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EERmE— R
Earning Persistence, the Effect
of Auditor and Stock Market Reaction

Liu Wen-da, Quan Xiao-Hfeng

( Management School, Xiamen University , Xiamen 361005 , China)
Abstract: This paper investigates earnings persistence, the effect of auditor and stock market reaction of the Chi-
nese listed companies in the period of 2002 —2008 with the methods of Sloan. We find that the accrual compo-—
nent of earnings exhibits lower persistence than the cash flow component of earnings, the earnings of companies
audited by Bigd exhibits higher persistence than the earnings of companies audited by Non-Bigd, comparing to
the cash flow component of earnings, the effect of Bigd is more significant. The earnings expectations embedded
in stock prices fail to reflect the differential degrees of persistence attributable to the accrual and cash flow com—
ponents of earnings, The earnings expectations embedded in stock prices success to reflect the different effect of
Bigd and Non-Bigd on earnings persistence, but fail to reflect the different effect of Bigd and Non-Bigd on the

persistence of the accrual component and the cash flow component of earnings.

Keyword: earning persistence; auditor; stock market reaction
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