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Constructions in Process, Corporate Governance and
Value—Relevance of Earnings
- - - - Empirical Evidence of Chinese A- share Listed Companies from 2002 to 2011
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Abstract Using data of Chinese A—share companies listed in both Shanghai and Shenzhen stock markets during 2002-2010,
this paper finds that there is a significant and negative relationship between constructions in process and the value-relevance of earn—
ings; the negative relationship becomes weaker; and the check—and—balance ownership structure significantly weakens the negative re—
lationship, while the ownership concentration of the largest shareholder significantly strengthens the negative relationship.
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12.9% °
4.1%
3
1/4 3/4
Return 8962 0.308 1.021 -0.884 -0.318 -0.091 0.678 12.123
EPS/P 8962 0.012 0.067 -0.734 0.002 0.008 0.019 5.478
Construction 8962 0.059 0.097 0.000 0.006 0.025 0.069 1.498
Fixed_asset 8962 0.336 0.225 0.000 0.182 0.300 0.467 5.264
Topl 8962 0.389 0.162 0.022 0.261 0.373 0.511 0.852
Indboard 8962 0.346 0.063 0.000 0.333 0.333 0.364 0.714
Mshare 8962 0.025 0.098 0.000 0.000 0.000 0.000 1.748
Duality 8962 0.129 0.335 0 0 0 0 1
Balance 8962 0.637 0.670 -0.203 0.145 0.412 0.932 7.971
Big4 8962 0.041 0.197 0 0 0 0 1
Size 8962 21.571 1.062 17.497 20.832 21.462 22.183 26.949
Leverage 8962 0.490 0.183 0.007 0.363 0.501 0.627 0.996
Tobinq 8962 6.741 13.695 0.749 1.870 3.194 6.530 389.640
Beta 8962 0.989 0.372 -0.941 0.762 1.000 1.217 2.843
4 Pearson o 4
|
1%
o 2 N
-0.686
N 0.5
o 3 °
1%
4
Return EPS/P | Construction| Fixed asset Topl Indboard Mshare Duality Balance
Return 1
EPS/P 0.065* 1
Construction 0.007 0.043* 1
Fixed asset 0.045° 0.048* 0.170* 1
Topl -0.053¢ 0.068° 0.065° 0.108* 1
Indboard 0.083* 0.021° -0.010 -0.053¢ -0.074 1
Mshare -0.014 0.008 -0.018° -0.070* -0.137° 0.103* 1
Duality -0.003 -0.013 -0.023° -0.055° -0.065° 0.049° 0.145* 1
Balance 0.029* -0.026° -0.025° -0.052¢ - 0.686 0.018¢ 0.269* 0.044* 1
Big4 -0.017¢ 0.025° 0.042° 0.025° 0.113* 0.018¢ -0.026° -0.010 -0.041°
a.b.c 1%.5% 10% o
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1 2 3 4
0.666™" 2.368™ 2.664™
EPS/P (6.866) (14.125) (14.865)
EPS/P*Con- -17.555™ | -10.167"
struction (-12.417) | (-4.775)
EPS/P*Con- 17.772*
struction*New 4.637)
1.611™
New (51.454)
Constructi 0.125" 0.117"
onstruction (1.860) | (1.747)
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Size -0.003 -0.008 -0.023"™ | -0.024™
0472) | (1239) | (-3276) | (-3.431)
Leverage 0.079" 0.104™ 0.166™ 0.176™
2.016) | (.649) | @250) | (4.508)
Tobing 0.005™ 0.005™ 0.006™ 0.006™
(10.454) | (10.751) | (11.457) | (11.560)
Beta 0.119™ 0.124™ 0.129™ 0.131™
6.255) | (6.535) | (6.886) | (6.969)
Industry
Year
03617 | -0276° | -0.036 | -0.022
(-2.366) | (1.805) | (-0.238) | (-0.145)
F 696.95™ | 674.41™ | 640.94™ | 624.01™
VIF 4.12 4.00 3.94 4.29
R? 0.651 0.653 0.658 0.659
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Return
1 2 3 4 5 6
EPS/P 2.820™ 2.400™ 2.376™ 2.415™ 2.851™ 2.395™
(14.710) (14.163) (14.127) (14.117) (15.163) (14.205)
. -8.390™ -18.399™ -16.568" -16.035™ -9.310™ -17.052™
*
EPS/P*Construction (- 3.646) (- 11.876) (- 8.294) (- 8.663) (- 4.580) - 11.787)
. -55.331™
% *
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*, *
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* *
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EPS/P*Construction*Duality (1288)
20.330™
* 10n*
EPS/P*Construction*Balance (5.625)
18.878
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0.017"
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. -0.056
Bigd -1.671)
Construction 0.132™ 0.126" 0.122° 0.125° 0.108 0.115™
(1.976) (1.877) 1.811) (1.857) (1.617) (1.701)
Size . Leverage . Tobing . Beta . Industry. Year
0.029 -0.043 -0.056 -0.051 -0.075 -0.076
(0.190) (-0.279) (- 0.359) (- 0.329) (- 0.483) (- 0.483)
F 599.60™" 596.79™ 596.75™ 596.96™ 600.26™ 597.06™
VIF 431 3.94 3.98 3.94 4.13 3.77
R? 0.660 0.658 0.658 0.659 0.660 0.659
5 o
7 0
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Return
| 2 3 4
0.664™ | 2719 | 3.089™
> 2007 EPSP 6.183) | (13.630) = (14.481)
. EPS/P*Con- -20.248™ - 11.037"
struction (-12.195) | (-4.377)
EPS/P*Con- 21.964"
struction*New| (4.848)
o -0.037
New
7 01S (- 0.955)
N=8 962 . 0.224™ 0.214™
Construction 2.600) | (2.484)
Return 5 S0.1147 | 20117 | -0.133  -0.132™
) ) 3 4 ”* (-5.560) | (-5.572) | (-6.564) (-6.529)
0.666™" 1.461° 1.742° 0.192™ 0.227™ 0.322™ 0.346™
Leverage
EPS/P 6866) | (©0.573) | (10.645) € 1 (535 (3.000) | @274 @.581)
EPS/P*Fixed -4.188 | -0.833 Tobing 0.008 | 0.008 | 0.009™ | 0.009™
asset 6.771) | (-0.885) (10.020) | (10.160) | (10.793) | (10.886)
EPS/P*Fixed 8.129™ Beta 0.092™  0.099™" | 0.106™ | 0.108™
_asset*New 4.724) (3.806) | (4.099) | (4.418) @ (4.505)
1.620™ Industry
New (51.393) v
Fixed 0.041 0.031 car
Ixed_asset (1.278) (0.944) 2270 | 2.326™ 2.640™ | 2.623™
S -0.003 -0.008 | -0.014" | -0.014" (3.394) | @G487) | (3986) | (3.967)
1€ 0472) | (-1239)  (-1.994) | (-2.031) F 747.85™ | 717.60™ | 674.89" | 649.69"
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R 0.601 0.603 0.611 0.612
Leverage ' 016) | 649) | (3.126) | (3.485)
Tobing 0.005™ | 0.005™ | 0.005™ | 0.006™ Se
(10.454) | (10.751) | (11.052) | (11.162) g 9 OLS
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Year °
-0361" | -0276°  -0.210 -0.210 N
(-2.366) | (-1.805) @ (-1372) | (-1.374) |
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9 N N=8 962
Return
1 2 3 4 5 6
EPS/P 3.257™ 2.775™ 2731 2,773 3.310™ 2.754™
(14.157) (13.693) (13.641) (13.603) (14.707) (13.719)
. -9.438™ -21.389™ -20.131™ - 18.480™ -10.680™ -19.637™
%
EPS/P*Construction (- 3.464) (- 11.663) (-7.834) (- 8.540) (-4.436) (-11.531)
- 64457
* 1 *
EPS/P*Construction*Top1 - 4.918)
-59.128
* 1 *
EPS/P*Construction* Indboard € 1393)
8.107
% 1 *
EPS/P*Construction*Mshare 0.097)
17.229
% - .
EPS/P*Construction*Duality (1.277)
23.669™
* ion*
EPS/P*Construction*Balance (5.513)
. . 22.883
k k
EPS/P*Construction*Big4 (1.592)
0.216™
Topl 2.079)
-0.108
Indboard - 0.650)
-0.493"
Mshare € 1.929)
. 0.000
Duality 0.015)
0.060™
Balance 2.760)
. -0.041
Bigd (-0.701)
Construction 0.225™ 0.227™ 0.226™ 0.223™ 0.195 0.210™
(2.617) (2.634) (2.620) (2.584) (2.266) (2.426)
Size . Leverage . Tobinq . Beta . Industry. Year
2.525™ 2.656™ 2.653™ 2.407™ 2.570™ 2.622™
(3.776) 4.007) (4.007) (3.592) (3.888) (3.958)
F 624.21™ 621.05™ 621.19™ 620.94" 625.40™ 621.07"
R? 0.612 0.611 0.611 0.611 0.613 0.611
1% 5% 2
2007
o 2002~2011
A 8 962
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