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Abstract

This study examines how firm disclosure activity affects the relationship between annual
stock returns and changes in annual earnings. This study uses the Taiwanese Information
Disclosure and Transparency Ranking System (IDTRS) as a proxy for disclosure activity,
and samples were collected from Taiwanese publicly traded firms between 2005 and 2010.
Our results show that the informativeness of accounting earnings is stronger for firms
ranking higher in transparency than for other firms. In addition, we find that changes in
disclosure activity are incrementally positively related to changes in current earnings for
returns, and that disclosure activity is significantly and positively associated with firms’
future performance, though changes in disclosure activity is not. Last, the results show
that disclosure activity is positively and significantly associated with the comparability of
firms’ future financial reports.

[ Keywords ] information transparency, information disclosure and transparency ranking
system, earnings informativeness
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NE] ALY A E]FERTIRE o PSR R AT 0 HREEITENRN
INEIVEERTR - B SRR — TN E - RIEE DAMIBR DA 2005 4F Ry 1A
MR T EE R B TTHERESE NG ZENEHETELMAVFELE - 5

5 BB EMEE T A RTPUAE B AR R - R PR SR AR B 2001 2 2011 4F -
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H=E (2005 ) AT E PRI EHREVEST  SSHR 2007 HFHEEE R
Gy N BAAZ 5y N B AT R E 73 RS B B T R - AW ST E BT R B E R E I
BTN TS - B - AW TEFn R S 8BIE - I EAERE I R R HAt B &
7"4EUEY§J"(E*1“«(F; #1T¥ (Taiwan Economic Journal; TEJ) ZHA#58E /N E]VE &R E

%E%ﬁﬁgﬁ%?ﬁ%%igﬁlﬁ VS &N NGk T AT DA

IR = 22 50 UE & ae 28 Sl A S S B BRI e B MR Iy FE AR Fy
2005 ££ 2 2010 33 BRAZF T 5,550 25 5 HIAE nﬂ%ﬁéaﬁ%ﬁt%m%%ﬂ%@?
A 20T - WTFEIART R 2006 4E2E 2010 4F » HAEEARZF EOR 1,580 % HIEARN
o) 5 BT A R S B R R KA s R - SR AT Ry 2006 AE 2 2009 A - HAEAK
FER 1,250 2F - BORERERTZANER 1 -

K1 FEEFNEZFARDFHEERSFRRBAKAER

Panel A Bl B TR S SR ARKE

2005 2006 2007 2008 2009 2010 st

A 183 219 219 325 355 416 1,717
A+ 12 15 12 37 35 43 154
B 583 613 564 639 565 561 3,525
C 254 205 249 105 180 151 1,144
C- 31 54 12 19 19 135
FeAtEAE 1,032 1,083 1,098 1,118 1,154 1,190 6,675
DA o= I
TR EE (283) (233) (185) (173) (139) (112) (1,125)
g
st 749 850 913 945 1,015 1,078 5,550
Panel B BB BT RMERNEENZ ATRE

2006 2007 2008 2009 2010 st
HEiE 118 202 36 190 133 679
SEF 161 122 320 114 184 901
#EEt 279 324 356 304 317 1,580
Panel C Fill#5 B TEAE R AV E BN B RIETN 2 AR RE

2006 2007 2008 2009 st
ARz 118 199 36 186 539
Ebay 160 120 317 114 711
st 278 319 353 300 1,250

57



The Influence of Information Disclosure Transparency and Transparency Rankings on Earnings
Informativeness and Future Earnings

E2 - EEEREDNT

— ~ BURTEHGE

3 2 BRTEE B O ES G R o Rt iR (2 B TSRS R R R - A
W5 LA winsorized /7 =UBE AT 1% Bl 99% Z & H} - 35 2 Panel A BH/R B2 S
3 (AR ) HIEE 0.099 - S KRR 2 B (AEPS,) WISFHUR 0.045 - EildREERT
FAEFR (INFTR ) P80 0.060 - Hor A+ S54850H 93 (BERA - A SHcA 1,401 {EFRA -
B EHA 2,930 EEA - C HERA 1,000 EEEA - C- FEfE 126 {EFEAR o A EHE
(SIZE ) SIS B Ry 15.428 » 32 F 124 $5,015,281 (fT7T) < SEHEELLER (LEV)
Ry 0.415 - SEHIEIERFFENE (EPER ) Ry 0.240 » SEEIRERE N (EVAR ) 55 0.019 © 1§
AN FEZ M E IR EME PEAT 1.524 - $EHI R ZER ST BORE (CR ) B (3 22 HIHE (VR )
S EHN 53 B Ry 0.238 B 0.294 ©

GRS R F I RARGRE R E (3£ 2 Panel B) HIBER » B HIRE
HI80Rs 0.080 » FERR B ER BB YSEIEOR -0.005 © BRNE 5 AP IS IV Bl 2 S
Ry -0.098 » AR AE RS 679 (EREAS - #EAG SR 901 (R4S - 1 3,970
B AR R P A SR B R 57 BT A SR AR SE B A Bl TSR LR « &
ARHSE N FEIFB Ry 15.324 0 B Panel A RUFESESADL - SEHIEBELLEE 0.417 - SE
BIERFFAE M Ry 0.223 ¢ SEHE AR EE R 0.019  SEH T ESRE(EILE 1.446 - B
KA Panel A HUAEER o FEiII% B2 &8k > Bo REERL IS (73 2 HIRER S 8053 11 Ry 0.248 Eil
0.296 °

SHAN & A R AT G SR B Bl R AR AR ARG AR R T &= (22 Panel C)
BT REFEEHEEE RN (A4dj_ROA,, ) WS8R -0.006 » AAFHE & &
Vi (Adj_CFO,.) HIF¥#0k -0.003 - BrlIBFEa S 2 BB (AINFTR ) WP
B0k 0.569 » H A SRR 539 A - FEERERITFE 711 A - A
HSEEHEE R RIS (A4dj_ROA) k5 -0.007 » T /A SRS AR (E 15 HIZE Panel A B2
Panel B AHIT o SEE T EEHIRAEIE L (MTB) F 1.398 » SEEE HME (4R) F
0.129 ©
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;| 2 RARLMRETE

Panel A Eill18 B AHEER 2 BRARULEHETE (N = 5,550)

T8 RAEE 1 =UNE FE—P45 R E=r45 &AE

(mean) (stdev) (min) I8 (p25) (median) I8 (p75) (max)
AR, 0.099 0.502 -0.791 -0.213 0.020 0.278 2.184
AEPS, 0.045 1.881 -5.880 -0.780 0.050 0.870 6.380
P., 27.345 29.115 2.790 10.600 17.900 32.500 190.000
INFTR, 0.060 0.766 -2.000 0.000 0.000 1.000 2.000
PredINFTR, 0.060 0.291 -0.630 -0.139 0.058 0.254 0.788
SIZE, 15.428 1.380 12.990 14.428 15.255 16.180 19.661
LEV, 0.415 0.169 0.067 0.286 0.421 0.539 0.801
BETA, 0.874 0.330 0.106 0.646 0.906 1.109 1.597
EPER, 0.240 0.316 -0.492 0.012 0.229 0.472 0.990
EVAR, 0.019 0.014 0.003 0.010 0.015 0.022 0.084
MTB, 1.524 1.020 0.288 0.837 1.251 1.896 5.958
CR, 0.238 0.167 0.006 0.106 0.200 0.339 0.717
VR, 0.294 0.168 0.028 0.161 0.271 0.406 0.751
Panel B Bl 18 BTSRRIV EENZ ARG IMERET 2 (N = 1,580)

mean stdev min p25 median p75 max
AR, 0.080 0.486 -0.791 -0.215 0.013 0.262 2.184
AEPS, -0.005 1.802 -5.880 -0.805 0.020 0.840 6.380
P, 25.595 27.884 2.790 9.990 17.000 30.075 190.000
INFTR, -0.098 0.919 -2.000 -1.000 0.000 1.000 2.000
AINFTR, 0.570 0.495 0.000 0.000 1.000 1.000 1.000
SIZE, 15.324 1.311 12.990 14.396 15.172 16.037 19.661
LEV, 0.417 0.170 0.067 0.287 0.422 0.545 0.801
BETA, 0.871 0.304 0.106 0.660 0.911 1.089 1.597
EPER, 0.223 0.317 -0.492 -0.003 0.213 0.462 0.990
EVAR, 0.019 0.014 0.003 0.010 0.016 0.023 0.084
MTB, 1.446 0.955 0.288 0.801 1.202 1.779 5.958
CR, 0.248 0.171 0.006 0.109 0.211 0.351 0.717
VR 0.296 0.172 0.028 0.156 0.272 0.410 0.751

it
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Panel C Bl 1552 T h#% R0 B BN EAR AR B ARUAR I E#RETE (N = 1,250)

mean stdev min p25 median p75 max
Adj_ROA, -0.006 0.071 -0.252 -0.036 -0.003 0.032 0.175
Adj_CFO,, -0.003 0.101 -0.349 -0.055 -0.005 0.054 0.280
PredINFTR, 0.002 0.279 -0.670 -0.186 -0.002 0.191 0.702
AINFTR, 0.569 0.495 0.000 0.000 1.000 1.000 1.000
Adj_ROA, -0.007 0.073 -0.253 -0.038 -0.002 0.032 0.203
SIZE, 15.343 1.313 13.086 14.423 15.197 16.048 19.486
LEV, 0.421 0.168 0.089 0.288 0.427 0.549 0.787
MTB, 1.398 0.962 0.269 0.728 1.131 1.750 5.735
AR 0.129 0.547 -0.879 -0.168 0.061 0.307 2.817

it

B EEGEE

AR, BRI - LIS IsBERREEXN NG E @ BIFE AT BRI RATREAZRMNER ; AEPS,
"“‘Hﬁffﬁfft“ﬁﬁli?ﬁﬂﬂx’#ﬂ?ﬂB?J:Hﬁfﬁff**‘ﬁﬁll?ﬁﬂﬂﬂéﬂ P, BRW)SRR{ERS 5 INFTR, : 35
%miﬁﬁﬁ‘ﬁﬁﬁAFﬁ"iZ%’:}:ﬁﬁl\F BEERERR - .ﬁﬁﬁ*%%l% A+~A-~B-~CHiC-
£k SRERR 2 ~-18-2; PredINFTR, : BR1E3C (3) f&FTZTRANE 5 AINFTR, © &Eall
?E:EE%%%E%EE)UE‘JFE?&E@%& C BRI REREFR LR 1 TRRIRRA 0 SIZE, T A
B LR ARTE (LUFRER) INBREBEE 5 LEV, : BELER > UAIRRER
FRBRLIEEMRER ; BETA,  RiEM - JRS&EINEET © EPER, | BERHEM - LEFREERAT
—FREFZ— BEE?&*EE?J@EFM?%Z {HETHRR A AT 4 FEHET 16 = 5 EVAR,  BEREIRY - HHX
Al 16 ZZFREFFEE(LHE L} MTB, | T{EHIREEL - ASRHERUSKRIREE  CR,:
RHIpR R 2 B BRI BCHE - %?“%HHx%ZE?&E”ﬁﬁEEEEHDJ:FE’E?""%U@EZF‘%?&#%HQX?@E;
VR, * #EHIRS B2 BRADTEHIRE - DUEHISE R RuntTAg R HIRIFRY - BISi&IeHIE 2 iy
REM_EMZERFRER  Ad_ROA,,, ' RIRMEBE ERINEK - BMER AR ZXEFHEE ER R
REEEREERMRPUBBMNERY - AARERRFARRIKRNTGN - LUREIERE EHRNE
2 BERMNREILAEES ZEPIFFIBR U EERLEEE 5 Adi_ CFO,,, ' RERMEHEXERS
g BENAREERYEERRTRZ AR EEERe RS EEEPUBBNERY -

S~ MBS B
%% 3 Fy Pearson MHEARENEE - B R AIE H i £ bR 00 328 B B Bl 5 B FH R R
HHEE) 2 EFHR - R EE 5% BE/KUE - FE - & BH EE A 5 Bl B R 2R AR5
(FREERMRERHEE R eE) FMAIZ2EHERE - HEREBE 1.5%
1.4% ° S5 TA & TE g e st B ] 2 AHRR (R BT AR E 0.7 » BN BB R DU = 2
FERBAME - DEUEE AR TERIEERE « S50 - ARUFFEHE— 0 f Al g R 2 2 I IR PR 3k
(Variance Inflation Factor; VIF) (%3 ) - (G AR HEEA .2 VIF B &S
1B (VIF{E <10) -+ SRR Ao TE R B B A A S AR R BE R S K -
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=~

AR ETE A B A R B B AR G T 2 B I - PR A R A R
RS B B R AV BRI 1 - B Ry i A i R T s S B B B R AR AR 34T
(—) BB EPELERAB T N BB

7 4 B e BT AL R B AR A G 2R T o EREASREUR o ZAREE R
RN 230 1% B3 EAERE ((2%0=0.986 > r=24.340) - BAFEIIFARF - BREL
ﬂﬁﬁ%&%@“é@ﬁ%@%ﬁ‘%ﬁ% BN IR R B E R AR A AR A R

HRINERS —EREAM - 2 - BRSBTS UNFTR ) BRI E—

AT B /K YE ((R8 = 0.013 > ¢ = 1.502) -~ Jt4b - FIEEIER 2 B EIEE IR FE T
HEAG IR A AL TCIA (AEPS /P, <INFTR ) INASGEF AT EIZE KEE ({8 = 0.025 » ¢t =
0.380) - ERTHEARTF - MORZRARAR 1.1 - HEHIBEOTHE - A=K (SIZE) 2 1%
B & A B /K HE ((R8 =-0.030 1 =-5.522) » BE/RNEREATA - B9 Sl & (. -
FIMEZSE (2013) B2 Jung and Kwon (2002) HUFEFAHE : BfEILE (LEV) 3£ 1% 1
IEMZEEKEE ((R% = 0.164 > + = 4.101)  BRABEEEAESAFT - EERE
M5 B Jung and Kwon (2002) HYRSRAHA] » BERFFAETE (EPER ) 3% 10% HIIEFIEE
ZKHE (R81=0.034 - t=1.666) - BURKERFTEERENAR - RERME s
7% Kormendi and Lipe (1987) B@n%%‘ s BaERE EE (EVAR ) 3 1% RV R BEE /K UE
(R = -2.627 » t = -5.764) » BURGEREBEMEFUVNYAT - BEENEaES - X
Ff Lev and Thiagarajan (1993) Eil Tucker and Zarowin (2006) FUAEHER 5 TH{EEHRE{ELL
(MTB,) 3 1% E@Eﬁ%ﬁ%ﬁﬁﬁ (128 =0.102 > t = 15.365) ~ BE/NTH{EHBIRE{ELL
RAKHIAT] - BEBINE S - &k £ 4 GRURBEHAMEE (BET4,) ~ #EH]
JEBR . BaER ST IO (CR) Eﬁiﬁ%ﬂﬁﬁﬁzwﬁ?’“?ﬁﬂ% (VR) FEAfETREE KYE -

=S BEENAEMETE BTSN ¢ o FRINEFHR AT, - LR H
FMR7R 23R 1% B EAHRE (2% = 1.007 - z=24.111) o B EIIE BTG R
Z FEHI{E (PredINFTR, ) H 4% 800 oK 2 B #f 51 B & /K% (R ¥ =-0120"1¢=
-1.335) o AN - R AR BN B S R R i A SR TR B RYAZ IR IE (UEPS,/

6 AU (3) T B FHE I PR E R ZR AR M o FOlBRRE SR Ry N RIFARL (SIZE,) s il ==
(ROE,) HHIEFIREEFHEAS R (UINFTR,) 2 1% BHE IEAHRY (t (B3 3R 14.211 Ed 2.679) : &
ZEIRL (LOSS) HaffEtR (LEV) BErRBAIEE e (({EDHR -3.677 81 -5.305) ;
NI ZERITECHE (CR,) 22 1% HYE M /KAE (A8 = -0.522 » t=-4.468) ; Byl iz
A HERIRE (VR,) 3 1% WIIEAIREEKAE ({RE = 0.429 » t = 3.543) - Fa IS ATARBE
(BIG4,) WIFREHAIEE 19% RYIE A RBEKAE (FR% = 0.11 > t = 4.078)  ° S3IENUIRFE{F R
(RECINV) ~ HEBNEE (QUICK) ~ 15 ANFFLELER (PSHARE ) HiE B #E S THE RS S (INFTR,) [E1HI
ARG A TR T HE -
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P, *PredINFTR ) HARBEATHHARFRAEAT HOEF] 10% ZBHE/KYE (28 =0.288 - ¢
1.797) » TR 1.1 - BURTEERIANEERE L% - BillEHERSIAFHEE
BRI N i o PRI - BEINER (LEV) 3Z 10% BIEmEZEKEE (%
#=0.101 > t=1.735) ; ZERFFENE (EPER ) 3£ 10% HYTE R BEEE /K HE ({780 =0.035 -
t=1.704) ; BEREERNE(EVAR) FE 1% WA M BEZ KE (R =-2928" 1=
-5.952) : THAE B IR A {E b (MTB) % 1% W IE [7) 852 7K 48 ({2 %0 = 0.106 » ¢ =
14.891) ° &tk » 3R 5 AR RMARFERAFB (SIZE,) ~ SAifEbE (BETA,) ~ #El
R FER T EOME (CR ) BAPEHIL B2 B (e hiIME (VR ) SBECE— et /K UE 7 -
(=) ARMIBEFELRG P HE B AT A BB

EERA DL EWHSRAE SR EEUR - EAE B R SR B S AR R (] 2 IR B (R AR
WA T — 2 DU e 85 s P A SR A S B PR T B R R &G I Z B AR - 35 6 KSR EH
TR FRREL FLE NN 2 1% B EAERE (R85 = 0.835 0 1 = 8.192) - EAFHEH
FEFF - 2RI - EAE R AT R SR E B (MINFTR ) (RECIGASZRI G Rk HE (R
#=0.013°1=0516) * - B - FH RN E) &R BE ST A SR AV SE B 2 22 e
JH (4EPS,/P, xAINFTR ) HIZER] 1% ZBAE/KHE ([R8 = 0.501 > ¢ = 3.027) - BdTH
HAMHFRT - BCZRAERER 1.2 - BREHEFRFIAT MR EEHERREN A
BRI s - HEHEBEOTHE - AFEIE (SIZE ) 3 10% A #EZE7KE (R
B =-0.017 » t=-1.686) ; FEREBIVE (EVAR ) 7 10% HIE [ BEZ K E ((RE =
-1.415 > t=-1.687) ; THEEEME(ELL (MTB) 2 1% WIEFBEZE/KE (78 =0.069 -
t=5.274)

(Z) ARBEFELE R I HE ARG X HZHBM

F 7 F & e BE T A S T B R AR — AR AR R 2SR AT - B R RG SREER
LN T AP A S TEU{E (PredINFTR,) HASRZE— AR BHHEE BE WINER (4d)_
ROA, ) FIARZE—FAHEVE SR (4dj_CFO,,) [EE 28 5% BB (R
=0.048 > t = 2254 ; {28 = 0.082 > t = 2.232) - BHRNENIETE PG SR B A WOERH
HYATE] - BRI — NG BT - R0 - EAE R P SR E &) (AINFTR ) B
RAKFEFEE RN (4dj_ROA ) FIRFMHEEEFSIE (A4dj_CFO,,) R

i+l it+1

7 ARSZER Aboody and Lev (1998) FY /574 - T E0HIGE BRI Ry a B AU =0 - RIS N8 75 S8 Ad SR oe
BN RE R - AR AS B SR BT R R 1 - NREEHIER R 0 - 55940 - EELEHE R EE)
=04 - $% Heckman (1979) E5R.Z WFE = - B /e#E =X (6) fHiH Mills SZELA (Inverse
Mills Ratio) » FF7 AR (5) {E Ry SoE AR B fufE = (7) - HOEEF AR IEDL -

8 DI AR &8 B Al SR H B R G i S f A e T LA BN (A — R AR &I EERS R B
Tk A+ - RS EIECR 2 - (RIGIEHE ) - HOEEFE SR -
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SEFIMETRIE K ME ((REL = -0.002 » t = -0.668 ; {Z8 = 0.002 * r = 0.302) - EAFEHA
AHERF - BORZFF AR 2 - PRGBS - EEEEEERINE (4d)_ROA ) BiLR
RIAEREE E R (4dj_ROA ) MIRFMEEHRTLEIE (4dj_ CFO,,) FHE 25
1% BEZ IEAHRE (1R85 = 0.583 » +=19.387 ; {%#1 = 0.447 » = 8.546) - B RNEIE
MRS AT HARRESURG @y ESIREELL (MTB) BRAAHE
TREEEWMR (4dj ROA, ) IEI 5% BEEITEAHR] (FR¥0 = 0.005 > 1 =2.394) - BH
AT EEIREE AR AT - RN I - BEWMER (AR ) BRZRAH
AR (4dj_ROA,,) MIZREL 1% #ZEAERM ((F8 = 0.012 ¢t = 4.136) -
BUR R E BN AESHIATE - BERERONG - ik HERPEHI B EE R AR
FHEHEE EHRMIER (A4dj_ROA ) FMIARFAEEHRTLEIE (4dj_CFO,,) MERE—
AT T REE K HE -

9 ASCEHERARAHUIABRIES R (HilaE - GEBEMIRE - 2015) - WA 4 R = FERIAH
2 o HREREARBURNE AN IR R B N BRI A F] - BN AR AN S -
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* 4 BNERTEARABRENECREER

FEHARTSE AR,
INTERCEPT ? 0.619 ***
(5.391)
AEPS, /P, + 0.986 ***
(24.340)
INFTR, + 0.013
(1.502)
(AEPS, /P, )%(INFTR,) + 0.025
(0.380)
SIZE, ? -0.030 ***
(-5.522)
LEV, + 0.164 ***
(4.101)
BETA, - -0.004
(-0.163)
EPER, + 0.034 *
(1.666)
EVAR, - -2.627 ***
(-5.764)
MTB, ? 0.102 ***
(15.365)
CR, - -0.001
(-0.017)
VR, + 0.033
(0.468)
Industry Fixed Effect Yes
Year Fixed Effect Yes
N 5,550
adj. R? 0.193
F value 40.136 ***

BE A Bt BIRIRE 1% 5% K& 10% BEEOKE o
2 BEEHIE  EERTE
3 BEEESER2 -

e,
=7

B 7 EERRBIRIIRIS RS -
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% 5 ANBETERRARRENL ZIRER - EERL TS

FRRATFSR AR,
INTERCEPT ? 0.328
(1.420)
AEPS, /P, + 1.007 ***
(24.111)
PredINFTR, + -0.120
(-1.335)
(AEPS /P, )x(PredINFTR,) + 0.288 *
(1.797)
SIZE, ? -0.011
(-0.807)
LEV, + 0.101 *
(1.735)
BETA, - -0.007
(-0.300)
EPER, + 0.035 *
(1.704)
EVAR, - -2.928 ***
(-5.952)
MTB, ? 0.106 ***
(14.891)
CR, + -0.072
(-0.815)
VR, - 0.098
(1.172)
Industry Fixed Effect Yes
Year Fixed Effect Yes
N 5,550
adj. R? 0.194
F value 40.219 ***

BE A Bt BIFRIE 1% 5% K& 10% FEEKE ©
2. BEIEHIE - EXRTEREORRERIITRES o

3. BETEEBEFR2 -
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1. Purpose

Earlier literature surmised that transparency in financial statements or information
could convey extra valuable news and claim that the level of information disclosure would
affect the relationship between annual returns and future earnings (Lundholm and Myers,
2002). However, earlier works did not consider how changes in information disclosure
affect this relationship. Healy, Hutton, and Palepu (1999) also suggest that increasing
information disclosure would increase stock returns. This issue provides the motivation
for our research, which tests the influence of the change in the transparency of information

disclosure ranking on earnings informativeness and future earnings.

2. Research Design
2.1 Hypothesis Development
Recent research mainly focuses on how the level of firms’ transparency affects
capital markets, though not the change in transparency. Importantly, the change in firms’
transparency could illustrate the trend in the information environment more clearly (Jo and

Kim, 2007). To be specific, as firms with positive changes in their information disclosure

ranking, it would encourage more investment from optimistic investors (Bushee and Noe,

2000) and help analysts decrease deviations in earnings expectations (Mensah, Song, and

Ho, 2003). Therefore, we propose that the change in the Taiwanese Information

Disclosure and Transparency Ranking System (IDTRS) ranking would bring investors

extra information and affect earnings informativeness. Based on these arguments and

empirical findings of prior research, we propose the following two hypotheses:

Hypothesis 1.1: Other things being equal, the informativeness of annual earnings is
positively related to information transparency.

Hypothesis 1.2: Other things being equal, the informativeness of annual earnings is
higher for firms with rising rather than falling rankings of
information transparency.
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Prior literature considering information disclosure ranking uses transparency
rankings from the Association for Investment and Management Research (AIMR) in the
U.S.A. (Healy et al., 1999; Bushee and Noe, 2000; Lundholm and Myers, 2002; Gelb and
Zarowin, 2002) and for Taiwan, the IDTRS (Lin, Huang, Chang, and Tseng, 2007).
Although these two ranking systems express ranking results differently, both claim that
higher rankings lead to better economic consequences. Empirical studies find a negative
relationship between cost of capital based on market values (Botosan, 1997; Barth,
Konchitchki, and Landsman, 2013) or accounting measures (Botosan and Plumlee, 2002;
Francis, Khurana, and Pereria, 2005) and ranking results announced by these two systems,
implying that firm performance increases with the level of information (Healy et al.,
1999).

Nonetheless, firms may not gain the most benefit from disclosing all information. To
clarify, transparent accounting can increase the rate of asset substitution due to decreases
in information asymmetry in the market, and it would encourage managers to hold assets
with more risk, worsening stock and debt holders’ value (Burkhardt and Strausz, 2009).
However, Fama and Laffer (1971) claim that managers would consider the cost and effect
of information disclosure to determine the optimal level of information disclosure. This
leads to the following hypothesis:

Hypothesis 2: Other things being equal, future performance is higher for firms

with rising rather than falling information transparency rankings.

2.2 Methodology

To test Hypothesis 1.1, we follow the traditional model of return-earnings
relationships, and add the IDTRS ranking variable to test whether higher ranking results
increase the informativeness of annual earnings. Further, we adopt a change model to test
Hypothesis 1.2 and to clarify whether changes in ranking results bring extra explanatory
power compared to the original model.

Considering that company characteristics affect firms’ disclosure activity (Eng and
Mak, 2003; Lang and Lundholm, 1993; Raffournier, 2006; Haniffa and Cooke, 2002), we
follow Heckman (1979) to control selection bias, and the empirical results shows a
positive relationship between IDTRS ranking results and earnings informativeness (Gelb
and Zarowin, 2002; Lundholm and Myers, 2002). However, without controlling for
selection bias, there is an insignificant relationship between the ranking results and

earnings informativeness.
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To test Hypothesis 2, we follow Gunny (2010) to measure future performance and

test whether the level and changes in IDTRS ranking results affect future performance.

3. Findings

The regression results for the change model show a significantly positive relationship
between the change in ranking results and earnings informativeness, consistent with our
hypothesis. This result is similar to Lundholm and Myers (2002) finding that the
subsample of firms with rising rather than falling rankings has a higher explanatory power
in their analysis of the earnings-return relationship. Furthermore, the results related to
future performance measured by ROA and future operating cash flow show a significantly
positive relationship between the ranking results and future performance in the first and
second year, following the year the ranking results were announced in the level model, but
an insignificant relationship in the change model.

In additional tests, we follow Lundholm and Myers (2002) and add response factors
of abnormal returns to the original change model, including unexpected contemporary
earnings and the change in future earnings. We find a similar explanatory power of the
original and adjusted models, indicating that it is reasonable to consider the change in the
information disclosure ranking in the return-earnings model. Finally, we extend the prior
literature to test how a firm’s disclosure ranking affects the comparability of financial
statements as measured by De Franco, Kothari, and Verdi (2011). The empirical results
show that a higher disclosure ranking positively affects the comparability of financial

statement in subsequent years.

4. Research limitations

There are some caveats stemming from the use of IDTRS ranking results. First,
regulatory amendments mean that the standards to rank the level of information
disclosures change annually. For example, the number of ranking standards gradually
increased from 62 items in 2003 to 114 items in 2010. This study used data from 2005 to
2010, so the ranking standards were less changeable, though it was not possible to control
for the influence of differing ranking standards for the entire research period. Furthermore,
the IDTRS uses the same standards to rank all firms’ information disclosures, so we could
not eliminate the influence of industry and scale effects on the rankings. However, this
study illustrates the contribution of information disclosure supporting the theoretical

predictions of agent theory, despite these caveats.
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5. Originality/Contribution

This study examined some scenarios that past literature on the effect of disclosures
on the return-earnings relevance does not explore. We first posited that the level and
change in IDTRS rankings would simultaneously affect the informativeness of the
accounting numbers as an explanatory variable for returns and future performance.
Second, we adopted a two-stage regression to solve the endogeneity problem and the
effect of other variables on the ranking results. Last, our additional test shows that a higher
IDTRS ranking positively affects the comparability of financial statements in the
following years. Thus, we believe that this study addresses these gaps in the previous

literature.
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