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Abstract
This study examines the effect of income smoothing on the relative value-relevance of
earnings and equity book value.  Following Leuz et al. (2003), Myers et al. (2006), Tucker
and Zarowin (2006), this study uses the current year's and past four years' observations to
measure income smoothing by the negative correlation between the change in discretionary
accruals and the change in pre-discretionary income. Using Ohlson (1995) model, this study
finds that the more income smoothing, the more value-relevance increase of earnings; in
contrast, the more value-relevance loss of equity book value. Furthermore, this paper finds
that the more income smoothing, the more investors' positive reactions to the discretionary
accruals. These results are robust to using cross-sectional modified Jones model to proxy the
discretionary accruals, to controlling for debt ratio, negative earnings, return on equity,
electronic industry effect, to deflating the related variables by total assets, and to using
another income smoothing measure.
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(Healy, 1996; Healy & Wahlen, 1999; Dechow & Skinner, 2000)

(Barth, Beaver, & Landsman, 2001)

(Marquardt

& Wiedman, 2004; Whelan & McNamara, 2004; Hunt, Moyer, & Shevlin, 2000)

Ball Brown (1968) 

Ohlson (1995) Ohlson (1995) 

(Abnormal Earnings) 

(Normal Earnings) Barth Beaver Landsman (1998) Ou Sepe (2002)

(Liquidation Value) 

(Burgstahler & Dichev, 1997; Collins, Maydew, & Weiss, 1997; Black

& White, 2003; Francis & Schipper, 1999; Barth et al., 1998)

(Barth et al., 1998)

Marquardt Wiedman (2004) 

Whelan

McNamara (2004) (2008) 
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19 S2

(Chaney & Lewis, 1995; Ronen & Sadan, 1981;

Kirschenheiter & Melumand, 2005; Sankar & Subramanyam, 2001)

(Healy, 1985; Fudenburg & Tirole, 1995; Arya, Glover, & Sunder, 1998)

(Hunt et al., 2000; Tucker &

Zarowin, 2006) Hunt et al. (2000) Tucker Zarowin (2006) 

(Earnings Informativeness)

Leuz et al. (2003) Myers et al. (2006)

Tucker Zarowin (2006) 

Ohlson (1995) 1995 2005 

1. Hunt et al. (2000) Tucker 

Zarowin (2006) 

2. 

3. Whelan McNamara (2004) Marquardt Wiedman (2004) 

4. 

Collins et al. (1997) Black White
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(2003) Francis Schipper (1999) Barth et al. (1998) 

Beaver (1968) 

Ball Brown

(1968) 

(Information Perspective)

(Beaver, Clarke, & Wright, 1979)

(Earning Response Coefficient) 

(Kormendi & Lipe, 1987; Easton & Zmijewski, 1989) (Accruals)

(Subramanyam, 1996) 

1990 

(Lev & Thiagarajan, 1993) 

(Abarbanell & Bushee, 1997) 

Ohlson (1995) 

Ohlson (1995) 

(Abnormal Earnings) 

(Normal Earnings)

(Burgstahler & Dichev, 1997;

Collins et al., 1997; Black & White, 2003; Francis & Schipper, 1999; Barth et al., 1998)

(Ou & Sepe, 2002; Marquardt & Wiedman, 2004; Whelan &

McNamara, 2004; 2008)

Burgstahler

Dichev (1997) 

Collins et al. (1997) 
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19 S2

Francis

Schipper (1999) 

Collins et al. (1997) 

Barth et al. (1998) 

(Abnormal Earnings Opportunity) 

Black White

(2003) 

Ou Sepe (2002) 

Marquardt Wiedman (2004) 

Whelan McNamara (2004) 25% 

25% 

(2008) 

(Magnitude) 

1999 2003 ( ) 

Marquardt Wiedman (2004) Whelan McNamara (2004)
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1 Chaney Lewis (1995) 
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(Income Reporting Strategy)
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Leuz et al. (2003) Myers et al. (2006) Tucker 

Zarowin (2006) 

Barth et al. (1998) 

Ohlson (1995) 

Ou Sepe (2002) 

( 2)

(Black & White, 2003; Francis & Schipper, 1999; Barth et al.,

1998)

Marquardt Wiedman (2004) Whelan McNamara (2004)

(2008) 

(Healy, 1985) (Fudenburg & Tirole, 1995; Arya et al., 1998)

(Kirschenheiter & Melumand, 2005)

(Sankar & Subramanyam, 2001) Chaney 
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2 Collins Pincus Xie (1999) 
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Lewis (1995) Ronen Sadan (1981) 

(Hunt et al., 2000;

Tucker & Zarowin, 2006) Hunt et al. (2000) Tucker Zarowin (2006) 

( 3)

(Burgstahler & Dichev, 1997; Collins et al., 1997;

Barth et al., 1998; Ou & Sepe, 2002; Marquardt & Wiedman, 2004; Whelan & McNamara,

2004; 2008) ( 4) Ou Sepe (2002) 
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4

(Tucker & Zarowin, 2006)

(Noise)

(Subramanyam, 1996; Hunt et al., 2000; Tucker & Zarowin, 2006)

Barth et al. (1998) 

Ohlson (1995) Ou Sepe (2002) 

Barth et

al. (1998) 

Ou Sepe (2002) 

Collins et al. (1997) 
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Subramanyam (1996) 

Gul Leung 

Srinidhi (2003) 

Tucker Zarowin (2006) 

Leuz et al. (2003) Myers et al. (2006) Tucker Zarowin (2006)

( 5) 

Kothari Leone Wasley (2005) Jones Model (Jones,

1991) 
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5 Tucker Zarowin (2006) 
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(Kothari et al., 2005; Tucker & Zarowin, 2006)
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Corr ( DA, NDE) ( 6)

Tucker Zarowin (2006) Corr ( DA, NDE)

(Fractional Ranking) ( 7) 0 1 

IS Corr ( DA, NDE) -1 

IS Corr ( DA, NDE)

(Barth et al., 1998; Collins

et al., 1999; Ou & Sepe, 2002; Black & White, 2003; Nwaeze, 1998; Arce & Mora, 2002;

Marquardt & Wiedman, 2004; 2008) Ohlson (1995) 

IS 

IS IS (4) (4) 

Pit 0 1EPSit 2 BVit it                                                                                                                              (4)

Pit i t 

EPSit i t 

BVit i t 

it i t 

Collins et al. (1997) ( 8) (4) 

IS IS 

1 2

137

6

7

8

2005 (1101) Corr ( DA, NDE) 2005 (

) 2004 2003 2002 2001 ( ) DA

NDE

(Fractional Ranking) (Raw Ranking) 

10 1 10 0.1 1

Barth et al. (1998) Arce Mora (2002)
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Pit 0 1 EPSit it                                                                                                                                                   (5)

Pit 0 1 BVit it                                                                                                                                                       (6)

(4) ~ (6) R2 R2
(4)

R2
(5) 

R2
(6)

R2
(4)

R2
(6)

R2
(4)

R2
(5)

1 IS 

IS 2 

IS IS 

IS

IS (

2003)

( 2001)

(7)

Pit i t 

EPSit i t 

BVit i t 

ISit i t 

YearTit i t t T 1 0

(7) 2 3

Ohlson (1995) 2

4*IS 3 5*IS IS 

IS 

IS 4 5

(H1) IS 4 

138

(7)
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140

10,876 IS 1,733 

9,143 2,787 

6,356 2 2 

3,250 6,356 51.13%
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3 Panel A 

28.3449 IS 0.4793 1.2559

14.9011

-0.1055 1.3614 IS 0.4730 

IS IS 

3 Panel B 3 Panel B 
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19 S2

Panel A IS EPS R2 (0.15) IS 

EPS R2 (0.09) H1 IS BV R2 (0.02) 

IS BV R2 (0.05) H2 Panel B IS 

IS EPS BV IS EPS 

(8.22) IS (5.66) IS BV (1.43)

IS (1.99) H1 H2 ( 10)

143

10 6,297 5

Panel A IS EPS R2 (0.145) IS EPS R2 (0.076)

H1 IS BV R2 (0.014) IS BV R2

(0.034) H2 Panel B IS EPS (10.68) 

IS (6.49) IS BV (1.48) IS (1.97) 

H1 H2 12 

4 Pit = 0 + 1 EPSit + 2 BVit + it

5 Pit = 0 + 1 EPSit + it

6 Pit = 0 + 1 BVit + it
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(7) 6 (7)

6 (7) Ohlson EPS 

BV 1% IS*EPS 5.14

(t=3.11) 1% H1 

IS*BV -1.49 (t=-2.57) 1% 

H2 

Subramanyam (1996) 

(7) (DA) (NDE)

(8) 6 (8) 6 

(8) DA NDE BV 1% H3 

IS*DA 5.49 (t=3.59) 1% 

H3 

IS*NDE 5.02 (t=3.05) 1% 

H1 IS*BV -1.48 (t=-2.53) 5% 

H2 ( 11) ( 12)

144

11

12

6,297 6

6 (7) H1 IS*EPS 7.18 (t=2.08) 5% 

H1 H2 IS*BV -1.36 (t=-1.99) 5% 

H2 6 (8) H3 IS*DA 

6.56 (t=2.00) 5% H3 (8) IS*BV 

-1.34 (t=-1.96) 5% H2 12

5 6,351 (7) (8) 

H1 H2 (7) H1 

IS*EPS 4.94 (t=2.97) 1% H1 H2 

IS*BV -1.53 (t=-2.64) 1% H2 

H3 (8) H3 IS*DA 5.29 (t=3.43)

1% H3 6 
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(9)

(10)

Barth et al. (1998) 

(Jan & Ou, 1995; Barth et al., 1998; Collins et al., 1999)

Burgstahler Dichev (1997) (ROE) 

ROE 

(7) (8) 

(LEV) (LOSS) (ROE)

(7) (8) (7) (8) 

(9) (10) (9) (10) 

CONTROLjit i t j 

K

CONTROLjit (7) (8) 

(LEV) (LOSS) (ROE) 

7 7 (9) H1 IS*EPS 

4.59 (t=2.85) 1% H1 IS*BV -1.67 (t=

-3.02) 1% H2 

(10) H3 IS*DA 4.86 (t=3.13)

1% H3 
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19 S2

147

( 13)

13 LEV, ROE, LOSS EPS

DA NDE BV 

(N=6,356) t 

t H2

H1 H3 (N=3,250)

H2 (N=3,106) t 

IS 

0.4894 0.4696 IS IS (

0.0198 t=2.865)
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(Guay, Kothari, & Watts, 1996)

Modified Jones Model (Dechow, Sloan, &

Sweeney, 1995) 

Kothari et al. (2005) Modified Jones Model 

RECit i t 

(2)

Modified Jones Model 

8

8 H1 H2 (9) EPS BV 

7.47 (t=8.24) 2.22 (t=6.25) 1% H1

H2 IS*EPS IS*BV 4.10 (t=2.64) -1.52 (t=-2.63)

1% H1 H2 

8 H3 (10) H3 IS*DA 

4.49 (t=2.90) 1% H3 

Modified Jones Model 

148

White

(11)
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3,250 6,356 51.13% Wang Lee Huang (2003) 

(9) (10) (

1 0) 9

H1 H2 (9) H1 

IS*EPS 4.67 (t=2.91) 1% H1

H2 IS*BV -1.71 (t=-3.07) 1% 

H2 8.85 (t=16.52)

1% H3 

H3 (10) IS*DA 4.65 (t=3.04)

1% H3 

1% 
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(9) (10) 10

( 14) 10 H1 H2 (9) H1 

IS*EPS 5.19 (t=4.21) 1% H1 

H2 IS*BV -1.41 (t=-3.84) 1%

H2 H3 (10) H3 

IS*DA 6.05 (t=4.92) 1% H3 
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14 LEV 

BV 1

LEV 
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Kothari et al. (2005) Jones Model Kothari et al. (2005)

Modified Jones Model 

(Aljifri, 2007)

(Chaney & Lewis, 1998; Hunt et al., 2000; Leuz et al., 2003) 

IS 

0 1 ISV 

ISV ( 15)

ISV (9) (10) 11 ( 16) 11

H1 H2 (9) H1 ISV*EPS

5.39 (t=4.60) 1% H1 H2

ISV*BV -1.32 (t=-2.46) 5% 

H2 H3 (10) H3 ISV*DA 

6.08 (t=5.06) 1% H3 

154

15

16

2007 11 3 21 

TEJ 6,322 
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H1~H3 

(Subramanyam, 1996; Chaney & Lewis,

1998; Hunt et al., 2000; Tucker & Zarowin, 2006)

Tucker Zarowin (2006) 

Chaney Lewis

(1995) Ronen Sadan (1981) 

Hunt et al. (2000) Tucker Zarowin (2006) 

(12) Hunt et al. (2000) Tucker Zarowin (2006) 

Subramanyam (1996) 

(12) 

DA NDE (13)

EPSit+f i t f 

(7) (8) 

(12) IS*EPS 

3

(13) IS*DA 4  

12

12 (12) 

IS*EPS 0.38 (t=3.20) 1% 

(13) 

IS*DA 0.42 (t=3.97) 1% 
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19 S2

( 17) (12) IS*EPS 0.39 (t=2.73)

(13) IS*DA 0.43 (t=3.19) 1% 

157

17 2005 2007

TEJ 6,346

12 EPSit+f  = 0 + 1 ISit + 2 EPSit + 3 ISit *EPSit+ it

13 EPSit+f  = 0 + 1 ISit + 2 DAit + 3 NDEit + 4 ISit*DAit+ 5 ISit*NDEit + it
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Leuz et al. (2003) Myers et al. (2006) Tucker Zarowin (2006)

Ohlson (1995) 1995 2005

Modified Jones Model
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19 S2

Jones Model 

Modified Jones Model 

Leuz et al. (2003) Myers et al. (2006) Tucker Zarowin (2006) 
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