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Abstract

The value relevance of earnings information depends on the information environments that
investors face. In general, under the highly uncertain circumstances, information is not
completely nor instantly reflected in stock prices and so the value relevance of earnings is low.
The purpose of this paper is to estimate the uncertainty of information environments by data of
analysts’ earnings forecasts and to investigate the relationship between the uncertainty and the
relevance of earnings in JP and US market. In US, though the dispersion of forecasts causes
subsequent positive returns, it makes the value relevance of earnings higher. However, it seems
that the divergence of opinion does not determine the information environments in JP. In JP, we
cannot find the evident relationship between the dispersion and the relevance of earnings. On the
other hand, analyst coverage does not affect the relevance of earnings in US while the earnings is
more value relevant for firms covered by analysts than firms uncovered in JP. Moreover, the
effect of optimistic forecast errors on the value relevance of earnings differs between JP and US.
Our results show that earnings is value relevant and earnings information is almost efficiently
reflected in stock prices while the subsequent anomalous returns concerning analysts’ forecasts
exist. Empirical evidence indicates that the information environments in JP are different from that
in US and that the relationship between environments and the relevance of earnings also differs.
This paper provides the valuable evidence against prior international comparative studies that

neglect the differences in information environments.

Keywords: earnings forecasts, value relevance, anomaly, Japan

T This paper is written for the report of special committee (chairman, Professor Hisakatsu Sakurai, Kobe
University) in Japanese Accounting Association (JAA). The report will be disclosed in public at the annual
meeting of JAA in this summer. Please don’t quote the contents in this paper till the committee report is
publicly disclosed. 1 acknowledge many helpful comments by committee members.
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FIEE N W OMERSEM: (value relevance) 1X, #EZENEH L TV D IHFHIREEIZKEL T
WD, —IRIT, NHEFEMEDREWVERE TIE, HHROSRIEICA 21 Lo E 07, Fligo
MERLENE B IRV TH A 5, ZOFZRIX, 72U Bl E AATREEZHRE LT, 7
U A NOFRETRT — 2 D DIFHREREE DO RNHEINEZHEE L, Z O RREFEM: &Rl OfifE R
HYEE OBMRE ST L2 b DO THD, TAU BT, TFYANFRONRTYEFRRLE N
ZE, EHREBREORNEIEENE W kY ¥ —r N REW) 128 00b 5T, FIIEOMIE
BhEMEITE < oo T e, fill)7, HARTIE, ZTOANTYREIHEHRREELZHEL TV RN E
5 THY, FREOMMFEREMOEIKE B\ A BfRIFBE S o7, Wiz, 7T U AR
OEUE, T AV A TIEIMZEOMAEBEIEIEICABEREE L HT- A TRV, BATIE, 7
T U A RPHBETEE L TV LEEIFLE, FlRoMEREE, I o7z, 77U X hD3%
B 72 TIRE A & FAE OMERSENE & OBIR S, HAKR TR > T e, SHTofER, Fli
528 value relevant TH Y, 7>, TRABBLRROICHMICKM I TNTH, 7
FUR MO THEAD DRI X —r DT /<) —RHEET L ERbEX LML o
2o ZOWROFFHERIT, T AU A EARTIIHERREN B2 > TWDIENY TRL,
T EREREE & FIZE D relevance & DEAR S B> TWH Z E AR L TWD, TS DOAHTHSE B
(3, THEERELOAHEZ AL L TV D IR D EFR IS 7o L TEERGEL 21248 L T
W5,

*—-7— R : earnings forecasts, value relevance, anomaly, Japan
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BEZFIE, WIS, RECHATIERICEEND /A ANRZITUL, TNEERIE
FCTERWVNG, ZOEREFNVSIWTHHT 2 THA S, REORERRE DN HEINEN
WS, REICHAT DR ) A Xz, BREZOEREFE LIcERRED Y X
7 bhEED, TOL I RRIUL, FHEBREDO Y 27 H D WIFRHEEENE W EFES AT
%o MHBEREORHEEENEWIGEITIE, BREZITMRERLFVSIWTHIHT 5 THA
V. TDOLE, FIEOEHRNEOTRTHRLELELICIIHMIC K S v &P EN, F
L OAMEEDE M (value relevance) 1T 725 &E 2 BN 5,

ZOWMRDOHE L OBEIE, T U A NOTEFREDNT Y X 70 EOERH A FREREE DR
HEHE Lz b X, HHREBEOMRET L 0@V, FREOMEREEIENE LT O
MERGET 52 L ThD, 52 OHMIE, IEHREEEE &R OMERENE & OBIRR, 7 2
VB ERAARTRHRUETHDDINENEHENDD Z EThD, g OMEREHEM: 2 E Rt
LT, ZAREVEHOSHEEDIZO NELETHD & ERL TWDIIFRELH DN, 2
DDR TS TS, LI, Flag OMEREMEITAWER TORFERIIC O BES T
WDND, TORFEREOHELZ AL FERERIT T2V NETH D, H21T,
COMIFETHHRRE LTS K DIT, THHEREE & RIS OB EM: & o BIfRIZ & DIET
HIEI L THDH EWVIRELIE, WELE2WNSETH D,

ZOEROSHICE D E, TAUITIE, 7FHVARFPHORTYFFIHEDY A7 L

BRBEERADH Y, ZTANKEVITYE, FREOMMEBEIEIXE < 2o T, 7, BA
T, EONRTZ VX ERRY ¥ — 2 L OBMRITAE TRV o L RIRFZ, Fl4E Ol & B
PEORIK S AZBERIIBE SN e holz, BARTIE, 77U A MFROANT Y X IHEHR
BREAZHEL TWRWEEBZI BN, ZORRIE, £ bEHREES AR TEZR>TH
HZEERLTWD, LIS, T A VB TIET U A NOEKEF ik O e BE i &
DHNWIZEBERBERIZRVWH OO, AARTHE, 77U X MPFRETEEZ LT D EEET
&, RIS OMEREME IR o 72, TV A b OB e R TARRRZE & RIS O filfifiE B
ML ORfRS, HARTERRS TV, I OITEBMASHTORER, FIZEE#HA value relevant
THY, o, ENRBBLRRIICHKIMIZKMEN TN TS, 757U A FOFETAE
EOSDHNKYZ—2 DT )<V —BHEETHIERBEI LN RoT, OO
FERIE, TAVUDE BARTIIERREN R > TV DHIEY TR, THEWRBRE & FIZE O
ERENE & DEMR L B> TWH Z EZR LTS, ZHDDOSHRERIL, EHEREDH
2 ML LTV DR O EERHIFZEIC 70 U CEEZRGEL A 2 L T D,



Z OO T ORERE, RO EBY THD, 2 BT, BITHEOLE2—% LT,
T U A NOFS TR L ERERE L OBREFIT 5, 3 8T, THOELE L IGEHRTE
ZAT9, 4 HiTIX, HHERE &R OMMEBEENE & OBERIZ O W T ORI REZRT, 5
%filjm%ﬁW?cbfcﬂ HHRIZTZDN L THSENRNTH D Z & 2T 5,
6 HilL, ZDOWROMETwR TH D,

2 1T HE

BERXOFEIRECHA LT, LTI, REFEPER LTV DEEOFHRERTLO i
%ﬁ@%ﬁ(WMMMMW)k%%ﬂ)&—/wﬁmk®%%ﬁﬁaéﬂfméo&%%
L, REIERAAE SINDLENS, BEIZOWTRALIOEREZATLTEY, —ED
HHREO S & TRFMFREFIH L TW D ZenbEonicanTngd, e xiE, &
FHOFZETH, A&, BEAREZOKRARALR, 7TV X 0%, 7FIA D
M TEMEDONTY X, VE=2DRTT 4 VT 1, REOHE, EREOXFTTE, FM
ﬁf_owfm BEOER, BEE OIS B IIERER, BYBORQR ERREHED
\\\\\\ IR ECITENC 2% & 7= 2 TV % (Lipe, 1990; Graham and King, 1996; Utama and Cready,
1997; Barron et al., 1998; Chen et al., 2002; Donnelly and Lynch, 2002; Gelb and Zarowin, 2002;
Jiambalvo et al., 2002; Mikhail et al., 2003; Botosan et al., 2004; Christensen et al., 2004; Piotroski
and Roulstone, 2004; Mitra and Cready, 2005; Pownall and Simko, 2005; Verdi, 2005; Bhat et al.,
2006; Hanlon et al., 2006 72 £ %%%) ,

ZDOXEIREWRREDO O D, ZNETRERELEED TEIDIE, 7T U A FOFEE
TFHUTHL, WERIIT TV X FORBRTHEZMATLLEL6NTEY, FlETHORK
WAy, BEFEPERL TWOIREZRIL TWDLLMEININETHD, J:l:i&é’ﬂ TR
W HEE SzolX, 77U A Fo#k (analyst coverage) Toh % (7= & 2 1E, Collinsetal. ,
1987; Freeman, 1987; Atiase et al., 1988; Lobo and Mahmoud, 1989), 77 U X N DN LW F
E, fElx 07TV A FBE LERBIERS RIS T g (BRI b T
%) 128, —MIC, 1FEITE D R RACFERMARIC KM SN DBREEICH D, T7bb, €
DARFEDZFHEBITIELNT, 230, WUNIHMII KBRS LD LfiF STV D, XEHER
W TGO ISP RERMTRRD L&, 207U X MO, TORKIGD/NTY
XEMEET D IVOFBAEE = e — A B E LT, ZLOMETHHINATHS

(Bhushan, 1989; Dempsy, 1989; Dowen, 1989; O’Brien and Bhushan, 1990; Brennan et al., 1993;
Lys and Soo, 1995; Lang and Lundholm, 1996; Trueman, 1996; Botosan, 1997; Walther, 1997;
Branson et al., 1998; Alford and Berger, 1999; Hong and Lim, 2000; Elgers et al., 2001; Ayers and
Freeman, 2003; Ackert and Athanassakos, 2003; Lang et al., 2003, 2004; Christensen et al., 2004;
Mensah et al., 2004; Mikhail et al., 2004; Doukas et al., 2005; Kanagaretnam et al., 2005;
Mohanram, 2005; Pownall and Simko, 2005; Das et al., 2006; Doyle et al. 2006 73 &),



i, ELICEHSNTWDIOIE, 7 U A OFIE T D NZ > % (divergence,
dispersion) T b, T FE TOEFEMIETIE, TF U R MIE > TOREEENRKENE
&, M TREONTZ Y IFRREIBRDEVDILTND, EHIT, ZONATYFRREN
&, DD X Y v a7 a—OFPRICH T > CEMMRERE VLI LT 572012, BE
FORINNZKRERZ T 5 &)y, 2)2258 0 Hifil o2 (Boehme et al., 2006) <> (/L « A
) 75U X ho B ER (McNichols and O’Brien, 1997; Bradshaw, 2002) D523 K & U
TeOIZ, UHIOHW BB TRICEIESND LW FENAEL DL (NTYFHRRENE
U&= /RS Ly, 37U A R TPIEOWT IR SR S 47220 FTREME DS &
F0, TNET VR BEL 2D EfREN TS (Miller, 1977, 2000; Ajinkya and Gift, 1985;
Stober, 1992; Barron, 1995; L’Her and Suret, 1996; Ackert and Athanassakos, 1997; Bamber et al.,
1997; Barron et al., 1998; Barron and Stuerke, 1998; Das et al. 1998; Han and Manry, 2000; Ang
and Ciccone, 2001; Beneish et al. 2001; Chen and Cheng, 2001; Ghysels and Juergens, 2001;
Houge et al., 2001; Barron et al., 2002a; Chen et al., 2002; Diether et al., 2002; Dische, 2002;
Kwon, 2002; Baik and Park, 2003; Copeland et al., 2004; Doukas et al., 2004, 2006a, 2006b;
Johnson, 2004; Liu et al., 2004; Wu, 2004; Barron et al., 2005a, 2005b; Park, 2005; Scherbina,
2005; Gao et al., 2006; Garfinkel and Sokobin, 2006; Sadka and Scherbina, 2006; Alexandridis et
al., 2007; Anderson et al., 2007 72 &),

el zIE, 7/~ U —IZBE L7-F5E Td 5 Doukas et al. (2004) Tix, 7 U A L OF]
WTEDONRTYXRRENEE, PMIKET LI T L0NY a— 7L ITARKEL R
% & STV %, Roulstone (2003) 1%, Hisd~A 27w« A NTF 7 F ¥ —% oL, 7
TV R P OB X H1F ERAOTENEE 07, FIRTREONT Y TRRENTLE
TREMEIZIR 42 &S L TWb, Quetal (2003) 1%, FRSFAMEDONT Y X AR A
7LLBHRT, EOYAIRIRATTAASINTWDDERGE LT, ZD/NTY X &FH
LicBm « a2 FREBIKICE > T, MREEREICOWTE, @il 2 —rnGons s
WL TS,

ZOMRETIE, 7TV A MFREONT Y X, T F U X SO, THEIRZED 3 2% (metrics)
ICE - T, WHBEEZ D252 812, ZOEMBREEDFIZEN o value relevance (2 &
DEIBEBEHIZADDNEGTT D, ZORITIZENT, [FREEOREL [FIRE
& BUERAM & OBFR) 7200 T, TRIFRIEH L kY 2 — L OBR] &80T, fia
BN 2 2 ENEERFFEIZ R > TS, FRERE LR ¥ —2 LRz <5
WERDOHFTED S 1%, RO S Bz, THOEEEZTE L TWDE, ZOEIEThE
B, TG0 ZRHEE LT, FIZEO value relevance #fRGET 5, T & &,
77U A ORI TINCRE S D EREREED R Y 4 — 2 EABEREREZ S Z LI
LT LbFELRY, DFD, 7/~ =L EINREOBLOMFIELATRE LT
B, THORMEZ AR &3 2 F4 O relevance AFFEA RIS D Z &8, ZOimLIZ L > T
RE SIS,
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ZOWETIE, 7 U A NOFRETREOT —4 - X—Z2TH S IBIEIS ZFIFH LT, 74
UL ARBEDENENE TR LT D, T AU DREOMBHEERT — 213,
CRSP/ COMPUSTAT Merged Database — Industrial Annual 2>5, #ffis U % —> DT —# 1%,
CRSP Monthly Stocks 7»H AF L7z, fillhi, AARBFEIZOWTIE, £, [HiE NEEDS
MET—42] & THREAR—F 7404 - ~v22—] DO AF LT, 77U A NOFE
FAET — 1%, I/B/E/S Summary 75 AFL, & =2— K (currency code) ZFIHL T, 7
AU BT USD, AARGHETIPY ZHEICLT, 7= 284 L7, 2nbT AU I4
DT —H L NBIEIS T —Z 13T _T, LU AR=T REY +— b RO WRDS & AT
LxBEUETAFLE,

T AU BARFEE, W OFERRTSZ R < AR (NYSE, AMEX, NASDAQ, OTC)
DH L, ¥ (SIC CODE 7% 6,000 FH) #R<AE¥XTHV, WREAHKN® 12 0A D 12
ARBEAREEZRIR U2, oW, UBIEIS 7— 4 BN AT TE 5 1975 4 6 2006 4
FTO 3R4ERM, 64,193 tE—ERY TN Lo TND, 7, BARMEL, FEERETH
v, LAERE D 3 ARBEELERN Uz, o, EEME#EREERT o ¥R —
TEFIZEE LT- 1983 4R (1984 4F 3 H#) 75 2006 4FFE (2007 4 3 AHI) £ To 24 41,
19,128 fE—4ENH TNl o TV D, THDOH T, WL HAATUELEL D 7=
2, ARG TRV D5 (B, FitE, &EH) O B TR 1% A LIEEDTH D,
YTV T OLS [HiFa Lic e 24, BERRRMBIE SN2, OLS [ElF D H %
AR &2 K5 aVER, BRI L T D,

P T IVOLARIE, Table LIZHEF SN TS, 7 A U I EEDT X TILB/IE/ISO A X}
BUZEENTWD, M7, BARBZECOWTIL, IBIEISD 1 N—R)PAE 2 K FHEBICH Y,
FHILT T EHFIBOBEICONT, RS TRT 2B HBonTWb, LFTIE, 72U %
BFEL AARPEL T, F—OEEERTE, F—OoiEER~AT 200, ARME
Wi, RS PART — 2 BN FE LW REL B D720, T AU I & ARORE R HIZT
0L ZOL9RTFAY Y MEb D LoD, FIHAEER BARDSY 7 L E it b
L, & PAET — 2 BDAFARER L DIZH U TV ERE L TWRW, ZDORTOY 7L -
vl vay e AT AFEBESNLTWD,

ZOWETIE, UBIEIS 7T—4# « X—=ZAZFH LT, L FOERAEIERL, ENEnad
¥ BRFEDOE L H72 LT D,

Voxnic, b EOREHEIC L ZEBTFROARFEITT TV A OIS TREEICEES 5= %
TS Z LRk LIS S TEY, REZFOEBTREIEDEEL NS ST, 7TAU B EH
AREBEBELE TS Z ST LV, 7ok, REFOEFHTHEICOWTIE, KH (2006) 2AEFEYT—
RS BT TN,



DISP = 7 VA NTEONTY X (FEHERZ stdev,” [2FE¥) meanest D i ])
COVER = I/B/E/S D& FiA R R CRIIE TA%Z L7277 U 2 b D ANE numest % #5+4F
FEWNTIENAHT L, ZONEMNZ 0 & 1 OH W& T~ D
FE = a2 v Y 2P (PRME AT 4 7 > medest— FEHEHE actual)
OPTFE = ZSBIAY T IIRAE /AT R IRAM (A DOHIRIMIER)
PESFE = ARBLAUREZE /A AR HRAM (IED IR ER)

FRIOFEZFHET L & 2 OFIEEMEIL, TF U A b FHlE SIS LZIUBEISOARETH S
2, UBIEISDAFRIRME L ek R EOFIE L 1E, 2 00 TRAE>TWA, H1l, 77
UZMOFPRES 2720, UBEISOFERMENHIX, TF U A MR TR USRI H
H2 ENRPN TN D, H5 218, FERIILE A WTRE L 3572, IIBIEISO FHREEITHRA >
Flp EMEESNTWD, )7, ZOWETIE, FEEFIRE (EARN) & LT, 72U hpE
WZDOWTIERLS I ATFIZE (pretax income) (ZHFRIFELE (special items) % 5 L AL7=%8 % £ H
L, BABEICOWTIIREMNRZRA LTS, B, Fl2k (EARN) & I/BIE/SO FiHE
(actual) & DFEZOWTIE, Appendix CRHE R LB 3T 2 L T 5,

F£7o, TOWFETIL, value relevance# [ 5 xt4ix, WREND 4 MABOKMTHY, V
2= %, TOADA%NPOEED LEROY ¥—2 (HRVZ—OEIZE D) Th
Do DEV, 12 ARFEOT AV WAEFEOHIRMKMIZ, 4 ARRAOKMTHY, 3 ARK

2 ORI OIE 7, RO A UBES F—# 11 CHNICERT S 2 Lic kY,
AT (filing) FIZE value relevance DT o T T B Z ENEFBENTWD, 10IZ, Tl
BEARFNEE DEE UE L35 &, TN AR & DREHIT, AFXFEED 2 ROEHE 2D,
AR L <7252 &b, HRMRILOOE DT> TV D,
RE, H1OKIIHONWTIE, UBEIS D~==T/ (p. 2) IZBWVWT, FrokoiciddkEh T
oS
With very few exceptions analysts make their earnings forecasts on a continuing operations basis.  This
means that I/B/E/S receives an analyst’s forecast after discontinued operations, extra-ordinary charges, and
other nonoperating items have been backed out. While this is far and away the best method for valuing a
company, it often causes a discrepancy when a company reports earnings. 1/B/E/S adjusts reported earnings
to match analysts’ forecasts on both an annual and quarterly basis. This is why I/B/E/S actuals may not
agree with other published actuals; i.e. newspaper reports; other databases.
A related issue is the restatement of earnings from a prior period. Occasionally a company will alter its
treatment of an item on its income statement, which will result in the restatement of prior period’s EPS
numbers. At I/B/E/S, reported earnings are not restated. The reason for this is the preservation of the
historical relationship between analysts’ forecasts and reported earnings, based on the information that was
known at that time. Consequently, reported earnings in the I/B/E/S database may not exactly match
earnings that appear in a company’s earnings releases.

SHIZ, FB22ORIZHOVWTE, ROXIICHH S TND (v==2T /b, p.2),

When a stock split occurs, I/B/E/S immediately adjusts all current as well as historical estimates and actuals
for consistency in reflecting the current capitalization. File 4 contains split factors and dates for those
users who wish to adjust back historical estimates to reflect the values as they were at the time (pre-split).
Likewise, I/B/E/S maintains a staff of research analysts to examine incoming data for stock splits,
extraordinary items, accounting changes, anomalies, and inconsistencies. Our rigorous quality control
processes ensure consistency and comparability in estimates. A wide range of estimates reflects a wide
range of analyst opinion—not the mixing of estimates on different accounting bases.



D HARBEOHRKEMIL, 7 ARKROMMTHL, VF—iFENnZEh, SHNPGA4HZE
TO 1R 1AM, 8 AMBIET AETO R PHABTIHRESLTWS, 20Xk ) @ik %
L7=Di%, OFEBEORFAROERH & REFON WA 5+ 2R 2 Z 8 L7272
D&, QUBEISOEAMTFAER FEFIFAT HIH- 0, REBZRICUBE/SHTHE LIRS T
BT —Z 2T EDTNHTTH B,

IS DOFELOFTIRFEEIL, Table2 ICE LDz, ZhBITWFRY, Sz st
LIz TIN50 ThH D,

32 TEMELR

THHEREE 2 RTEBORBROER AR T 2720, KEOGHT %jof 3 SO T
W 24T o T2 Z O TROHT CTIE, FERORIBISIHTICENL T L7201, ShnfEd v
TNEFRAETIC, AFTEXREE2Y TV e RIIoir LTz, £3, FEOAT 47 12D
WTC, ZNENDOFFENHEICH S TWD NS ERGE LT, 163k, 777U A R PHENHE
B SGTNAR > TS VIR LB SN TWb, 200 ThiuE, FEIXIED I
RoTWVWBHITTTHD, ZORMY OFEEZFENO DD, v —HKA v h=—DOF =
NERLFIRRE 24T > 72, Z DOFERIE, Table 3 ICfgfi LTV 5

Panel AIZ7 A U I DFERTH D, AERIWYIX, WIhd FEREDH M THEINT
WABN, TNUNAE CTOAFEI TN, DFED, 757U A NTPTREDDRICHE]
BTH D ENZ DT EBAINRME X, ZOMREOELEFEIZAFIEL TV DD Tidlew,
fin )7, Panel BIZHADFERTH Y, BHTDOEELZIRE, KREMOFEE T FEIXIEDITHIZ
o TWnWb, Tk, HROTFU A NTEPEEBNTHLZ LEZRLTNS,

W2, FRETHEZT257F VXA Mo A# (COVER) &, FFEEDY ¥ —2 ) FIFEED
R (BRRHIFRAR) , Al O FEMRETEE 2 (B/M; book-to-market) & B4R A [B1)
T K > ThED D T2, 72720, ZoBYGETIE, E¥EREEZSFEOILELIENICER L T
W5, BEBESEEREONIEIIC /25 Z 28T 5720 TH D, HPTICiE, Fama-
MacBeth @ 2 ExpE[al)q CRIIFHEI 2 i IER) & BEEEET VO 2 RO R E2 A Lz,
FEGLX, Table 4 (THBifk L7, 7ed, RIMIRT —Z ZFAT 5720, SHTBHIAEEIX, 7 A
U A% 1976 4, HARIE 1984 EFEIZ 72> TV D,

7 AV 1 O%A (Panel A), Fama— MacBeth [FlJfZ K 5 &, #RERHIRRZES K& WIE L,
Fio, BMRHOLENEWZE, 7 U R MOEDBZW, LL, BEEDRET MIZLD
L, AETHDOIEEMBMLESTTHY, Lrd, TO/FFEHOATHDL, —7,

S ZoMIZoOWNT, IUBESD~=aT7L (p.2) TiE, KOLIICHEASA TG
A frequent misconception among users of financial estimate data is that the day after a company’s fiscal
year ends, (based upon the calendar) FY1 estimates shift to the new calendar year. In the I/B/E/S database,
an estimate remains in the database as an estimate until the company actually reports earnings to the
marketplace. In the US this can be as long as 90 days after the end of a fiscal year period. For many
non-US markets this period can be even longer, ranging up to 6 months after the close of a business period.
Whatever the grace period, the FY1 estimate will remain until the company reports earnings.



AADYEA (Panel B), KRFHMBFRLEHIZOWTIE, 7 AU D OHA L RBEORKREEZ TR LT
WBR, [BHENRETTNLZOEDONAETIHRY, MO TEERBIFRTRET T
UZFOEEEH L TWD EIRESNTRHS & 7273, Tabled OFERIL, TNEEHEL
TWRNHDD, P L HHR<IEEHE L Tnan,

KEOPHMBRLE LT, FrobRKickoT, HHERESFRY ¥ —r L OBRE
T LT (BEZOWTIIRELZEN) . ZORE5IE, Table5 IZFE# L7z, Zeds, fFkY
B — U BRHIAER L LT DT, i THEIL, 7 A Y BB RS 2005 FFETH 5,

Rt+1 = a+ ﬁlRt + 32 ln_ SIZEt + ﬁ3BMt
+v,DISP, + y,COVER, + y30PTFE, + y,PESFE, + us,, 1)

TFUARNTFRONTYF2RKT DISP 1L, < OFATHIENRIERY 227 ThH D LALE
DT, FRkY Z— L ADBEREH L Z EAWMELTWDR, 7 AU BIZHONTIT,
ENRET VBN TENEBENRFZIZR->TWD, 2IEL, ZOREIE 5%KHET
AETIER, )7, BARIZOWTIE, DISP Lffk Y ¥ — v & OMICHEZBRITBIE S
WANTAN

AAROY T NTlE, BEDREETVICEBNT, 7T U A NOEEfERY ¥ — LDIE
DEFPRRINT VD, 7T U R MOENRZWNEE, —RRICERIL L Y 2RI X
MENDEZEZ DOV RERTHLND, £TbTh, 7TV RANOEEFERY #—
YENABRBERIZH D Z LIE, BERGERTHL, EL, TOAEKEIKLS, Fama
- MacBeth [BJfi TI%, ZOEDOBERIIBLESNRVING, ThaeT /)~ =LA Rn
ThH 9,

FBATHFZE (OPTFE) & ARBUNTHIRRA (PESFE) X, 7 AU N THLHATS, F
eV Z—r L HEERBRITBE SN, Wb S PEAD (post earnings announcement drift)
L OEEND, WMBEPFERY 2= ERBERBRN D L Z B IR, #RITZED
ME LT R > TV,

tHobt, 2ITOHOFEDEFEL, PEAD DR THRASND HD LiESTWD, W,
U 2 — HE B AG IR ORI T HFRZE DI R 2272 SI2 L - T, WIARIRE S AL L S
NDZENZVR, ZORFFETIE, WIERKA O value relevance % EIZ T2 (QURIRAT %
WAEZE L Z723) T2, BRI RO K-> TR SN TV D, £72, ERHEIT
TTITBARZ L H1Z, MEH#ER EOFIE TIER <, UBEIS DARENFEH I TS, &
Bz, VE—20%, B #—2Tldn, A0V % —2 (rawreturn) TH Y, FHOR
BARAZBX THEMY X —UBHEISN TS, LIen>T, 22 TORENS, PEAD
(post earnings announcement drift) G ET 5 Z LIXTER,

72%, Table 51238\ C, AARTIEsize R E BIM R BH SN TWRWAIZIE, Z
DOWFZED EE L IFEERERITZVHEO0, HERLTENTEINTHA 9,



3.3 (KX E
Z DOWFFEDSHIC WD AR ERET VL, ROXIICEREND (BREilcHo\T
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WEDY > 7 ERAETIC, 29 TV THNEITo> T3>,

P, = a+ B,LOW % EARN, + B,MID x EARN, + B3HIGH * EARN, + $,LOSS, + u, (3)
LOW = {HHEREEAHDNE W U5 ORETN—T DK I —E5K
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Table 1 Sample distribution

Fis. US December ending firms JP March ending firms

Year  Available  Trimmed I/BIE/S (%) Available  Trimmed I/B/E/S (%)

1975 1,410 1,318 1,318 100

1976 1,441 1,343 1,343 100

1977 1,442 1,330 1,330 100

1978 1,424 1,317 1,317 100

1979 1,390 1,272 1,272 100

1980 1,423 1,310 1,310 100

1981 1,469 1,362 1,362 100

1982 1,515 1,423 1,423 100

1983 1,626 1,514 1,514 100 95 92 90 97.83
1984 1,664 1,544 1,544 100 314 297 273 91.92
1985 1,669 1,568 1,568 100 327 312 282 90.38
1986 1,806 1,711 1,711 100 335 315 295 93.65
1987 1,916 1,830 1,830 100 377 367 325 88.56
1988 1,933 1,844 1,844 100 407 386 341 88.34
1989 1,953 1,850 1,850 100 505 488 429 87.91
1990 1,936 1,837 1,837 100 589 566 504 89.05
1991 2,000 1,910 1,910 100 628 606 524 86.47
1992 2,064 1,951 1,951 100 660 625 530 84.80
1993 2,555 2,436 2,436 100 702 663 557 84.01
1994 2,760 2,593 2,593 100 788 740 605 81.76
1995 2,862 2,676 2,676 100 871 821 646 78.68
1996 3,117 2,932 2,932 100 957 915 708 77.38
1997 3,018 2,839 2,839 100 994 945 728 77.04
1998 2,846 2,692 2,692 100 1,020 953 733 76.92
1999 2,833 2,654 2,654 100 1,144 1,077 795 73.82
2000 2,998 2,817 2,817 100 1,259 1,182 871 73.69
2001 2,817 2,650 2,650 100 1,279 1,193 874 73.26
2002 2,651 2,490 2,490 100 1,309 1,217 873 71.73
2003 2,616 2,460 2,460 100 1,346 1,268 904 71.29
2004 2,582 2,424 2,424 100 1,424 1,339 903 67.44
2005 2,507 2,353 2,353 100 1,500 1,412 927 65.65
2006 2,273 2,108 2,108 100 1,450 1,349 897 66.49
Total 68,516 64,358 64,358 100 20,280 19,128 14,614 76.40

US sample: First, US samples are collected from CRSP/COMPUSTAT Merged Database — Industrial Annual.
Second CRSP Monthly Stocks data is merged. Third, I/B/E/S data is merged. US firms are identified by
currency code USD. The closing date of US firms is the end of December.  JP sample: First, JP samples are
collected from NIKKEI NEEDS financial data. Second, NIKKEI Stocks portfolio/master data is merged.
Third, I/B/E/S data is merged. JP firms are identified by currency code JPY. The closing date of JP firms is
the end of March.  Firms of financial industry are excluded from both samples.
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Table 2 Descriptive statistics

Panel A: US
Mean St. Dev. Min 1Q Median 3Q Max
Ry 1.1307 0.5488 0.0096 0.7951 1.0594 1.3602 10.1543
SIZE 5.1116 1.8882 -2.7353 3.8538 5.0742 6.3240 13.1295
B/M 0.0306 8.9729 -735.7757 - 0.0006 0.2898 1.0559 275.3053
P /Py 0.9107 0.7467 -1.7971 0.6568 0.9624 1.2570 3.9077
EARN 0.0031 0.7745 - 8.8018 - 0.0546 0.0287 0.1757 4.1790
DISP 0.1616 1.0486 0.0000 0.0138 0.0341 0.0909 119.0000
NUMEST 6.4304 6.8294 1 2 4 9 48
FE 0.0114 1.3675 -107.2676 - 0.0037 0.0000 0.0054 296.1103
Panel B: JP
Mean St. Dev. Min 1Q Median 30 Max

Ry 1.1075 0.4588 0.0055 0.8460 1.0460 1.2830 10.7634
SIZE 10.3612 1.7272 -0.1222 9.2605 10.3144 11.4794 17.4739
B/M 8.1618 119.6347 -8.7139 0.3634 0.8523 1.9447 6,676.0420
Pi/Py1 14777 11.1067 0.0001 0.5464 0.9304 1.4450 1,312.7660
EARN 0.2804 1.5295 -0.2716 0.0279 0.0816 0.1858 37.1263
DISP 0.2481 0.7998 0.0000 0.0399 0.0871 0.2103 33.0000
NUMEST 3.8838 4.0810 1 1 2 5 26
FE 0.0354 11634  -16.5650 - 0.0062 0.0005 0.0128 91.9911

Ry is annual return, begins from 4 months after the closing date in year t-1 and ends in 4 months after the
closing date in year t. SIZE is market capitalization at the date T. Date T is the day 4 months after the
closing date of year t. B/M is book-to-market. Book value of shareholders equity at the end of year t is
divided by the stock price of the date T. Py is the stock price of date T. EARN is earnings before special
items, extraordinary items and taxes deflated by the stock price of end-of-previous-year (date “T-1"). DISP
is dispersion of analysts’ forecasts, the standard deviation of forecasts deflated by absolute value of the mean of
forecasts. NUMEST is the number of analysts. FE is unexpected earnings, i.e. forecasting errors. In
calculating FE, “forecasts — actual” is deflated by absolute value of the median forecast.
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Table 3 Signed rank test of FE (untrimmed sample)

US December ending firms JP March ending firms
Fiscal Year z p-value z p-value
1975 1.402 0.1608
1976 0.599 0.5493
1977 0.068 0.9460
1978 1.318 0.1876
1979 2.078 0.0377
1980 0.763 0.4456
1981 3.294 0.0010
1982 1.006 0.3146
1983 0.365 0.7151 1.770 0.0768
1984 2.377 0.0175 2.125 0.0336
1985 1.924 0.0543 2.206 0.0274
1986 -0.299 0.7648 1.030 0.3030
1987 1.462 0.1436 0.227 0.8204
1988 1.780 0.0751 1.534 0.1249
1989 -0.151 0.8801 3.423 0.0006
1990 1.463 0.1435 1.936 0.0529
1991 0.187 0.8513 2.669 0.0076
1992 0.175 0.8611 2.626 0.0086
1993 0.517 0.6051 4.137 0.0000
1994 0.251 0.8015 3.075 0.0021
1995 1.953 0.0508 3.955 0.0001
1996 1.577 0.1148 1.485 0.1376
1997 1.564 0.1178 3.059 0.0022
1998 2.603 0.0092 3.852 0.0001
1999 1.189 0.2345 4.264 0.0000
2000 2.326 0.0200 4315 0.0000
2001 1.648 0.0994 5.317 0.0000
2002 1.154 0.2487 4.491 0.0000
2003 2.785 0.0054 3.000 0.0027
2004 1.318 0.1874 3.067 0.0022
2005 3.750 0.0002 2.192 0.0283
2006 1.422 0.1551 3.716 0.0002

Whether the median of FE is positive is tested by the signed rank (Mann-Whitney) test.



Table 4 Determinants of analysts’ coverage (untrimmed sample)

Panel A: US (December 1976 — December 2006)

(1) Fama — MacBeth Regression (2) Fixed Effects Model
Coef. t-value p-value Coef. t-value p-value
Ry 0.0015 0.62 0.537 - 0.0005 -0.32 0.750
SIZE2,, 0.0099 1.88 0.070 0.0063 0.64 0.521
B/M 0.0004 1.78 0.085 - 0.0001 -7.41 0.000
Adj. R? = - 0.0002 F=18.60 p=0.0000
Panel B: JP (March 1985 — March 2007)
(1) Fama — MacBeth Regression (2) Fixed Effects Model
Coef. t-value p-value Coef. t-value p-value
R - 0.0071 -1.42 0171 - 0.0027 -0.50 0.619
SIZE2, 0.0188 2.00 0.059 0.0141 0.99 0.321
B/M 0.0003 0.59 0.562 - 0.0000 -0.17 0.864
Adj. R? =-0.0002 F=043 p=0.7331

Regression Model: COVER, = a + 1R, + B,SIZE2,_y + B,BM,_, + u,

SIZE2 is the standardized rank of SIZE in the year. COVER is the standardized rank of NUMEST in the year.
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Table 5 Analysts’ forecasts variables and future returns (untrimmed sample)

Panel A: US (December 1975 — December 2005)

(1) Fama — MacBeth Regression

(2) Fixed Effects Model

Coef. t-value p-value Coef. t-value p-value
Ry - 0.0496 -9.47 0.000 -0.1615 - 12.67 0.000
In_SIZE - 0.0035 -1.37 0.181 -0.0911 -11.61 0.000
B/M 0.0022 1.82 0.078 0.0001 349 0.000
DISP - 0.0043 -0.97 0.341 - 0.0061 -1.92 0.055
COVER -0.0135 -0.63 0.535 - 0.0521 -161 0.108
OPTFE 0.0174 0.56 0.582 - 0.0000 -0.00 0.998
PESFE - 0.0483 -1.35 0.188 - 0.0004 -0.73 0.463
j. R?=0.0052 F=49.78 p=0.0000

Panel B: JP (March 1984 — March 2006)
(1) Fama — MacBeth Regression

(2) Fixed Effects Model

Coef. t-value p-value Coef. t-value p-value
R 0.0173 0.66 0.513 - 0.0200 -1.65 0.099
In_SIZE 0.0017 047 0.645 0.0156 2.82 0.005
B/M 0.0015 034 0.740 - 0.0001 -0.56 0.576
DISP 0.0012 0.13 0.894 - 0.0006 -0.31 0.756
COVER - 0.0150 -0.21 0.833 0.0566 1.87 0.061
OPTFE - 0.0810 -0.72 0.478 - 0.0000 -0.23 0.817
PESFE 1.9990 0.99 0.332 - 0.0000 -0.93 0.351

Adj. R*=0.0321

F=213 p=00377

Regression Model: R,_; = a + BiR; + f,In_SIZE, + B3BM,
+y,DISP, + y,COVER, + y30PTUE, + y,PESUE, + u,

OPTFE is the optimistic FE, equals to FE if FE is positive, otherwise zero. PESFE is the pessimistic FE,

equals to FE if FE is negative, otherwise zero.
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Table 6 Difference in earnings capitalization coefficient by information environments

-- Comparison of coefficient between lowest and highest quintiles (untrimmed sample)

Panel A: US

Fiscal DISP COVER |FE]

Year Sign F p-value Sign F p-value Sign F p-value
1975 > 0.69 0.4069 < 2.41 0.1206 > 0.26 0.6134
1976 > 0.24 0.6241 > 1.78 0.1824 > 0.25 0.6202
1977 > 0.00 0.9514 > 2.85 0.0914 > 0.71 0.4007
1978 < 0.01 0.9342 < 0.06 0.8078 > 2.93 0.0869
1979 < 0.21 0.6482 < 1.19 0.2746 < 4.42 0.0357
1980 < 0.03 0.8661 > 0.35 0.5532 > 22.64 0.0000
1981 < 1.10 0.2934 > 1.06 0.3033 > 477 0.0292
1982 > 2.48 0.1153 < 3.53 0.0606 > 5.88 0.0155
1983 < 0.08 0.7816 < 0.05 0.8194 > 1.29 0.2567
1984 > 0.31 0.5791 < 0.02 0.8883 > 0.67 0.4138
1985 < 3.73 0.0536 < 0.98 0.3222 > 1.48 0.2234
1986 > 0.61 0.4357 > 0.84 0.3594 > 3.09 0.0790
1987 > 0.32 0.5705 > 0.09 0.7643 > 0.11 0.7442
1988 < 0.00 0.9758 < 0.09 0.7598 < 0.15 0.6952
1989 < 0.68 0.4088 > 0.82 0.3653 < 1.13 0.2869
1990 < 15.21 0.0001 > 3.78 0.0521 < 0.61 0.4335
1991 > 6.82 0.0091 < 0.02 0.8909 < 0.93 0.3358
1992 > 0.01 0.9286 > 0.02 0.8879 > 1.18 0.2768
1993 > 1.39 0.2382 < 16.88 0.0000 > 0.11 0.7355
1994 < 0.04 0.8427 > 0.30 0.5838 > 1.09 0.2955
1995 < 2.14 0.1441 < 1.15 0.2837 < 0.17 0.6836
1996 > 1.57 0.2099 > 1.07 0.3003 > 1.86 0.1731
1997 < 2.82 0.0933 > 0.38 0.5382 > 4.14 0.0420
1998 > 0.54 0.4612 < 0.79 0.3742 > 1.02 0.3133
1999 < 1.14 0.2856 > 1.44 0.2308 > 0.41 0.5196
2000 > 0.61 0.4338 < 19.78 0.0000 > 2.58 0.1083
2001 < 41.07 0.0000 < 0.35 0.5557 > 1.49 0.2225
2002 > 11.07 0.0009 < 1.95 0.1629 > 0.51 0.4731
2003 < 1.82 0.1778 < 2.12 0.1454 < 0.92 0.3380
2004 < 2.75 0.0973 < 3.29 0.0700 > 1.07 0.3010
2005 < 1.16 0.2808 < 0.03 0.8556 < 1.00 0.3180
2006 < 0.74 0.3904 > 2.08 0.1496 < 0.48 0.4888
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Table 6 Difference in earnings capitalization coefficient by information environments (continued)

Panel B: JP

Fiscal DISP COVER |FE|

Year Sign F p-value Sign F p-value Sign F p-value
1983 < 157 02161 > 0.97 0.3271 > 0.80 0.3722
1984 > 0.37  0.5461 > 6.96 0.0087 > 0.20 0.6586
1985 < 121 02720 > 2.10 0.1487 > 0.06 0.8094
1986 < 0.29  0.5923 n.a. < 1.55 0.2141
1987 > 0.08  0.7815 > 5.50 0.0195 < 1.89 0.1706
1988 < 106  0.3051 > 0.69 0.4083 < 3.89 0.0492
1989 > 134 02474 > 4.64 0.0317 < 5.05 0.0252
1990 < 7.55  0.0064 < 0.00 0.9588 < 5.28 0.0220
1991 > 332 0.0693 > 1.34 0.2466 < 0.01 0.9426
1992 > 509 0.0247 > 0.95 0.3311 < 1.49 0.2226
1993 < 051 04743 < 0.85 0.3571 < 0.50 0.4778
1994 > 031 0.5788 > 0.57 0.4505 < 0.16 0.6935
1995 > 2548  0.0000 > 1.12 0.2904 < 1.08 0.2980
1996 < 0.00 0.9613 > 5.5e+5 0.0000 < 0.00 0.9462
1997 > 214 01411 > 0.02 0.8898 < 1.24 0.2653
1998 > 0.82  0.3660 > 1.67 0.1971 > 0.91 0.3397
1999 > 286  0.0916 > 114 0.2867 < 9.91 0.0017
2000 < 37.05  0.0000 < 9.25 0.0024 < 10.82 0.0010
2001 > 269 0.1015 > 0.67 0.4149 < 12.93 0.0003
2002 < 0.74  0.3907 > 1.20 0.2737 < 2.01 0.1567
2003 > 146.44  0.0000 > 1.57 0.2108 < 20.94 0.0000
2004 > 0.01  0.9377 > 1.25 0.2638 < 0.67 0.4124
2005 < 118  0.2777 > 1.17 0.2788 < 0.87 0.3503
2006 > 194  0.1638 > 12.36 0.0005 < 4.90 0.0271

Regression Model:

P, = a+ B,LOW * EARN, + B,MID % EARN, + B3HIGH % EARN, + B,LOSS, + u,

LOW is a group dummy for the lowest quintile of information environment metrics. HIGH is a group
dummy for the highest quintile of information environment metrics. MID is a group dummy for the middle 3
quintiles of information environment metrics. Sign “>"” means coefficient for low firms is larger than
coefficient for high firms.  Bold is significant at the 0.05 level.
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Table 7 Correlations between variables

Panel A: US
P /P41 EARN DISP*EARN COVER*EARN FE*EARN OPTFE*EARN PESFE*EARN
P/Pes 1.0000
EARN -0.0074 1.0000
DISP*EARN 0.0023 0.6644 1.0000
COVER*EARN -0.0020 0.9830 0.6699 1.0000
FE*EARN 0.0183 0.0221 -0.2117 0.0170 1.0000
OPTFE*EARN -0.0078 0.1389 0.1343 0.1355 0.3641 1.0000
PESFE*EARN 0.0227 - 0.0306 -0.2799 -0.0347 0.9313 0.0000 1.0000
Panel B: JP
P /P4 EARN DISP*EARN COVER*EARN FE*EARN OPTFE*EARN PESFE*EARN
Pi/Pes 1.0000
EARN 0.0207 1.0000
DISP*EARN 0.0812 0.3749 1.0000
COVER*EARN 0.0116 0.9139 0.4405 1.0000
FE*EARN 0.0758 -0.2469 -0.1306 -0.3715 1.0000
OPTFE*EARN 0.2105 0.0684 0.0546 0.0556 0.4704 1.0000
PESFE*EARN -0.0263 -0.3162 -0.1770 - 0.4506 0.8826 0.0002 1.0000

Correlations are calculated in the trimmed sample after deleted top 1% and bottom1% samples concerning the above variables in each year.

Notes of Table 7 (page 6) & Table 8 (page 7)

Regression Model: P, = a + B,EARN, + B,DISP, * EARN, + B;COVER, * EARN, + B,OPTUE, * EARN, + BsPESUE, * EARN, + BsLOSS, + u,
LOSS is EARN if EARN is negative, otherwise zero.

Each cell in Tables shows coefficient, t-value in parentheses and p-value in brackets.
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Table 8 Fama — MacBeth two stage regression modified by Newey — West robust estimation

Panel A: US EARN DISP*EARN COVER*EARN ~ OPTFE*EARN  PESFE*EARN LOSS Adj. R?

Model 1 0.0551 - 0.0329 0.0030
(6.92) (- 3.06)
[0.000] [0.005]

Model 2 0.0443 0.3001 - 0.0302 0.0040
(5.39) (4.34) (- 2.80)
[0.000] [0.000] [0.009]

Model 3 0.0494 0.0139 - 0.0337 0.0038
(5.94) (0.92) (-3.17)
[0.000] [0.370] [0.003]

Model 4 0.0582 -0.0798 0.0633 - 0.029 0.0030
(8.71) (- 1.11) (1.10) (-2.97)
[0.000] [0.277] [0.280] [0.006]

Model 5 0.0557 0.3504 - 0.0167 - 0.1007 0.0881 - 0.0281 0.0040
(5.84) (4.15) (-0.89) (- 1.44) (1.37) (-2.79)
[0.000] [0.000] [0.380] [0.160] [0.180] [0.009]

Panel B: JP EARN DISP*EARN COVER*EARN ~ OPTFE*EARN  PESFE*EARN LOSS Adj. R?

Model 1 0.4074 - 3.9411 0.0379
(2.44) (- 2.46)
[0.44] [0.022]

Model 2 0.4019 0.6486 - 4.1026 0.0417
(2.42) (1.17) (- 2.45)
[0.024] [0.253] [0.022]

Model 3 0.3031 1.7180 - 5.3637 0.0518
(2.02) (3.67) (-3.04)
[0.055] [0.001] [0.006]

Model 4 0.3769 3.1815 - 4.4742 - 4.4742 0.0455
(2.35) (2.86) (-2.70) (- 2.70)
[0.027] [0.009] [0.013] [0.013]

Model 5 1,1691 - 1.4541 0.1542 3.1815 3.4228 - 5.8089 0.0415
(2.34) (- 1.94) (0.49) (2.86) (0.33) (- 2.29)
[0.028] [0.064] [0.626] [0.009] [0.744] [0.032]
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Table 9 Fixed Effects Model

Panel A: US EARN DISP*EARN COVER*EARN  OPTFE*EARN  PESFE*EARN LOSS F (p) [RY]
Model 1 0.1884 -0.2216 129.30
(16.01) (- 14.67) (0.000)
[0.000] [0.000] [0.0007]
Model 2 0.1796 0.2443 -0.2195 88.74
(14.94) (3.02) (- 14.54) (0.0000)
[0.000] [0.003] [0.000] [0.0008]
Model 3 0.1923 - 0.0086 -0.2219 86.16
(12.88) (-0.43) (- 14.66) (0.0000)
[0.000] [0.667] [0.000] [0.0007]
Model 4 0.1951 -0.0363 0.0762 - 0.2240 55.20
(14.73) (- 0.58) (1.11) (- 12.79) (0.0000)
[0.000] [0.563] [0.268] [0.000] [0.0007]
Model 5 0.2044 0.3433 -0.0416 -0.0641 0.1085 - 0.2222 38.58
(11.95) (3.84) (- 1.87) (- 1.01) (1.57) (- 12.63) (0.0000)
[0.000] [0.000] [0.062] [0.314] [0.116] [0.000] [0.0008]
Panel B: JP EARN DISP*EARN COVER*EARN  OPTFE*EARN  PESFE*EARN LOSS F () [R]
Model 1 0.6047 - 4.3657 3.90
(2.17) (- 2.60) (0.0202)
[0.030] [0.009] [0.0011]
Model 2 0.6027 1.5298 - 4.4930 12.45
(2.16) (3.70) (- 2.69) (0.0000)
[0.031] [0.000] [0.007] [0.0011]
Model 3 0.5726 2.5725 - 5.6849 22.23
(2.02) (4.24) (- 3.46) (0.0000)
[0.044] [0.000] [0.001] [0.0013]
Model 4 1.7179 3.7235 - 7.4540 - 6.7204 17.86
(5.00) (2.63) (-1.33) (-3.72) (0.0000)
[0.000] [0.009] [0.185] [0.002] [0.0006]
Model 5 1.4915 -0.0212 0.6234 3.7445 - 7.3817 - 6.7274 14.62
(2.99) (- 0.05) (0.98) (2.61) (- 1.31) (-3.72) (0.0000)
[0.003] [0.959] [0.327] [0.009] [0.189] [0.000] [0.0006]

29



Table 10 Explanation for absolute value of residuals

Panel A: US (1) Fama — MacBeth regression (2) Fixed Effects Model
Coef. t-value p-value Coef. t-value p-value
Const. 0.4884 57.70 0.000 0.4766 34.25 0.000
DISP - 0.0038 -1.30 0.203 0.0006 0.26 0.798
COVER 0.0027 0.20 0.843 0.0290 1.34 0.182
OPTFE 0.1462 2.65 0.013 0.0451 2.39 0.017
PESFE - 0.3024 -6.01 0.000 -0.1258 -2.98 0.003
Adj. R*=0.0025 F=3.65 p=0.0056
Panel B: JP (1) Fama — MacBeth regression (2) Fixed Effects Model
Coef. t-value p-value Coef. t-value p-value
Const. 15141 3.20 0.004 3.1094 1.61 0.107
DISP - 0.1406 -2.36 0.027 -0.0639 -2.39 0.017
COVER -0.5291 -1.27 0.217 -2.8240 -1.03 0.302
OPTFE -0.4793 -0.77 0.448 0.0101 1.26 0.207
PESFE 0.1903 0.23 0.821 -0.8258 -1.14 0.256
Adj. R? = 0.0036 F=224 p=0.0627

Regression Model

1" stage: P, = a + B,EARN, + $,L0OSS, + RESID,

2" stage: |RESID,| = yo + y1DISP, + y,COVER, + y;0PTUE, + y,PESUE, + e,
RESID is residuals by 1% stage regression.
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Table 11 Reexamination on the explanatory power for future returns

Panel Al: US (1) Fama — MacBeth regression (2) Fixed Effects Model
Coef. t-value p-value Coef. t-value p-value

Ry - 0.0436 -2.82 0.008 -0.1616 -8.74 0.000
SIZE - 0.0007 -0.27 0.789 - 0.0709 -9.10 0.000
B/M 0.0069 2.33 0.027 0.0125 4.08 0.000
DISP 0.0001 0.01 0.989 - 0.0052 -1.45 0.148
COVER - 0.0153 -0.80 0.433 - 0.0398 -1.24 0.214
OPTFE - 0.0072 -0.13 0.894 0.0231 0.53 0.598
PESFE -0.0434 -0.32 0.753 -0.1351 -1.88 0.060
POS_RESID 0.0000 0.00 0.999 0.0168 0.71 0.480
NEG_RESID  -0.0015 -0.16 0.876 -0.0128 -1.19 0.233

Adj. R? =0.0072 F =50.83 p=0.0000
Panel A2: US (1) Fama — MacBeth regression (2) Fixed Effects Model

Coef. t-value p-value Coef. t-value p-value

Ry - 0.0508 -5.14 0.000 - 0.1556 -12.39 0.000
SIZE - 0.0034 -1.21 0.234 - 0.0885 -11.26 0.000
B/M 0.0023 1.96 0.059 0.0001 4.16 0.000
DISP - 0.0047 -1.13 0.267 - 0.0062 -1.95 0.051
POS_RESID 0.0035 0.24 0.815 -0.0111 -1.26 0.207
NEG_RESID  -0.0032 - 0.56 0.581 -0.0234 -3.89 0.000

Adj. R? = 0.0067

F=62.56 p=0.0000
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Table 11 Reexamination on the explanatory power for future returns (continued)

Panel B1: JP (1) Adjusted Fama — MacBeth (2) Fixed Effects Model
Coef. t-value p-value Coef. t-value p-value

Ry - 0.0021 -0.12 0.907 -0.0202 -1.66 0.097
SIZE - 0.0016 -0.46 0.650 0.0150 2.66 0.008
B/M - 0.0027 -1.16 0.259 - 0.0001 -0.57 0.569
DISP - 0.0050 -0.77 0.447 - 0.0006 -0.29 0.770
COVER 0.0460 1.77 0.090 0.0579 1.95 0.052
OPTFE - 0.1549 -1.34 0.193 - 0.0000 -0.31 0.757
PESFE -0.0221 -0.38 0.707 - 0.0000 -0.93 0.353
POS_RESID 0.0029 0.76 0.454 0.0001 0.53 0.593
NEG_RESID 0.0215 1.70 0.103 - 0.0002 -0.58 0.563

Adj. R* = 0.0166 F=174 p=0.0753
Panel B2: JP (1) Adjusted Fama — MacBeth (2) Fixed Effects Model

Coef. t-value p-value Coef. t-value p-value

Ry - 0.0051 -0.29 0.778 -0.0198 -1.63 0.103
SIZE -0.0023 -0.65 0.522 0.0143 2.54 0.011
B/M - 0.0032 -1.20 0.241 - 0.0001 -0.59 0.555
DISP - 0.0053 -0.84 0.409 - 0.0008 -0.40 0.687
POS_RESID 0.0033 0.96 0.348 0.0001 0.53 0.595
NEG_RESID 0.0236 1.99 0.058 - 0.0003 -1.28 0.201

Adj. R? = 0.0040

F=177 p=0.1022

Regression Model:

Riy1 = a+ BiR. + By In_SIZE, + B3BM,
+ y1DISP, + y,COVER, + y30OPTUE, + y,PESUE,
+ 6{POS_RESID, + 8,NEG_RESID; + ;44

POS_RESID is RESID if RESID is positive, otherwise zero.
negative, otherwise zero. RESID is residuals (see the footnote of Table 9).

NEG_RESID is RESID if RESID is
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Appendix

Table Al
Fis, EARN ACTUAL EXCL

Year Mean Median S.D. Mean Median S.D. Mean Median S.D.
1975 -0.2975 0.0705 3.9816 0.6614 0.0175 15.1964 - 0.9546 0.0479 15.5325
1976 -0.3543 0.0849 43376  -0.1642 0.0164 27025 -0.2042 0.0577 4.8162
1977 -0.2624 0.0931 45557  -0.1268 0.0195 3.2874  -0.1339 0.0695 5.1034
1978 - 0.4398 0.0963 5.4156 10.7670 0.0190 395.6940 -11.1166 0.0741 395.6864
1979 - 0.5207 0.1019 6.3349  -5.6653 0.0176  195.0122 5.1805 0.0808 195.1222
1980 -0.3137 0.0798 6.4175  -0.1849 0.0192  16.6694 -0.1392 0.0593  17.8077
1981 -0.3770 0.0654 9.6297 - 0.0864 0.0166 7.0148  -0.2990 0.0542  12.0091
1982 - 0.2947 0.0487 6.9232 0.1536 0.0176 3.6816  -0.3754 0.0333 7.6142
1983 -0.2616 0.0467 5.8144  -0.3357 0.0163  13.0764 0.0618 0.0316  14.2765
1984 -0.2975 0.0423 6.2402 0.0532 0.0156 6.8127  -0.2637 0.0293 8.9478
1985 -0.3132 0.0238 47767 - 2.0663 0.0167  74.9283 1.7478 0.0153  75.0471
1986 -0.1423 0.0174 2.7897  -0.0243 0.0189 3.7337  -0.1239 0.0091 4.1984
1987 -0.1893 0.0166 3.2634  -0.5939 0.0187  18.3038 0.3891 0.0111  18.1534
1988 - 0.0832 0.0173 2.6124  -0.1093 0.0211 3.7996 0.0148 0.0091 4.4492
1989 -0.0918 0.0194 3.3969 - 0.0681 0.0179 2.0353 -0.0363 0.0081 3.8448
1990 3.4147 0.0106 150.5610  -0.0282 0.0181 1.4309 3.8124 0.0033 158.3004
1991 0.0684 0.0075 7.2549  -0.3927 0.0162  14.5382 0.4628 -0.0025  16.5650
1992 0.1386 0.0117  13.6027 -0.7617 0.0157  22.1985 0.9910 -0.0022  26.3476
1993 -0.1788 0.0168 57411  -0.6274 0.0218 18.6485 0.4383 0.0048 19.5406
1994 -0.1023 0.0225 3.0482  -0.1439 0.0235 4.8865 0.0277 0.0083 5.5434
1995 -0.0634 0.0309 3.9093 0.2523 0.0278  20.9562  -0.3239 0.0051  21.0542
1996 0.1975 0.0258 20.2379 0.2437 0.0260 20.5076 0.0005 0.0024 29.2288
1997 -0.1518 0.0248 2.6821 -1.5212 0.0237  40.7814 1.3850 -0.0041  40.7678
1998 -0.0519 0.0234 2.9819 0.6625 0.0233  69.9698 -0.7298 -0.0017  70.1635
1999 - 0.2346 0.0205 7.6978  -0.2637 0.0285  23.3976 0.0163 -0.0018  25.2936
2000 - 0.2469 0.0114  22.2289 0.1019 0.0300  25.6224  -0.3727 -0.0093  35.9841
2001 -0.1487 0.0066 6.1570 1.7059 0.0324 445324 -1.8858 -0.0185  46.1083
2002 0.2051 0.0119 17.5282 1.0963 0.0280 30.9874 -0.8644  -0.0097 37.0021
2003 0.3680 0.0178  27.6276 0.2089 0.0288  13.6540 0.1892  -0.0020  31.9617
2004 0.0974 0.0283  13.5543 0.6791 0.0279  23.6221 -0.5749 0.0012  27.5623
2005 0.0260 0.0323 15.1212 0.0340 0.0284 115133  -0.0122 0.0088 19.5434
2006 0.1571 0.0396  16.0367 0.6134 0.0280  17.1537  -0.4690 0.0113  24.2046

EXCL = EARN - ACTUAL
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Table A2

Pared-t test Wilcoxon test F test
EARN - ACTUAL EARN — ACTUAL SD(EARN)/SD(ACTUAL)
Fis. Year t p-value z p-value F p-value
1975 -2.194 0.028 5.419 0.000 0.069 0.000
1976 -1.528 0.127 5.914 0.000 2.576 0.000
1977 -0.945 0.345 6.836 0.000 1.921 0.000
1978 -1.013 0.311 6.948 0.000 0.000 0.000
1979 0.938 0.348 8.044 0.000 0.001 0.000
1980 -0.281 0.779 6.302 0.000 0.148 0.000
1981 -0.911 0.362 6.591 0.000 0.188 0.000
1982 -1.813 0.070 5.056 0.000 3.536 0.000
1983 0.167 0.868 4.200 0.000 0.198 0.000
1984 -1.143 0.253 4,704 0.000 0.839 0.001
1985 0.900 0.368 2.841 0.005 0.004 0.000
1986 -1.192 0.234 3.006 0.003 0.558 0.000
1987 0.891 0.373 3.662 0.003 0.032 0.000
1988 0.140 0.889 2.787 0.005 0.473 0.000
1989 -0.396 0.692 2.879 0.004 2.785 0.000
1990 1.008 0.314 1.737 0.082 1.10E+04 0.000
1991 1.195 0.232 0.696 0.487 0.249 0.000
1992 1.624 0.105 -0.117 0.907 0.376 0.000
1993 1.081 0.280 1.619 0.106 0.095 0.000
1994 0.251 0.802 1.914 0.056 0.389 0.000
1995 -0.788 0.431 1.128 0.259 0.035 0.000
1996 0.001 0.999 0.977 0.328 0.974 0.471
1997 1.777 0.076 -1.061 0.289 0.004 0.000
1998 -0.528 0.598 0.117 0.907 0.002 0.000
1999 0.033 0.974 -0.398 0.691 0.108 0.000
2000 -0.541 0.588 -2.155 0.031 0.753 0.000
2001 -2.061 0.039 -5.062 0.000 0.019 0.000
2002 -1.138 0.255 -2.031 0.042 0.320 0.000
2003 0.289 0.773 0.363 0.716 4.094 0.000
2004 0.315 0.843 0.694 0.488 0.329 0.000
2005 0.976 0.512 1.991 0.047 1.725 0.000
2006 -0.879 0.379 2.688 0.007 0.874 0.002
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