (Table 1)l ¥ 27 o] A3 £& 7|xko] 2000-2017'd0] =il o] 7]
TEEYE ePgF o HE BRS 2532079 7|Y-dx #SA 2 FAHEL

hu
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2. W A9
1) o] HEg B

AP ATE we} o]9] MR earnings before extraordinary itemsg ARg8c}, dFE5E58 2 Cash
flows from operationg @FEE HMFE AHE3IAL 0]YF FF8F9 abo]& TN HER A g},
ole] |l o]o] A Q4 WFE FAMIOE Uro] FFESIRITE o] Yl AL HEEL oF BF
59U 89 BFAAE A3}, Jayaraman(2008)2 HEEEHUL {3t AU ME Aol 2 o]lo] AR
AEE Q58 + vk Bugth, d+ o] WFEdd d5EF HEA 19 2Fe]E accrual compo-
nent of earnings volatility (ACEVZ AoJ3laL, ACEVE o|2] WEAo] dFsE HEAF Zg
(divergent) 5= Hw=2 Uebdth, 2= ACEVRF AR B Alolo] UAE #AE s, 219
ATelA ol WFEAE SAXE ACEVY] A (AACEV)S AHESTt, AACEV/Y 245 o] |sAF
AEsE WEAY Aol7t ARE BAISIAL AACEVE T3 o] o)

A, 3] A o] (earnings)S AF5E(cash flows)F} WM (accruals) 0.2 o]z},

Earnings;, = Cash flows;, + Accruals;; (1)

o]7)ol|A] Earnings;; = Earnings before extraordinary items for firm 7 in year ¢,

Cash flows;; = Cash Flows from Operations for firm 7 in year ¢,

Accruals;; = Accruals for firm i in year ¢

olejo] iH(Variance)2 F o]2}7d 249 41} FiAHcovariance) & of gl o] tprol it

E2F(Earnings;) = #4HCash Flows;,) + #4F(Accruals;y)
+ 238K Cash flows;,, Accruals;,) (2)

ACEVe] Ael=

ACEV;; = 2 Accruals;) + 2F%2HCash Flows;,, Accruals;,) 3)
2(2)E A(3) H-g3hd,
ACEV;; = #2H(Earnings;,) — #4HCash Flows;,) (4)

ACEVE AR5 544 FE4 ) i Bake] Astd a8 ¥4 e
Az 2 AE-HEtHGu, 2005). ACEVE ZHsl7] Sl th& o] WEA Wy AT Zol, 59 ke
71Zkoll A annual earnings before extraordinary itemsS ©]®] X2, operating cash flowse
A2 AMESle T We BF FAte g gFEslelith. ACEV = 09 uf o] WEAdL

HAEEE &4

AFEE VAT ok olle] AFEERY §A5 Horhd ACEVE S54he 2 Ha o]<fo|
Agsguct WEACl W ACEE 947 Bk B Aol AFSEmaee] SR A
il AFE Ak 31 Fhagel vl 99 A% /A wgse o glo] ojuWd JFe
FrAE ATAT B AT dnHes B Qb Ae ACEVS) Wkl ofel WE Aol AACEY
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£ s7lololo] FFTRUTE HASAG WEAel 2 AEE S v ALg ) ololg 1 74 2kl
WAl 745 olojo] Bae] ST A% el WolX] wiite] FAAE s1gde] e Ao
el sl Aol 2 olelo] elnlahiz uhE olsfahis ©] olelg-e AA B, WA, o)z} ol
T4 akel WEAe] 258 FAAS] Y oloje] vt /A E a3 wrdshs o ¥R Jge
RIAT WA SR Fe B F4 uhde] Aeld Rom dEr)

2) SH H

AP ATE we} FE(SIZE), &4 BA(LOSS), A7 o 57N (MB) 2 2 UNDUSTRY) S
A SR 7199 AR 84S SAB] S8 AVF TR AA 2 go B SAHHE SIZEE XS
t}. LOSSE indicatord<=2 ¢ A= 9] earnings before extraordinary itemso] 24 uf 1, 2¥4]
oW 09 s etk &4 7199 A AFdA v 7Y AEE dSE 9 oEle AR
o ETt, 74X//37%4S EAISH] HE B 71 APTERIeE AR o] AT vlER] MBE AREETE
2] 14 &98 Fslr] 93l 48 Fama-French 2] 275 AMEsle] INDUSTRYS F718Hc)

VI, A5EA Z3
1. A A3}

(Table 2) & 7|H4ESAWTY 7|48 BoFrt, o] 2 #4844 HEA dre 43e Hss
Holg, o]dHFA(EV 2] Hitgk(mean)Z Sgk(median)S Z+zE 0.06173 0.03290]t}, 319 AHE9)
T 0.01690]3L 28] AR = 0.03290]t}, dE5E HEA(CFVQ gk 0.05590]1 SIH
0.0415¢]t}, th2 o] T84 Ql T ] MFEAH(UACCY) 2] H(FUY#H)2 0.0658(0.0449)0]c}. o]
o] e TF FAAQ AACEV = FFe fES Ko 3k9 ARESFE 0.0004, 39 AHESFE
0.00500]t}, X&= o]9] W42 income before extraordinary itemsS ZEAAFO 2 U Fholth, X¢]
TLEL 0.0463013 3d T o](FX3)9] TR 0.12992 A o|e] oF 3u| AHxolh R
t BAAET} AFE T 370Y Fo)] AFEE= 1270 717F B¢ ¢ =4 tidk buy-and-hold stock
returns2 YERATH RS F43E2 0.0937¢]2 ml& 370 ¢% buy-and-hold stock returns(FR3)e] 5%
2 0.26769Utt, A7t &2 A F MG (LOSS)E 0.2196(3 1), 7199 AR 874 el A7l o
(SIZE)S] A 271 3k 6.6148(Ht)olH, 71x1/474& TAI3H7] 213t MBe] F2]2] A7 71x]9) 24712}
Ho] AHyb= 3.1029(FH )|t}

Table 2. Descriptive Statistics of Firm Characteristics (n=25,329)

Variables Mean Std. Dev Q1 Median Q3
EV 0.0617 0.0826 0.0169 0.0329 0.0329
CFV 0.0559 0.0490 0.0249 0.0415 0.0693
ACCV 0.0658 0.0687 0.0252 0.0449 0.0795
AACEV 0.0087 0.0320 0.0004 0.0014 0.0050
X 0.0272 0.1091 0.0074 0.0463 0.0819
FX3 0.0772 0.2898 0.0125 0.1299 0.2298
R 0.1678 0.5505 -0.1491 0.0937 0.3655
FR3 0.4822 1.0194 -0.1437 0.2676 0.7975
LOSS 0.2196 0.4140 0.0000 0.0000 0.0000
SIZE 6.6148 2.0477 5.2344 6.6080 7.9642
MB 3.1029 8.9186 1.3327 2.1009 3.4148

Variable definitions
EV: five-year rolling standard deviations of earnings (earnings before extraordinary items) scaled by total
assets.
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CFV: five-year rolling standard deviations of cash flows (cash flows from the operation) scaled by total assets.

ACCV: five-year rolling standard deviations of accruals (the difference between earnings and cash flows) scaled
by total assets.

AACEV: difference between volatility of earnings and volatility of cash flows.

X! income before extraordinary items available to common shareholders in year t divided by total assets.

FX3: cumulative sum of Xs for the three-year period following the end of year t.

R: buy-and-hold return for year t, measured over a 12-month period from nine months before the year end

to three months after the year end.
FR3: buy-and-hold return for the three-year period following year t, starting three months after the end of
year t.

LOSS: an indicator variable, which is 1 if when earnings before extraordinary items in year t is negative and
0 otherwise.

SIZE: natural logarithm value of market capitalization.

MB: market value of equity divided by the book value of equity.

(Table 3)+ W53kl fo?} Spearman =9 4# BAAE BHolErh, AP AT Aol dAeHA v
7he] 0]¢) MEA =43k BT A 27 ko] A#AAY} lrHall, p-value (0.0001), BE ©]¢] HEA
Wy mlgo]d %—’F(FXﬁ)Q‘r =o] AAAAE BT ol T EVe &9 ATt 7P =t
(-0.2368). 919} 22 ou] A= HEAHo] 2 ]‘” 2T 847 v o9 Aok Fof Bl
A= HolFErh —r7}’“°‘ 2 A Mge ol ¥ 7 84 WEA W 2o dadAE et
(all, p-value €0.0001).

Table 3. Spearman Correlation for the Raw Variables

CFVt ACCV,  AACEV, X1 X FX3 R FR3, MB; LOSS SIZE,
EV 0.5624*** 0.6703*** 0.6322***  -0.3061*** -0.2458*** -0.2368*** -0.0313*** -0.0593*** -0.0180*** 0.3349*** -0.3153***

CFV, 0.6931%** 07197 *** -0.1455% 01412+ -0,1649%* -0.0441%** -0,0583*** -0.0468*** 0.2280%* -0.3949*
ACCV, 0.8347%%%  -02385%** -0,1950**% -02032*** -0.022*** -0,0523** -0.1099%* 0.2433%** -0.4021%*
AACEV, -0.2228** -0.1941%** -0.2065** -0.0311%** -0.0557*** -0.0721%** 02433+ -0.4021%**

X 0.6949%*% 05239+ -0.0285%** 0.0121%  0.3059%* -04791%* 03147+

X 0.6269*** 0,1588*** -00063  04010*** -0.7166*** 0.3486**

FX3 0.2481%%  032201%** 03837+** -04383%** 03257+

R -0.0889%* 0.2396%** -0.1572%* 0,1225%**

FR3, -0.1149%* -0,0108*  -0.0393***

MBt 0.1798%* -0.5042%**
LOSS, -0.2902%+*

= xx gnd **x indicate statistical significance at the 10, 5, and 1% level, respectively.
All variables are defined in Table 2.

o]9] gl 44 g4 WE/do] 7x #A AR gk A F7F AR oW JFE v =A] AL}
71 98 B4 el A firm 2 fiscal-year® cluster® robust & X2 ARE3lE ol
OLS(Ordinary Least Regressions)Z Aaslt}, olgfe] 3|4 2dL Collins et al. (1994)0] 7¥tstx
Lundholm and Myers (2002)]] 2]3] 3% FERCEHS 7|Hte g 3o}
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R:‘,r o 30 k BJ.EE,rfi + BEEL{ + BEFE3i,r + ﬁ‘}RBi,r ot ﬁSVOLATIL'{TY;,r
+B, VOLATILITY,, * E,,_, + B, VOLATILITY,, * E,, + B3 VOLATILITY,, = FE3,,

+B, VOLATILITY,, * FR3,, +8,,CONTROL,, + By, CONTROL, *E,,_,
4B, CONTROL,, * E, . + B,; CONTROL,, * FE3,  + B,, CONTROL,, + FR3, . +INDUSTRY, (5)

Fa WA SYUSRS) VOLATILTY: o]¢) 2 74 e WEd gl o]e] 2 1 74 2]
| AR, Bea4g0] S oloje] o] WolA)7] mlie] AR olo) B 4 a4t
A 2EAQ I ok dl ojele-e Fth ulehd, WEAel 2 o]9] 2
BE gHoe ofsfst Tl
o & o]ofo] TEHl BEPAT BN JFo s

[e]
AdE Ao o deitt, ool o3} 74 aae] WEAol

o
N
D)
e
>
o
)
ox,

whodsli= Ao| o] Bislr o, WEA
5 2 22 B8l Aol wks-o]

"Fr
J5 27} 94 Hgo] Aol

pal

%
iy

=
=
=

iy

o~
T

L

VOLATILITY 735 {3 APkl oJa Bastd o9, a5 s ¢ dAde 5d &8 1AAE
ARgtTE, F7HAQL o] dul T AR oYW FAde] g EHE Y dvhvd Aoyt U=A 4%
AACEVZE AL, ©]¢) HEA FRE vhedslr] $J8) 1do] (lagged)® ©]¢] WE4S 283y,

B 719 0 9% 9 ool 2 -1d9] 7] o]es vebdth, FEZ = dE o IANE
T oolF 3d Bt 718 o mE o]l FgAYPUTE 498 23k vlEf o] 3]H 2] Ao
nlu)gk JEFS F7] wlitel vl o9& 3 713t B9k FHH (e, g., Collins et al., 1994; Lundholm
and Myers, 2002), E; ¥ E .= v o|dd gt 7|HXE el 7] Sl 3H 2ol 23sct, R &
719 4 A% el g 19749 buy-and-holding stock returns®, S|AIARI} whdd A7 1] so]
719 9] SAN[E # MY T F5EHE 12701Y 717k A3t FAFYEY. FR3 = A IAN[E
o] % 39 Fote v F2 &S Yehdth. FR3E FEZ:Q 4 25 BAlBlE 9 it
A vl go]2(realized future earnings) 7|thu]#o] 2 (expected future earnings) &2 &2 ALE-
she A9, Adn|go]dl= wlEo] e tigk o x| &ek F A (unexpected shock)o] EFHE7] wite
S0 A7) ASHA |k, vl o]l it oA g AL Alofdty] HsAE, A ke A=
ujg £e& FEs7] whizel v £ 372 E3siet, wEbA, v o]elF n|EAr-S d
3] 2ol 23 adel oA EE mlE o]dg 72 4 JA "ok(Collins et al., 1994; Lundholm
and Myers, 2002),

oA (outlier) 9] <3S $kslelr] flaf ©]Q) WME A WFEL 3|FAEA oA 00llA 1 Alele] 7
Zh= ME9)4 9] (percentile ranks)2 Wste] ARS-HTh Wk, o 22 WS £HE © B2
o WS YehA o, dE $£XE 2 He Ao Mg SZE Y MB= HE9S5 92 et
ot olgfdk W3 Sl ASA o FFES AT ZFAHR] vAPAE BAE gsirlzitke.g.,
Lundholm and Myers, 2002; Tucker and Zarowin, 20006),

(Table 4) ol|4] two-way cluster-robust standard errors& AFE3H d#¢] 3] ARA A2 Busht},
Gow et al, (2010)9] A#Z wpe}, o2t a FARAE FAIS7] 98 firm 2 fiscal-yearol] 2|3
cluster¥l robust £F Qx5 ARgStt 2 A7 Fo I o9 2 FAH8A HEAAT nE
o]9] kel &g A2l Bs Agreltt. o] AgE dA & FA o]eo] urgEA & ulY oY 7|
HHof gt A vhe-S Ve, mEtA] Be o] WEAAT dA Tt mlE) o]¢] 7o tisk A
7te] #AE AREHAl €, WEAde] 2 ol SRR EREHAY B JFo s lE o] Algt

el
o
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offt [ok
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rok

SAHoR fofgt g9 g 7 Aoz o), (Table 4) o] WA d2 A 710l vk
ulef o]eol] theh o]o] W de] e Bk, AellA e At o], o]o] WM dwt nje o]
st 713 HBA Afolel] o BAE YA BAHE Wl fonlg # zh=t) (-0.5809, at the
1 percent level), FAHE Age AAACZE 7RI vk, FX39] FAHAFE 1.1235(B3)A 0.5426
(Bs+ Bs, = 1.1235-0.5809)& 7+43}H, o] FERCY| ¢k 52% Z+4-o|th. (Table 4) o] 293} 3 ojA
ololg T P8 A, AusEd LAYoR Helstal IARAS 77 AP, F A BT,
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BeAlFE S50l EAH R f9]81tH-0.2595 and -0.2529, both at the 1 percent level), AF3E

sl ek o] A7 ot ¥ A1, ZF FERCE 242 29%¢9} 28% FHasgith,

Table 4. Results of Earnings and Components (n=25,329)

Model 1 Model 2 Model 3
INTERCEPT 0.2218xx*x 0.1682%xx 0.17271%%x
X1 -4.3180%xx -2.4806%xx -3.1656%xx
X 1.5827%xx 1.0286%xx* 1.2804%x*
X3, 1.1235%xx* 0.8994xxx 0.9117%%x
FR3, -0.0376%xx* -0.0387*xx -0.0304*xx*
EV, -0.0026
EV: *Xiy 3.0997*xx
EV=X, -0.4926%*
EV*X3, -0.5809*xx
EV*FR3, -0.078%*xx*
CRV, 0.0622%xx
CFV*Xia 1.0190%xx*
CFVixX, -0.0697
CFVi*X3, -0.2595%xx
CFV*FR3, -0.0623*xx
ACCV, 0.0525%xx
ACCV*Xiy 1.6525%xx
ACCVxX; -0.2628
ACCV*X3, -0.2529*xx*
ACCV*FR3, -0.0738*xx
SIZE, 0.0026 0.0038+ 0.0044x
SIZE*X4 -0.2209 -0.4191 -0.38322
SIZE*X, =1.1257%xx -1.039*xx* -1.0876%xx*
SIZE*X3, 0.2711%xx 0.335*xx 0.3522%xx
SIZE*FR3, -0.1158*xx* =017 oex -0.1154%xx
MB, 0.007 1% 0.0012% 0.007 1
MB*X..1 0.3974 0.4454% 0.6450%*
MB*X, -0.2095 -0.3311 -0.2962
MB*X3; -0.2575%xx* -0.3137%xx -0.3405%xx*
MB*FR3, 0.0733%xx 0.0631%xx 0.06115#xx
LOSS, -0.0236 -0.0262x* -0.0246+
LOSS*X,.1 0.0689 0.2550% 0.2208
LOSS*X, -0.1518 0.0977 0.0159
LOSS*X3; -0.2184*xx -0.2838*xx -0.2803*xx
LOSS*FR3, -0.0126 -0.0210%* -0.0201*x*
INDUSTRY Controlled Controlled Controlled
FIRM Controlled Controlled Controlled
YEAR Controlled Controlled Controlled
Adj.R? 0.1332 0.1254 0.1276

* xx and ***x indicate statistical significance at the 10, 5, and 1% level, respectively.
All variables are defined in Table 2.
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Table 5. Results of Earnings’ Components combined and AACEV (n=25,329)

Model 4 Model 5
X3 1.0066%** 0.9719%xx
FX3, -0.0304xx -0.0461%xx
CFV, 0.0195
CFVixXiy 0.7400%*x
CFVe*X, 0.0106
CFVi*X3, -0.2198%*x
CFV*FR3, -0.0266
ACCV, 0.0322
ACCV*X, 1.487 1%
ACCVy*X, -0.2911
ACCV*X3, -0.1861**
ACCV*FR3, -0.0564*xx
AACEV, 0.0296+*
AACEV*X4 1.7405%xx*
AACEV*X -0.0987
AACEV*X3, -0.3516%xx
ACCV*FR3, -0.0505%*x
INDUSTRY Controlled Controlled
FIRM Controlled Controlled
YEAR Controlled Controlled
Adj.R? 0.1287 0.1277

= xx gnd **x indicate statistical significance at the 10, 5, and 1% level, respectively.
All variables are defined in Table 2.
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