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Abstract

Abstract

In recent years, Chinese scholars have studied accounting conservatism from various
perspectives. Most scholars have adopted the Basu model in empirical research, that is, using
the incremental coefficient on negative returns in a piecewise linear regression of accounting
income on contemporaneous stock return as the measure of the conditional conservatism. As
Banker et al. (2016) incorporated the research on conservatism in financial accounting and the
research on sticky costs in cost accounting into the same research framework, cost stickiness
has been shown to be an important source of the asymmetry in reported earnings. As the
existence of cost stickiness in Chinese listed companies has been confirmed by more and more
scholars, accounting conservatism in China may no longer be the only explanation for the
existence of timeliness differences in the response of accounting earnings to stock returns.

Based on foreign and domestic studies on accounting conservatism and cost stickiness,
this paper studies all the public companies in China from 2006-2014, and following the Basu
(1997) model, the Anderson et al. (2003) model, and the model proposed by Banker et al.
(2016) that controls the cost stickiness factors, we build multivariate linear regression models
to test the effect of cost stickiness on the asymmetric response of earnings to return in China.
After adjusting data selection and variables to fit Chinese condition, we find that both
accounting conservatism and cost stickiness lead to the asymmetry in reported earnings in
China. Moreover, both types of asymmetry act in the same direction. As cost stickiness
reverses, its effect on the asymmetric response of earnings is smaller over a longer period.

Based on the study of Banker et al. (2016), this study verifies the effect of cost stickiness
on the Basu model, and further tests the effect of cost stickiness on the extended models of the
Basu model such as the C-Score model and the cumulative earnings-stock return model. Our
findings enrich research on the effect of cost stickiness on the accounting conservatism models
based on the asymmetric response of earnings. This paper suggests that scholars in China
should consider the effect of cost stickiness on the asymmetry in reported earnings when using
the Basu model and its extended models to study accounting conservatism. Controlling cost
stickiness variables can remove the effect of cost stickiness and give more accurate measure of

accounting conservatism.
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71, ay eI TR B “HE BRI T, BRI U AR

TR U B AT AR KB . aptas fiTEE T M HIL “INIHE” B
b 2 T B AR B IR G BV, B THE R “IRIHE 7 AT O St
Pho BRI, a; BbE BRI IRE BT R S R 2= 5, Bl B AR
AERIFRIE REL 5 PR IEAAAE, a3 MARBNIZKT 0, S TR 2 A
Sk SN =m g SRIEN SN IY TN

Basu #5842 H BT AE S THRR AR B AR SCHIE 78 A PR 753 % % 197772 (Ryan, 2006),
A2 N T R R e T AR A AR S O/ DUIE B 2 i AR Ik A a1, T HL
W T T RS R R LR I 8] e S AR B 2 . IRFESKIRE (2012) M4t
1, Basu (1997) Hy&ih & R-Me SR as o¢ R AYAE [E N AR B 2] (The Accounting
Review, Journal of Accounting & Economics, Journal of Accounting Research,
Contemporary Accounting Research A1 {2118 51)) MISLuEwf AR N H & A2, 1l
SEVERAS BE,  HAT EREL S

{H7&, Basu B~ RHA I (Pooled data) HEAT AT, BN NEXT1F
Fal@ e BAR L5, TOES B AF/4FE (Firm-year) JZ 2 tH @ MERE FE 15 11 .
Khan and Watts (2007) il %t Basu SERHATY JE, 2601 7 AR MEL (Size). %7
H{fA (MTB) ALAFR (Lev) X =R FIFHEAZ EX U@ g2, a7
JEE A F/F (Firm-year) JRTH 2 THRE#EREEZ K C-Score #7,

G — Score = g + pydize + poLev+ ugMTB
C — Score = Ay + A, Size + A;Lev + A3 MTB

G-Score RF LB AN BB S, C-Score AR THE AR IR I B
FEXT T 0 798 J2 S SR S s VR I I & . 29 il IR PRAS A AR Basu B8, 15
BT

E;/Pyr.= g + oy DRy, + Ry (ii+uaSizes s +its MTB, 1114 Leviy))+ DRy* Ry (041

Sizej,;+ A3 MTB;.;+As Leviy ) + 0;Sizei .+ 02 MTB; 1+ 03 Levi,.;+ 04 DR,
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