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Abstract

This research investigates the effects of leverage on the association between stock price and earnings, for
construction, real estate, wholesale and retail industries in Japan. In general, it is convinced that the higher
the leverage, the lower the quality of earnings (i.e. coefficient on earnings). However, we can find such a
systematic relationship only in the recent slump period. We cannot find the obvious evidence that the higher
leverage distort the quality of earnings in the “bubble economy era”. While leverage strongly affect the
quality of earnings for construction industry, the effect is very weak for real estate industry though they are
very similar industries. The effect of leverage differs in industries and periods. There exists no stylized and

fixed relationship between leverage and the quality of earnings.
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HAE D 1990 RO FRARKMIT BT R, RBE, WiEIE 3 KEMAREEL A
I, AUDOTEHRE 2 VWbiLd, BEMICE, #ITHMOARREHMEO T D v & — -
NR—=F LT, TNOLOEETITRFESAMERINLTNS, YA+ AT 47 TIE, R
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RPEIZR>TWHEb0bhTWd, 26D EROFHMEMBITENTIERVA, &
FHEER I, ek AfE#E (leverage, debt-to-equity ratio) 2@V EFIiE D [E ] 2
TnEunbhTng Y Fabb, HENEE (b2 WVIEHRMARE) RiFE Ok
LIZZ es) Lz &, ABLERGOVEEIZLEZORBIT/IISVERINA T
D, LU, AEEENRE WD & BEEMIC & > TEME (bad news) TdH 2 22 & I,
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#5 (coefficient) O K/hA2 Wl U THEDELHEMmT 25 6. TORNMPEHELRERIZL - T
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BLEDSOERZ a2 br— LT 52 LICEBEEMT T, AELELRKOE L DMK
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T, TOFERZZWHRICHEB TS Z0F, RAPVEERLEKHTHY . AT BT &AM
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Yhr— VL CABHEORBE G T D, 7 fiCix, BEB & AR R % W R
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PERMD, ABELKBEICED I A7 LR B EE X BN TE 7, Ryan (1997) X
ZTOMBEIZNAT DERR Y — A ThH D, 7= & 21, Biddle and Seow (1991) 1%, U &
JIWWEBL, AfEEEa br— L LT, EEINER L FHFIE L OMKRE ST LT,
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Brown (2001) & Kothari (2001) I\ F v b FEIEMIE DO BT Th 5 2, BE I R

2 EHFILE & O BE4% (return-earnings association) % £ % ERC (earnings response coefficients)
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Mo ERSHE, ZOHETHL ERCIFEKTTH MBI TS, EEEIZ, ERC D
T, ABELE L ERCICIFAOEENH D L i X CTuwv 5, Dhaliwal et al. (1991) (%
My Baarybr— A L ThRk, @WAMELRIT, Bl — #4R 4% O ERC % K
T&E®E5 &L TS, Billings (1999) TIX BN R L R B E O H W2 D ERC I,
ZAMATT X0 &A= (debt-equity ratio) ICHURKIC K L., AME L RITE KA T &
DLENTEY ZATRE LR D ATRENRB I N,
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BRAABEIZ 72 L TR RIZ T TH LN, BLEOHGICK T 2HMFEZMKT 5 L,
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DL FAEORICHET 2 HEHIRERETH 2000, BMIED +70 TRV,

OO RMIE., AfLRE T2 LoAMEKRS RMiKE] Tl EE. mVWAaE
ERTSRICHEDOE ZET & 200 % Flit Dvalue relevance® M Al - THGES 5 2 &
THDH % I, Flak Dvalue relevanceld, A K HE 2 FI 45 IR T 5 2 LI ko THER
S, ZORBZED K/NE., FIZE Opersistence A 2 MHESN D, ALERD
RANBEFEOV A7 IZHEGHBOTBEATERELZDZALRL, VWABLRIT, SRICE
DEFZRBEERTIEDLEOCERTLITHAS, — . AELRENPEEDFH TR
FTEAEAEZTIEEEL ot & &, ik Dpersistence X T+ 5 2 LI L » THFARLE N
BFF20THNIE, BT LEORICEWVABERPEIFHREZETSED LR 20
ThsH I,

To 72 VAME RPN — R AR BRI H T 2 DR BEEZMHND 2 OIT HHEREETITIR Y,
BMHERLSICH, REOBARAARXINZELT DV A ERBFLETI2NHTHD, M
BLAMERITMIEHL TVWDH I L, §TIZMS5N TS (Ryan,1997), Z DX T
X, T2 0HIKrGs, il Earyitre— L LAY, AELERFIKOREICH T
ADEBORKEIZBOEABAELTVDLIONE, ZOMHELLITDLIABR Y, LiL,
COMEITE XL AEERPFBOEZEBTSEL00ENPZHNELTNDEIDOTH Y,
AR LERBERICE2VTSEBE a2 br =L L2 Th, S Lbo TEKZME
RV Th A L

BT, 77 A7 A OMEE TIX, Fama and French (1992, 1993) LIk, {3 EL
(size) & 8 Ali W7 ffi kb 3 (book-to-market ratio) &, i B LW.5) 27 FEK L LTHEHR &
nNTws, LrL, AREREEENAK, AR EMEMLREOBRITIVELZD S
TR, AL RIKM - FIEBERICHTEZDRELHNDD D AT, BEHRKL
WML RN ZORBRICHEX 2 BEay br— AL LaTAERL RN 4 EE,
DR GRET 2 BARDH S TH 4 3B # Al 5 A L 2 255k 0 58 I AE R & BFR
DD LIFFEEMETHESN TR, ThAbzary b — 35 58ETEY (Kato
and Schallheim, 1985, Mulford, 1985, Jagannathan et al., 1998, Pontiff and Schall, 1998, Beaver

and Ryan, 2000, Liew and Vassalou, 2000, Piotroski, 2000, Trecartin, 2000, Beneish et al., 2001,

2 AL RO FEFE EWEIC OV T, Mulford (1985) % £ A,
PHBBORNBAMLEOSEEZRET 2L 0D FHEBBREEET ZLEN 2NN DL, Al
R EBEHEDOBEBENENT EDOHLDOTH D LV H omitted variable O RIE XA T 220,
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Billings and Morton, 2001, Daniel et al., 2001, Gomez, 2001, Griffin and Lemmon, 2002, Ali et
al., 2003b, Baginski and Wahlen, 2003, Desai et al., 2004, Vassalou and Xing, 2004, Mohanram,
2005, Penman et al., 2005) ,

SHEROERMME & SERBEZ D < DL, Collins et al. (1987), Freeman (1987),
¥ X OChristie (1987) £ T&DE 5, REZBIT 277U 2 oKL, Flik THEOE
B, A AT AT OEREREPEERBEO R/NTRRD O, 2FHEH A B ETOF #
DI HRIEL A% OFRAHE (BFF) HENKBAREEOKRKX L MR EEOKKA L T
B CERSRTE, 20, HHRIEEE EEBEOBBAMECSNADISLEG. 2
NECTHLAMTONTELOREICHERDFEOMBECThH -7 ° Fio, WAL
HDWIEE DWW TH HPBR (price-to-book ratio) 2AH Y BTSN BHEITIE. TOEK
B EEORERS ALRRERSDPHFETINEPORBERLMBIND ZLBZ W,
ZO XIS, REHFE O TR R G AR LR S R — AR B O ST S v
LTHRMIZY A7 HERELE L THRbOAD Z LT, TnEHE2TS 2T, AR
A —FIGRBIRICH T X 2B 3 LRI & A LR,

ZDOEIRMEHEOLOMETHL OO, HTHRIVTNAGEBORE L HRE L TV
%, Easton and Zmijewski (1989) &, B IE S L WA FIZE D ERC 28 B A DERICH
D, BERBLEDHERBICHL I LE2HETOENILERNOMETH L, REHHELEE
IV 2§ 2 12 |7 9~ % reverse regression TiX & % 73, Collins and Kothari (1989) % . & H#IH &
AR RN ERCICHTZ A D WBIZAEH LIZEMARMAETH L, ThiZE DL, ¥
A & AR EE R IX ERC O RN EZHET DA BREB TCh o2 il BIFAERER
Tl A2 o7, & 512, Martikainen (1997) 1%, #iEHV o a2 ¥ I —EHTar br—L
THEEHIC, ABERPAENIEE ., ELEMBMLRIm T E, KBNS R L F R L
BRI EF LIEARBIT NS bl L, YT NDI N -V T 2B Ll ThHE LI
7.

A L DR EIT ) WER ERC AT FE DA THERR SN T E AR D EIZ SO T,
value relevance BF 22 D L Zx THEDN D B Z & . 2)F]4E D relevance I B % H 7= 2 5 L7

BREZ=a br— L LT, AELEREAFOE L OB ERIET S L THD,

3 UY—F - FHAY

® 7272 L. Christensen et al. (2004) X, Z 0@ & G ET HAEME I FL TV D,
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O TIE, R, WBEEESSMEA SN RERE L LT, B, AEE, BE
e HIGE, RO AEBERRLZ, WTHLOEEDL, Wb D AT LHITH B E & O
DANICETFLTEEZIERLIEZLOD, TOMBAEBEZEBF T DRI T VN EHEL T
WHEEBRPEA LD, FHRELT, WA NPOEE NS THF REENZE LT
Ll SRICEMBIN TS, BEFRNVEZBIATLEBESN., TOESRMEH Th 5 ®MIT
MO RREERESERD ., 1990 FROHADRPDO —KEZRLLTWD & RDLDMN, e
DIBRBTH A D, BRGNS AL ITEMEL (bad news) ThHh X, AL TH&RE
FIXFENEEEFMIXMIBTETNDIETT THY, RKOKRIPBRIFEEL D,

H: AfLEINSENEEITE, FIEOEITE W, Lo T, FRMAK%EEZ R 45K
WICEIF L&, ABERERGOVEEORKIT. T BEVWEEoFE LD

CORMAERET HICHY . B, FBE, fEtk - MEO 3EMI OV TIE I ALK
¥, NRBIZONWTIT 2 HRREAELBR L7z, LEZRMBET — 21X HK NEEDS 206 |
BRli 7 — 2 X PERR B BTt O i CD-ROM b 4 v rm— R L7, 2%, 2000 40
BT —213, AMGEHRREERE»D FIEETIE L, ¥ 7 A D5Aiix, Table 1127w
THEY ThHDd,

BRAEMI X, 1979 FF O RFEHI S 2000 F D IRE I D722 22 il TH B, EEZT LD
AR (RF Lo ARES Rt OFENHER L 7 7 712 LD d, Graphl
Thd, The—RALTHEOoNREIIC, Wb 2 A AT AHITIE, HiiEBIZL>TA
HHRITE TS 2 —FH, 20O RKARKE T, il F&ICK-> T, AELEEZTE LR
LTWo, FEMNCHATLEE, BOEEOABEEIMHMMIZES TH, N7 AHIZIXE
HZ LMK AKER RN, AT AT EABLE RN LT LS EMEIZIE RS R0t
Livgwv, ZOHREBEL T, FLMM A | (1979 40k H —1985 AR5 ) . 11 #] (1986
PR — 1992 FF IR E) L 1N (1993 4RIk B — 2000 E ) @ 3 M4y iT 7z,

BELRORNPEGEB O TEEDEAI A MIEBREHTLA, TOEAIA LD
R/NH . BRAT — R R BIAR IS IS K S L 2 D Th X, B oiHiE, HiH GexE
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"I REME  (sustainability) 23fE & 2 2 RWICB VW TO R, FEKEIC, FliE D persistence O
BFEEARTA PO EFPIHAM —FEBERICKBMIND LWV T U A b, BHEICIEGE
TERV, ZOHEHIIE, FEABEEKLZ 1 HITIFEAED X F S, ST HIICHES T
NI EFIEFEAN SN0 Ly, EFROEES N W OB TR I D D0,
ZRELNHTHLXFESNDLONN, ZOMIEOH 1 ORFRBEIZRD,

Z ORFFEIE . FI4E O relevance & MR FET D MH A KIL L T AR OMBEE BRI T 5.
Fl2E @ relevance (T, EEPEE T OHARELS LORFEREO R R EICHEAFT 5, £

a@

L Graph 1 ICHBNTWD LI, FEEICL > THASKEENRRL>TWVWD, Th
. MEOEEE T — L LERAICE, ARKEORNOHR L EEDR L K TE A
W (ZoOMBEEZ7TEH CHMRFNT L), TOMBEE@BRT 50, 2O TIE, EX— M
BICER AT 24 5, BIELEAHSOBIC % A E B I EEIC L TR ST VDD
M ENERENDDONRE 2 ORFRECTH D,

3.2 ERFREFTIL
IOWMXTHALEERET VT, BBYH 5T V2 A LT 2R E AR (earnings

capitalization) €7 Vv Th b, ZORFERITKOEY TH D,

P =a+ B X+ B,D* X, +uy (M1)

TIZTC, POUIMRAM. X TR, IR tIEXFEE RER). MAFEORW D ITAMELE
DEI—TH5bH, ZODIF, FRERIIBVT, BEOAT 4TIV EVAKLEOY
YINEL ENUSE 0L T LI —THD, B TERZEIRIEL, EX(ML)D B, DFF

TREZBLCRIEEND, 2B, EROXTIHEABL TV ER, FEDRZR D

EURHEEICITFELY I —2E0, £, AWM EREMT 5720, EREBIOEK

FI—H R L, AR ER L ZHMIRKMTT 7 L — kL7,

WCRATHFREICIE, SESERFBEHOLDOEEZDLZ LN TE S, KL, Afflk

RORBLRADTDI20F., FIEZEREZEOFE TRITNIX R SRV, 20 ICH B HERETO
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FA% 7> & 4 HH 4% % 2R LOREFNE L, RKEETH L MFIS A2 AL L LR
WLz, ABEROEBEZZFRLT VOGO RIEZ®E U T, BEME & MO MR O
MEZHEET D, TN, ZORIOEIOMRFRETH D, i, OB HE&IT
Table 2 IZ/R L7z,

I HIZ, KAKF (2003b) Tix, #HKkZa L b — A T35 L2k o> THIED relevance
ERIBCTELZ R OLNIZLD, TOMXTH, ROENFIC K o TEIMM 22 BRGE
TR T,

Pe=a+ B X, +B,D*X +B,D *X, +B,D*D_*X; +U, (M2)

CZTDEBEARY UV EL ZNUANE0L T O I —THDL MOEENRFELWIRD |
BABERPEWVTE, FlFABEPALYVELS, TALZTHRICR I AEELR SV, Lo
T, (MR S, RAICR>T2 5810, TRIFABLERGVWI LICEs0n, 2Lt b,
HMAELEORERIZEIVZL BRI TIAREENTNDE I EICL DN, KT
eV, TOMBIZHLT LD, (M)XNTiE, HERFI—IckoT, BTV UREFEK
Lo/ NS T HMRERI O LT DI TH D,

3.3 XEBRKRLBMFFMLROa Fr—0

ATEiCAA Le L oic, REOERIAMIEELZHA22 ) A7 ERLE LT, KMk
FIC X DB (size) & il PE A & B Af A8 40 T B L 7 fEf 55 4fi fb 2R (book-to-market
ratio: B/IM) 28d 2 i Tnad, VAZHEHREITZALIZROEND DT TIEZRWa, Fl
i @ relevance DMRFEIC ML ERT =X &y b OXNLRHATE LD, TOZEL =
Yhr =T Al E . RACEHBMYIBEBLEBRTWD LI, ABLERFIEOEIC
HIEZ 2R BEWMHICTODIF, RELKOTENE, T2bb RSN RHA KT 5
FREMEZ TE D2 RETHRTO2LERH LN LTH D,

SFTICSESL > T, ABMERLEBERM L ORGE, AMLEL BIM L OBREHND T,
TORRN Table 3 THY | BEMRBMOSBEMIIAIHTH L, ABRERPERVERKE
ERERBBREL Ao TWHEE MR Z W —T7, @tk BIFEEO I HTix, AELE
DEVAREFEDIE ) PAEERBIIRE W, o, AFERPENERIIBM bRV E W) E

¥-—HrZunboo, TV, Btk @EEO N TREER LT O EN TSN TND
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T, AlEkR, CEHAE, BMEMER3IEZOHBEREL>TWVWALEETHD, 2LV,
£
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AR T D LR D D,
21%, AR E EERE, AGLEELEBMBEZAETNRETHL TWLIHRTHD, £h
@z RERBEO KNS BIM OEREMbTICER N LicSa. sl ok B, 0555
MABERICEL > THESNA TV L2000, TN L BEERBELBMICHES LTV D D0
TonbRy, 22T, ZOMITIE., FlEEEAR{LET VO fundamental linkage % & #7 L
OO, RICHTT 270 BEHBO KN, HDWVWIEBMOEKT 2D 7 Vv—712%
T, S —TRNCER ST S,

el AR MESK (BLUOBM) RHEBILTVWLED, AFLEY I —% 1T
kT N—ErrTHE FI-—NTFoNY ORI IV =TI E o TRY
WAL D, @AM RPN EM R LRl S h 2 BfE (threshold) 23 2 2 & A FAETICZ DA
STWAHHEIZIE, TOL2IZHaLTH LW, L2rL, ZOWFETIE, SLHY Al
ROEBEBOREITERHU THDLIERELLIZAT, XA LZOREENEND D
MEBGERB E LTV D 7D, 20X RN GECEMERSH D, SbIT, ¥I—%&
FHh TV OBBR IV —TICL o TR> TV A HE, REMRKSBMA+3iIcar b
—ILTETWVWDLIONEENIEKD, T T, RS NV—E 7 LIk, H2BEEELTA
EHROX I —EHhEHE LR °

FEI3E, BEMMKE BIMBPHEEH L TNWLIATHDL, MFRERICHMITHINIE, T
NnNEzHdTaryrre— A3yl y, L2rL, MEIEH LWL E, —FExar be—
NMLEEEEIZEFE, b)) —HiEarbr—ATETniy, ZJA—Er 7 3fiifigar b
—VFETHLIN ELLOEREZEBELTIIN—EY T LELIVONIERD Fixe<,
I, Mok T2EABERKEDNLLIEVWI G EDa XA M RELS D, EDXIHIT
LCliZF AR hr— L TEL000F, TRAK, BEALRIERETHL N, 20
XTIE, % (TH) OFEBMET A NTLOORAEZRTZ EICT S,

4 DEHFE, BEMEBMEELFFZD relevance

C kI FI—EEEMNT S, ABRKERRALTH->ThH, LIV —T TEF I —
BAEPRNDIZH O I N =T TEL I =B EVIFENRELD, ZOmRIAMEE LT
20, FV—THNICBTHHMFFMTHY, TR TEXEIT RV, 2B, ALK I —EHK%E
D HELREICR LS, RCMPRERIGFAELZLOO, FmOARAEEEZXDIELE
ODEBIIBERIN Do,



TITIE.FPHBER L L COREUBETHHT 24 70— 71220 T, Fl4t @ relevance
DA MEZ R L TR 2 9 IR O I/ FEAM Bl 2R O & KIS & > THIZE O relevance
WRZDZEPHERTENT, TORBRITEL, ThED 2008 REz=a br—LT 5
WMEPRHDLZ LERLTND,

Table 4 @ Panel A X, EX( - T L OHFBROERTH Y . Flik KHED value relevance
ERLTWVWD, H#RAEEOE VO IBEOEEIL., LD, HESNTWEIFEE. <%
— W AEMIE L7z White ® tfE, AEMETHD (LLF, BRI OMRERT 3 BEDHK
FAIETARTRHAR) BB ERHEBIOEESY I —ICHOWTIEHROTTHE A L (LLF,
FAk), Z @ Panel AIZX 2L, BRED INHORFERLE., REEED | W ORE R &
AR, 512, NEEDO I HORER L L MFIEICONTIE, £ OKEFHD relevance
FHER TE Ty,

Panel B 1Z, ¥R OK/NTI/ N =T 2 LB EOHBIROMETH D, BRED
FERIZOWT, V=7 THERENHAENLTVWDLIOE, NHoORFEFZETHL, AR
KIEIT 10%FEE ARV S DD /WM 7V — 7 OfEH F 4513 value relevant Th 5., Z LI
WL T, KRBT L — 7 OREFIZE T relevant TIX72W, 2F 0, ZORRHICEZED
% 5 F 4% O relevance Z k< L TW72Did, KMV —F Tholo, 7220, HEY 7
NEarha—LT5heE, KEBEILV—-TORMBICHDPHEELAEETH -7 (1=3.500,
p=0.000) .

REFEHED | HIITOWT, Table 4 OFEREZ D & KBE T LV — 7 OMFIEIL value
relevant Th %, MR 7 L — T OHAE, BLUORFEMEOHBETVThO 7L =T,
irrelevant Th 5, HEEZ T br— L L THhizL A, KRBT L —T DRI D D%
BIZABREDHETH - 7= (1=2.864, p=0.007), /NI L —FDI1EH1T, HEE =
=L LCh, AL EMFIE T irrelevant TH o 23 BERF U T A ERL L DAL
&b B%KUETRE R © MFIE b relevant Tho7o, LA L, KB L—T7 D 11 Hlo
AR, DB V=70 N WofMFRE I ib, BAkoar br— il Lo TR
relevance Z iR 72 Z LIXT& R ol, b, TOWMITIT, BEHV TV EER LT
i relevance Z M4 5 Z LR HM TIZARAVWO T, WHEMUKEIZ, Bko=ar bo—id b
SELFI—EKIIEI L HEF T LERIA LN L LT D,

Table 4 @ Panel B Tl pfk - HIZEHED N HITB W T, KREB 7L — T OREF 4 &l

FIZE W irrelevant TH D, HEkzEza L ba— L L TH . ZOMBIIEDL Lo T=,



O NHIZHONWTIE, N V=T ORE (KHE) X value relevant TdH 5 — 7. KEUE
7N —7OFE (OKYE) X irrelevant TH %,

MNREOHE . NI TR, BEFLE G MALE S, KB 7 L —7 Tid relevant T
b BT L —TF Tidirrelevant Th 5, #HAkZ a L br— L L7EHEICH R
W7 L — 7 ORER R & MAIZEIT irrelevant Th o 72, KB F (2002b) TlX, /NBED
[ ORI 4k O K HEFHIZ 1T relevance Z fER TE R M- 72DITTWVWL T, 22 TRHHEZ L
— 7 OMFILEIZ relevance NER CTE 72 Z L IXERICMET 5, AR Opgk - EFEHE & TR
D, MREOEGAIIE. REMKEZ LV —7 ORI (k) 1% value relevant Th 5 — 7. /M
7 —7OF4E OKHE) 1X irrelevant ThH D, b, KM 7 L —71220n T, 11 #o
WAL, BkE o br—3 5% L relevant Th o 7= (1=3.179, p=0.002),

T AEE, MR EEE (BIM) OEK T A —7 5 Lz X 0HEEBIFEORE (Table
4@ Panel C) ZMERBL LI, R EDO N BOBEFIEIT., 7L =T LRV EEIZE
irrelevant Th > 728, ZHITE BIM 2V —FOEBICL LD Tho7-, 2720, %k
o rEaryie—r35E, & BIM Zv—7 ORI S value relevant Th - 7=
(t=3.654, p=0.000),

AEPEZED | T, & BIM 70— 7 DOHiFIEE D 775 relevant TdH 5, & BIM 7 /v —7 D
BEFLICIT, HRE2 a2 br— L LTH, relevance # B CX /o7, Panel CIZH
WT, EKBM 7V —T 1%, FBREREZRLTVEN, ZNHICZONTH, ¥ I —EH
Lo THEEZa L br— L L2 TiX, FI4E D relevance Z MR C&E e o /o, 272 L
BRI NERSE, MZV—=T0 2 50FF1F, 27< &b 10%/KHET relevant TH
St KB v—70 N #IX, MFEPAA0 >y T VIXHFEELRY, HBRKEa v b
— T B LM HMoE BIM Z v —7ORKREHEICEH relevance iR T 22N TE =
(t=1.879. p=0.063).,

MNEEOGE . NHNIZEWTIE, BEMELMAE S S B/IM 7L — 7 Tld relevant TdH
V. K B/M ZL—7TiLirrelevant ThHh 5, ZZTH, RIBROHEDOE A L HEE, 7 -
T =70 1 M oMAEIIRIC b relevance 3 dHH Z L ICEA L TRBE W, £, HAE
ar b= 5L MK B/M 7L — T OREFIEIT 1%KHE B I1T 10%K ¥E T relevant
Thol, LT, MBIMZA—70 Il MOKRFERKEMFZEICONTH, HEkE 2
Fr—=AFT 252 &L, WTFiLD 1%KY%E T relevance Z R T2 2 & N TE T,

Z DX 9z, Flik @ value relevance 1X, K H 5 (2002b) T# H L 7= %4 @ persistence 72
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TR, RERESCEMBMERL D) R7EROEELZ T TS, U X 7ERKIC
EHB LT, AELRLFIED relevance & OB EZ O T2 AICIX. MOV A7 ER A2 2
Yhre— L LRTNIER bRy, BERMEEMEEMEEL ) 27 TR E L THENIC=

Yhmr— A Llairid, BITMETEREIATELT, ZOMXOMANLRATH D,

5 fERABLAM/ILEE

ZOHTIE, RMRBEICLANERELZ Y br— L LT, AEEREAEOE L OM
REMAET D, Table5 i, RE AR AOKMBREDO K/NT2o0 7 Vv —F1251F, Al
R DIM &AM EEM LR BIM O 7V — TR O ZZHNPOIZS DT D, EBEOIKMIT V1,
TEOHBIZAT AT Thbd, £FD DIFF I, ZV—7HOEOHEEORERFE
ThHY ., EHIZOWTIEHLIE, AT 4 7 22T Mann-Whitney B E D 26 TH 5, [*]
13 10%K ¥, T**) (T 5%KHE, [***) (X 1%KHET 2 7V —TOEPRKIMICHEETH D
TLHERLTNWD, Table 61X, AELFEOX I —EHE ST LE2DORIFORETHY |
Panel A, BiZZh i, MERE ., MiFl S 2L L LA OMETH S, Table 7 13,
BREZa b=V LIZBINBIEOR R TH DL, T, EETLICHREZBERLE O,
ERFETIE, TableSick s &, 3#iE b, KM V=T 0135 RAMBILRTEH, —
Ji. RSSOV TIE, TS I TIEEIC R AER T AL, INPHITB LT, X
B 7V — 7 013 5 M ARG L E X E v, Table 6 TUE, NI H oo KB 7 L — 7 & B
TOREERENEWEEOFIRIZ D D HREUIL. T MRV R ¥ ORI~ TV, Table
TOLOEY, HEY TV Ea L br— LT 5L BAMBLEREORLEICNNDIEBMN
R B, 1L LN KETHBERADHE ChH o/, 2O XD B EZa v br— Lzl x|
EWABELRIIREFBEOEZERTIEDLILWVIEHIL, 3SW—B L TIXFIND,
FFIAE DS A, Table 6 (IC X 2 & I I CIRRFUI R S, NI TR ITFERA SN D,
RERBEERIZ V=T O NHIZOWT HEAkzary br—$ 5 e RKaITFEN S Lz (Table
7D(2)). N OKF]LE D relevance IZ1X, MEPHEREBELHI 2 TWDHD, Table?
DEMBMIEDRER LB L 2T NIEX R b R20, RO K/NEZB DT, 7 L(M2)D S,1%
S KMETHERADE T -7- (Table7 ®(3). (4))., L7z > T, fHZEEICHONTIE, 14
(M Aoy b — L Lzl E NMZROVWT, BVAELREIFROEZEKTIEDS &
Wz 5,

OXIX, ABEEXTHD, Table 512k DL, KEABAELNIHESE LD VI,
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& N oA/ E, BMRMEROKETRV., L2l NMHIChD &, REBARE
TN—=TDIEI>N, 2 DOFFTEV, BREFKICONT, KAAXHEIND0E, KH#
BEEI V=708, WHE MBITHL, 7, MREEET V=T OHEICE, 31
Eb, WHIFEASND, ZORRIT, BRkzarbte—A LT EDLLRN- T, HF
WIZOWTIHE, RKEEE(E V=7 0854, | & I M TIREHIEXFIN20, BINK
AEDfER (Table 7 D (5)) O EAKEIX 10% LKW OO, I W CIHRKFIEZFEEN D,
IR V=T O%AIT, BREFEOLGE RIS, 3 e bERIMITFEANEIND, #EH.
REHBELa L b=V L&, ABEERGVERIRZEOBEIFIERTT 5 L0 ) KN X
BFahsoik, KEEREZIL—70 11 HE NMHETTH D,

TAEE, M- BRETHD, oEEL R A BIRECE., MESED
FEONABEERITELS, E<ITIHE NHOVEHOETHIMWICAETH D, REFEIT
DOWVWTIE, REBEEEILV =T8548, | e N THRHIDRFEN, NHTIEEANS
Do . MBIV =T %A, 1] (Table 7 D (6)) #BRW T, RFILZF =N
R, MR DN T, KREBEAEE IV —7 Tk, BERE LR, L& 18 TR
XFEINL2b00, I HITEREHREIFEANIND, M7 V=TI, 3 # & b REIEX
Fangv, Zoptt - HEETIE, REMBEORNBIORNEOFEBELM LT, Wb
DT AN RBITEZFE SR,

BB, NEEOKEERRLE S, Tables5 5, /IMFRETIH, KHEBEEDITZI BA
ELHR S B REER @V E N DND REREICON T RBABEEE S L — T TIE,
L& M CIRFA RSN, N TRENIND, NS L — 70 Table 6 © 11 H o
FERICIT, MRV TAR ) A Xz TnDHEN, Thzary ba— AL L ThH, KX
XFpEnehole, MR V=T TRBMNAXFINTZOE, INH DA TH -7 (Table 7
D7), MMFIZEIZONWTH, KEEECEZ L —7TiEH, & Y TRBMBXFI LT
Lo MBBEREZ V=TT, BEABOBE & FEEC, NHITB W TO R IEF S
L% (Table 7 ™ (8)), /NIE3D ., Pt - HIZEZE L RARIZ, B DO K/ X ORI O %
MboT, NTAHITIFRFIEF S0,

ULEORGERE R A WHEICE L O 0P, Table 8 THH, KD lYes) L. AFELEN
BWEEOF GO BTN &V ) RS 10%KETHRFEINDZEERLTVDHE LI,
WHE N TEENSR, N HMTEXFINIEmMEH 5, M EWAELRR S
RICHEOE AR TSI EL2DT TERY, HFH212, BERETITHRALPIFINDL 7 — AN
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ZWVW—0, ABEEZETEHEIDEHNIND T —ABZ WV, FHIIZ, KN XFIhD 7 —
A0E, MR LD BRBRERIEOIFZINZ N ENDLNL, T4, MHEEETIL—T L
DO RBBREEI NV —T TERAPLFINLDEHMRH D, 2O X510, AFELRLEFLEO
HE ORI, EX, B, FIROBE, EXEHBETRR2->TEY, 2RIZEWARLR
DREOBEEZRFTIEL2DT TEARY, BREZMELR /e —X - 7T v7INTW5HEL
OHMIZHERZR > TH EWAMERNIFREOE LK L TWD & ) MR Z2FERLI,

KRR V=T ORFERIEICOVTLNBEI LR,

6 EMELEEBELE

ZOETIE, KRFF EoMEEF SRR LD @M ML R (LT, BIM) =3 b
m—b LT, ABELRERNEOE & OEKREMIET S, Table 9 1%, IRFE AR RD B/IM D
AR T =71, AR DIM L REREE Size D7 NV —THOEEZENDTZH D
Thod, FEOBEITFEE, TROBEIZAT 47 Thbd, PO DIFF X, 7 v—7
MoOZOHFBHEORERFRTHY . FHEZO VTR t . AT 47 20T
Mann-Whitney B/E D z 5 Td B, [*] 1% 10%KH#E, [**] 1% 5%k, [***] T 1%k % T
2N =T OENKHMICAETHDZLERKLTWD, Table 10 1%, 7V — 7RO [EF
DFERTHY | Panel A, BiIZZh £, BEFE, MAGEEZHRALEE LEHEO/KRT
&»5H, Table 111X, kA a2 b — L LIZBNMKRIEORETH 5, #iffi & FEEICZ 2T
b, EETLICHREBRLE D,

R FETIE, Table9iIc L2 & I8 & MNMHoOAEKEREIZ. (KBMZL—7 X0 b E B/IM
TN—=TDIEDNE, 5, EEMREZ, fiZO7 V=70 F 508 1 HT/hS< 11 H
M TEHEL TRELRoTWVD, BEFEIZHONWT, & BM 7L —7TlE, &n
BELRIFEOEZED D E VI RIIT NP TORLEEN TS, 5., K B/M 7
N—7TiE, SM—EB L TCZOREHNITXFHFIND (Table 11 » (1)), MAEIZ OV TIX, &
BIM 7V —7Tid, 3 & bITERITZXFFSNR W, (K BIM 7 v —7Tid, | H Tl
BXFshsboo HEkEary b — 325 & W E 1N TIEAREHITFEA S L7z (Table
11 ©(2). (3)),

AR, RBEEDOHERTH D, Tabled 2 H 5 L, MBIMZ L —F DIE 5 BN ALE KR
FE <L REMRBITN SV, BEMKICONT, @BMZ L —7Tix, 3 Hl& bEMITX

v, 2B, NHIzoWT, #HEkE2ar bo— 45 KMIZEHNSIN S (Table 11
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D), IEBIMZ L —7 DI OFERI1T, BEY L VOB LT TWD, FAukar b
=L LThH, WSiEXFshhrhol, PRSI LT, KR, EKB/MZ L — 7 TG
DEFBFENTZ0F, XTAVBICHEZLNHOHRTH o7 |, MFIKIC OV T, ®B/IMS L
—7OHAE, WENY TIREIIZLFESNARY, BhkEzarbr—rLis &, INMICE
WT O BARE T F S iz (Table 11 ©(5)), )5, KB/IMZ L — 7 Tix, 3 M1 & &K I
#HENTE ®

O E, Pt - EIEETH D, Table 92k B L, NI HITIHIEK BIM 7 v —T7 D5 BNA
EEERIEWA, THE NPT V—7HICER TRV, 2720, EXEREET-HLT
K BMAEEXDIE)INKRE WV, BREFKICHOWVWT, @& BM Z A —7TiE., | #HE 11 #H TR
AU FF S, NI T EHITEANEND, KBM 7 Lv—7 Tk, 3 —HL T, AlEL
BREWERBOEITETT 2L WO EHNLFIND, MAKICHONT, M7 Lr—7L
oL E I THEBLE SRS D (Table 11 D (6)).

Bgic, NREOKFEZMHBEL LS, Table 9 TiX, ABMLFIT -EHL TH BIM %0
EOME G, REREIT. N E MNP TEBMAEEDIZ ) BRE W, BEFIKICONT,
M BIM Z L —7 T, 3ME b IRFITTEHNIND, K B/M 7L — 2B W TIRHD RS
NHZOE ITHE M TH D, MFEIZHONT, & BIM 7 b — 7 TG 3R S 4L 5 W
WV, = IRBM Z =T T E NI CERFBII RSN D, HkE v br— L
THE, NP THRHEXFTI2HERIE L (Table 11 D (7)),

LEORGERE R ZBHEICE LD, Tablel2 THDH, KD lYes) 1T, AEHERN
BWEEOFIZEOEITME N & WV I RFEAS 10%KETHRFEINDZEERLTWVDHE LI,
WHE, N TIEEASA, 1L MBI TIRFINL2BANH D, #2110, pb - #H5E¥%
TIHERAD X SIND T —ANZ WV —J7 REEETIE, AIFHOMELFEKRIZZZTH,
WABFEHNEND TF—ARZ W, B3I, WABXFEIND r— 2T, MFE LY bR
FIEOBZEDIE I NE W, 412, & BIM 7 —7X0 H{K BIM 7 v — 7 TR X FF
EhaBmAds, AMELEELFEOE L OMRIT, EE. WM. RS ORE, &R
HRICX > TRR> TS, Z2I2Th, DRICHVAMBILERFROBELZEFEEL &1
W RV, EEOHMICEWTE, MWAELRIFEOELZETIES & v o Mkrk

TR R R () PBR) X EH AR REBASNGFET LI LERBR LTV LR
nNd—hH, XTNAVMOBABEEIZLBDIERFEEICTWLTIE, THITEmBY 25 ME LTz
kit b,

E b, 1 HoBERIE, HEV L LIRS AESEZ T CVD, ZOHICOWTIE, KB
(2003b) # B S L7200,
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SEHLE . REIEEA2BRVWC, IEBM 7L —7ORERBIZONVTLULINEEI NV,

7 TEEMTRE
71 FI-EREFALET =T HIER

5Hi& 6 oK RIZ, W< OO BEBORRFHZ S A TV, @AM RITF]
WwOE KD D LWL, DI TIERFEA S, INHTIEFEND 2 &, 2)@Ek:
BLOMMH - HIRETIEIRIND T —ANRNZ VR, REEETIEID RN & I)MF 4%
I LREAMBOBACKFEFENDIF—ANLZ N ThHDH, ZOHTIE, MEMRMLE
il tE R 2 FFR I hr— LT, 06D 3 DDA FHOBERMEZ MHEND D,
TITIE, BEMRETHT LIV ER TR, BB TROERSTE LT,

Po=a+ b X+ B,D* Xy + B;Dy * Xy + B,D * X, ++8;,D* Dy, * X,
+B:D*D_ *X; + ;D *D_* X, +S,D*Dy *D__*X; +U; (M3)

T, PUEERM. XIFAIE, RAFORVWDITABREOX I —Th D, DL, MK
MEERPFEEAT 4T 2BV TV E L TRUNEZ 0L T HXI—ThHY, D 1T
BRIzl ThUNAEZ0LETLHHI—Th D,

ERERoOMI)E, BEREEL LT HFICEoTar br— 35 0, FAMEA LR
WZOWNWTEHAFI—ZEHIZEI>Tarbe—134580Thod, AAEx L bl NV—E LT
Taryher—LLARVnDX, 2 BB LV—E L ZTOEEIEMICONTRODFERL NN T
O, BHEXEDLREWESICTHHTHD, o, EEHAREZXY I LRI -T
AR LRNOE, DRAEENEHECRD 2L 2)ZHEREBHEOB SRR T 5 2
EVRNEBBLICLLIBRBEDBEN DD, REFHSTEDTHD, &HIT, ki
KUE L PR ER & OFBIRAR A, RID ) A A& EUFHEEICFREHATL I L2 <D, @
ERIZONWTIES I —LBHTERL, ZA—Vv o 7T Uiz, 723, A6k R %
INh—vrrcaritue—LL, RERAEEYI-ZHTar b —A T 5EURSHT S FE
ITL, ZOMXTIEHMAERERI RV, REERBRIZ, ZO/mXOMmae XFHTL250T
bHol,

(M)yXDOEHUFHEEDFRERD 9B, KEHZRS FERFHEEICONTE L DZDNR,
Table 13 T& %, Panel A ITREFIIEDOFER TH Y . Panel B ITHMFAEDOFERTH 5, &)
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W KRBT SN0 ENEWMINICHE D D, 10%KHEZEEICT D L0 | HICEM
KRS TWD OUE, AEESE &tk HIE3E — KB - ERE L MAE R 8 TH 2 (G
6 7 —A), NI TN LFEENTWDDOE, Bt - HIFED 3 Fr—RAICRLEA TV D,
SRR A RSN THDHDIE 1L =22\, ZOXHic, AEKERE W &FIE
DEIFETT 5 L0 RGIE, NTIEZFIAT, NP TXRIhD,
OFWEENCHEREHPD LD, fAtk - BIRETIE8r— A, BRELSTF—2, /N
FEET A — A, RAEEEXIIIZF—ZATHS % Graphlichb s EE0 ., NPTV T, R
EEXOABHFEIFEHL TEWICL22DL T, RIEOSH TlX, SB/MZ L — 7 Ol
MEBIZOWT L, KRBIEXFFShRro7lc, T2 THOTable 132K % &, #AILEIZHON
T, BBEO RN ZBbP, KEEXFShTunin % ZoFKRIZb» LR 0, R
PEETIT, AEEEPNES THAEOEIFERTLAWVEMR DD L VW2 Z 5 TH D,
%I, MERBEOFT IR, MAELID b, KRR EXFHFINDI T —ANL N & 2 iR
LTHEII, N XFFINTr— A2 ¥z 5 L&, 5SHIOHSH TIX, BEFIEN 12, HF]
WABTHY ., 6HOHH TIL, BFEFE 14, MFAIZRIT 10 TH > 72, Table 13 Tk, &
WA X 12, MFIIEIE 8 THDH, ERIF AL TV AN, @Mt Es /v —v /T
aryihe— L, RERAEELYI-—EHTarbr— AL LSRRI —
Zk, BEARIE 9, MAKIT 5 ThoTe, TOXIRMRNELC LI, b &b LAl
AT X transitory R EEN/REMBZ LV L ZLEEN VIO HABLERN L 75 T
%% @ sustainability, persistence O FIZ72 vy LT, SR LR & FI381F & #UE (sensitive)

TEHRWNLBETHA I,

72 EBEAMKENLET VI EREZFAA LS —VER

ZOmXABBIZL TV DO, ARLRORESKM - FIERERICEO LS RERE
DI DM EVI ANFHEDOMBE TH 5, £ ORI EZF 4% D relevance % 789 5 Feil 7
THETDICHY) ., BROERZa br— AT 5 HEF, MIEOLIC, Zr—Ev
TEXI—EHENEATAAT ADLRNFETHDL, LinL, EFRAERKE Y I AL

TNh—=T0ETHIEEED L, ZEOLOHHROMYMIy B RS, ZOmXTiE, ¥

S P, @GR E - s Tarir—A L, CEREESYI LK T br—
NLTESBAEICE., RN EXFEINTEr—ANRb DR 0D /h5EE Q7r—R) THY., 0
WIZDRWDIIARBEEE 375 —R) Thol,

U st ®s /v —vr s/ cario—nL L, G¥EBHBEEs ¥ LK cartre— L~
LaE, BBMZL—7TiE, WTIROFEIZO W TH, A TIIEHRAEH I L,
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TIEHRONEMROBEBREZEN DL L2 AN E LT, FEEKRLET VOEEN LD
RO Z2BERAZEEICL T, TROBRXEZHE L,

i:a+ﬂl Xi +/,D, :it +ﬂ3RKit(D/M)%
it-1 it-1 it-1 it-1
Xit Xit
+ B,RK, (SIZE) + B.RK,, (B/M)—-+u, (M4)
Pis Pis

2T, PIEMRA, XIFFIEE, DUFHEE YT E 1 ThUNAE 0 LT 554 I —Th D,
RK()IE, FRAARERICBIT2EBYEZ/NSWENBIER | Z DAL 2 FHE D T
THALLDOTHY, 0L 1OHVWEOELMBICIEMZER LD THS P, Lo
(MOKICFEE X I —2 GO ) 2T, EX-HMINCEYRMEEZ Lz, fRIHBL RV
. DI TG IZEN S, NI TIEF I L 2)BERER LUt - #HIE%(T
EXFIND T —ABLON, ABEEXETIEDLRN & MAE LD LREFIE DL A
WCXF SN —ANRZNE W) 3RE, MORIZ LD oIc ko THER ST,
T, EETLICRIED relevance R D L EGFHICBE SO, Lo D) X
N 2ICEAEK - T, BIMFEL THZW, 3 HRREAECTH 28K, A@hE, pgrk - ®@

OV NET— L LT, TROXNEFERIZEIZFHET 5,

P X, X, X, X,
“—=a, +a,Dc +a;Dq +131P_"+ﬂ2Dc P_t+ﬂsDR P_IJFIB4D|_F,_t
it-1 it-1 it-1 it-1 it-1
Xit Xit Xit
+ BsRK (D/ M) + fsDc *RK (D/ M) + fB:Dg * RK (D/ M)
it-1 it-1 it-1
Xit Xit
+ S,RK, (SIZE) + B,RK, (B/IM)—-+u, (M5)
P P

T2 TDIFERE, DRIFABERED X I —EHTH D5, RK(D/M)IFEE SR 5> 4 BRI
RK(SIZE) £ RK(B/M) 13 3 PEH 2 7 — /b L CAE RN R L7z, MR 2 XITRA LS5
DOFER 1T Table 14 12 F &7 ¥, ROBMEITHEE SNARETH O, [*) 1TH B KHE 10%,

Yook Ty BEoMMIE, =& 21T Alietal. (2003a) & &,
2 - oFEEE IEEOBZIZAR VW, Table14 Tk, BIMIZY AT~ T 4 v Z ICFIED
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(%% | (XA 5%, [***] XA 1% THHZ LERLTND,
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EFRLTW2, TOREBEBRIZAHTHL2b00, FHEZEICBWTE., BREES LT
LHEMECTIERVDTH D,

LLED XS, ¥R E BRI EE R 212y br— L LRI, WE % R
WZarybae— L LEHEICLELND, 5fE6HOBRIFIFERTHLEVSTINVTDH
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8 & h Y IS

ZOWFZETIX. FlE D value relevance (%, Fll#& @ persistence, HIfH . BE¥EIZ L > THEAR
DEWVOHMAFRIZL T, ABLERSGVLEABEOEITERT T 2002 MAE L7z, Fif
O relevance & kR, £ ORI FF S D @i, B, EE. FIEOMBEICL > TR
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L, ZOmMX T, REABEEREVWEFREOBENK T T 500805 KEM&K

I HAATEL T, BB ERELZRIMICHRIELZICBE R, £ LERARD S
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Table1l Sample Distribution

Period I: 1979 - 1985 Period I1: 1986 - 1992 Period I11: 1993 - 2000 Total
Construction 450 632 1,203 2,285
Real Estate 92 116 220 428
Trade &
Wholesale 366 565 1,205 2,136
Retail 184 281 397 862
Total 1,092 1,594 3,025 5711

Samples in retail industry are February ending firms. ~ All other samples end their fiscal year on March 31.

Graphl Leverage

Leverage (mean ratio)

—&— Construction —— Real Estate —&— Trade & Wholesale —>¢— Retail

Graph presents the time-series movement of mean leverage ratio in each industry.
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Table2 Descriptive statistics

Panel A: Py Period | Period 11 Period 111
1979 - 1985 -1 1986 - 1992 -1 1993 - 2000
Construction 494.3733 1,011.8450 *** 1,506.2184 -783.2317 *** 722.9867
281.0000 869.0000 *** 1,150.0000 -580.0000 *** 570.0000
603.9705 42078 *** 1,730.5105 73488 *** 635.6353
Real Estate 560.8370 1,155.8268 *** 1,716.6638 -925.3865 *** 791.2773
462.0000 928.0000 *** 1,390.0000 - 7705000 *** 619.5000
425.3007 28.029 *** 1,294.1433 22296 *** 677.7476
Commerce
Trade & 378.4945 839.1674 *** 1,217.6619 - 206.8470 1,010.8149
Wholesale 289.0000 594.0000 *** 883.0000 -250.0000 *** 633.0000
342.8288 95502 *** 1,172.1901 0.208 2,892.5847
Retail 758.6033 1,244.2544 *** 2,002.8577 - 5495453 *** 1,453.3123
418.5000 1,051.5000 *** 1,470.0000 - 7320000 *** 738.0000
1,060.4305 35.266 *** 1,659.3641 0.549 2,015.3198
Panel B: Ol Period | Period 11 Period 111
1979 - 1985 -1 1986 - 1992 - 1993 - 2000
Construction 75.6392 275973 *** 103.2365 -37.4425 *** 65.7939
42.8884 22,0411 *** 64.9295 -11.5009 *** 53.4286
113.9870 1.296 159.0963 36.776 *** 78.8148
Real Estate 29.6052 39.9840 *** 69.5892 -35.8727 *** 33.7165
32.1588 23.0652 *** 55.2240 -25.9827 *** 29.2413
33.0460 10.633 *** 54.0405 2785 * 84.8727
Commerce
Trade & 422284 30.6501 *** 72.8785 - 85497 ** 64.3288
Wholesale 36.5000 16.3137 *** 52.8137 -10.8852 *** 41.9285
36.1656 46.759 *** 84.2122 3.093 * 77.3673
Retail 70.6718 13,5495 * 84.2214 - 221348 *** 62.0866
56.8860 10.8245 ** 67.7105 - 315419 *** 36.1686
74.1099 4447 ** 76.8394 14,707 *** 102.3416
Panel C: Nl Period | Period 11 Period 111
1979 - 1985 -1 1986 - 1992 - 1993 - 2000
Construction 31.0543 10.1421 *** 41.1963 -25.2935 *** 15.9029
17.2822 7.7710 *** 25.0532 -8.2310 *** 16.8222
50.0181 1.376 67.7853 0.192 61.6910
Real Estate 15.0067 194412 *** 34.4480 -34.7007 *** -0.2527
14.8369 10.3955 *** 25.2324 - 125772 *** 12.6552
19.4876 10.374 *** 27.2491 13.903 *** 95.4906
Commerce
Trade & 17.3916 16.9706 *** 34.3621 - 115509 *** 22.8113
Wholesale 15.1154 75829 *** 22.6983 -6.8983 *** 15.8000
17.5066 44995 *** 50.6192 7.731 *** 55.2066
Retail 33.2246 6.1231 * 39.3477 - 27.2850 *** 12.0627
26.0775 43031 * 30.3806 - 14.9272 *** 15.4534
28.7552 8.012 *** 39.0433 28415 *** 92.6431

P = stock price, Ol = ordinary income (earnings before extraordinary items, special items and taxes) per share, NI = net income per
share. In each period, the numbers represent as follows: top = mean, middle = median, bottom = St. Dev.
present the difference between periods.
* Significant at the 0.10 level (two-tailed), ** Significant at the 0.05 level (two-tailed), *** Significant at the 0.01 level (two-tailed).

“Il- 17 and “lII - 117
Those differences are tested by t test, Wilcoxon test, F test, respectively.
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Table3 Comparison of size and book-to-market ratio between low and high leverage groups

Period I: 1979 - 1985

Period 11: 1986 - 1992

Period 111: 1993 - 2000

Low D/M High D/IM DIFF Low D/M High D/IM DIFF Low D/M High D/M DIFF
Construction
Size 32,202 27,229 1.363 148,450 128,541 1.080 70,504 70,823 -0.045
21,200 9,716 5259 *** 72,835 45,439 4405 F* 31,291 21,692 3355 Axx
B/M 0.6674 0.7549 -3.948 A 0.3136 0.3495 -2.585 0.9565 1.0547 -2.241  **
0.6530 0.7501 -3.847 A 0.2946 0.3075 -1.614 0.7507 0.7885 -2720 **
Real Estate
Size 85,124 52,149 1.253 450,400 216,234 1862 * 226,599 59,070 3.947 A
16,935 23,729 -0.450 89,580 64,521 2350 ** 48,382 23,540 4799 Fx
B/M 0.3536 0.5407 -4703 A 0.2704 0.4020 -3190 0.7621 1.2175 -4.789 FH*
0.3333 0.4929 -4394 A 0.2527 0.3205 -2.753 0.5926 0.9895 -4.897 F*
Trade &
Wholesale
Size 25,356 82,542 -4795 A= 51,514 215,607 -6.601 *** 74,761 99,191 -1.155
12,079 14,307 -0.681 34,120 38,790 -2259 ** 21,038 16,287 3.624 ***
B/M 0.6096 0.5628 1792 * 0.4581 04164 2187 ** 0.9932 1.0924 -2340 **
0.5736 0.5439 1.485 0.4099 0.3764 2476 ** 0.8676 0.8458 0.900
Retail
Size 89,382 37,799 3698 *** 294,149 124,419 4427 341,283 69,329 4111
44,588 10,647 4522 *H* 97,110 41,217 5355 *** 74,556 21,974 8115 ***
B/M 0.5504 0.6350 -2431 ** 0.3123 0.3971 -3539 0.6511 0.8268 -2332 **
0.5343 0.6261 -2747 A= 0.2817 0.3641 -4114 *** 0.5554 0.7551 -4751

Size = market capitalization (million yen), B/M = book-to-market ratio. - Upper (lower) line represents the mean (median) and Diff shows the results of t test (Mann-Whitney test).
* Significant at the 0.10 level (two-tailed), ** Significant at the 0.05 level (two-tailed), *** Significant at the 0.01 level (two-tailed).
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Table4 Value relevance of earnings

Panel A Period I: 1979 - 1985 Period 11: 1986 - 1992 Period 111: 1993 - 2000
ol Adj. R? NI Adj. R? ol Adj. R? NI Adj. R? ol Adj. R? NI Adj. R2
Construction 0.5910 0.1374 0.8830 0.1229 2.9905 0.4372 4.4072 0.4033 0.2349 0.3051 0.0626 0.3025
(4.776) (4.445) (6.059) (3812) (1.582) (2.691)
[0.000] [0.000] [0.000] [0.000] [0.124] [0.007]
Real Estate -0.3452 0.0486 -0.8054 0.0552 7.5472 0.5904 13.253 0.5641 0.4109 0.3926 0.1196 0.3779
(-0.610) (-0.594) (3.258) (1.873) (2.161) (1.825)
[0.543] [0.554] [0.002] [0.064] [0.032] [0.069]
Trade &
Wholesale 1.4823 0.2495 1.1872 0.1790 1.7173 0.4375 1.9150 0.4303 0.9625 0.2424 0.6063 0.2360
(6.136) (2.884) (2.944) (2.791) (4.942) (5.190)
[0.000] [0.004] [0.003] [0.005] [0.000] [0.000]
Retail 1.9501 0.4051 55729 0.4019 0.0538 0.3096 1.4492 0.3133 0.5709 0.3527 0.0816 0.3262
(5.862) (3.744) (0.027) (1.300) (3.057) (2.037)
[0.000] [0.000] [0.978] [0.195] [0.002] [0.042]
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Table4 Value relevance of earnings (continued)

Panel B Period I: 1979 - 1985 Period 11: 1986 - 1992 Period I11: 1993 - 2000
ol Adj. R? NI Adj. R? ol Adj. R? NI Adj. R? ol Adj. R? NI Adj. R2
Construction
Big Size 0.9915 0.2139 15472 0.1745 4.0688 0.4451 3.4358 0.4001 0.1326 0.3601 0.0789 0.3636
(4.615) (3.870) (3.821) (2.487) (0.433) (2.169)
[0.000] [0.000] [0.000] [0.013] [0.665] [0.030]
Small Size 0.4267 0.1154 0.7458 0.1151 2.6681 0.5324 4.3352 0.4904 0.2606 0.2813 0.0727 0.2777
(3.460) (4.028) (5.092) (2.850) (1.658) (2.402)
[0.001] [0.000] [0.000] [0.005] [0.098] [0.017]
Real Estate
Big Size 2.3963 0.1544 8.6699 0.2562 16.055 0.6967 6.2818 0.6073 1.1647 0.3946 0.2492 0.3447
(1.440) (2.665) (2.745) (0.438) (L.779) (2977
[0.157] [0.011] [0.008] [0.664] [0.078] [0.004]
Small Size -0.5436 0.0422 -1.2454 0.0606 5.8096 0.7495 16.020 0.7546 0.3212 0.4748 0.1020 0.4621
(-0.995) (-0.949) (4.108) (4.230) (1.834) (1.397)
[0.327] [0.349] [0.000] [0.000] [0.070] [0.165]
Trade &
Wholesale
Big Size 1.3166 0.1472 1.7229 0.1260 1.4390 0.3509 2.7442 0.3518 1.6359 0.2144 0.6276 0.2079
(2529) (2122) (1.298) (1.620) (2.543) (4.012)
[0.012] [0.035] [0.196] [0.106] [0.011] [0.000]
Small Size 15012 0.4245 0.9751 0.3048 1.9962 0.5833 1.6648 0.5652 0.5900 0.4009 0.5443 0.4019
(6.182) (2.296) (3.276) (2.563) (4.059) (3.296)
[0.000] [0.023] [0.001] [0.011] [0.000] [0.001]
Retail
Big Size 3.7151 0.3698 9.2219 0.3842 5.5937 0.3568 10.538 0.3395 1.8176 0.4236 -0.0081 0.3879
(1.973) (1.931) (4.176) (3.725) (2.147) (-0.022)
[0.052] [0.057] [0.000] [0.000] [0.033] [0.983]
Small Size 17674 0.6482 4.6516 0.5465 -1.7820 0.3451 0.3713 0.3258 0.4267 0.3307 0.0823 0.3077
(4.369) (2.589) (-0.797) (0.315) (2.241) (2.328)
[0.000] [0.011] [0.427] [0.754] [0.026] [0.021]
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Table4 Value relevance of earnings (continued)

Panel C Period I: 1979 - 1985 Period 11: 1986 - 1992 Period I11: 1993 - 2000
ol Adj. R? NI Adj. R ol Adj. R? NI Adj. R? ol Adj. R? NI Adj. R?
Construction
High B/M 0.8715 0.3321 1.8094 0.3126 2.1521 0.5535 4.1349 0.5318 0.5007 0.5019 0.1321 04723
(5.074) (5.188) (5.411) (2.854) (6.707) (2.302)
[0.000] [0.000] [0.000] [0.005] [0.000] [0.022]
Low B/M 0.8359 0.1710 1.2195 0.1498 47192 0.5113 6.9116 0.4618 0.1640 0.2470 0.0819 0.2528
(5.071) (5.054) (4.425) (4.303) (0.738) (2.844)
[0.000] [0.000] [0.000] [0.000] [0.461] [0.005]
Real Estate
High B/M 0.2857 0.2019 0.8280 0.2430 7.7631 0.7141 8.9664 0.6474 0.1609 0.4648 0.0661 0.4644
(1.368) (3.236) (4.847) (1.441) (0.981) (1.754)
[0.180] [0.003] [0.000] [0.156] [0.329] [0.082]
Low B/M -4.4671 0.1786 -7.1015 0.2558 9.4909 0.6158 36.554 0.7003 1.1977 0.3607 0.6520 0.3172
(-1.630) (-1.842) (1.964) (2.634) (2.310) (2.291)
[0.111] [0.073] [0.055] [0.011] [0.023] [0.024]
Trade &
Wholesale
High B/M 0.8182 0.3721 1.4943 0.3606 2.7909 0.6261 2.3627 0.5768 0.7937 0.4888 04821 0.4664
(4.486) (4.194) (5.396) (2.580) (3.699) (3.793)
[0.000] [0.000] [0.000] [0.010] [0.000] [0.000]
Low B/M 2.7596 0.3817 1.2181 0.2252 2.5365 0.4362 3.7977 0.4340 1.2922 0.2271 0.7831 0.2247
(7.857) (1.944) (2.804) (2.581) (4.547) (4.832)
[0.000] [0.053] [0.005] [0.010] [0.000] [0.000]
Retail
High B/M 2.0735 0.7940 6.0375 0.7125 2.8524 04728 2.5861 0.4572 0.5546 0.3968 0.1609 0.3768
(8.757) (4.108) (4.361) (3.538) (1.451) (1.059)
[0.000] [0.000] [0.000] [0.001] [0.148] [0.291]
Low B/M 2.5591 0.2731 7.2032 0.3309 0.3848 0.2978 5.5341 0.3118 0.7291 0.3604 0.0872 0.3144
(1.577) (1.766) (0.121) (1.314) (3.589) (2.540)
[0.118] [0.081] [0.904] [0.191] [0.000] [0.012]

Each cell shows as follows: Top = Estimated Coefficients, (Middle) = t-value using heteroscedasticity-consistent covariance matrix (White’s t), [Bottom] = p-value (two-tailed).
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Table5 Comparison of leverage ratio and book-to-market ratio between small and big size groups

Period I: 1979 - 1985

Period 11: 1986 - 1992

Period 111: 1993 - 2000

Small Size Big Size DIFF Small Size Big Size DIFF Small Size Big Size DIFF
Construction
D/M 2.9634 4.6014 - 7591 *x* 1.2084 1.5935 - 4360 *** 3.7209 4.4034 - 2411 **
2.6696 4.2689 - 7039 *** 0.9497 1.2302 - 3868 *** 2.2412 2.7065 - 4241 A
B/M 0.7170 0.7049 0.533 0.3242 0.3387 - 1.045 0.9656 1.0455 -1821 *
0.7024 0.7053 - 0.565 0.2821 0.3138 - 1.230 0.7417 0.8186 - 2208 **
Real Estate
D/M 2.1508 3.1756 - 1635 1.0130 1.8532 - 2169 ** 3.7247 7.1510 - 3043 *xx
1.5951 1.3947 1.068 0.6772 0.8964 - 1538 1.9547 4.3979 - 2863 ***
B/M 0.4360 0.4468 - 0.240 0.3268 0.3436 - 0.3% 0.8602 1.1176 - 2613 ***
0.3760 0.3958 - 0403 0.2752 0.2831 - 0141 0.7108 0.8236 - 1.389
Trade &
Wholesale
D/IM 7.2851 5.9156 2483 ** 2.5888 1.7570 4305 ** 3.4255 3.0527 1.455
5.2525 45885 1.022 1.3778 1.2398 1811 * 1.7100 1.9091 - 2105 **
B/M 0.5025 0.6711 - 6813 *** 0.3880 0.4882 - 5340 *** 0.8361 1.2508 - 10151 ***
0.4989 0.6395 - 6072 *** 0.3625 04434 - 4518 *** 0.7213 1.0447 - 9945 A
Retail
DIM 1.6837 2.6279 - 4006 *** 0.5783 0.9050 - 5104 *** 1.2868 2.8212 - 6410 ***
1.8842 2.6045 - 4538 *** 04103 0.7620 - 5653 *** 0.8572 1.8179 - 8323 ***
B/M 0.5554 0.6298 - 2109 ** 0.2891 0.4209 - 5652 *** 0.6249 0.8534 - 3044 A
05736 0.5601 0.598 0.2817 0.3886 - 5189 *** 0.5148 0.7819 - 5983 ***

D/M = debt-to-equity ratio, B/M = book-to-market ratio.  Upper (lower) line represents the mean (median) and Diff shows the results of t test (Mann-Whitney test).

* Significant at the 0.10 level (two-tailed), ** Significant at the 0.05 level (two-tailed), *** Significant at the 0.01 level (two-tailed).
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Table6 Effect of the higher leverage on the quality of earnings within size controlled groups

Panel A Period I: 1979 - 1985 Period I1: 1986 - 1992 Period I11: 1993 - 2000
ol D*Ol Adj. R? ol D*Ol Adj. R? ol D*Ol Adj. R?
Construction
Big Size 1.1569 -04112 0.2271 4.6726 -1.4601 0.4523 04210 -0.4099 0.3675
(4.857) (-2.250) (3711) (-1.720) (0.733) (-1.129)
[0.000] [0.025] [0.000] [0.086] [0.464] [0.259]
Small Size 0.9414 -0.6941 0.1474 3.7105 -1.2597 0.5454 0.6549 - 0.5556 0.2943
(3.871) (-2.953) (6.406) (-2.616) (1.922) (-1.998)
[0.000] [0.004] [0.000] [0.009] [0.055] [0.046]
Real Estate
Big Size 3.1417 -1.0897 0.1602 25.473 -9.5021 0.7565 24915 -2.0196 0.4600
(1.564) (-1.238) (2.754) (-2.089) (2.130) (-1.838)
[0.126] [0.223] [0.008] [0.042] [0.036] [0.069]
Small Size -1.4636 15376 0.0458 5.3607 1.0624 0.7497 0.8616 -0.6000 04772
(-1177) (1.159) (3.492) (0.931) (2.015) (-1.225)
[0.247] [0.255] [0.001] [0.356] [0.047] [0.223]
Trade &
Wholesale
Big Size 15206 -0.8479 0.1589 1.8419 -0.6750 0.3512 24239 -1.9007 0.2467
@.777) (-2111) (1.630) (-1.107) (4.073) (-4.729)
[0.006] [0.036] [0.104] [0.269] [0.000] [0.000]
Small Size 1.4500 0.0985 04217 2.0643 -0.1536 0.5820 0.7779 -0.2679 0.4020
(5.426) (0.363) (2.993) (-0.301) (2.493) (-0.943)
[0.000] [0.717] [0.003] [0.764] [0.013] [0.346]
Retail
Big Size 5.1106 -2.4078 0.4740 6.7699 -1.6299 0.3611 33111 -2.6184 0.4694
(2.312) (-2.196) (4.001) (-1.317) (3.020) (-3.167)
[0.023] [0.031] [0.000] [0.190] [0.003] [0.002]
Small Size 1.3366 0.4878 0.6543 -3.0611 2.3624 0.3618 0.5515 -0.1995 0.3293
(3.272) (1.352) (-1.127) (1.615) (1.316) (-0.434)
[0.002] [0.180] [0.262] [0.109] [0.190] [0.665]
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Table 6 Effect of the higher leverage on the quality of earnings within size controlled groups (continued)

Panel B Period I: 1979 - 1985 Period 11: 1986 - 1992 Period 111: 1993 - 2000
NI D*NI Adj. R? NI D*NI Adj. R? NI D*NI Adj. R?
Construction
Big Size 2.0487 -1.0559 0.1913 45877 -2.7379 0.4039 -0.0828 0.1688 0.3633
(4.222) (-2.636) (3.109) (-1.757) (-0.097) (0.194)
[0.000] [0.009] [0.002] [0.080] [0.923] [0.846]
Small Size 15125 -1.0236 0.1259 6.1369 -2.3765 0.4970 0.0431 0.0324 0.2766
(3.494) (-2.392) (4.284) (-1.622) (0.213) (0.153)
[0.001] [0.018] [0.000] [0.106] [0.831] [0.878]
Real Estate
Big Size 9.7037 -1.7937 0.2553 8.2799 -3.6212 0.6027 2.0569 -1.8894 0.3786
(2.558) (-1.038) (0.421) (-0.384) (1.263) (-1.153)
[0.014] [0.305] [0.676] [0.703] [0.209] [0.252]
Small Size - 4.6607 5.0939 0.1507 14.492 2.7750 0.7565 0.3983 -0.3070 0.4594
(-1.607) (1.678) (3.418) (1.220) (1.185) (-0.895)
[0.117] [0.103] [0.001] [0.228] [0.239] [0.373]
Trade &
Wholesale
Big Size 2.0054 -2.1731 0.1352 26370 0.6084 0.3498 2.8852 -2.4689 0.2287
(2.466) (-2311) (1531) (0.392) (2.383) (-2.008)
[0.015] [0.022] [0.127] [0.695] [0.017] [0.045]
Small Size 1.6441 -0.8488 0.3105 25032 -1.2102 0.5669 0.8538 -0.4647 0.4067
(3.031) (-1519) (2.604) (-1.287) (1.893) (-1.012)
[0.003] [0.131] [0.010] [0.199] [0.059] [0.312]
Retail
Big Size 11.308 -4.3581 0.4568 11.829 -2.3969 0.3387 5.9307 -6.2719 0.4832
(2.175) (-2.118) (3.635) (-0.901) (2.871) (-3.028)
[0.032] [0.037] [0.000] [0.369] [0.005] [0.003]
Small Size 3.4806 1.6583 0.5677 -2.8348 34373 0.3303 0.1101 -0.0301 0.3042
(2.981) (1.581) (-0.989) (1.488) (0.535) (-0.145)
[0.004] [0.118] [0.325] [0.139] [0.593] [0.885]

Each cell shows as follows: Top = Estimated Coefficients, (Middle) = t-value using heteroscedasticity-consistent covariance matrix (White’s t), [Bottom] = p-value (two-tailed).



Table 7 Results by controlling loss samples (1)

Industry Period, X Group X D*X D *X D*D *X Adj. R?
@ Construction 11,0l Big Size 1.4846 -1.0026 -3.5525 3.3492 0.4538
(7.050) (-6.471) (-5.558) (5.405)
[0.000] [0.000] [0.000] [0.000]
() II,NI Big Size 4.6486 -2.6874 -0.3424 0.4020
(2.516) (-1.462) (-0.112)
[0.012] [0.145] [0.911]
3) I, NI Big Size 25247 -1.0384 - 3.8950 24345 0.4297
(5.941) (-2.098) (-5.135) (3222
[0.000] [0.036] [0.000] [0.001]
) I, NI Small Size 2.4396 -1.0008 -2.6616 1.2577 0.3137
(6.061) (-2.090) (-5.759) (2.309)
[0.000] [0.037] [0.000] [0.021]
5) Real Estate I, NI Big Size 5.3663 -32391 -7.3997 5.3636 0.4682
(2.1412) (-1.670) (-2.313) (2.158)
[0.035] [0.098] [0.023] [0.033]
6) Trade & I, ol Small Size 1.5435 -0.3810 -3.8472 2.8972 0.4389
Wholesale (7.110) (-1.940) (-2.026) (1.509)
[0.000] [0.053] [0.043] [0.137]
7 Retail I, ol Small Size 2.3609 -1.3426 -2.9673 2.0247 0.4424
(5.888) (-2.530) (-4.236) (2.675)
[0.000] [0.012] [0.000] [0.008]
8) I, NI Small Size 2.9669 -1.3215 -31158 15198 0.4391
(4.607) (-1.859) (-4.418) (2.029)
[0.000] [0.065] [0.000] [0.044]

Each cell shows as follows: Top = Estimated Coefficients, (Middle) = t-value using heteroscedasticity-consistent covariance matrix
(White’s t), [Bottom] = p-value (two-tailed).

Table8 Summary of verifying the hypothesis (1)

Period | Period Il Period 111
ol NI ol NI ol NI
Construction  Big Size Yes Yes Yes Yes Yes
Small Size Yes Yes Yes Yes Yes
Real Estate  Big Size Yes Yes Yes
Small Size
Trade & Big Size Yes Yes Yes Yes
Wholesale Small Size Yes
Retail Big Size Yes Yes Yes Yes
Small Size Yes Yes

“Yes” means that the hypothesis is supported at the 0.10 level (two-tailed).
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Table9 Comparison of leverage ratio and size between low and high B/M groups

Period I: 1979 - 1985

Period 11: 1986 - 1992

Period 111: 1993 - 2000

Low B/M High B/M DIFF Low B/M  High B/IM DIFF Low B/M  High B/M DIFF
Construction
D/M 35101 4.0407 - 2201 ** 1.3403 1.4590 - 1.329 3.8139 4.3097 - 1749 *
2.8651 3.8018 - 2811 ** 1.0151 1.1339 - 0.829 2.1300 2.8512 - 4935 Axx
Size 25,294 34,199 - 2450 ** 167,460 109,165 3201 *** 82,901 58,324 3495 A
14,038 16,677 - 2001 ** 76,728 50,488 3292 A 30,895 23,074 3183 ***
Real Estate
D/IM 1.4973 3.9203 - 4073 *** 0.6750 2.2030 - 4139 *x* 3.4100 74715 - 3645 ***
1.1324 2.2716 - 3494 xx* 0.4735 1.0538 - 5166 *** 1.4264 4.6289 - 6032 ***
Size 93,883 42,168 2001 ** 512,057 152,413 2926 *** 232,490 53,070 4249 FHx
20,740 21,844 - 0.853 93,224 77,039 1.494 50,081 30,938 3750 ***
Trade &
Wholesale
D/IM 6.5357 6.6732 - 0.247 24903 1.8580 3236 *** 3.2627 3.2169 0.179
5.1004 45453 0.429 1.5480 11191 3139 *= 1.8302 1.7561 0.726
Size 79,604 27,698 4363 *** 172,150 91,945 3192 ** 143576 29,803 5455 ***x
17,494 8,364 5219 *** 42,142 26,422 3849 Fx* 26,059 13431 9.061 ***
Retail
D/IM 1.8197 2.4858 - 2765 *** 0.5693 0.9142 - 5396 *** 1.8440 2.2556 -165% *
1.9626 2.3938 - 3780 *** 0.4756 0.7116 - 4989 *** 0.9760 1.6545 - 6473 ***
Size 71,296 56,688 1.012 327,931 89,909 6440 *** 359,130 51,209 4683 ***
29,219 27524 0.737 121,551 57,536 4810 **=* 83,946 32,391 6.344 ***

Upper (lower) line represents the mean (median) and Diff shows the results of t test (Mann-Whitney test).
* Significant at the 0.10 level (two-tailed), ** Significant at the 0.05 level (two-tailed), *** Significant at the 0.01 level (two-tailed).
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Table 10 Effect of the higher leverage on the quality of earnings within B/M controlled groups

Panel A Period I: 1979 - 1985 Period 11: 1986 - 1992 Period I11: 1993 - 2000
ol D*Ol Adj. R? ol D*Ol Adj. R? ol D*Ol Adj. R?
Construction
High B/M 0.8906 -0.0306 0.3292 2.5790 -0.5188 0.5557 0.6687 -0.2475 0.5061
(4.468) (-0.276) (5.245) (-1.599) (6.504) (-2615)
[0.000] [0.783] [0.000] [0.111] [0.000] [0.009]
Low B/M 1.2044 -0.5352 0.1808 6.8128 -2.7294 0.5380 0.5590 -0.5423 0.2565
(5.494) (-1.981) (6.081) (-2.825) (1.012) (-1.199)
[0.000] [0.049] [0.000] [0.005] [0.312] [0.233]
Real Estate
High B/M 0.2786 0.0106 0.1785 8.7516 -2.2745 0.7269 1.0916 -1.0547 0.4914
(0.587) (0.019) (5.346) (-1.840) (1.674) (-1.581)
[0.561] [0.985] [0.000] [0.072] [0.097] [0.117]
Low B/M -5.3242 1.9247 0.1756 17.816 -10.398 0.6941 2.3353 -1.6586 0.4047
(-1.745) (1.021) (2.607) (-2.032) (2.325) (-1.622)
[0.089] [0.313] [0.012] [0.047] [0.022] [0.108]
Trade &
Wholesale
High B/M 0.9639 -0.4740 0.4095 2.8892 -0.1776 0.6253 1.2493 -0.6404 0.5021
(5427) (-3548) (4.737) (-0.455) (5:597) (-3122)
[0.000] [0.000] [0.000] [0.650] [0.000] [0.002]
Low B/M 3.5705 -1.1725 0.4042 3.8004 -2.1450 0.4534 2.2625 -1.5356 0.2493
(6.898) (-2.848) (4.153) (-3.249) (4.868) (-3.824)
[0.000] [0.005] [0.000] [0.001] [0.000] [0.000]
Retail
High B/M 1.9228 0.1623 0.7929 2.3892 0.6024 04722 0.0917 0.7906 04101
(6.523) (0.669) (3.030) (1.005) (0.118) (1.050)
[0.000] [0.505] [0.003] [0.317] [0.906] [0.295]
Low B/M 41139 - 2.6477 0.3696 -0.0293 0.7753 0.2936 26771 -2.3338 04179
(1.913) (-1.927) (-0.007) (0.329) (3.503) (-2.863)
[0.059] [0.057] [0.994] [0.743] [0.001] [0.005]

34



Table 10 Effect of the higher leverage on the quality of earnings within B/M controlled groups (continued)

Panel B Period I: 1979 - 1985 Period 11: 1986 - 1992 Period I11: 1993 - 2000
NI D*NI Adj. R? NI D*NI Adj. R? NI D*NI Adj. R?
Construction
High B/M 1.7513 0.1798 0.3110 45291 -0.6448 0.5313 0.3533 -0.2740 0.4758
(4.708) (0.678) (3.915) (-0.657) (2.101) (-1.568)
[0.000] [0.499] [0.000] [0512] [0.036] [0.117]
Low B/M 2.1148 -1.1466 0.1567 9.5503 - 3.6462 0.4682 -0.6134 0.7129 0.2655
(3.806) (-1.824) (6.576) (-2.085) (-0.846) (0.971)
[0.000] [0.070] [0.000] [0.038] [0.398] [0.332]
Real Estate
High B/M 0.5721 0.3301 0.2225 9.0189 -0.6515 0.6404 0.4469 -0.4063 04712
(0579) (0.300) (1.419) (-0.200) (1.091) (-0.950)
[0.566] [0.766] [0.162] [0.843] [0.278] [0.345]
Low B/M -9.7684 6.3733 0.3058 41.645 -12.836 0.7227 2.0056 - 1.6696 0.3420
(-2.586) (1.762) (2572) (-1.531) (1.639) (-1.309)
[0.013] [0.086] [0.013] [0.132] [0.104] [0.193]
Trade &
Wholesale
High B/M 1.8223 -1.0174 0.3956 3.0042 -0.9471 0.5787 1.4923 -1.1557 0.4805
(4.996) (-3.428) (3332 (-1.1296) (3.828) (-2.827)
[0.000] [0.001] [0.001] [0.233] [0.000] [0.005]
Low B/M 4.8763 -4.0418 0.2810 5.0151 -2.8058 0.4390 1.7050 -1.1109 0.2338
(4.625) (-3.887) (2.431) (-1.594) (2.587) (-1641)
[0.000] [0.000] [0.016] [0.112] [0.010] [0.101]
Retail
High B/M 5.0918 1.2017 0.7257 1.9962 0.6120 0.4538 -0.4625 0.7327 0.4047
(4.929) (1.685) (1.461) (0.476) (-0.667) (1.046)
[0.000] [0.096] [0.146] [0.635] [0.505] [0.297]
Low B/M 8.9774 -4.1025 0.3781 7.1518 -3.1364 0.3104 1.4155 -1.3404 0.3254
(1.956) (-1.837) (1.490) (-0.907) (0.638) (-0.601)
[0.054] [0.070] [0.139] [0.366] [0.524] [0.548]

Each cell shows as follows: Top = Estimated Coefficients, (Middle) = t-value using heteroscedasticity-consistent covariance matrix (White’s t), [Bottom] = p-value (two-tailed).
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Table 11  Results by controlling loss samples (2)

Industry Period, X Group X D*X D *X D*D *X Adj. R?

€h) Construction 11,0l Low B/M 2.0638 - 1.5602 -5.0059 45709 0.4040
(9.841) (-8.297) (-5.630) (5.043)
[0.000] [0.000] [0.000] [0.000]

@ IILNI Low B/M 12.859 -1.6982 -10.165 15.335 0.5000
(9.222) (-1.078) (-1.105) (0.226)
[0.000] [0.282] [0.270] [0.821]

3 I, NI Low B/M 2.8289 16173 -4.3899 0.0075 0.3506
(5.087) (2433) (-5.250) (1.080)
[0.000] [0.015] [0.000] [0.280]

(4)  Real Estate 1,0l High B/IM 2.0045 -1.1669 -1.9814 1.0130 0.5057
(2.097) (-1.564) (-1.699) (11212)
[0.039] [0.121] [0.093] [0.265]

(5) I, NI High BIM 3.0555 -2.9974 -3.1423 3.1227 0.5350
(3.955) (-3.923) (-3.724) (3.760)
[0.000] [0.000] [0.000] [0.000]

6) Trade & I, NI Low B/M 31331 -2.9551 -3.3838 3.7708 0.2584
Wholesale (2.347) (-2.700) (-2.200) (3122)
[0.019] [0.007] [0.028] [0.002]

(7)  Retail I, NI Low B/M 8.5684 -6.2112 - 11516 9.1758 05175
(5.017) (-3.726) (-3.819) (3143)
[0.000] [0.000] [0.000] [0.002]

Each cell shows as follows: Top = Estimated Coefficients, (Middle) = t-value using heteroscedasticity-consistent covariance matrix
(White’s t), [Bottom] = p-value (two-tailed).

Table 12 Summary of verifying the hypothesis (1)

Period | Period 11 Period 111
ol NI ol NI Ol NI

Construction  High B/IM Yes

Low B/M Yes Yes Yes Yes
Real Estate  High B/IM Yes

Low B/M Yes
Trade & High B/M Yes Yes Yes Yes
Wholesale Low B/M Yes Yes Yes Yes Yes
Retail High B/M

Low B/M Yes Yes Yes Yes

“Yes” means that the hypothesis is supported at the 0.10 level (two-tailed).
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Table 13 B/M dummy and group by size

Panel A: Ol X D*X D,*X D *X Adj. R?
Construction
Big Size Period | 2.0528 -0.4970 -1.4079 -0.9498 0.3579
(6.491) (-1.419) (-5.250) (-1.899)
[0.000] [0.157] [0.000] [0.059]
I 7.4346 -0.4579 -4.3624 -4.2352 0.5344
(4.315) (-0.352) (-3.352) (-1.261)
[0.000] [0.725] [0.001] [0.208]
1 2.3493 -1.6460 -1.6356 -4.4819 0.5023
(10.60) (-7.984) (-6.984) (-7172)
[0.000] [0.000] [0.000] [0.000]
Small Size Period | 1.7254 -1.0794 -1.1226 -1.6803 0.1802
(3.834) (-2.661) (-2.738) (-1.668)
[0.000] [0.008] [0.007] [0.097]
I 5.2910 -1.4012 -2.7337 -6.9452 0.6051
(8.059) (-1.430) (-4.548) (-1.186)
[0.000] [0.154] [0.000] [0.236]
1 2.3847 -1.7129 -1.8654 -7.5383 0.4579
(8.547) (-5.658) (-7.030) (-4.015)
[0.000] [0.000] [0.000] [0.000]
Real Estate
Big Size Period | 5.9319 -1.9037 -2.1932 -223.83 0.4098
(3.118) (-1.744) (-1.691) (-9.841)
[0.004] [0.089] [0.099] [0.000]
I 26.023 -7.9425 - 8.1966 0.7559
(2.811) (-1.421) (-1.735)
[0.007] [0.162] [0.089]
1 3.2757 - 3.0959 -2.8891 - 8.2057 0.4957
(2.494) (-2.419) (-3.096) (-2.872)
[0.014] [0.017] [0.003] [0.005]
Small Size Period | -0.3302 0.3740 0.6578 - 24.845 0.6006
(-0.245) (0.270) (0.582) (-7.735)
[0.808] [0.866] [0.565] [0.000]
] 4.2963 3.2603 -0.2552 35.376 0.7822
(3.243) (2.554) (-0.201) (3.600)
[0.002] [0.014] [0.842] [0.001]
1 1.9937 -1.2097 -1.7916 -1.0750 0.4843
(3.690) (-1.889) (-2.901) (-1.199)
[0.000] [0.062] [0.005] [0.234]
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Table 13 B/M dummy and group by size (continued)

Panel A: Ol X D*X D,*X D *X Adj. R?
Trade & Wholesale
Big Size Period | 3.5757 -2.0635 -3.1297 - 84.440 0.3559
(5.499) (-3.242) (-5.545) (-19.89)
[0.000] [0.001] [0.000] [0.000]
I 4.2943 -1.6779 -3.9422 -22.685 0.4009
(3.483) (-1.817) (-4.645) (-3.275)
[0.001] [0.070] [0.000] [0.001]
1 34774 -2.0243 -3.1312 -4.0718 0.3007
(5.349) (-4.157) (-6.102) (-2.420)
[0.000] [0.000] [0.000] [0.016]
Small Size Period | 3.7141 -0.9080 -2.5030 6.6703 0.6040
(5.507) (- 1.469) (-4.049) (2.299)
[0.000] [0.144] [0.000] [0.023]
I 6.4778 -3.0078 -4.9082 -13.905 0.6594
(6.184) (-3.030) (-5.207) (-1.265)
[0.000] [0.003] [0.000] [0.207]
1 2.3630 -0.6647 -1.0538 - 6.0044 0.4663
(5.948) (- 1.495) (-2.829) (-2.325)
[0.000] [0.135] [0.005] [0.020]
Retail
Big Size Period | 4.1403 -0.7146 2.6364 -5.7551 0.5333
(2.597) (-1.402) (1.843) (-1.275)
[0.011] [0.165] [0.069] [0.206]
I 9.3621 - 3.4337 -49121 0.3909
(3.965) (-1.548) (-2197)
[0.000] [0.124] [0.030]
1 3.8501 - 3.0648 -0.1303 -1.0687 04735
(2421) (-2.483) (-0.092) (-0.852)
[0.016] [0.014] [0.927] [0.395]
Small Size Period | 0.9323 1.0876 0.8876 -1.6922 0.7305
(2.333) (2.840) (2.016) (-2.015)
[0.022] [0.006] [0.047] [0.047]
] 2.5584 -0.6252 -1.8833 - 24505 0.5176
(1.693) (-0.366) (-0.974) (-8.945)
[0.093] [0.715] [0.332] [0.000]
1 1.7361 -1.2167 0.9022 -2.3808 04418
(4.146) (-2.213) (1519 (-2.996)
[0.000] [0.028] [0.131] [0.003]
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Table 13 B/M dummy and group by size (continued)

Panel B: NI X D*X D,*X D *X Adj. R2
Construction
Big Size Period | 4.1757 -1.0374 -3.1387 -2.2611 0.3026
(5.697) (-1.319) (-5.027) (-2.211)
[0.000] [0.189] [0.000] [0.028]
I 10483 1.6508 -7.6477 -11.068 0.4620
(5.282) (0.656) (-4.399) (-3318)
[0.000] [0.512] [0.000] [0.001]
i 40303 -1.6107 -3.1472 -5.6682 0.4832
(6.586) (-1518) (-5.459) (-7.304)
[0.000] [0.129] [0.000] [0.000]
Small Size Period | 29923 -1.7952 -2.3008 -1.9998 0.1453
(3.266) (-2.168) (-2.737) (-1.276)
[0.001] [0.031] [0.007] [0.203]
I 11431 -0.0887 - 6.8902 -13.759 0.5987
(7.489) (-0.042) (-4.565) (-5.275)
[0.000] [0.967] [0.000] [0.000]
[ 43238 -1.2624 -4.0428 -4.6912 0.3748
(7.641) (-1.839) (-7.075) (-6.739)
[0.000] [0.067] [0.000] [0.000]
Real Estate
Big Size Period | 11.033 -2.2430 -3.2254 0.2395
(2.785) (-1.108) (-1.170)
[0.008] [0.275] [0.249]
I 34131 -16.520 -41.741 0.7593
(2.196) (-1612) (-3119)
[0.033] [0.113] [0.003]
[l 6.0500 -4.9387 -5.1742 -10.060 0.4903
(2417) (-1.596) (-2.893) (-3142)
[0.018] [0.114] [0.005] [0.002]
Small Size Period | 1.4458 0.1353 0.0021 -24.233 0.6229
(0.512) (0.031) (0.001) (-6.693)
[0.613] [0.975] [0.999] [0.000]
1l 22288 7.9409 -5.9591 -6.7264 0.8005
(4.994) (2282) (-2.169) (-1.644)
[0.000] [0.027] [0.035] [0.107]
[ 3.3116 -2.0142 -4.419 -2.8139 0.4690
(2.658) (-1.250) (-2.870) (-1.924)
[0.009] [0.214] [0.005] [0.057]
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Table 13 B/M dummy and group by size (continued)

Panel B: NI X D*X D,*X D *X Adj. R?
Trade & Wholesale
Big Size Period | 6.5328 - 3.2495 -6.3790 -8.8615 0.2556
(5.347) (-1.951) (-5.616) (-2.652)
[0.000] [0.053] [0.000] [0.009]
I 5.4267 1.1592 -6.2673 -4.0349 0.3893
(1.699) (0.462) (-2.444) (-0.422)
[0.090] [0.645] [0.015] [0.673]
1 6.7949 - 3.2006 - 6.5366 -9.1939 0.3061
(10.31) (-2.649) (-5.647) (-12.45)
[0.000] [0.008] [0.000] [0.000]
Small Size Period | 6.8212 -4.7365 -5.3391 -3.2190 0.4553
(4.341) (-2.800) (-3.626) (-2270)
[0.000] [0.006] [0.000] [0.024]
I 12.968 -6.7129 -10.789 -20.193 0.6557
(6.798) (-3.185) (-5.855) (-3.255)
[0.000] [0.002] [0.000] [0.001]
1 2.5427 -1.0700 -1.0728 -2.6161 0.4484
(1.656) (-0.709) (-0.810) (-1.629)
[0.098] [0.478] [0.418] [0.104]
Retail
Big Size Period | 9.0909 -1.0180 6.2791 -19.968 0.5452
(2.654) (-0.976) (2.106) (-1.911)
[0.010] [0.332] [0.038] [0.060]
I 17521 -5.9196 -10.603 0.3701
(3.746) (-1.263) (-2.240)
[0.000] [0.209] [0.027]
1 9.4687 -5.9387 -0.3323 -16.069 0.5248
(3.098) (-2.395) (-0.129) (-3.785)
[0.002] [0.018] [0.901] [0.000]
Small Size Period | 24724 3.3787 1.3773 -3.2360 0.6389
(2.336) (3.126) (1.536) (-2.096)
[0.022] [0.002] [0.129] [0.039]
] - 1.4000 - 0.6447 -45815 17.859 0.3129
(-0.319) (-0.173) (-1.044) 0.871)
[0.751] [0.863] [0.298] [0.385]
1 2.9984 -2.9893 -0.0869 -3.1430 04351
(3.470) (-3.156) (-0.080) (- 3.408)
[0.001] [0.002] [0.936] [0.001]

Each cell shows as follows: Top = Estimated Coefficients, (Middle) = t-value using heteroscedasticity-consistent covariance matrix
(White’s t), [Bottom] = p-value (two-tailed).
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Table 14 Estimated coefficients by cross-sectional regression with standardized rank variables

X De*X Dp*X D*X RK(D/M)*X  D-RK(DIM)*X DgRK(DM)*X RK(SIZEFX  RK(BM)*X Adj. R2
*) ? ? 0 0 ? ®) *) 0

1979 443897 -02541 -3.0650 -25300 -0.2367 -1.0845 2.9666 S24B52 - 28745+ 0.6795
80 1.7807** -15264* -92143* - 14734 -1.2878 25611%* - 44620 15800 -2.9003% 0.3662
81 2.0768* 0.0117 - 16492 -11676%%  -17259* 13515 451417 0.6371* - 1.4085%* 0.4287
82 1.3314* -0.3648 - 2.0847** - 2107+ 0.1967 0.0302 34671%* 0.3093 - 114504 0.0736
83 28705 -08271 -21991%* -13582%* - 1.7003** 10502 35741%* 0.1381 -19107* 0.0987
84 10559 -2.3793* -8.1427* -58205* % -4.2183%* 25738 7.3578 -04367 -7.2517% 05250
85 56377 -10464 -34856 -39862°  -28762%* 28737 2.7905 -04230 - 41719% 0.1817
86 677207 -0.1608 21.285 -56819 -5.2687*** 57828*  -13064 365677 -86124%%* 0.4026
87 14779 -0.2339 -19.058** -36192 -3.6350** 26744 10612 35080%* - 146754 0.4477
88 10.122% 00778 37792 -16.238% -16132 12992 -05874 -0.7131 -8.6078* 0.3921
89 3.1845 -16941 -30017 16314 12376 34218 461425 -6.3508*** 0.2243
90 14113 0.3896 37758 - 36,607 - 8,288 5.0089** 5.2988 -19367** - 7.4061%+* 05712
o1 4.9402%%* 15889 32141%*  -18885 -0.9478 - 2.8304** -3.6280** 18627*  -34986** 0.4254
92 55016 -03331 10929 0.8994 -30072*  -06335 -1.2053 12520%* -3.0837*+ 0.3982
93 4,5043%% 0.2830 -1.0608 -28743%% 02838 -2.3980"* 17201 0.3140 -33807* 0.2794
94 4,124+ 10597 -36486 - 41901 12020 -31707** 55610 - 1.0830** - 26137% 0.2282
95 34626 -10133 - 24670 -2.7911%* -0.3636 14871 4.4260* 0.2137 - 2.8423% 0.1095
9% 30986***  -18613* - 2.6857** -06376 - 2.4064** 1.1606 4.5729%* 20041%  -2.0608** 0.2030
97 3.9801*+* 0.1929 -0.9987 -22350%* - 11160** -04957 -1.2927 -0.5009 - 21465 03127
98 26124%  -05165 0.9762 0.4892 - 2.3660%** 0.3533 -11286 12017 - 1.7550% 0.3554
99 49468 -38903*  -16864 -14019%%*  -35587%%* 442087 3.0356* 05758 - 1.8900%+* 0.3285
2000 24520+ - 15447 -1.7839 -0.6050 -1.7707 14371 2.1933 0.5855 - 1.6087*+ 0.1072

* Significant at the 0.10 level (two-tailed), ** Significant at the 0.05 level (two-tailed), *** Significant at the 0.01 level (two-tailed).
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