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Abstract

We hypothesize and find that (1) earnings conservatism, the tendency of firms to recognize bad
news in earnings on a more timely basis than good news, is substantially greater in portfolios of
firms with lower price-to-book ratios than in portfolios of firms with higher price-to-book ratios;
and (2) the negative association between earnings conservatism and the price-to-book ratio stems
primarily from the accrual component of earnings, not the operating cash flow component of
earnings. Our results suggest that studies using earnings-returns associations to investigate cross-
sectional or time-series differences in earnings conservatism risk drawing erroneous inferences
unless the research designs control for cross-sectional or time-series variation in price-to-book
ratios.

References

Ball, R., S. P. Kothari, and A. Robin. 2000. The effect of international institutional factors on properties of
accounting earnings. Journal of Accounting and Economics 29 (1): 1-51.

This website utilizes technologies such as cookies to enable essential site functionality, as well as for
analytics, personalization, and targeted advertising. You may change your settings at any time or accept
the default settings. You may close this banner to continue with only essential cookies. Privacy Policy

Manage Preferences

Accept All

Reject Non-Essential


https://onlinelibrary.wiley.com/journal/19113846
https://onlinelibrary.wiley.com/toc/19113846/2005/22/3
https://doi.org/10.1506/9FDN-N6ED-LJE9-A1HL
https://onlinelibrary.wiley.com/authored-by/PAE/JINHAN
https://onlinelibrary.wiley.com/authored-by/THORNTON/DANIEL+B.
https://onlinelibrary.wiley.com/authored-by/WELKER/MICHAEL
https://onlinelibrary.wiley.com/doi/epdf/10.1506/9FDN-N6ED-LJE9-A1HL
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=8&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&key=10427645&getFTLinkType=true&doiForPubOfPage=10.1506%2F9FDN-N6ED-LJE9-A1HL&refDoi=10.1016%2FS0165-4101%2800%2900012-4&linkType=PMID&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&key=WOS%3A000089624300001&getFTLinkType=true&doiForPubOfPage=10.1506%2F9FDN-N6ED-LJE9-A1HL&refDoi=10.1016%2FS0165-4101%2800%2900012-4&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D29%26publication_year%3D2000%26pages%3D1-51%26journal%3DJournal%2Bof%2BAccounting%2Band%2BEconomics%26issue%3D1%26author%3DR.%2BBall%26author%3DS.%2BP.%2BKothari%26author%3DA.%2BRobin%26title%3DThe%2Beffect%2Bof%2Binternational%2Binstitutional%2Bfactors%2Bon%2Bproperties%2Bof%2Baccounting%2Bearnings&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&doiOfLink=10.1016%2FS0165-4101%2800%2900012-4&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&key=WOS%3A000071928500001&getFTLinkType=true&doiForPubOfPage=10.1506%2F9FDN-N6ED-LJE9-A1HL&refDoi=10.1016%2FS0165-4101%2897%2900014-1&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D24%26publication_year%3D1997%26pages%3D3-37%26journal%3DJournal%2Bof%2BAccounting%2Band%2BEconomics%26issue%3D1%26author%3DS.%2BBasu%26title%3DThe%2Bconservatism%2Bprinciple%2Band%2Bthe%2Basymmetric%2Btimeliness%2Bof%2Bearnings&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&doiOfLink=10.1016%2FS0165-4101%2897%2900014-1&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://www.wiley.com/privacy

Beaver, W., and S. Ryan. 2004. Conditional and unconditional conservatism: Concepts and modeling. Working
paper, Review of Accounting Studies Conference, September.

Google Scholar &

Bliss, J. H. 1924. Management through accounts. New York: Ronald Press.

Google Scholar &

Chandra, U., C. Wasley, and G. Waymire, 2004. Income conservatism in the U.S. technology sector.
Financial Research and Policy Working Paper No. FR 04-01. Working paper, University of Rochester.

Google Scholar &

Feltham, G., and J. Ohlson. 1996. Uncertainty resolution and the theory of depreciation measurement. Journal
of Accounting Research 34 (2): 209-34.

Web of Science® [Z = Google Scholar &

Financial Accounting Standards Board (FASB). 1975. Statement of Financial Accounting Standards No. 5:
Accounting for contingencies. Norwalk, CT: FASB.

Google Scholar &

Financial Accounting Standards Board (FASB). 1980. Statement of Concepts No. 2: Qualitative
characteristics of accounting information. Norwalk, CT: FASB.

Google Scholar @

Financial Accounting Standards Board (FASB). 2001. Statement of Financial Accounting Standards No. 142:
Goodwill and other intangible assets. Norwalk, CT: FASB.

Google Scholar &

This website utilizes technologies such as cookies to enable essential site functionality, as well as for
analytics, personalization, and targeted advertising. You may change your settings at any time or accept
the default settings. You may close this banner to continue with only essential cookies. Privacy Policy

Manage Preferences

Accept All

Reject Non-Essential



https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26publication_year%3D2004%26author%3DW.%2BBeaver%26author%3DS.%2BRyan%26title%3DConditional%2Band%2Bunconditional%2Bconservatism%253A%2BConcepts%2Band%2Bmodeling&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26publication_year%3D1924%26author%3DJ.%2BH.%2BBliss%26title%3DManagement%2Bthrough%2Baccounts&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26publication_year%3D2004%26author%3DU.%2BChandra%26author%3DC.%2BWasley%26author%3DG.%2BWaymire%26title%3DIncome%2Bconservatism%2Bin%2Bthe%2BU.S.%2Btechnology%2Bsector&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&key=A1996VQ84200002&getFTLinkType=true&doiForPubOfPage=10.1506%2F9FDN-N6ED-LJE9-A1HL&refDoi=10.2307%2F2491500&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D34%26publication_year%3D1996%26pages%3D209-34%26journal%3DJournal%2Bof%2BAccounting%2BResearch%26issue%3D2%26author%3DG.%2BFeltham%26author%3DJ.%2BOhlson%26title%3DUncertainty%2Bresolution%2Band%2Bthe%2Btheory%2Bof%2Bdepreciation%2Bmeasurement&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&doiOfLink=10.2307%2F2491500&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar%3Fhl%3Den%26q%3D%250A%2BFinancial%2BAccounting%2BStandards%2BBoard%2B%2528FASB%2529.%2B1975.%2BStatement%2Bof%2BFinancial%2BAccounting%2BStandards%2BNo.%2B5%253A%2BAccounting%2Bfor%2Bcontingencies.%2BNorwalk%252C%2BCT%253A%2BFASB.%250A&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar%3Fhl%3Den%26q%3D%250A%2BFinancial%2BAccounting%2BStandards%2BBoard%2B%2528FASB%2529.%2B1980.%2BStatement%2Bof%2BConcepts%2BNo.%2B2%253A%2BQualitative%2Bcharacteristics%2Bof%2Baccounting%2Binformation.%2BNorwalk%252C%2BCT%253A%2BFASB.%250A&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar%3Fhl%3Den%26q%3D%250A%2BFinancial%2BAccounting%2BStandards%2BBoard%2B%2528FASB%2529.%2B2001.%2BStatement%2Bof%2BFinancial%2BAccounting%2BStandards%2BNo.%2B142%253A%2BGoodwill%2Band%2Bother%2Bintangible%2Bassets.%2BNorwalk%252C%2BCT%253A%2BFASB.%250A&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&key=000166259200002&getFTLinkType=true&doiForPubOfPage=10.1506%2F9FDN-N6ED-LJE9-A1HL&refDoi=10.1016%2FS0165-4101%2800%2900024-0&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D29%26publication_year%3D2000%26pages%3D287-320%26journal%3DJournal%2Bof%2BAccounting%2Band%2BEconomics%26issue%3D3%26author%3DD.%2BGivoly%26author%3DC.%2BHayn%26title%3DThe%2Bchanging%2Btime%25E2%2580%2590series%2Bproperties%2Bof%2Bearnings%252C%2Bcash%2Bflows%2Band%2Baccruals%253A%2BHas%2Bfinancial%2Breporting%2Bbecome%2Bmore%2Bconservative&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&doiOfLink=10.1016%2FS0165-4101%2800%2900024-0&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&key=WOS%3A000175903600006&getFTLinkType=true&doiForPubOfPage=10.1506%2F9FDN-N6ED-LJE9-A1HL&refDoi=10.1111%2F1475-679X.00041&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D40%26publication_year%3D2002%26pages%3D105-34%26journal%3DJournal%2Bof%2BAccounting%2BResearch%26issue%3D1%26author%3DP.%2BHribar%26author%3DD.%2BCollins%26title%3DErrors%2Bin%2Bestimating%2Baccruals%253A%2BImplications%2Bfor%2Bempirical%2Bresearch&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&doiOfLink=10.1111%2F1475-679X.00041&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://www.wiley.com/privacy

Kwon, Y., D. Newman, and Y. Suh. 2001. The demand for accounting conservatism for management control.
Review of Accounting Studies 6 (1): 29-51.

Google Scholar 4

McCallig, J. M. 2003. The impact of “timing” conservatism and “capitalization” conservatism on the
relationship between earnings and returns. Working paper, University College, Dublin.

Google Scholar &

Richardson, G., and S. Tinaikar. 2004. Accounting based valuation models: What have we learned Accounting
and Finance 44 (2): 223-55.

Google Scholar 2

Watts, R. 2003. Conservatism in accounting part |: Explanations and implications. Accounting Horizons 17 (4):
207-21.

Google Scholar &

Citing Literature

Download PDF

ABOUT WILEY ONLINE LIBRARY

Privacy Policy
Terms of Use
About Cookies

This website utilizes technologies such as cookies to enable essential site functionality, as well as for
analytics, personalization, and targeted advertising. You may change your settings at any time or accept
the default settings. You may close this banner to continue with only essential cookies.

Manage Preferences

Accept All

Reject Non-Essential


https://onlinelibrary.wiley.com/doi/pdf/10.1506/9FDN-N6ED-LJE9-A1HL
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D6%26publication_year%3D2001%26pages%3D29-51%26journal%3DReview%2Bof%2BAccounting%2BStudies%26issue%3D1%26author%3DY.%2BKwon%26author%3DD.%2BNewman%26author%3DY.%2BSuh%26title%3DThe%2Bdemand%2Bfor%2Baccounting%2Bconservatism%2Bfor%2Bmanagement%2Bcontrol&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&doiOfLink=10.1023%2FA%3A1011330003876&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26publication_year%3D2003%26author%3DJ.%2BM.%2BMcCallig%26title%3DThe%2Bimpact%2Bof%2B%25E2%2580%259Ctiming%25E2%2580%259D%2Bconservatism%2Band%2B%25E2%2580%259Ccapitalization%25E2%2580%259D%2Bconservatism%2Bon%2Bthe%2Brelationship%2Bbetween%2Bearnings%2Band%2Breturns&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D44%26publication_year%3D2004%26pages%3D223-55%26journal%3DAccounting%2Band%2BFinance%26issue%3D2%26author%3DG.%2BRichardson%26author%3DS.%2BTinaikar%26title%3DAccounting%2Bbased%2Bvaluation%2Bmodels%253A%2BWhat%2Bhave%2Bwe%2Blearned&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&doiOfLink=10.1111%2Fj.1467-629X.2004.00109.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D17%26publication_year%3D2003%26pages%3D207-21%26journal%3DAccounting%2BHorizons%26issue%3D4%26author%3DR.%2BWatts%26title%3DConservatism%2Bin%2Baccounting%2Bpart%2BI%253A%2BExplanations%2Band%2Bimplications&doi=10.1506%2F9FDN-N6ED-LJE9-A1HL&doiOfLink=10.2308%2Facch.2003.17.3.207&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://www.wiley.com/privacy
https://onlinelibrary.wiley.com/terms-and-conditions
https://onlinelibrary.wiley.com/cookies
https://onlinelibrary.wiley.com/accessibility
https://onlinelibrary.wiley.com/publishing-policies
https://hub.wiley.com/community/support/onlinelibrary
https://www.wiley.com/customer-success/wiley-online-library-training-hub
https://onlinelibrary.wiley.com/dmca-notification-policy
https://onlinelibrary.wiley.com/sitemap
https://www.wiley.com/privacy

OPPORTUNITIES

Subscription Agents

Advertisers & Corporate Partners

CONNECT WITH WILEY

The Wiley Network

Wiley Press Room

Copyright © 1999-2026 John Wiley & Sons, Inc or related companies. All rights reserved, including rights for text and data mining and training
of artificial intelligence technologies or similar technologies.

WILEY

This website utilizes technologies such as cookies to enable essential site functionality, as well as for
analytics, personalization, and targeted advertising. You may change your settings at any time or accept
the default settings. You may close this banner to continue with only essential cookies.

Manage Preferences

Accept All

Reject Non-Essential


https://onlinelibrary.wiley.com/agents
https://onlinelibrary.wiley.com/advertisers
https://www.wiley.com/network
https://newsroom.wiley.com/
https://www.wiley.com/
https://www.wiley.com/
https://www.wiley.com/privacy

