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AXZERPE A BETAT 1994-2004 FAIEUE » KIERE T Feltham-
OhlsonF AW HEA BB AR EWRNTNES - SERAAMASRNE
ABITE “GEelET RERRAKAERTERENAENE > ATHE TH
SN BRI ERA “BIEAELMBIE” (Clean Surplus Relation, CSR} - EWR
FiEE  AXES T Fama and French (1988a,b; 1989) {#FRAAIL AL E AU IS
BE S FESERIMERTR > BRI TAHTREEOEN > R THALE
MURST - AXARKI - EAFEREZEAZZMFERETH PARKKERED
BEEZER  BEMEREINEK (BE—F) > FALESEETRE KA
Mg EEREHAES THMEZE > MBEEH THAZENZ WG - ERH
KEETENRENE/ NBLER (vp) MRS RRBBERGZEEHRX - A4
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S EBNBREREEREARBIIETHFLSUTHARANES - WAFERE
SHEERNFAURERERATRRERE  FEABRTEEINETFMHERR
LR (benchmark) SRR - N EFMERWEIREMZE “MESRIT
MME” (Discounted Cash Flow, DCF) - B MT4 B0 B 1EH /Y “BEHIER
HEY” (Free Cash Flow Model, FCF) #1 “ftFI4FBEE!” (Dividend Discount
Model, DDM) - {BZLL FCF #1 DDM AR AIMN EIPMAEZEF K AR
Bife - —EHEANEEEY > AEEZBRTMEREPEENARSL LS
REMENMENEL  ZRENEH2MNESE B i AEZER > REE
MW EBERNREEE - B4R > MRAXEERFITENERFTH—PSEE -

Feltham # Ohlson F AFEE AR AT MER Y EM L - FELTFA
F I MM EMENARELZE BARELRN  TEMERARTULIHE
ERERMF Sl 310 EIPEER - ZEA T REREN ESBAREKEN
EMRRAFBERER > AT TS TKERFERERZENENETHOE
BEER > BET “2iME ERWMMERERNAY X —UEKATRINRE BR
AIRIE - RRRAVFAARBIREE T BSCAY A -

FAWENEFHEERNEIN FRIERAERTEFEENEN - ER
S TEHHESARNMENSHERIESE . N\TTERHTFRARRERRITLIT
EEESRENREERNXR - RIETRE » XTRKUWEN ETFMGED A
Tk S 4b N FE E SME B R F AR BT > REMPIFR R (Bernard, 1995; Pen-
man and Sougiannis, 1998; Frankel and Lee, 1998a; Francis, Olsson and Oswald,
2000; %) » TWRENBENAFER N L FR2ERBELTE BRI [ERY
WEREL > ARG ENEERE A TELN 8BNS RER R IE
B RTH—FENZEMEREATHFOERANE  ATETEFEENRT Z
BRI BEERSENTUNEE S » SRIBHTHEUNER - B FRIEENE
i B A M T A ZE A9 SR SR i 28 - [RIT AT LA ROt B B R BB U R 3R -

BEBRHEIFNTY - AREERGRAE N ARSI ZBIEFT S
th e RTEISFEBRTESEMMESHA » HREFTFE—DHFON ETFEE
B3 A ZE A EE AN (B T TR A 45 8 L B B A 1A > ATTAS B B B R 3R -
BACEERNARIERA T2 U EEAFERATH L EFHLAHREEAHE
(BRFR > 1998 5 BRESSE - 1999 5 INBERMPR/E - 2002) LLERFIKikzE#
MAREZANTTEEE (BFF1E > 1999 KEllg > 2000 5 BR{ETH 2002
&% > 2002) - BEEHNMEXHRERENFERTFERENERT
B E g 2 a9 T aE A TR s MEEAZEEEARKKEERN » k™
HEBERERN “BEAEKBIE” (CSR) XM HETIHE - Bk » £
EEIHE “GERE"REREERARBENERLE - FRWTWAFRE -
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— RAERE I RAT G - B4R 27 8805 T ok R
Mgt s — 2 MBRAAEE ST RE RS - CHTWE R ET
HWEE (ARRE - EP - B/P - WAWERIEEE) 65055
g ?

KXEABAGHBELHRNT : B THER > A BSRLHR
EEEXRNEEE NS  E=H4 TREH - TEABEINOTR
HE - AT - FFARIR - SRR AR IR A AR SRR 5 RS
“SEIE 4R RN - REBURM TR - BRKEAEER » T
W - TSR SRS HRER” - RERITRE % REETE S
W A ST .

=~ XEE B

B 1968 £ > Ball and Brown (1968) ° Beaver (1968) FiMfEEM
MAE > N2tEEERENEZ AR EHT THUENTR - EiLERIE
TES R FENETEESFTHOMAF—HE TESHMA - ATFEEN
MR REF—ITEENRE > DTZETBRENENE2ER - 3T LML
8O MK IOFENRY » X—BRIE AW ZF FT5E » RIFNIIEE BRI NBRERE
AREANENENITEL -

Ohlson (1990, 1991, 1995) » Feltham and Ohlson (1995, 1996, 1997)
Zid—FRINHARREIBRESEE RN ITEWNAIF A E T &4 o ZERE
KHMZRER > BY TSRS AFANERNESFELESE . BE5+4
EIiZAIE X » IE0 Bernard (1995) Fri2E[AY3R%E » Feltham F Ohlson {2
MRRWEER “REFRRATHWRNZREENRRE  BRTHRUSE
REEREESARAMEXRRZVEM - FINEET X —SEZ E AEEILH -
(AT R) BN ERT TN AR —IREGR - KR THEETH R NE
BB (k) REFTE » - FEHEX EMMNEBTE—FFEEREK
RITTRESLFRLAYERM” (Bernard, 1995, p. 733)

Feltham #1 Ohlson AR FRAE “EA 247" (Fundamental Analysis) X%
MEEEREATHHRAERT - REAMEFEAM F kG EHIE
(Fundamenrals) SARNBNEBRNXE - FUZFE  BRENZEEERR
W R EVHE 09N (B PR E AR B HE ST T HER - 4 RIR S ERERET S
HFAYE R EET T EIEER -

(—) RRUEEHESHMERNEER
Bernard (1995) KA 4 S HITRIMAA - JESKIE M Feltham-Ohlson 8 it

EEEMNATNERNEEBERRING0.68-0.8 » MIELKAINESRTINERN
RN 0.29 - ’
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Penman and Sougiannis (1998) FAZEE M ESEE - A=MEEIN 4
A TN B R S SRR E N AR AR L > RIS THE B B AR AR W R
B H A AR R - T E SRR . EATAEERE (6-84) EIFHN
BEERTE - EBEEAHFTX—FEE - INAFTTEER B TET N IHH2
(accruals) B9 4 Ui 25 BB IR TR RFTUN B R e ss A9 2200 > AT BB B 47 3t
BRI R ZANE -

Francis, Olsson and Oswald (2000) /484 T 5 Penman and Sougiannis
(1998) FHBIAYZEIE o MATREL » FIA W E B FEX AN A9 T 0 £ ZmAET
ECF 1 DDM B H : R4S EROTMEIRN 30% > B HASHERNR
41% o RFITEAERE R 69% ; EXENBERES L > FalEEN Y ER
BN G 71% » RAFHAETDEGHERE S1% - BRASHERNERER
35% ° Frankel and Lee (1998a) LRI - ERZERTERRENENE
B THE > A RTAY AN & EEAEOC - R R RN AR AT 70% BLE -

MEREERRNERTUEY > TR RENYSARNAIERL L > &%
FERT SR AR RO TR 1 |E > R4l s A AR ELE R F 2 409 B T & AR A A
AR AT IR -

(=) FIRWSER R E Wm0 TN sE B

Frankel and Lee (1998a) A%l v/p kbR (XEBEA V AR R WEE
BTEMARMNE > TR - B/PHE (KETHELL) MARMEREMA
HEIREAE > R T RSB ER  R BB E R R U T aE S - i1k
B+ 35 F B4 Uk 35 5 AY Edwards-Bell-Ohlson #2 %! (Bernard,1994) * it & ik
(4 1y (B B B0 0T H TR SR S 10 AR 2 i 35 - FF BN I LA & B/P L AR »
VP BN REN K ERROBERSEERENBRES - 3FE > ilIELE
T V/PFI B/PY KRB Z W AT N BE R » EEMEBAIER > V/PX
HEWEOTIEENEEEST B/P » 5350 Prankel and Lee (1998b) &
FERY S TERAZERFAZIERAR&KEEERTEMNNEX 21 TER
MRENKEEEREN  NIRARS KRR EREE ZHERERE -

V/Phy 22 3t AR 22 i 25 AY TR AE 7 R o A5 31 T HA A R R R AYIESE - LA
Herzberg (1998) BIRFR G » G0 (E H EANAE AT B 1113 %8 » Frankel

4 “Edwards-Bell-Ohlson % ” 8 EBO # & “iX —4% {7 H Bernard (1994) &&F
B4 AR EFRN “EBOP M E " I 4R AR S5 Bk P ATIR Bl “EBO R
— 245 Ohlson (1990, 1991, 1995) LA K Feltham and Ohlson (1995, 1996,
1997) HEFIR BRI RI AU EER  BEREERMXTZEMNEXREANBES
Preinreich (1938) -~ Edwards and Bell (1961) LA Peasnell (1982) %%
FTRAUZEROARBKRE R
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and Lee (19982) FHERZTLEBIH—FHMUE > HWEEH > VPHERE
W g5 YT BE T2 & o Dechow, Hurtton and Sloan (1999) M@ {FERAZE
T AT 9 i B R S A AL SRS AR AR Y 22 AR A » T T AR SR 9 kSR i 25 o AT
RIMEE T{EEBN S (Information Dynamics) AYFI4 IR £5 A 7Y BB B 3T b T
MEERENEEREESR -

Lee, Myers and Swaminathan (1999) MEE THRENEREAGHERNA
ENMENEEF(EITE (noisy measure) B > WA XTE A RISl s A (HE AYAL
EMEHTEN - MNMARESR - ERALY—BOEET - —DREMNERE
THERXEEG AR R Y ARV IR AN & - T EL XY SRSl A9 AR 22 i 2t BL B AT 9 T
BT - EEERAFANEER TE TERES T FHIELH (Dow Jones Indus-
trial Average, DJIA) AYIN{E » 1R I v/P HEXNRKNBEFRRZEFTES
BT A7« TESCE A » FEE R T 2 BT ARSI o o Sk AR B2 i 23 8 o T [
U (REM) AENMEMERDNEE / KELTHEAREERN - B
BRARZAENMENIERTENE  (EXHELT) » MBEHRFRERE
EMTBRENATENE

Ali, Hwang and Trombley (2003) 1Z 5 Frankel and Lee (1998a) #8[A]
RIEUESRIR » I TRIREHEERN R R S TG M RERE - 1895
REH » MARWEEE Z BT IR TR R R R % » ERAEBELRHT
THRIRIREN I SEY - ERATHHNEREN » SBRENNEHTS
AR - NTTERREE TN KRB TS

PLEFRRAARBE®FTE > 458 ABEETEIE (Frankel and Lee,
1998a,b; Herzberg, 1998; Ali, Hwang and Trombley, 2003) F& [8] 751 £iE
{Dechow, Hutton and Sloan,1999; Lee, Myers and Swaminachan, 1999) » SR 02
TRR KR ER RS A TN EE 7 - AT D9 AR i 25 SR FEE 35 7747 o 1Y
BRRET RBANER X - K > LR HRARHNREERMIESTTH#
TRl EREMBHHNTEEATG T FEEELRFENHEE - RE2KE
BAEE - SHEERERS - BRALCERNEE - BRI BREEEZAETR
BERATHRIFE » FIRWAERZE Y RIS AR ? XtIERACHRLY
FERE -

(Z) EANMEXRFR

fdi FU& (1999) R Collins % (1997) 515 A I A » 4R 4E Ohlson (1995)
BHAE KW EER > FIA Theil T 1997 FEWHES M H Easton T 1985 £F

> Collins, D. W., E. L. Maydew, and Ira S. Weiss, 1997, Changes in the value-
relevance of earnings and book values over the past forty years, Journal of Account-
ing and Economics 24, 39-67.
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ERFE > 2% TKEEEEMSTEAT RN BREIMRE - HREKIE
AEAEREEHNAHEKNBESHERENEEF#®E > BASTRRKRERNIE
EEBRAE  c EXUHRBERT PENRATHRAESRNES - BERECHE
X ANFF L HHE B A A 10 LAy R H -

FHE (2000) EBIT R Kz 50 Edwards-Bell-Ohlson ERE T
P/BS PIERIIRN » FEAPERTH2BEEE - UEREREEENTZ
FEA(E > X P/BS PIER T S TR SRAT ROEMAT T SKIER W - HRENA
BERAENES BN ARINEN P/BS PERBTMATREKRN ROE > F
ERTC2E8E—ENERS TR S EETERE

MR(ZTT ~ BREAEFAKRLE (2002) &M Ohlson (1995) #HATRI A
ERERT FEIESHTH 1995-1997 FESIHEEMNNEMXLE - HRK
> 5 Ohlson B E 9T —3 - W3k - FESHFKRBRAEERENEEEM
¥ FH - HEREER AW - AN ER O - N ERXESR R
XIHBHEREMIESET ST BERKFAMEEZWEENEN —PNEER
}
fEFLE (1999) -~ KI5 (2000) PLRFRETT « BREEFIRLE (2002)
HIRFSEIE B T R W ss B e b E R P A E A AT BetE - AT » A1 FF %
FHEMARSKZER TERENERNE > HREHSRERSNRE
fH » 162 AESWESER N Bi1HEE S ERREEER N —DERBRIX
—EERARLIH%E (Clean Surplus Relation, CSR) » TiX 2 E H LAY —
NFRELM o

FALA - BANTAEE (2004) - INVEFIZEHE (2001) -~ BFE
(1998) ~ BREEZE (1999) VIERINBEME/E (2002) FMHE—FHR T+
ERET P2 iHEE S M SRR EMXE » GRERH - BRPEBRT AR
EMAESTE T REIESTHMT - B2 R - KEEHR” - BRWaEFE
HEENKEERBNRRES - BERRONEHERE - NTTRATLHER
EPERTEE —ENRERES A  BRECLESRESITER Mt
BREEAEE c XMAB—AFEIEAT UL IHEE NERFI R EEBET
E fx 7 B FE A Y T e

bl Tt

= HRIRI

(=) ZAXFERANFERREEREREITE

EEZRREFIITIAER AT ERE E > Ohlson (1990, 1991, 1995) » Feltham
and Ohlson (1995, 1996, 1997) IE T R B/ 7 B2 FI 0 bk M & B 7= LA —
A CSREIF BT - AR T EL AL Y oh g9 AR ZE A7 (B BT LA IR WA 2R A TIK
HANESEERKKEHINEZ M :
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V0§ BN (e

i= (l + r,)i
_ 3+ 3 EAROE =)o (1)
' i=1 (l + r,)i

Hi > B =mZl « AR KE N E
E[L]=&TFTmz IHRAEEHEER
NI =+ i Bipiiss
ROE, =+ i MIMIBL R B~ {ga & - B> NI /B -
AR (1) BRENNER LR XEREZR > BEEERG - BEXRER
X EI BT o X BRBERS “HA@N (" (Terminal Value, TV) B Ay 1T —Bp 4
W7E 7R ZIE AR R R W RIS 7R 2RI EZH - R “FHREER
HIE RAVHMEREIR - YW EE “FEHE (comperitive equilibrium)
o Al AERF K F Rl 2 TR K — B B AR FFREFRE - Bt - F—ENW
MM Z G > BATHATURAKEESNFARTE THRZZ Gl =40
TR A IE -
FA—EHEEES IFE AN SR » TRSRAUTARXRITEE
% TREEE TV,

(ROErw ~r,)

TVT= e
(1+r,) T,

Br

I > ATESVESE R AR ERE » DERIEFRSRNE
M > TRYER(ERIIZ 2 K - {HE > Frankel and Lee (1998a) Ll K Lee, Myers
and Swaminathan (1999) FEEMTHFMBARMNKEZ 12 F2F - BRETHE
B AR R AR RO TR B8 7 - 45 SR R INFE = AE A0 B Rt b 948 Jin 90300 A (] A9 K B2 5
HAWTINE S LFEREZW  Z—FE > BFPERTALAERE > I
BHEEF ERTE N Z ) TR RE R T AIAUREIEE - Bt > AR XHCRAY
FERMIMSEIRI B ARK=ZENE G EREERETOUNE RS AR &S
BATERENANENES - AKX (1) TEER -

(FROE,,, ~ %) (FROE,;; ~1.) B+ (FROE, 5 ~ %)
1+

V=B, + , , ,
(1+7) (I+7) (1+2) 7,

Bt+2 (2)

¢ MTMHRABENFRRE  AXREERAEFOEGREERRETNE - £
(ERTEMSA - WA LR AR A0 &R o B AV S — A E e T
EZR > DIERSHEERNATES -
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He o B=HE—HMFREFNERER>
r = BGSEARA (BETEITE)
FROE, = TRNAIEE r+ i ARG a3 7
B _=TRMEIE ¢+ i BIRVE R 5~
KILER Frankel and Lee (1998a) * Lee, Myers and Swaminathan (1999)
LK Ali, Hwang and Trornbley (2003) H’Jﬁﬁﬁf FEZ BRI XEIEN
AR RRERTHRGEER > WEZREOWHETENT

1~ FZERENITE
FEINRLSWHEERN— P RBRENEEERKRXEFE (Clean Surplus
Relation, CSR) ¢ : UFRE A KRFFR » HEFEFRIAEX R :

BH-I = B: + N[:ﬂ - Dt-’rl

BN > A —/NEA1EE B — A AR £ M A (A AR AL S Tl BT IR
ZAET0 o

Fairfield (1994) MEBEBHAAKLHERBRA  BHEERKRLSUTE®RERA
%ﬁﬂff;‘iﬁﬂq:Eﬁﬁxﬂ‘fwﬁtl&mﬂﬁmmﬂﬁ{ﬁ%ﬁ o Ohlson (1995) f8i » &
BAFENGEHEBIMNEMBRE D TKEFEE™ » BEFREZWEE
FERYM HAE FIER T o X RE A T RAFEEE G S L - AFNESTK
T ¥ 7 b RSk AU s O ELE > FAT L AT S MM 8 AR
¥ BiE > NIRRT “RERAREATNE" 5 “RREHMBE SR M
AFME” EFEENLLRTE -

Feltham 1 Ohlson AEE A AR ZBUL T LA E TG E R S ArEsRkay
“HRTHMEE (EMH) " fERNS R ESMSF - FELTFHEBRFARRE -
SVHE - FEABENEAEENE > REFMBAN S LA (FTLIELLD
BEBRAEFRE - NEDNEN L - EEEBEETHAARMN EMEEDT -

7 NS B> WE FROERIRM NIL/B,,, WE - ERTEHFMBRREFE
B E I ¢i%ﬁﬁi%ﬁ%ﬁfﬁ$§@%ﬁ?@ﬁfiﬂﬁ¥i@%{ﬁ§= Bl FROE =
NI _/[B +B_ 112 °

8 ’fJ%lﬂlﬁntﬁﬁ;HﬂﬂlﬂiﬁﬁFiﬂi Sk FESHLEF  BHEERKXRZE—
AFENENE . R ETHEBFEHERRXE  MEEAEAITIERE
EFFA&WEER (ESHNEAIESN Ohlson, 1995) > Fit > BX—7HE
R BEREAFRERAKWBER P RLAT DM B NEBIREFER
B BERAAFRME-NREENEE > B R T XMH—SHERE -

9 Feltham and Ohlson R HFEREAKEMEIEY  BHEEARRZAT 4 1KBH
ERRN : “WEIRSE (BIREAM) SiELEERFHEH” (dividends net of
capiral contributions) > 3T 38 G0 0k R B A9 FROE M AR 9 R AT B - X
B 4 HFAAUGERAITGEF E X LAY A" - MRS TR EIRE
HEWEHE -
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W BHEBERXEZFNEERBESHES (HAFAREARER) Git—1TaF
TN ERETERERM > HEET 15 HEN—ZESE -

BHEBERRAANREIAREEFEL —THFN2TZELRR  HEEH
METRSABAAENEGENERENBVPARER » REMINRREFEMA
LRSI BE B BIEhE - TR AR NE S RIS I E I EE S N E 5 B
B L BEERKRRXFE—AAFANNEARBARNEEESFIE -
MAZBRARMNESBESTIRAT o B > ARIKE&ETRSREEMERA
AN ESBEES TS EE AL > MY LT H AN EMEFES T -
HEAR  BHERARXAERAKREERNTES > B— 1M FERBNEKHE -

T£ Frankel and Lee (1998a) LA Lee, Myers and Swaminathan (1999)
MRS BEERKFXRFFERNAENEKENENITE S > BIRA L8NS
MR E AN (A - AT T — AR R T AY LR 24T - EAD EBERAREN
AERUTE T —HNAENKENE - XTFEE— D BB R T2 F TRy
BARE RN R ENRFIZAME - MAMKREXRINFEIAES  ZRFE
FZERAHMTERBEBFTEERRBRE -

MNEEBRRRABEXKE » ZRFAXAA TR FTE B IRER L IE
Wi ERE . el RERkENMEREaEEEA 5L FRNZSHE
TR o TR S I » “45HUkE” (Comprehensive income) X
—WETEMEBEHEERSTRIE - TEEERERERE "l ERSHNA -
ML ELISMIZZ S » REMBFWMMER PR EMNREES - EEBEREHN
PRl FHFA FIRBSS » — I E EBIEES) o (SFAC3S, Para56) Eidi%
E XTI > KPR E—E BE ARG B AR T =840 - etk > kER
AL FIRE > B :

—EHERNERD) = AR EIE + AHLERRE - AP FRE

MUEGEWHIECRE - ENEEERRAEAFT EEZ—ZW - HE
BAXRFIRBESHE GG - B ASCBUEE i E 5 & ik 2 ki
RERBEEPHEFERRRIK - 10

AR EELAREELTHREF MR RBWR - “GERE" X—
MEHRFEH FASB 2 - EEH ZATHATZERN2TEN (SFEFR
2HEM) o FRARBEBRRNTARLZ— > ANTMELER ERR TSI
#@IBW > REKE B AR AW R G ek 8t > B i T4 & s b ik
mEMEEAAR > FIETRE 2005 FH B ITTA9 (Rl 2 THEN—M & iRk 5]
RER)DF > BRI EFFAERBEEER" DA "L EARE -
HEWAFAERZENAENRE  URSHEENREAXSIIENFIAEER
BT (MZEEE7) > IR ELHRRBSEERESTBTIR - Bk &
WAERERRNKREERE > SEREERAREATRE - NMEREKR
> GERBERCTEERRRARAMSEEAAR LAY —50E -



BT F A i 45 T B X AR 3R i 5 T RE 1 A9 SKIERT AR 51

GAWHAMKRIEEEZ » RTHWES  BEFHM—EREITAGFK
HAITE » XL B HHR RN HMEE S URE (Other comprehensive income)
WA RN “AEBE AR (Dirty surplus) » FEEHFE—LEHIARZINFE
MR, - EEAMEAMNES T » RERAKBENHEFEFESR > MRFMIT
BExUEFEFELTERSRRE 2 MREZETELSGWE - FMXT/EEE
K> MEBETHRELTARESHLGMERNE RE - 2R EITEHERTE -
FETH  ZCKRARETES GRS FE » BN EXTEHREREE X
KRBITEEMNER » AT HFEUTEERENITEAR

gZale = RPBARBEARNGE ST - ERBRKRANES
+ AR E IR — AR FEH

BT RAEST = AHL ERE - AL EEE
WL EAKATEENR -

Sa s = APERRANGE G T - EARBRANE &I + BFlE

Hep o RHBRM EHAPAROEARARNES TR TANFEERE TR
B BRGNNEBEERRRRIVEX - FEERESANERELS > K
AT AR -

Hy’??’FlJ‘@‘*iﬁ 2= MERH - RITAERY - EAE Y -

2 RTHN 2R~ WEE (FROE)

FEESMIFERTIR S > N T FROEMIHE— A EEREROMEF 2T
IR T SR B - BR T HRE BRI S e ARk - REERZ T |
B — B BRI BER B 5 T B 5 R B R E AR T AL A R B > thAERIR

n FEEENSIENS > Kbl s T EAFEITIRERE (SFASS2) -~ &/
BIRERFEEE (SFAS87) ~ LM R IEF IR LMABRP K (SFASL15)
PLEER M ITAE SR TEA RN EAS (SFAS133) » EHRENSITESF >
Hit 8 W HmmEWNMBRE  FERFIMBELATEZH - LAIFERER
¥ BEEMhEE - ETEMEES %

2 OFMEE i XBHBEA S EIMEBERELXETHL  EHELEIRE
(BEH) BELFERBFRED -

3 ZUEZEASEZAN AKX P REEREBRATMESSERERF - F 12
HFMEERFMET “NexMA” - MEFEINBRERFHF AL ER
PIKENE~ERZN > MRSEFFZEA L EE=HEENE -

W OERENRTR  EEMATHERE L TAR R L R — AT kK
(X—AMEERTEERROAR) » 2HESCIER~=HKENE > EEF
BEALKXEZTINARE L > BERMEITHRNE FTEAMSLHERE -
H it RIEEA K o H i % -
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B (A PR PR BN SR X ROEMATTRI » Ht > AXFEMR PERAFF LR -
HREERASASTRXETEN ROERMAETMKRIKN ROES -

3 -WERSERAFIELE (r)

EER L » NZEAFFAEN - ERRBREFEIPEA -T2 FK
Iﬁﬁﬁff%*m@*&—r— Abarbanell and Bernard (1995) LK Frankel and Lee
(1998a) ZEEHF AP HERIM » NERAERANEFEN DI ERLFERAER N
MEAMARARAONE R A ANPERTHETREFHRE u“jT*HrJE’J
e o HETF I » AR Lee, Myers and Swaminathan (1999) 897 ¥ i
E g WAMA - BNTE Y F T K FI a2 Ein— M EZE s R ENERS
FN g BARAE s AEMNE AR ERALSFHN=1A EHRITERF
E7 5 RTFAKGEN > AXSERMRFIRE (2003) RTHERETZ TR
Mt RBIEIE - HEN 2.03%'® -

(Z) MRBPEANRE D TER
22 3T A DA AR B A B0 3R AR i 2 AR ED X R SR £ A A 2R Wi 28 B TR RE T

it +k)=X.0+e., (3

s Eﬁtﬁﬁ,’éﬂ/\fﬁ FROE, = CI /B, ;s EF > CI "% r+ i B0 GEE I
CRE i1 KB e v KR A (8 -

e ?*zﬂ]ﬂﬁﬂéﬁ MR ENERAMAE - 2 - FIR CAPM B E R R B RFE
iRy 1Jr§ﬁ:ff—ﬁ:/l\/f\ﬂz<lﬂﬁﬁﬂﬁﬁ‘ﬁ$ﬁi$ b - HREERFR ML AR
EMEZEMREIEN (FEARMER) HE o XHELRFTAEMNR—TE
B (AR 8%)

T =ZANAEHRTERMEBRETHPEARBITME © hup://www.pbe.gov.cn ©

18 )JT&E’MHI‘Q(‘”XTBVE%VEH’JE/HI’] A3 2 [F SRR = f 07 R ERE
R Eii%ﬁiﬂ:ﬂ‘tﬂﬂ?{f (2003) *F o BB E 54 K& i T
5‘1‘.5’]1351’5 Bl 2.03% :b ~ &6 FEETHEAAIENER - 230K 1995 F
1H§2004$12H6@mﬁ ANEH - RIBEXEERAA A RG-S A IEREH
o KA FHEERTE TEFHERREEN - FFLLRER K@
c ~ EFEIFEBTTARTEFG AN ENNELEKR » AXRE Damodaran
(2000) MYHMXPR - EUHTUOTAXKRUNEEEREMREEN : 1995

F 2004 FHETHBAUR R i x o TP A BESHREE
1995 E 2004 FHEH A Uz TR EZE

o 307 715 P = 7o B 0 R 3 0 A SO B AT R B R R L -
[0 {1 1 48 S50 S Y5 T+ T L% 1 B 1 A 32 R 38 1 9 9
R R — B B EE - (R SO B OR SR R AR (2003) T o
L B S 5 SRR T I 5% 0 4636 B0 2.03% - E 07 3 o 1B A8 28 Wk mu Ak
b G i
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HF o r(t, bl =55 BAESE r+ b8 (—REAARD) WREREE
k= TR AT HAEL 5
X=KRTHRLEWN » £TEE (EFEHEI) ;
0=RTHREZLN m EIME ;
€t = @Eﬁ%rﬁ °

ZHEBATATRERRZS AW EZATIMEES > B Fama and French
(1988a, b, 1989) " 2 » ZAEAISL R 24 RK £ /5 AY [E R 33T 2 88
—AMREZENMFBREZHTEA - BHE—TZHAME RS ITER - F£ARC00F
RF > SHE k=1~ 3~ 6 ~ 12 ~ 18 ~ 24 M 36 MHARA OLS #1TH
A5HT » B ERE 1-36 MAMBEEWEX v/p ERETERERRE S
> BESMAMANEREZEH#HTEZERZNEB ST -

Campbell (1993) MHRER » AREAREHELNERT - FAFE
EHEAETRES SERETNFIEEMRE T ZE - Al - AXXAER 4
& » ¥R Newey and West (1987) I FEHIT T FIIMEAMRTT 24
WE .

(Z) ARBRRER
1> SEAREMENARK
FBHEAMEEIBINN - REEEMHNENE V RLEEENESN - B

it TWMERZEESHMARE > MEERI— N EBERFNRERENR
EMEESTHNMEE - RESHBMETFEFREINN - RENNE PIERXHE
—N g BB REFNEHRENRENE - MERESZWN - Bt > — D
N EGTEESRIFVBERLHEENE » Bernard (1995) -~ Penman

12 Fama #1 French T R P ZER B TFXNMEFFIHENREE - AXAEXEFE
ERETEZHEAPXTRERZSARZR=ZMWEEE - FREHA T EEREEE
AR S o

2 FESMIFR (Penman and Sougiannis, 1998) FH > HTIER 5-8 AT
BT AIER I RKRS - (B8 T B AR AL AY B 858 DL A R R 8y
RIRYE > FrAZ e R as{E A 3 F a9 EUR R AR B X AR S5 i 25 A9 WU 88 7 -
UM A E R — AR I 5-8 FFI B T ANERYE  ELUEMRS > ATREK
P EA B » DAME#EATHE — SRR R > A TTO0 22 B0 7 B2 K A% T000 40 0 7 3 sk ik
B i 55 BT T 8

2 Newey and West (1987) 24 UERA - A RATEX FH ZFFFIMERA > &
1338 i Newey-West 7751 E AT HAC —E 77 Z  (Hereroskedasticity Auro-
correlation Consistent Covariance) » A] MRIE{E T E R —ZFE L ;5 Lee, Myers
and Swaminathan (1999) -~ Frankel and Lee (1998a) PAK Alj, Hwang and
Trombley (2003) ¥RAXM T EBESR THARLE B EF X REMFETS
e FIIEREERTE -
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and Sougiannis (1998) F Frankel and Lee (1998a,b) MR ER > 5k@E
NEMLE > ERRHARSERTENREAENESYITRENEEFTERE/
- Bl

H1 AN FIRKENESRS - ARNRREERTEN QA ARBENEEEE
I 1t % % 2 AT B AR R4S

WFBE HL - AXRRAEREHAELR (Spearman Correlarion
Coefficient ) HITHL » LMEERBRENENES YRTREENEHERENE
B b o 3 — 2 4 A R A i 28 AR X R SR AR 2R Wi 48 9 T AR

2 SRRBERSHARMGE

B Z N RCEREREN EEHR > AHEZEFE LR RZm -
IEAN Lee, Myers and Swaminathan (1999) HETERFIAIBIAE  BENEEAH
WEERENENRELITE (noisy measure) ° BEBRKMBARNKN - BREN
BRENENERET 58 > ZRETNEINNEZZN B/ TR (B
ERSMERFTENRENE) BE¥HEMATES (EEUEFRE) A
FEM{E (inerinsic value) 2 o 3FBEX—M A » BRENIEEUERENEFO
it TS BREEN RS ERENERSHEREBZT - RENMBERK
AR L B0 B Bttt - T AT LB MEREN B S ENENEN R ERE
ST RSB IR ZE g 35 - FE > —MNFRN EE T ENXEES HRS HN AR
A& > TR R R W AR BFEI TR EETT

W RN ESEREISHNE > BENNEERSEEAENE LT
i NKEIRE > BEMNEAE MEAENERANBE - Fit > SRENE
FRISEMNENEN > MTUREA etz (Kb VAREATENE PR
AN ) SR AR Z A9 R Rk 35 - 73X — WA A EERE b > 345 & Frankel and
Lee (1998a) - Lee, Myers and Swaminathan (1999) ZWMMABR - X
BWT VP HEX—TEEANRBEARZEANRERETNEINER
TE - MERANSEREGRFMERTHRERT » B2 BERLT - EF
TR AR THER VP HRFMIZSRRGBFREMLIEL > B © v/P &R
HE . REMBRERS T RZRE - BERENEEEAEN ERYEHE
BE— AN BK #3893 #2 ; Frankel and Lee (1998a) LA Lee, Myers and

2 (HEREMAENELRE—RAEY - 8 TFREARTEN ER 2R RERR
o IR - R BRI ATRE - BEEFRES  BHAENHETES
B EZHELTES > ARESEFRT AENENRINZE TN 2R
BIZL > TSR HHA R X ZF e mZmEA e -
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Swaminathan (1999) K - FEEREAEK » VP HLEFEMFBINLE
BT EE ST - WA URIK -

H2 : V/P Lk BTN ARRNBRE WS - WEBK > MAURERET
AXRAUTHEREEERIL H2 ¢
r(t,t + k) =f,+p V/P +€riks (4)

Hi s r(pt+ k) HEBEE s+ FAWNBREREEE » AR Frankel
and Lee (1998a) A XK Ali, Hwang and Trombley (2003) FEHFYEE—FF
A2 # 3 (Buy and Hold Return, BHR) IHEKRRIHERE » HUHE LK) ¢

T

BHR, = ]I[(R,., +1)= [ [ (Ru +1)
=0

=0

Hep > R AANAMIRETE RS 5 R B AN G REE -
AL F S FN Rerl ~ Rer3 ~ Ret6 ~ Retl2 ° Rerl8 ~ Rer24d Tl Rer36 KRR k
=136~ 12 ~ 18 ~ 24 M 36 MPAMBBRRERER -

MRS BENE PHRER—NEENAD - FEIERSZER ETH
NFAEATEEEREOANARATATNMERE - BEEZEEITHNER
SEMERAE—ENHE  B—HE > ESIRATFRIAR » AAKRIEREN
AR T R FER FAIEE (2 Fama and French, 1992; Frankel
and Lee, 1998) « HIt > ATHEBREN K SFERMFEBALE » AXHIREMN
BEBAHEELEREE_EANRE 135 ARIREREN - ZEIX
—HE > AXFPHARNANBREREREE_F 7 ABIFRIUTE » B Rerl-
Re36 A BRUE —E7AMABANEFKINAZF M ANRERAESE -

VIPR ECRFIBAENE/NEEE > EHER - FIRALEXPRAIK
HERNAXTERZENRENE v > BRUMSFEEREFE_F6 Ah
BE—AN"XSANBREREN P> AEREENUE-F 7 AHRESHX
&1 MNAE 36 A 8RR E Y Es /Y T &8

B BENEENITEFEFRLSHM > Fama and French (1988a,b, 1989) FEEHF
AFFERANZESZEFITERRZWE#EE (continously compounded return) °
AXZFUERASER BHR » EERZEEE| Frankel and Lee (1998a) LAR
Ali, Hwang and Trombley (2003) ¥7&EHBR o IR R R A R AR U R
HEHEREEREBREREMTIES - N TEFAXFRAZRENERTE
FHEMEWE » ACHET XMREERE P ERAELR AN EIRFEREEN
% BHRFNEHZE - ,
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ZRINFERTOMBEFEY  AXXEERFMANBEEREZE > U
FEFHEMREET AR » EHEERN TR :

4
r(tt+K)=Bo+ B V/P+ oStage(i)+ex. (5)

=1

HA o Stage(i) BRE M BEMEIUNEE > 231N © Stage(1) » Srage(2) -
Stage(3) » Stage(4) » MY BRI R4 EEE TR E R A R BUR TR & E4 T
FE > RBVFRBRETHNMENES > HSER-BEMG LM (2004) BF
%R NNFERTIS A ENNES  EEELARBTR—HE
MM B ELEERER 1 - FWE O -

EREREFRINEMBRAZNEZN

BRINTEMNES - RER SR Z I HMEEZRRNEmW - BAT~ENEL
(CAPM) IAH - BRZRE#HREXN 7 MK E mwﬁ’m@ﬁ#k%mﬂm
MR K ENIETREED - %Tﬁ%ﬂﬁ R BREMEEE S
HNw AL A >R ° Fama and French (1992, 1993, 1996) TEHZL 8L
EFIRE TR R R A = F R ER A B RS Fn e o (LR R AN
SPRIRFEE R 5 FRAM - XWEWERKATREN PR SR ENES > BIE
1t S RFORAE G h Rt 5 BI/EE A - 2 F AR FI Ik & T {5 L fE % T
MAFZW HSAE B E =S o {H Frankel and Lee (1998a) X » EE & TiXW
MREZEZRE - V/P LR KRG RIF M T S SR AT A i 25 o

4 BRE%E (2001) - FETESE (2001) > ERAIBRER (2003)
A (2004) - FEBEFRE (2004) > FETMRER (2004) > FE
RMZITH (2004) XN PEBRETHOFREE > BT om8MEF B/PLHLE

»HTAXNEEAANBTREARGER  RTRE VPHEERENEEXN RN
PR RENEW > AOEEEEER (5) PAMAWARENERTEHT
i ﬁfﬁﬂﬁg&wwwur; EREM > UMAEEERTEN > 2L
MERLFARAZER - BE N FEEREENREELAHTEEEN s YKBA
FIHIER » £F VPHENMNERFWMAZEEN > HEEMNERAYERRLY
FREFE—EMNESR - %Fﬂﬁ—ﬁ RITBEET XWREBERR PHEITIEE
EH - DRI e 4

B APMEA RN 1%4¢9H£1%6$1H’1%6$1H§1%7¢5H=
1997 £S5 HE1999F 5 H> 1999F 5 AZ 2000 F 6 A 2000 6 AE
200241 A - EXAMENERS > RN PHRETSAETT o0 & F

FiBERETY - A LSS REEE B IERE  BIIBREN LR EITEES
BREHREBY AXETFANLRERA  FifETARENBIESER
EAMRE - BEN B - FEXSFTMERT -
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PASh - EM R WEEZ R RERE - AR - BedMRURE R
SEER o ANRF A SRR BB T ARSR AR LSS > W LA » B
FEA—ENZW > HEZERNREWENOTEENMZARE TXERR
P& Y » FEEEHI TIXLEMRERNEZMZ G » RIRWE SRR R
Rz AR EERTMEES 2 o MASERE

H3 : RMEEENRENSEE R ENTNE N TRATRAREN
ISR ;

AXA BT RERSE/RIE H3 ¢

r(t,2+K)= Py + P, V/P+ B LnME + B5 B/ P+ B;OUTSHARE + Bs EPS
+ BeEPSdummy + 3, E/P+ By D/P+, D/sztmm_y

4
+ Z 0 Stage(i) + e,v i, (6)

=1

He s

LoME AFRRAFRNENEE » O MER B AR EL > MER R A8 |
EZFANARREBRPDETE > AREEAAROEEN S RERENTER ;

B/P ATKEMEL - RAGEFERNERGFR=RUE_FNAMZEE—
M5 B BREREN > BRERFAT AL AR FIRPRE

OUTSHARE Fani@A L@l - J958 Z 47 A IRAY i 8 M R A4 B DA B iR
x;

EPS FRaBRE - ABESFERUEEE B THEEFETEERE
WA > FHIEFTMA— DA Z (EPS dummy) » & FE R E 5 5 E0 i As
21 - KRR 0

E/PRVLES /A& LE > Bl AR SRR LISE ZF N A A&l - L2
B ERATEIEL 5

D/P BRI ELFE - RERINEHL (D) BRUBZE/-AKNIKE
s RN EBERESLRNEMLE (D/P dummy) > MESTLRNERR 1 > ER
Bo o

6 BT ARB A EZEFIZEZ 5 > Ohlson and Felctham (1995) Bl Penman
(2000) EMAREH - 2UBRNAR GKAKBRRKNEHERR) LRSI
BEREMEENFEREAERNNARE —ENEMW » AXPRAFEXLRA
E>FEUEHHAPTRMA > UEFE—FHREEHN TREZEFENEZMZ G
T A i o RS BN X SR ofe R 22 A A Y TOUI R
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4~ REFENFE
Beaver (2002) -~ Korhari (2001) AR Lo and Lys (2000) A >

V/PEER 3 1 2R i 3% Y T B8 7 7T BB SR B T A B dr 77 72 B L0 g B Y XU [
HFT S EAY - T Frankel and Lee (1998a) 1§/ 8 FLA 1 Ik m 77 (&t AE 9 XBe
AERE . ZFER TXWRENEZMZE - K3 v/P LERTK RS BRI T
AR R E » Al Hwang and Trombley (2003) N —% TR
RN RERETNENNRERER » FRRM > RRERREAARS vPit
EHE—EWHEXE HANBEEREHE —EWEMW - BE VP HEXNEERE
WRITEAHNAREETREERNEZRAASEY > MEd THHENEEDN
BIREN - NTEBEEFAH vwP LEFM KRR RERSE - FEEH T K&
FAEMEmMZE > VP INARERESTNRERFATEES « A RE -

Ha.1: V/P b ZRMELEREEZART —ERNHEXRME |
H4.2 1 v/P L EZNREVRBNFNENATREHTEHSRERREEN
MRERSEHN -

AXHICRAER (7) FER (8) RBRIX H4.1 A H4.2 :

V/P = ay + a\Beta+ a, LuME + a5 B/ P+ as D] M + a5 Zvalue + a;StdROE
+ a; AverCC + az DTL+ ¢ (7)

#(t.t +K)= By + B, V/P+ B,Beta+ BsLnME + Bs B/ P+ Bs D] M

+ BeStdROE + B; AverCC + i 0 Stage(i) + e, i, (8)
=1
Hep
Beta RINNEIRJUEE : RBETARMTHAR - RABF 1 A1 BE
6 A 30 FRREFEH WA REE - MG E HWREREE > RIBERHNE
X RIBIEFRAFRETHEEWHEENARRE - EF A REENREES
MG e WRENREZ > ERITESFIEE
D/IM RRERMRENGL - R T ARSI RAR » NEERD
TG B LA BT R & LA 5
Z-value RANAFIR Z1H » AL IR Alcman (1968) REIFEITE LR
By Z (B - LA B B B9 51857 XS 5
StdROE RAA B IREW M BIREZ - R TIREBWAMEHEE - 7]
HERLRIREE RN —ME  AXFEIHERALRAEFEF 1A 1HE
6 A 30 BWREH A EMNEZEHRET
AverCC RARA T MET LA FHRAEAE » KB TITLaIRPE - BFAl
RERE ZHENY ~ NEE A AR ERTIRARIXEE » 7T UG BRE ST 0 B v =
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WBEUE o Tl EbmER A PEIEE SR ET A 74T ka384851 - 5l
BRERRRIAE > 00 12 DPRIATUR I BATI-F AR AR BA -

Bt4h > ¥ P8 Fama and French (1992, 1993, 1996) BI#FR - ARME
(ME) Mlk@ &L (B/P) HAEARBEERMAE » RBTARBIREX
fe o

() HFREEMBIERE

A AT R A EUREAE N 1994-2004 7 - EEFIATHERLE RN
1-36NH > BINRICFnE » AP HEAAANRERRZEESTFEESRE
EoE7T ARFHRTE  XBERERNTRE vPHHESRFK 6 TAKRENRE
HIMEM  BAARMLAFAE _FE 7 AARNEL=ZFULNREZRSE
17 Bt ERARXMANEMNHEARALTAREERE2000F K - UETREBIHK
BUR SR = F MM EE -

LZERrvR > ARSCETFERE 1994 FRZE 2000 FRAEFRFH T LT AR
EHATMERHFARNT R  Br BB REARA T B0 2 T I 454 -

OBTFTSTHMPTARMBRENBZELGRZNEZNRNTE - BESH
WERH - FWFESE : FRORARBEAFBIBREs, ++ 3]FRIE ST M PT &Y
NI

O A FE&mTlAEERAAERYE > BACREERESLNEF N EUE (40
AR AR 2B FEHEFERMUSFHEH VRR=ZFNEEEFERE
FOME) SREAR AR EEBTERENRNENE > BUrEFERAmES
BTl bW AT BEVDFEEZNENMSIRETREMAZS T

O fFER~=RNALR - TEITEL AN ROE » Br LA & A K & 57 7=
M>05 thoh > —NFEEERZHBNK - 2SBA AR ROEFERE
B RN EEEANTHRS ; B> BRI CH AR KBRER ITER
ENMEMREZ R “BZELANENTHEIHERS”  ETHHE
RET > &7 ROEFFEHM/NTF 0 B KTF 100% HEARIED 5 FHbAXH
FEAN FISE =409 ROE TEE RLTE 0-100% Z ] 3

O 54 FEINFENREESEEE  E2UHFEERENAME&E
F— 25 ANBEENHEIRALT > WANEREEAXHTAEL S -

AXFHAEHFEHRETHFERETHHRHR (CSMAR) #HiEE (2004
BR) e BT A BUE T K429 SPSS 13.0 B EViews 5.0% -

7 ZELAER 1994 FUBMEIE > —FEAFN 1994 FURT LT ABHIER
Lo ELABITARBANSSIENE  5—FHE > X ELWAAS T ERNEEHE
HREHELEETFT1993F > ERFANTH 1994 FRUEFENFEREDE
AHTE > FURME R AT EmME  FEERTH#ETHEMTR -

% SPSS 13. 0 FHIBRHS T RAM<RZEMIE » ERHSHTREAIBXTEMRA
EViews 5.0 -
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(7)) HRHESEIT }
AEXFHEMRE TP HERARERBIFESEMARASEIE31954 - (1)
1994 FE 2454 5 (2) 19954 2264 ; (3) 1996 E 3124 5 (4) 1997 &

56340 5 (5) 1998 4F 4684 ; (6) 19994 64241 ; (7) 20004 739 4 -

RIFTRTEHANRBRSE - vPHE  RAERSHEFEGREE
LSRN ERHERAER MRS TR -

£1 EEBOBAELN

N Minimum Maximum  Median Mean Std. deviation
Rerl 3,195 -0.334376 1.052073  -0.005909 0.009809 0.111703
Ret3 3,195 -0.790643 1.594062 —-0.004027 0.021194 0.181534
Rer6 3,195 -—0.898747 3.075233 -0.000371 0.032237 0.236294
Rerl2 3,195 -1.400075 6.755170  ~0.006732 0.071419 0.513578
Rerl 8 3,195 -1.605177 4.572688 —0.002901 0.080990 0.553799
Rer24 3,195 -2.450580 16.173608 —0.004767 0.144791 0.946741
Rer36 3,195 —2.274638 13.925292 —0.001084 0.214969 ’ 1.069924
viP 3,195 0.000544 9.487650 0.327355 0.449088 0.484090
LanME 3,195 10.704367 16.671560 13.583634 13.514173 0.863043
B/P 3,195 0.005308 3.917607 0.223309 0.458638 0.680525
OUTSHARE 3,195 0.037307 1.000000 0.339580 0.361509 0.133044
EPS 3,195 -—2.104664 2.276996 0.273474 0.285464 0.256322
E/P 3,195 -0.420933 0.192883 0.021218 0.022944 0.027714
D/P 3,195 0.000000 0.131291 0.000000 0.007557 0.012771
Beta 3,195 -—0.100686 2.060047 1.006845 1.003523 0.242007
DIM 3,195 0.005565  54.833580 0.690380 0.911666 1.341325
Z—value 3,195 —0.627522 929.438400 5.099460 10.557900 33.253100
StdROE 3,195 0.004829 0.085834 0.029042 0.0288523 0.009640
AverCC 3,195 —0.020479 0.275552 0.086081 0.0857820 0.040228

I SR 45 R 5 AT
(—) ERENEHEXEDT

E2-1 R TRENEREREAENERKTNENEEREMFXER
(Spearman Correlation Coefficient ) » H & > lRE N (P) AEALE 21t
FEEREFE_F6 AMERE—TXSGINREREN s BEMHNENE
(V) AFARREEERTENRENENE KENE (B) HERA
CSMAR #IEEPHALN NG ER> -
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% 2-1 HPBRENRSRENERKE N EAEXNE

Fh NEIHE B A%

1994 245 0.395%** 0.426=*
1995 226 0.426™* 0.413***
1996 312 0.495%** 0.386***
1997 563 0.338%** 0.370%**
1998 468 0.290%** 0.282%**
1999 642 0.176*** 0.233***
2000 739 0.127%* 0.118=*
BT & &1 3195 0.321 0.318

e BN 1% MEFEMHKT . HAESEHT PRRERESTHE-

ERABEN BREE>~ (B) SRENEHHERSEHRALERN
0.321 » EREKENEHEBRBREENZROEREES 10.3% (0.3212) -
HBAXHHRRE HL > ARSREERTENARNENE (V) ERE
MEHXRENZETRKESR=5BRENBIUHEXRLE - AMBER2-1
ARLEI > BT 1994 - 1997 Ml 1999 24k » HAEZF VEREMNHEHIHE
F(EFHETR—EE BERENBIHARE  AX=ZF Vv 5ERENER
MEXZHOMNBETE—FE B ERENKNHERRE i VERE
MBI X R B3N 0.318 > IR EMENXERBEREN BTN
10.11% » BEAKT MK E N (B A A < HUE - '

MEX 2-1 BATUEI—NEEBOME - FEARSTFELRBAEN > A 1994
£F 200045 > RENBRSHEENENEOHERSHXRECES B/ > XU
FHBAREE R AV HERE (2] 2000 R LE) > PEBT RN RENENE
ML - BRINFANEERRABEIES Y XUEFERTARANRILZ

PLEAMF U BBRIEHIRAERA > BEFERATS S - ARKKRE
B E R A B EE N EF N RER R AR R EM KRN - MIUXEEB R
—/NERAT R - RiZAENEN YBBRENENBRENELRETKENE
M BRENKRNBEREAE - XS5ESEEPTAR (Bernard, 1995 ° Penman
and Sougiannis, 1998 LA X Frankel and Lee, 1998a,b) B4 A—EL > IX 7] BE

¥ H20005F ISR » S EART R AN AW T B > I IRER N AR EAEEW K AT
MEERE > BN FEEREEPELSH L > LA LUE N > R ERRT EE A
FE TR o X T o E AR T o AR SR AN 45 0 N TEAN (B B9 fim 5 B o [ AT 96 O W] ALY
R E2RAREE (2003) > (BRENEIAENEOREZSHD - (&
WHRY % 10 81 66-74 5 BRXIEM (2005) - (RENEERRNEERS
FEBRMTRKFE) » (EHFR) E 28 45-53 -
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T T P E AR B R E R - HHIREN RN AN ENREERS > B
FRARBMENENE -

ET PERTOAEAE » AEN S —FT 6 - PERETINREN
EMETFEENEZTERKENEESMINVAFTE-DEKARE > FLATE
i EE AR T T {1 (BOx R AN AR T B (R R ME TR B 5 — BRI R A BB S Rt 3 -
T2 2MR2-34HWMAT —FEMREFHBRENEEREAENELIKE
M ERM T /REMEREBE

*®2-2 —ERENEENBSNENERKENENFEZMXE

Fir AEIRE B v

1994 245 0.414%** 0.584***
1995 226 0.396*=* 0.462%**
1996 312 0.261*** 0.438***
1997 563 0.125%=* 0.422%**
1998 468 0.040 0.262%**
1999 642 0.015 0.207***
2000 739 0.117*=* 0.231%**
BT E FAr 3195 0.195 0.372

E 2 RR 1% MEFWKF - “BTAFEH” FHBENSFEFHE -

* 2-3 WHERHRENESAENERKEHMERFEAXE

Fir NEHE B v

1994 245 0.399%** 0.686™**
1995 226 0.157*** 0.466***
1996 312 0.102 0.454***
1997 563 -0.590 0.417%**
1998 468 -0.700 0.194***
1999 642 0.006 0.296**
2000 739 0.115%** 0.392%**
A FEh 3195 -0.073 0.415

oo RN 1% MEFHAKF - "IEFG” FOHEENSEFEE -

MR 2-2MFX 23 TR ERAEEFER - VERENBOAXZETEST
BEREMBIMAXE > ANV ERNOERRENTFHHERAESTB S
B RIAE R R - X B AR A REER T ENRENTEN EEB T
KEEFFRFER-ERREUEMERENSE  EREEARMAREENTE
Y RTEM ETE RN R 7 EXTTKE M BRI R RE 2 G — BRI (R A RE S e i
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HE2-2MF23EAUEY - MENEOEK > BREAENESERN
BHAEREGES A > B F 2 MMEARES RS > XBERERENFE
L P 7E (A0 B A 3 — MR HO I (B 7R © X AT AR R B Y T A X AR A A
EhasnEEMEEREE-—ENNEER - A—TETREEETPER
W BTS20 fI— A RBEETHENER > /a— T FREUFE
FrE RSP ENERLEMNRBRERMIEFTS « XRTH— TR
WAMBEZHRAEZERTERTEET “BREY > MEFNEC LTS
R T AR SR FRENER > BLEENEPNZELBETERNR
HER ERFAKBER) FHENATNENE; METHFEE T
R BN A EENESHEMENEXEE - FERFE2ERR P X
EEHARENEEAENENEAEE L UENHAR L ROERONE ?
X—RBE HETH—FHPR -

(=) SxREBREWRZHHERXE

3.1 BRTHEE (4) (EHELE MNKBIARESNNK=1" 3"
6~ 12 ~ 18 ~ 24 F 36 -

#3-1 LvPhAEZERTEAZER

K B + (B P& Constant Adj.Rsq N
1 0.024 3.810 0.000 —0.001 0.011 3195
3 0.037 4.354 0.000 0.004 0.010 3195
0.062 4.795 0.000 0.004 0.016 3195
12 0.197 5.554 0.000 -0.017 0.034 3195
18 0.261 6.495 0.000 -0.036 0.052 3195
24 0.612 6.685 0.000 -0.130 0.098 3195
36 0.770 6.272 0.000 -0.131 0.121 3195

W KCRTRAIE > BN OLSEHMIARRL - H[ENMFREE LT BHRE (E
WIS » ARBUTEENTA « OB EHZE Newey-West HE) - PENR
HZHEBEHERMEEH KT - Constant N EEHMAIEE - Adj.Rsq NIREMHIE R
BRI, NNAANE -

£3.1 BRT P HEWFRENBRERZEFRSNTUGES - EHE
BT > BIRRE BHY KT EMRFEEFEKTFENT 0.01% - EH
FIRAMTFAZN R M 1% 3 12.1% » BE VP LLREBRBERREREREZN
— A0 o FRATREIE A SRR NEL > XIHHEE vP LEERBRE
BRI - WEE 3-1 BAMEH > METWHEMEK (KM 1

o ERBEREGEES > BARERZN R FH - AMLEE > EXHEL
T HAMEATERTEMAAREREWEART -
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PERYPIREE EABY - TG —MUEIER T F 48 E gk
V/Ptt+ﬁﬁiiﬁﬂxmﬂimﬂﬁﬁﬁu BLHSF - FRGEAT LRI > RIERAE B Y
AU EMNRENE EABYE > 10 /P X R M /9 T §E 777 W R E]
HEAC T B G TR AY A o

R (4) PMABBEMEESR  #HE (5) WEALERNTHIR

*3-2 H#HE (5) WEHER

K 1 3 6 12 18 24 36
Constant 3 -0.013 -0.034 -0.024 -0.233 -0.334 -0.516 ~0.519
B ~1.613 -1.595 -1.687 -5.482 —3.018 —-2.524 -3.766
PfE 0.107  0.111  0.092 0.000 0.003 0.012  0.000
v/P B, 0.023  0.039  0.068 0.203 0.271 0.610 0.739
1] 4429  4.815 5.414 5.946 6.644  6.639  6.329
P& 0.000  0.000 0.000 0.000 0.000 0.000 0.000
Stage2 a, 0.021 -0.005 -0.048 0.010 0.109 0275 0.526
t {8 0.573 -0.120 -0.732  0.812 0.809 1.212  2.889
P 0.567  0.905 0.464 0.417 0.419 0.226 0.004
Stage3 a, 0.020 0.068 0.045 0.286 0.388  0.587 0.714
t (8 2.138  3.061 2.781  6.014 3.412  2.731  4.952
P A 0.033  0.002  0.005 0.000 0.001 0.006 0.000
Stage a, 0.015  0.044 0.051 0.273 0.368 0.534  0.366
t {8 1.774 2,026 3.363  6.259 3.280 2.067 2.698
‘ P {E 0.076  0.043  0.001  0.000 0.001 0.039 0.007
Stages a, 0.003  0.019 -0.003 0.145 0.219 0.238 0.182
o B 0.334 0,912 -0.186  3.399  1.955 1.125  1.339
P {E 0.739  0.362  0.852  0.001  0.051 0.261  0.181
Adj.Rsq  0.014 0.026 0.031 0.064 0.099 0.129  0.165
N 3195 3195 3195 3195 3195 3195 3195

o KRTNEE - B ORNEHOREIRE - B, N VP HIMERE oo, HIIREAD
EPEENMERY . (ENFUTREHERYLE AU ENIE > PENFEHR
REMZERPEFEZEEKT - Adj.Rsq AIAEMHAZERE RFH - N ALTAE

B o

R 2MWAETHEE (5) MEIEER - ZRER > EEH THEEELNE
MARZE > V/P tta“’éﬂﬁf%#:pméﬁl&ff%iﬂﬁlﬂﬁ R¥FITHE-—ZERENRS -
iﬁ%?“?ﬁlﬂﬁﬁiﬂlﬂ Eﬂ?ﬁl%ﬂ“{t—e"rﬁﬂ’ﬂﬁﬁ&&T{tﬁi"ﬂ:ﬁi‘ml&ﬁéﬁ%“

YR o BRILZ b - ZRERIERGNE 3-1 BHMNEREEREL -
itt ; Zlich‘u'FEl"JE?ﬁEP s BERBF AR BRENEEERAEHEES -

P ATRIENR > FASEINBREMESRMUENEHEE > FHILTXHAF
BT 517 B9 25 TR A% 391 A 1R i Y B RE AR & A9 AR SR U -
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(Z) SRERBZHEXNEMBXRENTE
FEE AR h i A SR E A A A E RN EREE R - KA
(6) RYMEIFLRMT FR -

*4 EE (6) BEHLER

K 1 3 6 12 18 . 24 36
Constant B, 0.063 0.340 0.797 1.500 1.828 3.130 4.750
o (B 1.490  4.363  8.303  6.753 7.015 7.051 9.995
P{E 0.136  0.000  0.000  0.000 0.000 0.000 0.000
VIP B, 0.024  0.038  0.069  0.199 0.247 0.601 0.785
B 4.476  4.742  5.375  5.700 6.257 6.475 6.463
P {E 0.000  0.000  0.000  0.000 0.000 0.000 0.000
LuME B, -0.008 -0.038 -0.077 -0.169 -0.224 -0.352  -0.467
t H ~2.254 -5.900 -9.830 -9.413 -12.183 -11.809 -12.570
P 0.024  0.000 0.000 0.000 0.000 0.000 0.000
B/P B, 0.017 0.002 0.016 0.066 0.063 0.078 0.159
{8 3.695  0.321  1.992  4.505 4.329 2.920  4.813
P{E 0.000  0.748  0.047  0.000 0.000 0.004 0.000
OUTSHARE B, 0.010 0.077 0.133  0.268 0.362 0.566 0.898
t (B 0.534  2.776  3.964  3.435 4.848 3.894 5.419
PE 0.594  0.006 0.000  0.001 0.000 0.000 0.000
EPS B, -0.056 =-0.116 =0.023 -0.125 -0.209 -0.356 —0.370
o B -3.983 —4.141 -0.771 -1.728 -2.235 -2.709 -3.118
P{E 0.000  0.000  0.441  0.084 0.026 0.007 0.002
EPSdummy B, 0.040  0.095  0.103  0.206 0.408 0.491 0.137
(& 2.385  3.223 2769  2.973 4.114 3.304 0.799
P A 0.017  0.001  0.006  0.003 0.000 0.001 0.424
E/P B, 0.287 0.781  0.163  2.147 4.596 5.773 1.620
t B 1.835  2.422  0.409  3.061 3.663 2.750 1.120
PE 0.067 0.016 0.683  0.002 0.000 0.006 0.263
D/P B, 0.480 1.771  2.411  4.355 7.914 6.895 3.003
o (B 1.698  3.473  3.863  3.548 5.223 2.190 1.207
PE 0.090 0.001  0.000  0.000 0.000 0.029 0.227
D/Pdummy B, 0.008  0.032  0.034  0.065 0.104 0.124 0.086
t H 1.571  3.992  3.110  2.786 3.808 2.419 1.955
P E 0.116  0.000  0.002  0.005 0.000 0.016 0.051
Adj.Rsq  0.043  0.091 0.094 0.129 0.215 0.212 0.276
N 3195 3195 3195 3195 3195 3195 3195

WK VTSI - B, WEEUAMEE - BB, A NEAERNAERE . EREHON,
REMERNMN ST BORE - P ENERARSHNERKERNEEEKT - AdjRsq
RELHERR RTH, N HATHRE -
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F4RRTHEE (6) MEHEZE, MNRXEMRERSERS k=1 - 3 -
6~ 12 - 18 ~ 24 36 - ZEER, HERMTHMBEXTENEZNZE,
V/PLEL BRI A BE BOAF MO TN R SR AX =l 2 - VPRSI R AW REE TS
BT AEREEERT o, AESREZEMKFERZIZET 0.01%, MAMKSE
AEIAIEK, VP RIRIRAFHESM, M1 MH 0.024 B KE 36 MNA K
0.785 o

EHEFENE, WHZNEL (E/P) MUEIF R (D/P) HEEREAE
HWET PR, BE ZITENENTEET wPHLRN  ZitEMNE (&
BNHEZEWEKFENT 1%), HHEAREMNERZLRT E/PF D/P, B viP HLE
MARKREWENEREERANEEEERKRET E/PH D/P 3, ERERIER
I Gt AR R s RO T BE 12k 1%, P LR ERERMEM, LHEZKHTW
HEK, HUBEFERAL - B, A% 4 TUEHE ST XHBTRMAELS
W TRINEA E B, VPR AR ZE U g8 RO TR B Ak 5 B P tb RN SRR E
W TR I AR B T ARIHE « KEiE R EMAXE R0 rS
M o

QLEPRPRNAESE 3: 0

Korhari (2001) A, Vv/PZ BT LABERS T R SRAY R R lkss, FTRER M T
FEZEEPFEE LG BN XM EE o {52 Frankel and Lee (1998a) LA
K Ali, Hwang and Trombley (2003) WX, ZER THREEZENEZ NG,
VIPLLRMA SR KRB R RS EMEX - Fit, ZHANAREERLRAETF
E i, V/PHEENRERBRENTNENESER TEEREEZNE
M BT S ELAY -

1~ VPHEEERKREEZMNHERE

FR5-1 MK 5205 RT vip 5—8RK K FEZ E 09 Pearson FAE R %
M Spearman X FEEL, AT AR v/P b ESX KR EZ 2 H0ERZHET
W58 -

M 5-1 ME 5-2 AILAEH, V/PEE Beta &t StdROE B E L E M
HREY, ERBEEN VPAEERNEERIRE ; M5 B/P R AverCCHIAR

2 RNTREX—ZRETEHTEEZ AAIGEENZELEEERE - &30y
T VIPERRTEZAINHEIEST (FEEREKRE) » £280 . vrE
E/P - DIPHFEELRENHEXRKRE » ZFEIX—FER > AU LEXEER (6)
Pl EE VPR E/PE D/P > LR XERIEISI « 2K > EERH
EIE VPG BENBPEREREN R FHLERIK - A E/P 1 D/P
SERRERFAHENE N > Bt v R kR E RSN TNENIES
F E/PFI D/P -
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REAYEZENE, EREEEN VPERSHXEE - B EAR, XAHERRE
MAESN, FAEBEER, ANES VPHRER -—EERESRK - Fi,
AXBA LR REERR v/p LRBETEIT 0N, UER—FFE vp
EREERIALER - G5RMT R -

®6 LXABREZNETEX WP HLEHETEIA

B 7a B 7b BE 7c BE 7d
Constant 0.580%* 0.467* 0.591* 0.548
(13.404) (2.855) (3.026) (2.765)
Bera -0.131** —0.130%* -0.074 -0.069
(~3.265) (-3.255) (-1.859) (-1.733)
LuME 0.008 0.001 0.004
(0.709) (0.097) (0.318)
B/P 0.014
(1.240)
D/M 0.003
(0.488)

Z—value —0.0004*
(—2.041)

StdROE ~6.638** —-6.886%*
(—6.026) (—6.001)

AverCC 1.249** 1.274**
(4.783) (4.849)
Adj.Rsq 0.004 0.004 0.016 0.017

N 3195 3195 3195 3195

FERHL 23 4AFIRRIEARNAEEX vPEITTERESHMNE R ; Consant
RELANEE  SETENABERZUTESANEREL (FZHTENRE - Adj.RqH
AEMNHAERYRFF NALAFHE ;= TR 1% WEFHKFE ~FF 5% Y
RBEENRF (XMD

ReWATHEE (7) BYERER - H, A 72 X4 Bera EX V/P 3
Tl ; R 76N Bera (S LaME X /P #4THH 3 A 7 Beta ~ LuME ~
StdROE R AverCC Xt V/P #ATHIIA ; & 7d 4% Lk 2R E ZxT vrp
HATEH - AXEMEER G, & BN EREREEE/KTEREF ML,
Hitx BItie e aEEr mH%EE -

MERFIAUFL, AverCCRIRIERREZRNE CHRUENEN 4.849),
ERERS VWPHENATRNKES, Rttt EEEERFKILER; H
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StdROE HIEMI B E M (: ZITEBMBEN -6.001), BEWRES V/P LLED
ATIREEMR, Fbthahd & BIEAAR SR Filt, X—4RRFERs-1 5
F52FMMRABMONER—F, FAREIEHE VPHENAAREER
BIRKEE o B, RE VP RMELXERERRMRX, HAREELER, WK
V/PHL 22 3 A 22 Sk SR 25 O TR RE 0 R | LB B AR B KPS E R BT S B - LU
T H IS RIX— I SR — S RES -

2 B VPLERERNBTE, EREDAMARREZIENEFHETE
RNTHRE P HERFREZHTNGENETEGTFTESEERNGEEE

ROAR SR ME BT S B0y, A SCFE VP LR AV ERE b, FEN AR R i 89 = 7
B MATREERENEFHEE, FROTHR

w7 U vPEREEZENBAEENRRERGEETEH

K 1 3 6 12 18 24 36
Constant  f3, 0.180 0.520 0.986 1.450 2.067 3.650  4.940
o B 3.346 5.669 8.575 5.299 6.755 8.408  9.860
PE 0.001 0.000 0.000 0.000 0.000 0.000  0.000
VIP B, 0.024 0.044 0.074 0.225 0.292 0.647  0.809
v {2 4.449 5.072 5.510 6.060 6.649 6.687 6.549
PE 0.000 0.000 0.000 0.000 0.000 0.000  0.000
Beta B, -0.035 -0.055 -0.036 -0.029  —0.048  -0.073 -0.173
o (B -3.942 -3.833 -2.077 -0.811 ~-1.227  -1.212 =-2.953
P{E 0.000 0.000 0.038 0.417 0.220 0.226  0.003
LnME B, -0.015 -0.046 —0.073 —-0.150  -0.196  -0.326 -0.454
o {8 -4.650 -7.893 -9.442 -8.145 -10.341 -11.505 -12.928
P{E 0.000 0.000 0.000 0.000 0.000 0.000  0.000
B/P B, 0.014 —0.005 0.020 0.055 0.071 0.076  0.086
] 2.682 —0.721 2.340 2.971 3.462 2.373  2.335
P{E 0.007 0.471 0.019 0.030 0.001 0.018  0.020
D/M B, 0.003 0.008 0.008 0.009 0.013 0.016  0.002
1 1.436 1.502 1.664 1.363 1.499 1.190 0.266
P{E 0.151 0.133 0.096 0.173 0.134 0.234  0.790
Z-value P, -6E-0.6 -2E-0.5 -0.0002 -0.0005 —0.0003 —0.0009 -0.001
v {2 -0.152  =0.246  ~1.601 —1.846 ~0.706 -1.792 -2.831
PE 0.879 0.806 0.109 0.065  —0.480 0.073  0.005
StdROE B, 0.390 1.405 -1.234  4.478 0.707 1.704  15.220
t (B 0.727 1.747  ~1.315 1.729 0.242 0.417  3.321
P{E 0.467 0.081 0.189 0.084 0.809 0.677  0.001

N
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Rr7 #
K 1 3 6 12 18 24 36
AverCC B, 0.009 0.032 -0.200 —0.293 —~0.165 -1.431 -2.981
¢ B 0.093 0.221 -=1.302 -0.879 ~0.470 ~2.488 =3.521
PE 0.926 0.825 0.193 0.379 0.639 0.013 0.000
Adj.Rsq  0.034 0.062 0.079 0.113 0.161 0.189 0.267
N 3195 3195 3195 3195 3195 3195 3195

E K ATNEE > B, R EHAEE - BB, AR NE AREMMERL ERFEEMR
REMBRBN AU EBORE > P ENFEUAREMNERLKENEEEKF > Adj.Rsq
RIAEMHAERBRFT > NARXFYE -

MNE7TLUEBH, EERTRAEEZINEWMZE, VPILEARERLN
KEERTE ; MAHETMWBRMNEK > MNERHELHRX KA1 TAM
0.082 E 36 MNAM 1.133)  RFRFMWEFHKTHNT 0.01% > BE
c S E MRS E A EKTEN > N1 ANARY 6.824 E 36 MAM
10.588 < XEREIET LR AvEE, EEE TN BAEEK, vPIERIIREK
R E iz A TN EE A RS -

Fhh, TEF SdROE B AverCCHIRI R R R E « 41T ERY E7E TN EA
AR ARRE, BTN XEANEEBR S RRMEERGEMAR, BRH
HAEE X RRRE W EITTRMAEES 5 LaMER B/PRIRI R R R E « 48
T EREMEIET ofE BT EEE—TA/NA BN K B/PRUSL > MEH A
REEZENHMZERBELEEFEEMKFETLUEM > Bera WRIEREN « 4
WEMEEREMBRINA GSPMAMR) 5% MK TFEE - YTNHEART
ANMAR > HARZAFWETBRAEEE > HHAH Bea ERENATXE
{XAX BEAS TRV R SR HI N A Ui &5 (AR /NF— ) - e > HE
#iZE 5 M D/IM T Z-value MBI RRFLFERANTNE R AEE - HH
AR ERES FRM AR BEARFHEAE -

Rz U EBIERMALSTE—SIEE TEEH42091EW > B v/PEHLER
NARR I TIME N HFAERTEHSFLERERZNARERSEN - £
STREAZENEWNZE  ERABMSEEHEE TEN VPHLERMARILEX K
S % 2 i 2= Y R R AY TR A8

() REERE
MXBE2ET > BERXEVHEFEERSHH - A TRIEAINELAR
ZTRENSETEFENZ N » HA1EXEFH Fama and French (1988a,b,
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1989) EAAELEF T ENRFEWERNAL BHR EITREERE S - &7
INER8-15TR - AR TR - EEH TR SHREIMMXERZfE » EE
REZEFTENRRRGEFZRNEBHRENEAZENFELT » v/PHERAH
FERPBEERIE - M EFEE TN EAYEKTEN XA XHERAZ
R ERTBITENEZM -

#* 8-1 HRAESEMUHENEERAE BHR ETREERR

K B t{H P{E Adj.Rsq N
1 0.021 4.410 0.000 0.053 3195
3 0.036 4.846 0.000 0.114 3195
0.060 5.948 0.000 0.146 3195
12 0.125 6.459 0.000 0.216 3195
18 0.185 7.338 0.000 0.308 3195
24 0.297 8.893 0.000 0.348 3195
36 0.378 9.638 0.000 0.368 3195

M KNBUMIE > B VPHCERRIRMR RS - ¢ BONERHE R AN ¢ ST EAIBUE -
P ENIZAERRERN RE AT - Adj.Req WHENAZRK R - N HAA

EEREF LI MEEXNHERDFE —ENE MW, FEFXHNERL AR
FARBEMR, FAEHTT AT WAREERE

(1) EREGMALTERNEE  OGTLEBEE, BHEREELQES
AEADREATA, BT - 2RF - Err=l - ZRE ML, ik &M
MTWEBEE, 43710 Utdlity ~ Property ~ Conglomerate #l Commerce >
AHFARABTHE TR, ZTLAERMEEREN 1, FUBREN 0%;
O L SR E AL E Discricr, SRR FERT LA RREN 1, £PH
EHEBEN 0 ORATRESEMEE Bull, HEALRLTEARER, &%
EMVEEREN 1, LT EARER, WEREN 0¥ O REEENEEHT

3 REHRENERPEETHRANEHEE RNAZE - T E KA EER
M 1E 36 - HTFREHR  BREEREMHEARERIRT P LERAH
BEREE « S0 E > MHAHARFREMBTRTENFEREIE -

¥ OZ B NEE BRSO E AT T E AR AR R A B 12D KRBT #TRE
THTFRDRETLE PR FETIAEELBRERD > EUHITREANSE
HEA 1T o

XN TF BT P 4T AR 4 - A ET AP AR ET SN - A
EEECRI M BE T - [ AXESTBFERIM > BHTAMPmdF4mm
REETAVEIRIEAMER - B EREN - AEXSETAP T o B4E RN #0
KEER » HRWAT EAMES » A4 2 FTHEMERN > HEET - B&
%lrh 19949 AE 19965F 18 ~ 1997 F5 AE 19994 5 A ~ LK 2001
FCRAZE2002F 1 ALATHTHE - ERNMNETHE -
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FEHELLEE Fund, ¥E-FREALANTRERTFEESN, ZEERE
A1, BURER O -

(2) BREALRIEETBEEMETTFEEN -

PR IEAR B A 45 R 20 Al A3k 8-2 MR 8-3 Bi7R ¢

* 8-2 EREEEEGMA LT EMNEEMTILEMLEHTREERE

K 1 3 6 12 18 24 36
vIP B, 0.022  0.035  0.055  0.193  0.238  0.603  0.811
t {8 3.809  4.072  4.356  5.302  5.959  6.455  6.554
P{E 0.000  0.000  0.000  0.000  0.000  0.000  0.000
Urtility a, -0.006 -0.034 ~0.033  0.001 -0.025 -0.020 -0.020
o B -0.619 -2.358 -2.714  0.046 ~-0.844 -0.479 -0.437
P A 0.536  0.001  0.007  0.963  0.399  0.632  0.662
Property o, 0.003 -0.052 -0.040 -0.002 -0.021 ~-0.005 ~-0.153
t (B 0.235 -2.735 -1.223 -0.028 -0.311 -0.066 -1.893
P& 0.814  0.006  0.221  0.978 0.756  0.947  0.059
Conglomerate ¢, -0.011 -0.019 -0.024 -0.010 0.001 0.019 -0.037
t (B -2.110 -2.306 -2.237 -0.420  0.055  0.471 -0.892
P A 0.035  0.021  0.025  0.675 0.956 0.637  0.372
Commerce o, -0.007 -0.011 -0.030 -0.035 -0.053 ~-0.080 —0.107
t (B ~1.150 -0.891 ~1.803 ~-1.035 -1.550 -1.526 =1.769
P{E 0.250  0.373  0.071  0.301  0.121  0.127  0.077
Diserict o, 0.010 -0.001  0.021  0.050  0.084  0.122  0.061
t [ 1.599 —0.175 1.822  2.179  3.513  3.096  1.692
P (H 0.110  0.861  0.069  0.029  0.000  0.002  0.091
Bull o, 0.015  0.005  0.033  0.111  0.159  0.180  0.119
(8 1.508  0.372  1.586  2.836  3.606  2.607  1.873
P (H 0.132  0.710  0.113  0.005  0.000  0.009  0.061
Fund o, 0.001  0.012  0.021  0.029  0.020  0.025  0.042
t (B 0.147 1.670  2.405 1.616  1.065 0.918  1.497
P{E 0.883  0.095 0.016 0.106  0.287  0.359  0.135
Adj.Rsq  0.048  0.069  0.069 0.081 0.126  0.167  0.247
N 3195 3195 3195 3195 3195 3195 3195

o KOIFE, BN VIPHIBERM, o o ANEBHEBOMERK, (ENEHE
R S BOME, P ENEFERYEIR RE AT, AdjRsq HIREAIHIE R R
TH, N HATUE -
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* 8-3 SFEEEHBER

K 1 3 6 12 18 24 36
Panel A B, -0.005 -0.016 0.069 0.834 1.672 5.508 4.509
1994 % o f{H ~-0.195 —-0.237 0.907 3.572 5.762 5.099 5.758
EYE] P {H 0.846 0.813 0.365 0.000 0.000 0.000 0.000
Adj.Rsq 0.084 0.208 0.215 0.390 0.591 0.526  0.461
N 245 245 245 245 245 245 245
Panel B B, 0.058 0.083 0.125 0.432 0.449 0.794 1.705
1995 % fH 2.783 2.311  2.238  3.499 3.794 5.143  4.335
= A P {H 0.006 0.022  0.026  0.001  0.000 0.000 0.000
Adj.Rsq 0.271 0.231  0.270  0.223 0.227 0.347  0.465
N 226 226 226 226 226 226 226
Panel C B, 0.015 0.118 0.211 0.498 0.561 1.778 1.723
1996 &£ fE 1.099 2.864 2.488 3.388 4.228 6.215 5.723
By PHE 0.273 0.005 0.013 0.001 0.000 0.000 0.000
Adj.Rsq 0.061 0.280  0.200 0.335 0.380 0.446  0.426
N 312 312 312 312 312 312 312
Panel D B, 0.019 0.040 0.063 0.253 0.286 0.796 0.909
1997 £ < fH 2.772 2.797  3.574 3.650 4.429 5.632 5.316
=H PHE 0.006 0.005 0.000 0.000 0.000 0.000 0.000
Adj.Rsq 0.069 0.222  0.164 0.099 0.164 0.266 0.404
N 563 563 563 563 563 563 563
Panel E B, 0.049 0.052  0.103  0.294 0.373 0.469  0.467
1998 &£ ¢ {H 2.188 2.110  2.463 4.075 5.465 6.386  6.241
EH P{HE 0.029 0.035 0.014 0.000 0.000 0.000 0.000
Adj.Rsq 0.090 0.174 0.200 0.188 0.304 0.364 0.249
N 468 468 468 468 468 468 468
Panel F B, 0.018 0.034 0.041 0.105 0.199 0.228 0.431
1999 £ ¢ fH 1.625 1.905 1.630 2971 5.013 5.778  8.786
EH P {H 0.105 0.057 0.104 0.003 0.000 0.000 0.000
Adj.Rsq 0.105 0.132  0.202 0.276  0.231  0.237  0.244
N 642 642 642 642 642 642 642
Panel G B, 0.005 0.014 0.025 0.045 0.064 0.132  0.155
2000 % o fH 1.566 2.951  4.053 4.004 4.515 5.265 5.725
S P{HE 0.118 0.003 0.000 0.000 0.000 0.000 0.000
Adj.Rsq 0.054 0.041 0.080 0.108 0.085 0.233  0.341
N 739 739 739 739 739 739 739

T : K ATIUEAE > Panel A-Panel G 751738 A 1994-2000 4 L #E 17 41 4F BE (5] T
RIS T RIBETR - ARG RIUR vPRARAEERE ; g, AB A FERERETR
HEY VIPEHIRIZRY . ERN VPHMERREW ZHENIE - PERN WPHAE
FHEFRMEZEMEAKT > AdjRsq HIEEMNAZERZHURFEY > N IARKE -
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mES-2FUES » EMASNEUEER > NAXNERSGRLFESR
B EFTANTNEE > VP RAFZEREEIEENIE - T EE BN
(8] A K TGN 5 MRS BB EAE R LUAI > 7R A BT
#iE > AT EREREEN - WX EIMEEX RERR G AE
B ZE R %A KRR -

FEXARREEMREARAFETAFEERARG > RV - EHNHE K
KF 6N AR FAFEENRBEHER VPHREREHEZNE (P EH/N
Fio) » FAREFNHEGELKTEN > XAMRITAXHERL R EER
A—BM - MEKNFEF AN ENFEMFRMARAR » ZLE
WE T /PR AR KA R R Bl A & R BUNEE S » XIRRAEH
g SE A 4 % TUI U0 R A VEETR -

Bz > BiARBERENSRYAMMXHEIEERE—ZW > XAFZ—1
FHE#—FEWIET AR

(R) EEHNEREHOER

ESRETFRINN - S EEMSRER RRFFTIER AL > FREE
BEFHD ALY (Bernard, 1995; Penman and Sougiannis, 1998; Frankel
. and Lee, 1998a,b; Francis, Olsson and Oswald, 2000) « A T#HREX—FLTHE
FEBTHEE B » AXFEX—FHHEITEE EIAT L - 288 Copeland,
Koller, and Murrin (1994) BYBF5 LA R E K ATSEFRE DL » ASCRBRINT oK
i 7E 4 b BY R AN (B 36 -

pi i = S IR ERE L 514 2 0]
RN E Z;, T B R + YEEHN S

Hep» ERABAKE CAPM B/E ; YHBEFI £ A Copeland,
Koller, and Murrin (1994) % Francis, Olsson and Oswald (2000) B98FR >
WBENBLILWEBELSFEAN 2% HETIRESMENIES -

ZE B RATEAER L B AR RER N ER - EHREEMREAEL
T ZENIHHERREMEAMN - FEROES S - B TR S EBRA B R
RN RAHAERRBROEER o BRAGE& RER T LURARA IR
38 B0 X BRI BUR AT TR AT R » Rk A S A IR 25 AR VAN B B B AR
RUHEFT T EHER -

o BTFEROAERBGSRANEIE  EHTEMNTFEREFRAEZRE0 - HitF
SR FI AR & AR BEATAR XA S - MBI ok - U E SRS RiEAH
RemEiZ AR -
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MF R R —F > B TEDARATONEIE - A3CR A=K R EE
AR BRI EN @ XN TE=ZHUGENER A dIER > AXERAT=H
BHRERNERFHEENEZHURBOTNEY - ACFEHN B BREH
BREEAKXIT

3 o PN
R (8 = Y BBHHRE + Y i B i E

& (1 + T T BAR)
JHZHBRRALRENERTFHE/ (BB RARE - HKE)

(1 + B3R A pAR)3

TR MR Y B R EN AR R RRE D > BRATE B T R RS
DEBHASHRBEHGLHPEZNROAREZLL - GERO TR

£9 RIM 5 DCFWMHERZHHR

Fih NEIYE V(DCF) V(RIM)
1994 245 0.296* 0.426%**
1995 226 0.026** 0.413%%*
1996 312 -0.038 0.386**
1997 563 0.013 0.370%**
1998 468 0.023 0.2827**
1999 642 -0.044 0.2337**
2000 739 0.043 0.118~**
B E 5 3195 0.046 0.318

& oo BR 1% WEEWAF - “FHEERT FREERNSEFEE  v(DCH 7
ERABRUERBEETENRENES S PRENBIARREL : VRIM)—FIHER
RARaEEER T EMRENESSHRENBHHEARRE -

MFE 9 ATLLREL » TIERENTFERNERETE2MFHNEIE - BHEI
SRR Y PR B N AR E AR TR ARG EE 5 AR A8 ok
%> Al IS FEL AR R EMNEAT 0.212% » TR Az B R T $2

v AERAERER S - fREE > gARERBD - AN EBK - A A EF
FREEMERLRBAR - BTHELENED  RRALARAELENT K ANER
B XAFERENMERRRINHIME P L - =L - RREATMAEA
NEREFR—HRAN - EHUSHRBERBRERLTENA  XLEBHAAE
MEEN— KBz — > FETH I FZHEHAELRNERTHERAK
MAE AXENEPLSHEMIT > URIEBIENSEYE - BEZ2 L Francis,
Olsson and Oswald (2000)
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¥

H10.11% A0 BRRE 7 5 [ BLFRAT AT LAAS i 9025 9 4538 > 72 X3 ARAf 9 A R S T
AL FARSEEREZET B UMERER >* o

FEAMRR BT MR £ > ASCRARBSTNITE > E—F LR THH
BRI AR R s T RE Sy - EEEENT BR -

#(t:t+ K) = Bo + BV (RIM)]P+V (DCF)[ P+ a + esx,

Hh o VIRIM)IP FR RBEARGERER A v/p H
VDCAHIP R B ISR I H M V/P L ;
o MEHE T ARSI B AL HILE -

R E A% R FR >

® 10 PR AROR AR R Wi 25 TN AE A7 RO HLER

K 1 3 6 12 18 24 36
VRIM)IP B, 0.022  0.035  0.061 0.189 0.233 0.566 0.759
c 8 3.948  4.188  4.672 5.319 5.920 6.296 6.128
P{E 0.000  0.000  0.000 0.000 0.000 0.000 0.000
WDCAIP B, -0.006 =0.006 —0.006 0.053 0.061 0.140 0.169
c 8 -0.770 —0.480 —0.365 1.248 1.357 1.045 1.497
P& 0.441  0.631  0.716 0.212 0.175 0.296 0.134
Adj.Rsq  0.050  0.095  0.099 0.129 0.210 0.225 0.289
N 3195 3195 3195 3195 3195 3195 3195

o KRTRENE - B, N VRIM)IPRIRIERE - B, 1 IDCRIPHIRERE - &
HERFEREN I EORE > PENEHNERBERMNEEF KT 5 Adj.Rsq A
BUHERLRFYT - NAAEKE -

MERTLUE S » TWREHERKE > FAKESER X AR R
T BT T B RS REE - X—FIRESMIFERITRZ2—BE -

T HMRER

AXF AFTEABRT 1994-2004 FAIEHE > SLIERE TiEH Feltham-
Ohlson B LW HEBEERITER v/ t 2 S E R & A& SRR ZE s 19 T a8

38 9 T ARRTE AR T N R AR E M AT AE T ASUESHI BT R sEE
AEEaREHEAS—ERAHERRENKNEXRE  FRBE THEA
&R > BTERIRERE -

 ATERHE  AXERETRINRT URIM)IPE VIDCHIPRIFAREEE - B
iR ERMEEEMRTISE -
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AN EMPIRICAL STUDY ON THE PREDICTIVE POWER
OF STOCK RETURNS BASED ON THE RESIDUAL
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ABSTRACT

This paper, based on data from Chinese A-share listed companies from 1994 to 2004, em-
pirically investigates the power of the Feltham-Ohlson’s residual income valuation model in
predicting future cross-sectional stock returns. Unlike the current literature in China, this
study uses “comprehensive income™ to compute a stock’s intrinsic value to satisfy the clean
surplus relation (CSR) required by the residual income valuation model. With respect to
research method, we use the multi-period forecasting regression test adopted by Fama and
French (1988a,b; 1989) to strengthen the reliability of this study after controlling for certain
related factors. We find (1) that the predictive power of the residual income model is clearly
higher than other variables with extended forecasting horizons (beyond 12 months), al-
though many other factors may affect future cross-sectional stock returns, and (2) that the
residual income model remains highly correlated with future stock returns when certain
related factors are controlled. The evidence suggests that the residual income valuation model,
as compared with some traditional accounting and financial indicators, is a better predictor
of future cross-sectional stock returns for the Chinese stock market; moreover, its predictive
power for future stock returns grows stronger over longer horizons (beyond 12 months) and
remains effective after controlling for certain related factors.
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I. INTRODUCTION

The usefulness of accounting information for investment decision-making, which
can be explained using a comprehensive valuation model, has always been the
focus of accounting research in the securities market. The valuation model stems
from the theory of Discounted Cash Flow (DCF), from which the Free Cash Flow
Model (FCF) and the Dividend Discount Model (DDM) are derived. But the FCF
and DDM models have their inherent flaws. First, the data used in valuation are far
from adequate; in particular, due regard has not been paid to some of the current
and future value information on firms shown in the financial reports. And second,
these models are constructed from the perspective of value distribution (dividends)
instead of value creation. Thus, these models require further improvement to be
used for valuation.

Feltham and Ohlson have constructed a residual income valuation (R1V) model
based on the traditional dividend discount model and the concept of value creation.
The RIV model combines stock value, equity book value, and future earnings for
the first time, thus establishing the direct role of accounting book figures in deter-
mining the intrinsic value of stocks. This also indicates the relationship between
accounting information and stock prices, an issue that has never been addressed,
hence laying a sound foundation for future related research.

The residual income valuation model is of great significance for empirical
researchers, since it creates a new theoretical framework for accounting data and
firm value; thus, it is more conducive to exploring further the relationship between
current accounting information and stock prices or returns. Over the past decade or
50, a large body of literature on the RIV model has been published in top-tier for-
eign academic journals. Many studies (Bernard, 1995; Penman and Sougiannis, 1998;
Frankel and Lee, 1998a; Francis er al., 2000; etc.) indicate that the RIV model is
significantly superior to the traditional FCF and DDM models, both in terms of the
interpretation of stock prices and the accuracy of the value calculated in accordance
with the models. To further explore the application of the RIV model to capital
markets, the predictive power of the model for future stock returns has been studied
based on the securities markets of developed countries. The results show similar
conclusions: the RIV model better predicts future stock returns and is effective in
helping investors make investment decisions.

The emerging nature of the Chinese stock market requires a better model to
assess the basic value of shares and to reasonably assess expected returns to help
investors make rational decisions. Although relevant studies have demonstrated that
the accounting information in the Chinese capital market is rather useful (Zhao,
1998; Chen et al., 1999; Sun and Chen, 2002) and that it is possible to use the RIV
model in China (Lu, 1999; Song, 2000; Chen et al., 2002; Lu et al., 2002), these
studies, which are based on the Chinese securities market, do not test the predictive
power of the RIV model for cross-sectional stock returns, nor do they satisfy the
“clean surplus relation” (CSR) in the valuation based on the RIV model. Therefore,
this paper, by adopting “comprehensive income” to meet the CSR, studies the
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following two issues: first, whether the RIV model can predict future stock returns
in China; and second, if the answer is positive, whether the predictive ability is a
result of the impact of other factors (such as company size, E/P, B/P, neglected risk
factors, etc.).

The remainder of the paper is organised as follows: section 2 reviews other rel-
evant and important literature; section 3 describes the methodology, including the
research model, research methods, hypotheses, data sources, and sample selection;
section 4 presents the empirical results and analysis by showing the relevant data,
data processing results, and comparisons; and section 5 summarises the research
conclusions based on the empirical results and also points out directions for future
study.

Il. LITERATURE REVIEW

As early as 1968, Ball and Brown (1968) and Beaver (1968) first studied the rela-
tionship between accounting information and stock prices from the perspective of
information; in subsequent decades this became the leading topic of research in the
securities market. From the late 1980s to the early 1990s, the assumption of all
relevant studies in this area that stock market pricing is effective was constantly
challenged; since then, research interest has shifted to the measurement of the in-
trinsic value of stocks.

The RIV model, put forward by Ohlson (1990, 1991, 1995) and Feltham and
Ohlson (1995, 1996, 1997), has laid a solid foundation for study from the perspec-
tive of measurement. The model establishes a new and important theoretical frame-
work for the relationship between accounting data and firm value. As Bernard (1995)
puts it, the RIV model proposed by Feltham and Ohlson

“stand[s] among the most important developments in capital markets research in the
last several years. The studies proved a foundation for redefining the appropriate
objective of research on the relation between financial statement data and firm value.
At the same time, they provide some structure for modelling in a field where struc-
ture has been sorely lacking. The value of Ohlson (1995) and Feltham and Ohlson
(1995) can best be appreciated when one recognizes where the studies fit on the evo-
lutionary tree of research, . . . [they] represent the base of a branch that capital mar-
kets research might have followed, but did not . . . . In a sense they return to ‘step
one’ and attempt to build a more solid foundation for further work.” (Bernard, 1995,
p733)

The term “fundamental analysis” once again prevails in capital market research
following Feltham and Ohlson’s study, and the relationship between financial state-
ment data (fundamentals) and firm value is again being emphasised. A number of
studies compare the RIV model with traditional models and empirically study the
applicability of the RIV model to the stock market.
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2.1 Comparison between the RIV Model and Other Models

Bernard (1995), using a four-year forecast period, confirms that the theoretical firm
value calculated by using the Feltham-Ohlson model succeeds in explaining 0.68—
0.8 of a company’s share price, while the traditional DCF model can only explain
0.29 of the price.

Penman and Sougiannis (1998) use US financial data to compare firm value cal-
culated for the three models with actual stock prices. They find that the RTV model,
based on accounting information, is more accurate than other models, in that the
RIV model has an error rate close to zero over a shorter period (6-8 years). They
attribute this to the fact that the RIV model, which is based on accruals, considers
the impact of future events on stock earnings; thus, the model can better explain and
predict stock prices.

Francis et al. (2000) reach similar conclusions to those of Penman and Sougiannis
(1998). They find that the predictive power of the RIV model on share price is far
superior to the FCF and DDM models. The predictive error of the RIV, FCF, and
DDM models are 30 per cent, 41 per cent, and 69 per cent, respectively. For share
price interpretation, the RIV, DDM, and FCF models explain 71 per cent, 51 per
cent, and 35 per cent of share prices, respectively. Frankel and Lee (1998a) also find
that the estimated value of the intrinsic value of stocks calculated by the RIV model
is highly relevant to current prices and succeeds in interpreting over 70 per cent of
share price changes.

All these findings demonstrate that the RIV model is far superior to the tradi-
tional FCF and DDM models in terms of both interpretation of current prices and
predictive power for future stock prices.

2.2 The Predictive Power of the RIV Model for Future Stock Returns

Frankel and Lee (1998a) use the V/P ratio (where V is the firm value based on the
RIV model), B/P ratio, and firm size to construct a portfolio to examine the predic-
tive power of the RIV model for future cross-sectional stock returns. They find that
firm value, as calculated by the Edwards-Bell-Ohlson model (Bernard, 1994)* and
derived from the residual income method, can better predict future stock returns.
Compared with firm size and B/P ratios, the V/P ratio has a higher explanatory
power for stock prices and future stock returns. After comparing the predictability
of V/P and B/P for future stock returns, they also find that with extended forecasting
horizons, the predictive power of V/P for stock returns is significantly higher than
that of B/P. In addition, Frankel and Lee (1998b) also use the RIV model in an
international context and find that V has a high explanatory power for share prices
in 21 countries; thus, the RIV model has wide international application.

+  The term “Edwards-Bell-Ohlson”, or “EBQO”, was coined by Bernard (1994). Recent appli-
cations of this formula are most often associated with the theoretical work of Ohlson (1990,
1991, 1995) and Feltham and Ohlson (1995, 1996, 1997). Earlier theoretical treatments can
be found in Preinreich (1938), Edwards and Bell (1961), and Peasnell (1982).
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The predictive power of the V/P-ratio for stock returns is confirmed by other
related studies. For example, Herzberg (1998) shows that the results of the model
are further improved, or the forecasting ability of V/P is better, if a more sophisti-
cated estimating process is used. Dechow et al. (1999) employ the RIV model by
using different time-series models to forecast future stock returns. They find that
the RIV model, which considers information dynamics, better predicts the cross-
sectional variations of stock returns.

Lee et al. (1999) examine ways to assess the firm value calculated by the RIV
model when the stock price itself is a noisy measure of intrinsic value. Their study
shows that under general conditions, value estimation not only explains the current
stock price, but also has better predictability for future stock returns. After estimat-
ing the value of the Dow Jones Industrial Average by using the RIV model, they
find that the V/P ratio has a higher predictability for future stock returns. They offer
a possible explanation as follows: “When intrinsic values are difficult to measure
and/or when trading costs are significant, the process by which price adjusts to
intrinsic value requires time, and price will not always perfectly reflect intrinsic
value.”

Ali et al. (2003) and Frankel and Lee (1998a) use the same data sources to study
the determinants of the forecasting ability of the RIV model. They find that the RIV
model is able to predict future stock returns largely because of market pricing errors,
which lead to either an overestimation or underestimation of stock prices, thus en-
abling investors to make a profit.

Different data, such as cross-sectional data (Frankel and Lee, 1998a,b; Herzberg,
1998; Ali er al., 2003) and time series data, are used in the above studies to examine
the forecasting ability of the RIV model for stock returns, thus providing sufficient
evidence to support its application in capital markets. These studies, however, are
all conducted on the securities markets of developed countries. Emerging capital
markets have many characteristics that differ from mature capital markets; for
example, the former lack a sound legal and management system and have low-
quality accounting information and immature market players. Thus, we must seri-
ously consider whether the RIV model is applicable to emerging capital markets.

2.3 Relevant Studies in China

Lu (1999), adopting Collins et al.’s (1997)° model, which is based on the RTV model
in Ohlson (1995), and using the method theoretically studied by Theil in 1997 and
applied by Easton in 1985, examines the explanatory power of net assets and ac-
counting income for stock prices. He finds that the joint explanatory power of net
assets and accounting income rises during the sample period, and that accounting
income is the main explanation for stock prices. The study shows that although the
Chinese capital market is immature, investors are still able to accurately judge open
accounting information.

5 Collins, D. W., E. L Maydew, and Ira S. Weiss, 1997, Changes in the value-relevance of
earnings and book values over the past forty years, Journal of Accounting and Economics
24, 35-67.



AN EMPIRICAL STUDY ON THE PREDICTIVE POWER OF STOCK RETURNS 87

Song (2000) elaborates the meanings of P/E and P/B by using the Edwards-Bell-
Ohlson model, and he examines the predictability of P/E and P/B for future ROE by
applying Chinese stock market data and using the ex post actual data as the market
expectation. The results show that the inherent P/B and P/E estimated by the RIV
model can predict future ROE. Thus, the Chinese stock market is able to use ac-
counting data effectively and make rational analyses.

Chen et al. (2002) examine the annual value relevance of accounting information
between 1995 and 1997 in the Shanghai stock market using Ohlson’s (1995) RIV
model. They find that earnings, net assets, and residual income are positively asso-
ciated with stock prices, consistent with the prediction of Ohlson’s model. Also,
when residual income, firm size, and proportion of publicly traded common shares
to total equity shares are simultaneously taken into account, value relevance improves.
This shows that in the Chinese stock market, the proportion of publicly traded com-
mon shares to total equity shares is an important variable in stock prices.

Although Lu (1999), Song (2000), and Chen et al. (2002) show the possibilities
of applying the RIV model to the Chinese stock market, they do not calculate a
stock’s intrinsic value directly using the RIV model, nor do they study the relation-
ship between the model and stock returns. Moreover, in using the RIV model, they
do not consider the basic assumption of the model, that is, the clean surplus relation
(CSR).

Wang et al. (2004), Sun and Li (2001), Zhao (1998), Chen et al. (1999), and Sun
and Chen (2002) further study the value relevance of accounting information and
financial indicators in the Chinese stock market. The resuits indicate that although
the maturity of the Chinese stock market cannot be compared to that of developed
countries, accounting earnings, net book assets, and residual income have stronger
explanatory power for stock prices as well as great value relevance. These studies
show that accounting information is highly useful for making investment decisions
in the Chinese stock market, hence enabling investors to make more rational deci-
sions using accounting information. This indirectly indicates that the RIV model
based on accounting information is applicable to the Chinese stock market.

Ill. RESEARCH DESIGN

3.1 Residual iIncome Valuation Model

The residual income valuation (RIV) model used in this study is a discounted
residual income approach proposed by Ohlson (1995) and Feltham and Ohlson
(1995, 1996). As long as a firm’s earnings and book value are forecasted in a man-
ner consistent with clean surplus accounting, the traditional DDM model can be
rewritten as the reported book value plus an infinite sum of discounted residual
income items:

V=B + 2 EI[NII-H - (reiBHi-—l )]

=1 (1+r)

i E, [(R0E1+i - IE)BHH] (D
= (1+1)
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where V = the stock’s fundamental value at time #;
B, = the equity book value at time #;
E[.] = expectation based on information available at time 7,
NI, = net income for period ¢t + I;
r, = cost of equity capital,
ROE_, = the after-tax return on book equity for period 7 + i.

Equation (1) expresses the firm value in terms of an infinite series, but for practi-
cal purposes, the explicit forecast periods must be finite. This limitation necessi-
tates a terminal value (TV) estimate, that is, an estimate of the firm value based on
the residual income earned after the explicit forecasting period. According to aver-
age return theory and relevant economic theories, when the market reaches a com-
petitive equilibrium, the profit of an enterprise will remain stable over a longer
period. Therefore, after an explicit forecasting period, we can calculate the present
value of the residual earnings produced by enterprises after time T using perpetuity.

With some mathematical inference and relevant financial theory, the following
equation can be used to calculate the terminal value TV, at period T:

TV, = (ROETHT‘ ’e) B;

(I+r) n

In theory, T should be set large enough for firms to reach their competitive
equilibrium. But after increasing the length of the period to 12 years to test the
. predictive ability for stock returns, both Frankel and Lee (1998a) and Lee er al.
(1999) find that, based on a three-year period, there is almost no impact on predic-
tive ability. With the short history of the Chinese stock market and the lack of an
authoritative database for future earnings prediction in China, this paper uses both
year-end financial data and actual data from the subsequent three years as the model
sample to calculate the intrinsic value® by the RIV model, instead of using the pre-
dictive value; thus, equation (1) can be rewritten as:

ROE,,; ~ 1, ROE,,» —+. (s
(FROEw —r) p | FROEw i) p | (FROEm i) )

‘71 =B+ ¢ 3
(1+%) (1+r) (1+r) s

where B, = the book value per share from a recent financial statement;
r, = the cost of equity capital (to be discussed in section 3.1.3);
FROE = forecasted ROE for period ¢ + i’;
B .= the book value per share for year 7+ .

Because of the limitations of the database, this paper uses the actual data instead of the
predictive value. A reasonable forecast framework can be inferred based on the conditions
and characteristics of the Chinese stock market to enable the practical application of the
model.

" Theoretically, NI /B, ., should be used to calculate the FROE. However, to avoid an anoma-
lous value, the formula FROE = NI /[B_.+ B 1/2is used in this paper.

I+ 1=+ 11
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This paper, in line with the research methods of Frankel and Lee (1998a), Lee et
al. (1999), and Ali er al. (2003), and taking into consideration accessibility to the
relevant data and the actual characteristics of the Chinese stock market, lays down
the calculation method of the model as follows:

3.1.1 Comprehensive Income

Noting that the key assumption of the RIV model is the CSR,® which is sometimes
referred to as the net surplus relation, its mathematical algebra is as follows:

B, =B, + Nlsy — Dy

That is, the change in book value from period to period is equal to earnings minus
net dividends.® Fairfield (1994) interprets the clean surplus accounting system as
meaning that the dividends in the DDM model can be substituted by the book value
of earnings. Ohlson (1995) notes that with the CSR, the book value of equity is
reduced by the dividend payments, but there is no impact on the current profitability
of assets. After applying this relationship to the DDM model, he concludes that the
firm value equals the reported book value plus the present value of future discounted
residual income; he further determines that “dividend policy irrelevant” of the MM
theory can be derived from this relation, thus solving the literal contradiction that
“firm value is determined by future dividend” and “future dividend policy will not
affect firm value”.

Feltham and Ohlson use the CSR to replace the “efficient market hypothesis”
(EMH) required by the previous study as a necessary condition for analysis, with-
out considering the rate of dividends, accounting policies, choice of methodology,
and earnings management as long as the accounting treatment of the forecasting
period (can be dummy) satisfies the CSR. Consequently, it is quite suitable for the
analysis of a firm’s intrinsic value. Therefore, the CSR provides a fundamental model
for directly estimating a firm’s market value on the basis of accounting information
(balance sheet and income statement), and provides a consistent framework from a
measurement perspective.

The CSR is not formulated to re-establish a new accounting system,; rather, its
main purpose is to enhance the accuracy of the valuation of a firm’s intrinsic value
and reduce earnings management without omitting any information that can be used
in valuation. By separating a firm’s activities into value distribution and value
creation activities, the clean surplus relation attributes the firm’s value to value

8 The RIV model is derived from the DDM model, and CSR is a key condition in the inferring
process. That is to say, if the CSR is not satisfied, the RIV model cannot be derived from the
DDM model (see Ohlson, 1995). Therefore, the CSR is absolutely necessary in the inferring
process. In theory, the CSR is a critical condition; please see below for further explanation.
In developing the clean surplus relation, Feltham and Ohlson point out that the exact ex-
pression of “d” in a clean surplus relationship should be “dividends net of capital
contributions”. For simplicity’s sake, it is referred to as “dividends”. Therefore, “d” in the
clean surplus relationship not only represents “dividends” but also equals owners’ invest-
ments minus distributions to owners.
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creation activities rather than value distribution activities. Therefore, after subtract-
ing the segment arising from distribution activities, the change in the firm’s net
assets should be fully derived from value creation activities. From the above, we
can see that the clean surplus relation is a critical condition in the RIV model.

In Frankel and Lee (1998a) and Lee et al. (1999), the CSR is expressed in the
calculation of the book value, that is, they make use of the clean surplus relation to
calculate the next period book value by using the current book value, the forecast of
next period earnings, and the forecast of dividends, which requires a more authori-
tative database for the earnings forecast and a relatively stable dividend payout
ratio. But because these two conditions do not currently prevail in China, alterna-
tive ways must be considered to satisfy the clean surplus assumption.

From the definition of the clean surplus relation, the essence of the relation is that
all gains and losses must be reflected in the income statement, that is, the book
value of equity is changed only by the earnings or transactions or events between
the enterprise and the owners. According to the theory of comprehensive income,
such income is fully consistent with the clean surplus accounting assumptions. As
proposed by the FASB, “comprehensive income is the change in equity (net assets)
of an entity during a period from transactions and other events and circumstances
from non-owner sources. It includes all changes in equity during a period except for
those resulting from investments by owners and distributions to owners” (SFAC3,
Para 56). This definition shows that the changes in equity over a certain period is
divided into three parts: comprehensive income, changes in equity resulting from
investments by owners, and changes in equity resuiting from distributions to owners.
Thus,

The changes of equity in a certain period = current comprehensive income +
current investments by owners — current distributions to owners.

The above definition of comprehensive income is identical in essentials and
consistent with the clean surplus relation; the net income in the clean surplus rela-
tionship actually means comprehensive income. Therefore, this study employs comi-
prehensive income to satisfy the clean surplus relation in the RIV model.!

Comprehensive income comes from a broad range of different items with the
exception of net income; it also includes other items that cannot be added to net

'® Comprehensive income theory has developed from the “all-inclusive development concept”,
the concept of “comprehensive income” first proposed by the FASB, which has been widely
used by accounting standards in many countries of the world (including the IAS) and has
become a focus of earnings theory. Chinese enterprises are still required to apply net in-
come to report business performance, but because of the greater integration and fairness of
comprehensive income, in the newly revised 2005 “Enterprise Accounting Principles —
Financial Statemnents Reported (Draft)” for China, enterprises are required to separately
report “current earnings, profits and losses directly added into equity, and the changes aris-
ing from capital transactions with owners” in equity statements (see page 7 of the draft);
this in fact is a listing of comprehensive income. Therefore, from both a theoretical and
practical point of view, comprehensive income theory also applies to China. Thus, the con-
cept of comprehensive income is essentially identical to and is consistent with the clean
surplus relation in the Chinese stock market.
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income, known as other comprehensive income or as “dirty surplus”, which mainly
includes some gains and losses that have been identified and unrealised.' Dirty
surplus currently includes some very complex items in Chinese enterprises; if we
were to calculate these items specifically and as well as the comprehensive income
directly through calculating the sum of these items and net income, not only would
this involve enormous calculations, but their accuracy would also be affected be-
cause of the complexity of diversified transactions and events between Chinese
listed companies. In view of this, this study calculates comprehensive income by an
indirect method, that is, we derive the following equation to calculate comprehen-
sive income from a simple deformation of the above definition of comprehensive
income:

Comprehensive income = current total shareholders’ equity — previous total
shareholders’ equity + current distributions to
owners — current investments by owners.

Because: net dividends = current distributions to owners — current investments

by owners.

So the above equation can be rewritten as follows:
Comprehensive income = current total shareholders’ equity — previous total share-
holders’ equity + net dividends.

Here, current and previous total shareholders’ equity can be obtained from a
company’s annual report. Net dividends are defined in line with the definition of the
clean surplus relation, and, with the actual characteristics of China in mind, they are
calculated using the following formula:

Net dividends'? = cash dividends'® — increased equity from SEOs and rights

issue.™

3.1.2 Forecasting ROE (FROE)
Related studies generally calculate the FROE using the existing forecasting data-
bases of financial analysts. However, because the Chinese financial analysis market

By US accounting standards, other comprehensive income mainly includes foreign cur-
rency translation adjustments (SFAS52), minimum pension liability adjustments (SFAS87),
unrealised gains and losses on securities available for sale (SFAS115), and unrealised gains
and losses on derivative instruments (SFAS133). Other comprehensive income includes
many items, such as foreign currency capital at the margin, previous annual loss adjustments,
revaluation of assets value, acceptance of donations of assets, and so forth.

2 As mentioned above, the net dividends here are represented by “d” in a clean surplus relation,
indicating the net value of distributions to owners (dividends) minus investments by owners.
The net dividends in the formula include only cash dividends and not stock dividends, not
because dividends are “cash payments”, but taking into account the fact that stock divi-
dends do not affect the equity book value of enterprises while cash dividends do.

In the Chinese stock market, share offerings and new share offerings of listed companies
are a more universal way to expand equity (which is very different from the US stock market),
which in turn changes the equity book value. Taking into account the essential meaning of
“d” in a clean surplus relation, share offerings and new share offerings should belong to the
re-investment of shareholders into enterprises; therefore, this item is subtracted in the formula.
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is not well developed, it is difficult to find a more authoritative database in this field.
Thus, taking into account the short history of the Chinese stock market, the time-
series model is not used to forecast the ROE; instead, this study uses the ex-post
ROE calculated in accordance with the clean surplus accounting relation to replace
the expected future ROE."

3.1.3 Cost of Equity Capital (r)

The cost of equity capital, r,, should theoretically be firm-specific, reflecting
the premium demanded by equity investors to invest in a firm or project of compa-
rable risk. Abarbanell and Bernard (1995) and Frankel and Lee (1998a) have found
in their studies that the choice of the cost of equity capital has little impact on the
results of the analysis. We draw the same conclusions after examining the Chinese
stock market using different costs of equity capital.'® In view of this, we calculate
the costs of equity capital in accordance with the method of Lee et al. (1999)
by computing the sum of the risk-free rate in the current year and a consistent
risk premium. The current-year risk-free rate uses the regular three-month currency
deposit rates of the current year;'” based on the conclusions of Zhu and Zheng
(2003) on the Chinese stock market risk premium, the risk premium used is 2.03
per cent.'®

3.2 Regression Models

This study uses the following regression model to test the forecasting ability of the
RIV model for future multi-period stock returns:

' The specific formula is as follows: FROE = CI /B, ; where CI__is the comprehensive
income for year t+1i; B, is the book value per share for year t+i—1.

We also use three approaches to calculate the cost of equity capital: (1) the cost of capital
given by the CAPM and different risk premiums each year; (2) the risk-free rate for the
relevant calendar year plus an equity risk premium for all firms in all years (all companies
being the same); and (3) use of an 8 per cent rate for all firms in all years.

Three-month bank deposit rates are from the website of the People’s Bank of China: http://
www.pbc.gov.cn

To test the impact of the risk premium on the research findings, we also use three methods
to determine the risk premium: (1) we directly use the conclusions of Zhu and Zheng (2003)
on the Chinese stock market risk premium (2.03%); (2) considering the cyclical fluctuations
in the Chinese stock market, we identify the period from January 1995 to December 2004 as
a cycle, according to the data of the A-shares’ monthly stock returns in this period, using a
geomelric average approach to calculate the average equity risk premium used in the study;
and (3) in view of the great changes between the early and later periods of the Chinese stock
market, according to Damodaran (2000), we identify the following formula to calculate the
annual different risk premium: The annual average risk premium from 1995 to 2004 = the
standard deviation of the monthly stock market rate of return of the current year / the stan-
dard deviation of the monthly stock market rate of return from 1995-2004. After using the
three methods of calculating risk premiums to examine the assumptions of this paper, we
find that the choice of risk premium has almost no impact on the conclusions of the analysis;
further taking into account the outdated risk premium study, we ultimately use the conclu-
sions of Zhu and Zheng (2003) on the risk premium of the Chinese stock market (2.03%) as
the risk premium to calculate the cost of capital.

6
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r(t,t+k)=X,0+e., 3

Where 1(t, t + k) = the stock returns from period t to period f + k (generally using
monthly stock returns);

k = the forecasting horizon;

X =a 1x mrow vector of the explanatory variables (including the intercept);

f=am x 1 vector of slope coefficients;

e, = the regression residual.

The model, constructed by Fama and French (1988a,b; 1989)," can be used to
test the predictability for future multi-period stock returns. In this regression, the
stock returns over the next K periods is regressed on one or more explanatory vari-
ables from the current period; thus, it is a multi-period forecasting regression. This
study uses k=1, 3, 6, 12, 18, 24, and 36 months for the OLS regression analysis.
First, we regress the next 1-36 months’ stock returns on the V/P ratio for the single-
factor regression analysis, and then gradually add the related control to the multi-
factor regression analysis.®

Campbell (1993) shows that using overlapping observations may lead to
autocorrelation and heteroskedasticity in the regression residuals. Therefore, we
correct for both induced autocorrelation and heteroskedasticity by using a Newey-
West correction (see Newey and West, 1987) for all “t” statistics.”!

3.3 Hypotheses and Research Models

3.3.1 Correlation with Current Stock Prices

The true intrinsic value of a stock cannot be directly observed based on traditional
financial theory. Therefore, whether from an academic or a practical perspective,
we need to find a better variable that reflects a stock’s intrinsic value and can be
easily observed. Many financial economists believe that the stock price P is such a
variable. A good estimator of stock value should be able to explain stock
prices well. Bernard (1995), Penman and Sougiannis (1998), and Frankel and
Lee (1998a,b) also show that compared with the book value, the intrinsic value

Fama and French employ this model in their study for testing the results of the time-series
data. The paper uses the stock variables in the future multi-period to test the results of the
cross-sectional data.

The study by Penman and Sougiannis (1998) shows that when the forecasting period is
about 5-8 years, the accuracy of the model is greatly enhanced. But since the related data
are insufficient due to the short history of the Chinese stock market, this paper uses data
from only three years to test the predictability of the model for future stock returns in China.
The overall accuracy of the forecast will be lower than that of a forecasting period of 5-8
years. The forecasting period can be extended for further study to observe the predictability
of future stock returns over a longer period.

2 Newey and West (1987) show that when an unknown autocorrelation and heteroskedasticity
exist, the heteroskedasticity autocorrelation consistent covariance calculated by the Newey-
West method can ensure the consistency and effectiveness of the estimator. Lee e al. (1999),
Frankel and Lee (1998a), and Ali et al. (2003) have all used this method to correct the
autocorrelation and heteroskedasticity induced by overlapping observations and other
problems.
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calculated with the RIV model has a higher relevancy with the current stock price.
The first hypothesis is:

H1: Compared with the book value, the firm’s equity value calculated using the
RIV model can better explain the current stock price.

To test H1, this paper uses the Spearman correlation coefficient and further ex-
amines the predictability of the RIV model for future stock returns based on an
analysis of the relevance between a stock’s intrinsic value and the current stock
price.

3.3.2 Correlation with Future Returns

Stock prices not only reflect a stock’s intrinsic value but are themselves affected by
many other factors in the stock markets. As mentioned by Lee et al. (1999), the
stock price is a noisy measure of its own intrinsic value. But over a longer period,
the stock price and its intrinsic value will converge. Either the observable price or
the estimator of value (that is, the stock value calculated using various models)
usually converge in true (but unobservable) intrinsic value.* As such, the stock
price fluctuates around its intrinsic value. The more distant the extent of deviation
of current stock prices from the intrinsic value, the greater the possibility of a change
in stock price in the future. So we can predict future stock returns by observing the
degree of deviation of the current stock prices from the stock’s intrinsic value.
Therefore, a good estimator of the stock value not only explains the current stock
price returns, but also has better predictability for future stock returns.

According to the above theory of value investment, the stock price fluctuates
around its intrinsic value. In the long run, stock prices tend to revert to their intrin-
sic value. Therefore, when the stock price differs from its intrinsic value, we can
use the V/P (V is the stock’s intrinsic value, and P is the stock price) ratio to predict
future stock returns. From this perspective, and in view of the related studies of
Frankel and Lee (19982) and Lee et al. (1999), this paper treats the V/P ratio as the
major variable in examining the predictability of the RIV model for future stock
returns. If the RIV model does apply well to the stock market in China, then the
V/P ratio calculated by using the RIV model should be positively correlated with
future stock returns — that is, the higher the V/P ratios, the higher the future stock
returns, and vice versa. But the process of reverting the stock prices to their intrinsic
value takes a longer time; Frankel and Lee (1998a) and Lee et al. (1999) also find
that by extending the forecasting horizon, the predictive power of the V/P ratio
clearly grows stronger. Hence, the above analyses lead us to the second hypothesis:

22 Because a stock’s intrinsic value is decided by a company’s inherent features, such as assets,
profits, dividends, corporate development, manager characteristics, and so forth, the intrin-
sic value is not static, that is, it changes with the changes in different factors. But just like
the change in the market value, the change in the intrinsic value is not quick or intensive;
thus, investors can still make a profit by making use of this time lag.
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H2: the V/P ratio can predict future stock returns; the longer the forecasting
horizon, the better the effect of the prediction.

The following model is used to test H2:

r(t,t+k)=Bo + B V/P+ e @

Where r(t, t + k) is the stock return from month # to month ¢ + k. We use the buy
and hold return (BHR)® employed by Frankel and Lee (1998a) and Ali ez al. (2003)
to calculate the stock returns, and the formula is constructed as follows:

BHR, = ﬁ(R,., + 1)—ﬁ(R,,,, +1)
=() 1==0

Where R, is the stock return of firm i over period #; R is the stock market return
over period ¢. This paper adopts Retl, Ret3, Ret6, Ret12, Retl8, Ret24, and Ret36
to express stock returns when k=1, 3, 6, 12, 18, 24, and 36 months, respectively.

In this study, the choice of stock price P is an important issue. The China Securi-
ties Regulatory Commission (CSRC) requires all listed companies to release their
financial reports in the first four months after the end of the fiscal year. But taking
into account the lag in market response behind the annual report information and
the belief of related studies that stock prices at the end of June fully reflect the
information contained in the annual report (see Fama and French, 1992; Frankel
and Lee, 1998), this study therefore uses a stock’s closing price on the last trading
day of the June following the end of the fiscal year to match the stock price with the
annual report information. With this in mind, the stock return in this study is calcu-
lated from the beginning of the July following a fiscal year, that is, Ret1-Ret36
represent the respective stock returns of the next month, starting from the next July,
through the following 36 months.

As mentioned above, V/P is an intrinsic value to price ratio, which is calculated
as follows: the stock intrinsic value V is calculated based on the RIV model and
then divided by the stock’s closing price P in the last trading day of the June follow-
ing the end of the fiscal year. Its predictive power for future stock returns is then
tested starting from the next month of July for the following 36 months.

Taking into account the separation of the Chinese stock market* into different

There are many approaches to stock return calculations. The stock return used in Fama and
French (1988a,b, 1989) is a continuous compounded return. This paper follows the BHR
method used in Frankel and Lee (1998a) and Ali er al. (2003) to test the predictive power of
the RTV model for future cross-sectional stock returns. To avoid the stock return calculation
approach affecting the conclusion, we use a continuous compounded return as a substitute
of BHR for the dependent variable in the robustness test below.

2 Since the sample firms are from different years, to test the impact of the V/P ratio on future
stock returns in different years, we also add two different types of dummy variables in
model (3): annual dummy variables and V/P*year t. Results show that when adding the
annual dummy variables, the conclusion is almost unaffected, though the values of the an-
nual dummy variables are all significant. When the value of K is different, the slope
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stages, the paper adds the dummy variables “stage” to control for the changes in
various stages, with the regression model established as follows:

.
r(t,t+K)=Po+ B V/P+ Y iStage(i) + e,k 6))
i=]

Stage(i), representing the dummy variables at stage t, consists of Stage (1), Stage
(2), Stage (3), and Stage (4). The stages are divided based largely on the policy
intervention characteristics and system changes in the development of the Chinese
stock market, as well as the approach applied by Lu and Xu (2004). According to
the fluctuations in stock prices on the Shanghai and Shenzhen Stock Exchanges
(SHSE and SZSE), this paper divides the sample period into five stages:* if a firm
belongs to a certain stage sample, the stage dummy variable is 1, and O otherwise.

3.3.3 Effects of Other Factors Relevant to Stock Returns

In addition to the impact of intrinsic value, many other factors also affect stock
returns. The capital asset pricing model (CAPM) holds that a stock’s return is the
compensatory return on the risk factors, with higher returns accompanied by higher
risks. But in recent years a large number of empirical studies have shown that in
addition to market risk factors, cross-sectional stock returns are also associated with
a firm’s characteristics. Fama and French (1992, 1993, 1996) advance three factor
models to explain stock returns in their classic literature, with firm size and book
value as two additional risk factors. They find that average stock returns are higher
when both values are lower, this is valid even after adjustment of the Bera. So the
authors believe that firm size and book-market value can predict the cross-sectional
differences of stock returns. But Frankel and Lee (1998a) find that after controlling
for both factors, the V/P ratio continues to have better predictive power for future
stock returns.

In addition, Chen et al., (2001), Lu et al., (2001), Jia and Chen (2003), Zhou
(2004), Su and Chen (2004), Xu and Wu (2004), and Su and Mai (2004) all indicate
that in addition to firm size and B/P ratio, stock returns in the Chinese stock markets
are also subject to the proportion of publicly traded common shares to total equity
shares, the P/E ratio, cash dividends per share to price, earnings per share, and so
on. If the residual income model can forecast stock returns as mentioned above,
although these factors have some effect, the forecasting power of the model for

coefficients of the V/P ratio also remain significant, though their slope coefficients in differ-
ent years show some differences. Taking this point into account, we implement the annual
regression in the following robustness test to ensure the stability of the conclusions.

The five stages cover the following periods: September 1994 to January 1996, January 1996
to May 1997, May 1997 to May 1999, May 1999 to June 2001, and June 2001 to January
2002. In the process of the stage division, we analyse the SHSE and SZSE respectively. For
the SHSE, we choose the daily closing index of the SHSE’s comprehensive index, while for
SZSE, the choice is the daily closing index of SZSE’s component index. We find after
careful comparison that the stock price fluctuations in the SHSE and the SZSE are basically
the same. Consequently, in the division stage we do not distinguish between the two
exchanges.
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stock returns should not be the result of them. We find that after controlling for the
relevant factors, the model still has strong predictability for future stock returns.?
So this paper makes the further hypothesis:

H3: The significant predictive power of the RIV model for stock returns is not
induced by the effect of other related factors.

The following model is used to test H3:

(t,t+ K) = Bo + B, V/ P+ B.LnME + 3, B/ P+ B,OUTSHARE + BsEPS
+ BsEPSdummy + 3, E/ P+ Bs D/ P + By D Pdummy

R 6)
+ Za,»Stage(i) + ek,

i=]

Where LnME is a variable used to represent the firm size. It is the natural loga-
rithm of ME. Here ME is the market value of publicly traded common shares at the
end of the following June; it is the product of the circulation of publicly traded
common shares and the stock closing price at the end of June.

B/P is the book value per share to price calculated using the net assets per share at
the end of the current year, divided by the stock’s closing price on the last trading
day of the June following the end of each fiscal year; the net assets per share can be
obtained from a firm’s annual report.

OUTSHARE is the proportion of publicly traded common shares to total equity
shares at the end of the following June.

EPS is earnings per share calculated using the net profit after tax divided by the
total equity shares; since the net profit after tax may be zero or negative, we need to
add a dummy variable (EPS dummy); this equals 1 if EPS is less than or equal to
zero, and 0 otherwise.

E/P is earnings to price, calculated using earnings per share divided by the stock’s
closing price on the last trading day of the June following the end of each fiscal
year.

D/P is cash dividends per share to price calculated using cash dividends per share
(D) divided by the stock’s closing price on the last trading day of the June following
the end of each fiscal year.

D/P dummy is a dummy variable that equals 1 if cash dividends are zero, and 0
otherwise.

% Tp addition to the controlling variables mentioned here, Ohlson and Feltham (1995) and
Penman (2001) show that the composition of the accounting earnings (permanent and tem-
porary earnings) and the choice of accounting policies have a certain impact on the applica-
tion of the RIV model. This paper does not take into account these factors, which can be
added in future research to further examine the predictive power of the RIV model for
future stock returns after controlling for them.
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3.3.4 Effects of Risk Factors -

Beaver (2002), Kothari (2001), and Lo and Lys (2000) believe that the forecasting
ability of the V/P ratio for future stock returns may be due to the existence of some
neglected risk factors in the model, whereas Frankel and Lee (1998a), using the
firm size and book value as a proxy for risk factors, find that the V/P ratio continues
to better predict future stock returns after controlling for the effect of both variables.
Ali et al. (2003) further examine whether the predictive power of V/P is due to
market mispricing or omitted risk factors. They find that the effect of V/P does not
appear attributable to the risk factors involved but rather to stock mispricing. As a
result of mispricing, the stock price is either undervalued or overrated, and inves-
tors have a chance to earn investment income. After controlling for the influence of
the related risk factors, the V/P ratio still has a higher forecasting power for stock
returns. This leads to the following hypotheses:

H4.1: The V/P ratio has a certain correlation with certain risk factors;
H4.2: The predictive power of the V/P ratio for stock returns is not due to the
correlation of V/P with certain risk factors.

Models (7) and (8) are used to test H4.1 and H4.2, respectively:

V/P =ay + a,Beta+ a, LnME + a3B/P + a4D/M + asZvalue + agStdROE
+ a;AverCC+agDTL+ ¢

r(t,t+ K)= By + B, V/ P+ By Beta + B LnME + B,B/ P+ BsD| M

4
+ BsStdROE + B, AverCC + Y o1, Stage(i) + v, ®)
i=1

Where Beta is the firm’s beta coefficient, reflecting the firm’s market risks, com-
puted directly using the daily stock returns from January 1 to June 30 of each year
according to the definition of Beta.

D/M is the firm’s debt to equity, reflecting the firm’s financial leverage risk.

Z-value is the firm’s Z value; we calculate this value according to Altman (1968)
to reflect the firm’s financial bankruptcy risks.

StdROE is the standard derivation of return-on-equity, computed using the daily
stock returns from January 1 to June 30 of each year.

AverCC is the average cost of capital in the industry the firm belongs to, reflect-
ing the industry risks; these are the risks most likely to be overlooked and not cap-
tured by the firm’s characteristics. It is computed using the average industry return
on assets (ROA) each year. The standard of industrial classification comes from the
guidelines for this issued by the CSRC for listed companies. After eliminating the
finance and insurance industries, it is divided into 12 major industries to calculate
the industry-average cost of capital.

In addition, according to Fama and French (1992, 1993, 1996), the firm size (ME)
and the book value to price (B/P) can be proxied for risk factors reflecting firm-
specific risks.
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3.4 Sample Selection and Data Sources

The sample period in this study ranges from 1994 to 2004.>’ Since the sample test-
ing period in this study is 1-36 months, the stock return in this study is calculated
from the beginning of the following July. This means that to test the correlation of
V/P with the stock returns of the following 36 months, sample firms must have
stock trading data for at least three years from the beginning of the following July.
So the sample firms in this study include only those firms in existence at the end of
2000 to obtain the relevant data for the following three years.

Based on the above analyses, the sample firms in this paper consist of the A-share
listed companies listed on the SZSE and the SHSE from years 1994 to 2000. Sample
firms are selected to meet the following conditions:

(1) Since ST and PT companies are seriously affected by non-performance fac-
tors and are easily manipulated by the banker, this paper eliminates ST and PT
companies in [t,f + 3] years from the sample firms in year £,

(2) Since the financial industry is very different from other industries and this
study needs to use data from four consecutive years to compute a stock’s intrinsic
value using the RIV model, the selected sample firms are non-financial-industry
listed companies and have financial reporting data and transaction information for a
minimum of four consecutive years;

(3) Since a firm’s ROE cannot be calculated for negative net assets, the firm’s
book value of net assets should be positive. In addition, some firms have extremely
low book values, leading to an unreasonable ROE. Moreover, since one of the as-
sumptions for using the RIV model to calculate stock values is that “[t]he market
that the firm belongs to will be in competitive equilibrium in the third year”, in a
state of competitive equilibrium a company’s sustained ROE at less than O or greater
than 100 per cent is unreasonable. Therefore, the sample firms’ ROE in the third
year should be between 0 and 100 per cent; and

(4) Taking into account the data’s stability and reasonability, firms whose stock
price is too low on the last trading day of the June following the end of the fiscal
year should not be included in the sample firms.

All data in this study are derived from the Chinese stock market research (CSMAR)
database (2004 edition). The software used for data analysis is SPSS 13.0 and EViews
5.0%.

3.5 Sample Descriptive Statistics

This paper obtains a sample of 3,195 firm-years according to the sample selection
criteria required by the research design: (1) 245 firms from year 1994; (2) 226 firms

The reason for using data after 1994 is partly because prior to that year, the number of listed
companies is too small for a large-scale sample empirical study. Also, a great number of
standards in relation to accounting treatment and information disclosure of listed compa-
nies were promulgated in 1993 and 1994; thus, the subsequent years’ annual reports an-
nounced by companies have basic normative, strengthening horizontal data comparability
and are more conducive to normative research.

SPSS 13.0 is used for descriptive statistics and correlation coefficient calculations, regres-
sion analysis, and EViews 5.0 is used for other related work.
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from year 1995; (3) 312 firms from year 1996; (4) 563 firms from year 1997; (5)
468 firms from year 1998; (6) 642 firms from year 1999; and (7) 739 firms from
year 2000.

Table 1 reports the descriptive statistics on some related variables in the study,
including stock returns, V/P ratio, controlling variables in the regression models,
and variables related to the risk factors.

Table 1 Descriptive Statistics for the Variables

N Minimum Maximum Median Mean Std. deviation
Retl 3,195 -0.334376 1.052073  —0.005909 0.009809 0.111703
Ret3 3,195  -0.790643 1.594062 -0.004027 0.021194 0.181534
Ret6 3,195 —-0.898747 3.075233 -0.000371 0.032237 0.236294
Ret12 3,195  -1.400075 6.755170  -0.006732 0.071419 0.513578
Rerl8 3,195 -1.605177 4572688 —0.002901 0.080990 0.553799
Ret24 3,195  -2.450580 16.173608 ~0.004767 0.144791 0.946741
Ret36 3,195 -2.274638 13.925292  -0.001084 0.214969 1.069924
v/P 3,195 0.000544 9.487650 0.327355 0.449088 0.484090
LnME 3,195  10.704367 16.671560 13.583634 13.514173 0.863043
B/P 3,195 0.005308 3.917607 0.223309 0.458638 0.680525
OUTSHARE 3,195 0.037307 1.000000 0.339580 0.361509  0.133044
EPS 3,195 -2.104664 2.276996 0.273474 0.285464 0.256322
E/P 3,195 -0.420933 0.192883 0.021218 0.022944 0.027714
D/P 3,195 0.000000 0.131291 0.000000 0.007557 0.012771
Beta 3,195  -0.100686 2.060047 1.006845 1.003523 0.242007
D/M 3,195 0.005565 54.833580 0.690380 0911666 1.341325
Z-value 3,195  -0.627522  929.438400 5.099460 10.557900 33.253100
StdROE 3,195 0.004829 0.085834 0.029042 0.0288523  0.009640
AverCC 3,195  —0.020479 0.275552 0.086081 0.085782 0.040228

IV. EMPIRICAL RESULTS AND ANALYSIS
4.1 Correlation with Stock Prices

Table 2-1 describes the Spearman correlation coefficient of the stock price on
both its intrinsic value and book value, where stock price (P) is the stock’s
closing price on the last trading day of the June following the end of the fiscal
year; the stock’s intrinsic value (V) is the intrinsic value using the RIV model; and
the book value (B) is the net assets per share derived directly from the CSMAR
databases.

In the sample period, the Spearman correlation coefficient of the stock price
on the book value is 0.321, which indicates that the book value can explain 10.3
per cent (0.3212) of the cross-sectional differences of the stock prices. According to
H1, the correlation coefficient of the equity value (V) using the RIV model on the
stock prices should be higher than the correlation coefficient of the net book
value on stock prices. But we can see from Table 2-1 that, with the exception
of 1994, 1997, and 1999, the correlation coefficients of V on stock prices are
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lower than those of B on the stock prices for other years, and the correlation
coefficients of V on stock prices are only slightly higher than those of B on the
stock prices in the same year. In addition, the average of the correlation coefficients
of V on stock prices is 0.318, indicating that the intrinsic stock value can explain
10.11 per cent of changes in the stock prices, or slightly lower than that of the book
value.

Table 2-1 Correlation of Current Stock Prices with Intrinsic Value and Book Value

Year Observations B A%

1994 245 0.395%%* 0.426%%:*
1995 226 0.413%
1996 312

1997 . 363

1998 468

1999 642 0.233% %
2000 739 0.118%**
All Years 3195 0.318

Notes: *** denotes that the test is statistically significant at the 1% level; the values of “All
Years” represent the average for all years.

From Table 2-1 we also observe an interesting phenomenon: in the sample period,
from 1994 to 2000, the Spearman correlation coefficient of the stock price on the
intrinsic value gradually decreases, indicating that the share prices in the Chinese
stock markets increasingly deviate from their intrinsic value, while bubbles in the
share prices gradually increase® over time (until 2000); this also indicates that the
Chinese stock market is still immature. The above analysis suggests that H1 is not
correct, that is, in the Chinese stock markets, a firm’s equity value based on the RIV
model cannot explain most of changes in stock price but only provides a limited
explanation, while the explanatory power of the intrinsic value for the current stock
price is slightly lower than that of the book value. This is inconsistent with the
conclusions of related research (Bernard, 1995; Penman and Sougiannis, 1998;
Frankel and Lee, 1998a,b), which may be due to the immaturity of the Chinese
stock markets, the high deviation of current stock prices from their intrinsic value,
and stock prices not reflecting their intrinsic value.

Based on the immaturity of the Chinese stock markets, this paper infers another
possibility: it takes longer for those in the Chinese stock markets to absorb the extra

» Since 2000, the stock prices on the Chinese stock market have been on a constant decline,
indicating that the prices are gradually returning to their intrinsic value as the bubble in
stock prices is gradually deflated. Thus it is to be noted that the Chinese stock market is
progressing to maturity. Regarding the deviation of stock prices from their intrinsic values
and the bubbles in stock prices in the Chinese stock market, please see Zhao (2003), “The
analysis for the deviation of stock prices from their intrinsic values”, Economic Research,
No. 10; and Liu (2005), “The investment theory on stock intrinsic value and the bubble
problem in Chinese stock market”, Economic Research, No. 2.
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information contained in the intrinsic value as compared to the information in the
book value; thus the superiority of intrinsic value in explaining stock prices com-
pared to book value can only be reflected after a certain period of time. Tables 2-2
and 2-3 describe the Spearman correlation coefficients of the stock prices on intrin-
sic value and book value one year and two years after, respectively:

Table 2-2 Annual Correlation of Stock Prices on Intrinsic Value and Book Value One Year
After

Year Observations B Vv

1994 245 0.584%**
1995 226 0.462%%*
1996 312 0.438
1997 563 0.422%%*
1998 468 0.262%%*
1999 642 0.207
2000 739 0.117%** 0.231%%*
All years 3195 0.195 0.372

Notes: *** means that the test is statistically significant at the 1% level; the values of “All
Years” represent the average for all years.

Table 2-3 Annual Correlation of Stock Prices on Intrinsic Value and Book Value Two Years
After

Year Observations B A%

1994 245 0.399%*:* 0.686%**
1995 226 0.157%%* 0.466%%*
1996 312 0.102 0.454 %%
1997 563 -0.590 0.417%%:%
1998 468 -0.700 0.194*
1999 642 0.006 0.296%*:*
2000 739 0.1]15%*# (.39 %*%*
All years 3195 -0.073 0415

Notes: *#* denote that the test is statistically significant at the 1% level; the values of “All
Years” represent the average for all years.

We can see from Tables 2-2 and 2-3 that in all years, the correlation coefficients
of V on stock prices are higher than those of B, and the average correlation coeffi-
cient of V on stock prices is significantly higher than that of B. This shows that a
stock’s intrinsic value based on the RIV model better explains stock prices after a
certain period than does book value, indicating that the superiority of intrinsic value
in explaining stock prices compared to book value can only be reflected after a
certain period of time.

Tables 2-2 and 2-3 also show that with the extended time period, the correlation
coefficients of V on stock prices gradually increase, that is, the relevance between
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them is gradually enhanced, indicating that a reversion of book price to intrinsic
value takes a longer time. This may be because it takes longer for those in the
Chinese stock markets to absorb the extra information contained in the intrinsic
value, and because the Chinese stock market is still immature. The former issue
exists in all countries, and the latter is a problem in the Chinese stock markets as
well as the capital markets in developing countries with similar situations to China’s.
This leads to a problem: many prior related studies have shown that the Chinese
stock markets have reached a “weak effectiveness” in that stock prices fully reflect
all information implied in the historical data; stock prices should then contain the
stock intrinsic value calculated by using the accounting information (through the
residual income model). Even if a certain lag period exists in the stock markets,
why then is the relevance of the stock price and the intrinsic value higher in one or
two years’ time? Does this mean that the reversion of the stock price to the stock’s
intrinsic value takes longer than the results of the prior related studies suggest? This
issue requires further study.

4.2 Correlation with Future Stock Returns

Table 3-1 shows the regression results of model (4). The forecasting horizon K = 1,
3,6, 12, 18, 24, and 36 months.

Table 3-1 Regression Results of Model (4)

K B T-value P-value Constant AdjRsq N
1 0.024 3.810 0.000 —-0.001 0.011 3195
3 0.037 4.354 0.000 0.004 0.010 3195
6 0.062 4.795 0.000 0.004 0.016 3195
12 0.197 5.554 0.000 -0.017 0.034 3195
18 0.261 6.495 0.000 —-0.036 0.052 3195
24 0.612 6.685 0.000 ~0.130 0.098 3195
36 0.770 6.272 0.000 -0.131 0.121 3195

Notes: K represents the forecasting horizon, where K = 1, 3, 6, 12, 18, 24, and 36 months;
the values of 3 represent the slope coefficients; T-values represent the value of t-statistics
for the slope coefficients (as mentioned above, all values of t-statistics in this table and all
following tables use the Newey-West correction); P-values are the actual significance level
of the slope coefficients; Constant represents the value of constant in the regressions;
Adj.Rsq. represents the adjusted R squares from the regressions; N is the number of firms
in each regression. ’

Table 3-1 shows that the V/P ratio has strong predictability for future stock returns.
In all forecasting horizons, the actual significance of the T-value of the slope coef-
ficients are smaller than 0.01 per cent, and the adjusted R squares from the regres-
sions range from 1 per cent to 12.1 per cent, indicating that the V/P ratio can explain
a portion of the future stock returns.*® The slope coefficients in all forecasting hori-
zons are positive, indicating a high V/P ratio representing higher future returns. We

*® In regressing the cross-sectional data, the adjusted R-square is generally lower; thus, we
mainly focus on the slope coefficients and the significance level of the variables.
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also note from Table 3-1 that when the forecasting horizon (K ranging from 1 to 36
months) is extended, the slope coefficient 3 presents an upward trend, indicating
that the longer the forecasting horizon, the stronger the predictive power of the V/P
for future stock returns. We further find that the T-value of the slope coefficient
again shows an upward trend, indicating that the forecasting ability of the V/P ratio
for stock returns increases with the time extension.

After adding the stage dummy variables to model (4), the regression results of
model (5) are as follows:

Table 3-2 Regression Results of Model (5)

K 1 3 6 12 18 24 36

Constant 3, -0.013 -0.034 -0.024 -0.233 -0.334 -0.516 -0.519
T-value -1.613 -1.595 -1.687 -5482 -3.018 -2.524 -3.766

P-value 0.107 0.111 0.092 0.000 0.003 0.012 0.000

V/P B, 0.023 0.039 0.068 0203 0.271 0.610  0.739
T-value 4429 4815 5414 5946 6.644  6.639  6.329

P-value 0.000 0.000 0.000 0000 0000 0.000 0.000

Stage? Q 0.021 -0.005 -0.048 0.010 0.109 0.275 0.526
- T-value 0.573 -0.120 -0.732 0812  0.809 1212 2.889
P-value 0.567 0.905 0464 0417 0419 0226 0.004

Stage3 a, 0.020 0.068  0.045 0.286 0388 0.587 0.714
T-value 2.138 3.061 2.781 6.014 3412 2731 4.952

P-value 0.033 0.002  0.005 0.000  0.001 0.006  0.000

Staged a, 0.015 0.044  0.051 0273 0368 0.534  0.366
T-value 1774 2026 3363 6259 3280 2.067 2.698

P-value 0.076  0.043  0.001 0.000  0.001 0.039  0.007

Stage5 a, 0.003 0.019 -0.003 0.145 0219 0238 0.182
T-value 0334 0912 -0.186  3.399 1.955 1.125 1.339

P-value 0.739 0362 0.852 0.001 0.051 0.261 0.181

Adj.Rsq 0.014 0.026  0.031 0.064 0.099 0.129  0.165

N 3195 3195 3195 3195 3195 3195 3195

Notes: K represents the forecasting horizon, where K =1, 3, 6, 12, 18, 24, and 36 months;
the values of 3, represent the slope coefficients; the values of a(i) represent the slope
coefficients of the stage dummy variables; T-values represent the value of t-statistics for the
slope coefficients; P-values are the actual significance levels of the slope coefficients; Constant
represents the value of constant in the regressions; Adj.Rsq represents the adjusted R squares
from the regressions; N is the number of firms in each regression.

Table 3-2 describes the regression results of model (5); it shows that after con-
trolling for the influence of the change in different stages, the slope coefficient of
the V/P ratio and adjusted R-square of the model display a certain degree of
improvement, indicating that in the Chinese stock markets, the policy changes at
different stages have a certain impact on future stock returns; apart from this, Table
3-2 shows similar results to those of Table 3-1. Therefore, this paper adds the stage
dummy variables to the regression models as controlling variables.”

' For simplicity’s sake, and given that only the stage dummy variables are taken as the con-
trolling variables, the study below does not report the stage dummy variable data.
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4.3 Effects of Other Factors Relevant to Stock Returns
After adding other factors relevant to stock returns to the regression model as the
controlling variables, the regression results of model (6) are as follows:

Table 4 Regression Results of Model (6)

K 1 3 6 12 18 24 36

Constant B, 0.063 0.340  0.797 1.500 1.828 3.130 4,750
T-value 1.490  4.363 8.303 6.753 7.015 7.051 9.995
P-value 0.136  0.000 0.000 0.000 0.000 0.000 0.000
V/P B, 0.024  0.038 0.069 0.199 0.247 0.601 0.785
T-value 4476  4.742 5375 5.700 6.257 6.475 6.463
P-value 0.000 0.000 0.000 0.000 0.000 0.000 0.000
LnME B, -0.008 -0.038 -0.077 -0.169 -0.224 -0.352  -0.467
T-value -2.254 -5900 -9.830 -9413 -~12.183 -11.809 ~-12.570
P-value 0.024 0.000 0.000 0.000 0.000 0.000 0.000
B/P B, 0.017 0.002 0016 0.066 0.063 0.078 0.159
T-value 3.695 0.321 1.992 4505 4.329 2.920 4.813
P-value 0.000 0.748 0.047  0.000 0.000 0.004 0.000
OUTSHARE B, 0.010 0.077 0.133 0.268 0.362 0.566 0.898
T-value 0.534 2776 3964 3435 4.848 3.894 5.419
P-value 0.594 0.006 0.000 0.001 0.000 0.000 0.000
EPS B, -0.056 -0.116 -0.023 -0.125 -0.209 0356 -0.370
T-value -3.983 —4.141 -0.771 -1.728 2235 -2.709 -3.118
P-value 0.000 0.000 0.441 0.084 - 0.026 0.007 0.002
EPSdummy B, 0.040  0.095 0.103 0.206 0.408 0.491 0.137
T-value 2.385 3.223 27769  2.973 4.114 3.304 0.799
P-value 0.017  0.001 0.006  0.003 0.000 " 0.001 0.424
E/P B, 0.287 0.781 0.163 2.147 4.596 5773 1.620
T-value 1.835 2422 0409 3.061 3.663 2.750 1.120
P-value 0.067 0.016 0.683 0.002 0.000 0.006 0.263
D/P B, 0.480 1.771 2.411 4.355 7914 6.895 3.003
T-value 1.698 3473 3.863 3.548 5.223 2.190 1.207
P-value 0.090  0.001 0.000  0.000 0.000 0.029 0.227
D/Pdummy  f3, 0.008 0.032  0.034  0.065 0.104 0.124 0.086
T-value 1.571 3.992 3.110  2.786 3.808 2419 1.955
P-value 0.116  0.000 0.002 0.005 0.000 0.016 0.051
AdjRsq 0.043 0.091 0.094 0.129 0.215 0.212 0.276
N 3195 3195 3195 3195 3195 3195 3195

Notes: K represents the forecasting horizon, where K= 1, 3, 6, 12, 18, 24, and 36 months; the values
of (i) represent the slope coefficients; T-values represent the value of t-statistics for the slope
coefficients; P-values are the actual significance levels of the slope coefficients; Constant represents
the value of constant in the regressions; Adj.Rsq represents the adjusted R squares from the
regressions; N is the number of firms in each regression.
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Table 4 shows the regression results of model (6). The forecasting horizon K =1,
3, 6, 12, 18, 24, and 36 months. The table shows that, after controlling for the
impact of other relevant factors, the V/P ratio also better predicts the future stock
returns. The slope coefficients of V/P in all forecasting periods are significant (greater
than 0), and the actual significance level of the slope coefficients is far
below 0.01 per cent. With the time extension, the slope coefficients of V/P
significantly increase from 0.024 to 0.785 when the forecasting periods range from
1 to 36 months.

It is notable that the slope coefficients of E/P and D/P are higher than those of
V/P, but the values of the t-statistics are far below the V/P’s T-value (although their
significance levels are less than 1 per cent), indicating that although its slope coef-
ficients are below E/P and D/P, the significance level of the linear effect of the V/P
ratio on future stock returns is higher than E/P and D/P.* The longer the forecasting
period, the more obvious its advantages become. Therefore, we can draw from Table
4 a similar conclusion to the previous findings: the longer the forecasting horizon,
the stronger the predictive power of V/P; moreover, the predictability of V/P is not
due to firm size, book value to price, or other related factors.

4.4 Effects of Risk Factors

Kothari (2001) believes that the reason the V/P is able to predict future stock returns
may be due to the neglect of certain risk factors in the model. But Frankel and Lee
(1998a) and Ali et al. (2003) find that the V/P ratio remains highly correlated with
future stock returns after controlling for these risk factors. Accordingly, this part of
the study mainly examines whether the forecasting power of the V/P ratio for future
stock returns results from the impact of certain risk factors.

4.4.1 Correlation of V/P Ratio on Risk Factors

Tables 5-1 and 5-2 respectively report the Pearson correlation coefficients and
Spearman correlation coefficients of V/P on some risk factors, from which we can
make a preliminary analysis of the relationship between the V/P ratio and these risk
factors.

We can see from Tables 5-1 and 5-2 that the V/P ratio has a significant negative
relation with Beta and StdROE, meaning that a higher V/P indicates a lower risk,
while the V/P ratio has a significant positive relation with B/P and AverCC, meaning
that a higher V/P indicates a higher risk. Thus, we cannot draw the conclusion that
a high V/P ratio necessarily means a higher risk from the above. Therefore, the

3 To test whether this conclusion results from the multi-linearity that may exist between the
variables, we implement the correlation analysis between V/P and related variables (omitted
for simplicity’s sake), and find that there is a significant correlation between V/P and E/P,
D/P. As such, we try to remove V/P, E/P, and D/P respectively from model (6) to test the
impact on the model. Results show that the adjusted R-square of the model significantly
declines when V/P is removed from the model, while removing E/P and D/P from the model
has no particular effect on the results; this also indicates that the forecasting power of V/P
for future stock returns is higher than that of E/P and D/P.
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regression analysis of the above risk factors on the V/P ratio forms the basis for
further study of the relationship between them. The results are as follows:

Table 6 Regression Results of Model (7)

Model 7a Model 7b Model 7¢c Model 7d
Constant 0.580%* 0.467* 0.591% 0.548
(13.404) (2.855) (3.026) (2.765)
Beta ~0.131%* —0.130%* -0.074 -0.069
(-3.265) (-3.255) (-1.859) (-1.733)
LnME 0.008 0.001 0.004
(0.709) (0.097) (0.318)
B/P 0.014
(1.240)
D/M 0.003
(0.488)
Z-value —0.0004*
(-2.041)
StdROE —6.638%* —6.886%*
(-6.026) (—6.001)
AverCC 1.249%* 1.274%*
(4.783) (4.849)
AdjRsq 0.004 0.004 0.016 0.017
N 3195 3195 3195 3195

Notes: ** and * denote that the test is statistically significant at the 1% and 5% levels,
respectively; table values represent the slope coefficient on each variable; the value of
t-statistics for the slope coefficient is shown in parentheses; Adj.Rsq represents the adjusted
R squares from each regression; N is the number of firms in each regression.

Table 6 reports the regression results of model (7). Beta is the only explanatory
variable in model (7a); Beta and LnME are the explanatory variables in model (7b);
Beta, LnME, StdROE, and AverCC are the explanatory variables in model (7¢); and
model (7d) has all risk factors as explanatory variables. In these four models, be-
cause the slope coefficient and its respective significance levels for each variable
are very similar, we analyse the regression results of all risk factors on V/P in model
(7d).

The table shows that the slope coefficient of AverCC is significantly positive (t =
4.849), suggesting that firms with high V/P have a higher risk and therefore a higher
future stock return. But the slope coefficient of StdROE is significantly negative (t =
—6.001), suggesting that the firms with high V/P have a lower risk and therefore a
lower future stock return. Thus, the results are the same as those of the analysis of
relevant factors in Tables 5-1 and 5-2 and cannot prove that firms with high V/P
have a higher risk. Therefore, although V/P shows a certain correlation with some
risk factors, we cannot conclude that the forecasting ability of the V/P ratio for
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future stock returns is attributable to the neglect of certain risk factors. The follow-
ing analysis provides further proof for this argument.

4.4.2 V/P as Independent Variable and Risk Factors as Controlling
Variables in the Models

To examine whether the forecasting ability of V/P for future stock returns is due to
certain risk factors, we add the risk factors as the controlling variables in the regres-
sion models with V/P as an independent variable; the results are as follows:

Table 7 Regression Results of Model (8)

K 1 3 6 12 18 24 36

Constant  f3; 0.180 0.520 0.986 1.450 2.067 3.650 4.940
T-value 3.346 5.669 8.575 5.299 6.755 8.408 9.860
P-value 0.001 0.000 0.000 0.000 0.000 0.000 0.000

V/P B, 0.024 0.044 0.074 0.225 0.292 0.647 0.809
T-value 4.449 5.072 5.510 6.060 6.649 6.687 6.549
P-value 0.000 0.000 0.000 0.000 0.000 0.000 0.000
Beta B, -0.035 -0.055 -0.036 -0.029 -0.048 -0.073 -0.173
Tvalue -3.942 -3.833 2077 -0.811 -1227 ~-1212 ~2.953
P—value  0.000 0.000 0.038 0.417 0.220 0.226 0.003
LnMFE B, -0.015 -0.046 -0073 -0.150 -0.196 -0.326 -0.454

T-value -4.650 -7.893 -9.442 -8.145 -10.341 -11.505 -12.928
P-value 0.000 0.000 0.000 0.000 0.000 0.000 0.000

B/P B, 0.014  -0.005 0.020 0.055 0.071 0.076 0.086
T-value 2.682 -0.721 2.340 2971 3.462 2.373 2.335
P-value 0.007 0.471 0.019 0.030 0.001 0.018 0.020
DM B, 0.003 0.008 0.008 0.009 0.013 0.016 0.002

T-value 1.436 1.502 1.664 1.363 1.499 1.190 0.266
P-value 0.151 0.133 0.096 0.173 0.134 0.234 0.790

Z-value f, -6E-0.6 -2E-0.5 -0.0002 -0.0005 -0.0003 -0.0009 -0.001
T-value . ~0.152 -0.246 -1.601 -1.846 -0.706 -1.792 —-2.831
P-value 0.879 0.806 0.109 0.065 -0.480 0.073 0.005
StdROE B, 0.390 1405 -1.234 4.478 0.707 1.704 15.220
T-value 0.727 1.747  -1.315 1.729 0.242 0.417 3.321
P-value 0.467 0.081 0.189 0.084 0.809 0.677 0.001
AverCC B, 0.009 0.032 -0200 -0.293 -0.165 ~1.431  -2.981

T-value 0.093 0221 -1.302 -0.879 -0470 -2.488 -3.521
P-value 0.926 0.825 0.193 0.379 0.639 0.013 0.000
AdjRsq  0.034 0.062 0.079 0.113 0.161 0.189 0.267
N 3195 3195 3195 3195 3195 3195 3195

Notes: K represents the forecasting horizon, where K= 1, 3, 6, 12, 18, 24, and 36 months; the values
of B(i) represent the slope coefficients; T-values represent the value of t-statistics for the slope
coefficients; P-values are the actual significance levels of the slope coefficients; Constant represents
the value of constant in the regressions; Adj.Rsq represents the adjusted R squares from the
regressions; N is the number of firms in each regression.

»
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Table 7 shows that the slope coefficient of V/P is still significantly positive after
controlling for the risk factors; also, extending the forecasting period gradually in-
creases the slope coefficient (from 0.082 to 1.133 with a forecasting period from 1
to 36 months). The significance level of the slope coefficient is less than 0.01 per
cent, while the T-values also increase from 6.824 to 10.588 when the forecasting
period is extended from 1 to 36 months. Again this proves that extending the fore-
casting period significantly increases the predictive power of V/P for future stock
returns.

In addition, because the slope coefficients and their T-values for StdROE and
AverCC are very unstable in the forecasting period, we conclude that although the
two variables have some correlation with future stock returns, they have no predic-
tive power for them. The slope coefficients and the T-values of LnME and B/P show
the effect of “small firms” and B/P effects on the Chinese stock market. Observing
the slope coefficients and their significance levels with respect to other risk factors,
we find that the T-value of the slope coefficient of Beta is significant only within a
shorter period (six months) at the 5 per cent level. When the forecasting period is
greater than six months, its slope coefficient becomes insignificant, suggesting that
a firm’s risk represented by Beta only predicts future short-term returns (less than a
one-year forecasting period), while its accuracy grows worse with the extension of
time. At the same time, the slope coefficients of D/M and Z-value are not significant
in all forecasting periods, indicating that a firm’s financial risks basically have no
relevance to future stock returns.

In short, these data and related analysis provide further evidence for H4.2 that the
predictive power of the V/P for future stock returns is not driven by its relevance to
certain risk factors. After controlling for the risk factors, the V/P ratio computed
with the RIV model remains strongly predictable for future stock returns.

4.5 Robustness Test

As mentioned above, many methods can be used to calculate stocks returns. To
ensure the conclusion based on the impact of the calculations of the stock returns, in
this part we use the continuously compounded return employed by Fama and French
(1988a,b, 1989) instead of the BHR for the robustness test.** The results are shown
in Table 8-1. In all forecasting horizons, after controlling for the above-mentioned
related factors and with the continuously compounded return instead of the BHR as
the dependent variable, the slope coefficients of V/P are all significantly positive
and increase with the extension of the forecasting period, suggesting that the con-
clusions above are not affected by the calculation of stock returns.

3 The robustness test model includes all controlling variables and risk factors; the forecasting
period K is from 1 to 36 months. For simplicity’s sake, the tables on robustness tests show
only the slope coefficient and the t-statistics of the V/P ratio, and do not report the data of
other controlling variables.
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Table 8-1 Robustness Test with Continuously Compounded Return instead of BHR as the
Dependent Variable

K B T-value P-value Adj.Rsq N
1 0.021 4410 0.000 0.053 3195
3 0.036 4.846 0.000 0.114 3195
6 0.060 5.948 0.000 0.146 3195
12 0.125 6.459 0.000 0.216 3195
18 0.185 7.338 0.000 0.308 3195
24 0.297 8.893 0.000 0.348 3195
36 0.378 9.638 0.000 0.368 3195

Notes: K represents the forecasting horizon, where K =1, 3, 6, 12, 18, 24, and 36 months;
the values of 3 represent the slope coefficients; T-values represent the value of t-statistics
for the slope coefficients; P-values are the actual significance levels of the slope coefficients;
Adj.Rsq represents the adjusted R squares from the regressions; N is the number of firms in
each regression.

Because many external variables have a certain impact on the valuation model,
and because the sample firms in this study belong to different years, this paper also
carries out the following two robustness tests:

First, the following dummy variables are added to the models: (1) indusiry dummy
variables: all sample firms are divided into five major industries consisting of
Industrials, Utilities, Real Estate, Conglomerates, and Commerce; thus, four indus-
try dummy variables are set up respectively: Utility, Property, Conglomerate, and
Commerce, with 1 if the sample firms belong to an industry, and 0 otherwise;** (2)
the dummy variable “District” on listed locations, with 1 if the sample firms
are listed on the SZSE, and 0 otherwise; (3) the dummy variable “Bull” on the
stage of the stock markets, with 1 if the sample firms are in a “bull” market, and 0
otherwise;* (4) the dummy variable “Fund,” indicating a certain stock is held by
the Fund, with 1 if the Fund is one of the top 10 shareholders of the sample firms,
and 0 otherwise.

* The reason that industry dummy variables are not based on earlier calculations by using the
average capital costs of the 12 major industries for testing lies with the 12 major industries,
since the number of sample firms in the industry is too small to conduct a large sample
empirical analysis.

The stage division between a bull market and a bear market; this paper analyses the SZSE
and SHSE respectively using the above approach of stage division. Because we find that the
bull and bear markets of the SZSE and SHSE are basically the same, we no longer distin-
guish between them in this study. According to the fluctuations in stock prices, the stock
market is a bull market when it is rising, and a bear market when it is declining. The specific
division is as follows: from September 1994 to January 1996, from May 1997 to May 1999,
and from June 2001 to January 2002, the markets were in a bull phase; the remaining phases
were all bear phases.

35
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Second, an annual regression is carried out according to the year to which the
sample firms belong. The results of the two robustness tests are shown in Tables 8-
2 and 8-3:

Table 8-2 Results of the First Robustness Test

K 1 3 6 12 18 24 36

V/P B, 0.022 0.035 0.055 0.193 0238 0.603 0.811
T-value 3.809 4.072 4356 5302 5959 6455 6.554
P-value 0.000 0.000 0.000 0.000 0.000 0.000 0.000
Utility a, -0.006 -0.034 -0.033 0.001 -0.025 -0.020 -0.020
Tovalue -0.619 -2358 -2.714 0.046 -0.844 -0.479 -0.437
P-value 0.536 0.001 0.007 0963 0399 0632 0.662
Property a, 0.003 -0.052 -0.040 -0.002 -0.021 -0.005 -0.153
T-value 0.235 =2.735 -1.223 -0.028 -0.311 -0.066 -1.893
P-value 0.814 0.006 0221 0.978 0756 0947 0.059
Conglomerate @, -0.011 -0.019 -0.024 -0.010 0.001 0.019 -0.037
T-value -2.110 -2.306 -2.237 -0420 0.055 0471 -0.892
P-value 0.035 0.021 0025 0.675 0956 0.637 0372
Commerce a, -0.007 -0.011 -0.030 -0.035 -0.053 -0.080 -0.107
Tvalue -1.150 -0.891 -1.803 -1.035 -1.550 -1.526 -1.769
P-value 0.250 0373 0071 0301 0.121 0.127 0.077
District o, 0.010 -0.001 0.021 0050 0084 0.122 0.061
T-value 1.599 -0.175 1.822 2.179 3513 3.096 1.692
P-value 0.110 0.861 0.069 0.029 0.000 0.002 0.091
Bull o, 0.015 0005 0033 o0.111 0159 0.180 0.119
T-value 1.508 0372 1.586 2.836 3.606 2.607 1.873
P-value 0.132 0710 0.113 0.005 0.000 0.009 0.061
Fund a, 0.001 0012 0021 0.029 0.020 0.025 0.042
T-value 0.147 1670 2405 1.616 1065 0918 1497
P-value 0.883 0.095 0016 0.106 0287 0359 0.135
AdjiRsq 0.048 0.069 0.069 0.081 0126 0.167 0.247
N 3195 3195 3195 3195 3195 3195 3195

Notes: K represents the forecasting horizon, where K= 1, 3, 6, 12, 18, 24, and 36 months;
the values of 3, represent the slope coefficients; the values of o(i) represent the slope
coefficients of the dummy variables; T-values represent the value of t-statistics for the slope
coefficients; P-values are the actual significance levels of the slope coefficients; Adj.Rsq
represents the adjusted R squares from the regressions; N is the number of firms in each
regression.
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Table 8-3 Results of the Second Robustness Test

Ma and Zhang

K 1 3 6 12 18 24 36
Panel A B, -0.005 -0.016 0.069 0.834 1.672 5.508 4.509
1994 T-value  -0.195 -0.237 0.907 3.572 5762 5.099 5.758
Regression  P-value 0.846 0.813 0365 0.000 0.000 0.000 0.000
Adj.Rsq 0.084 0.208 0215 0.390 0.591 0.526 0461
N 245 245 245 245 245 245 245
Panel B B, 0.058 0.083 0.125 0432 0449 0.794 1.705
1995 T-value 2.783 2311 2238 3499 3794 5.143 4335
Regression  P-value 0.006 0.022 0.026 0.001 0.000 0.000 0.000
: Adj.Rsq 0.271 0.231 0270 0.223 0.227 0.347 0465
N 226 226 226 226 226 226 226
Panel C B, 0.015 0.118 0.211 0498 0.561 1.778 1.723
1996 T-value 1.099 2.864 2488 3.388 4.228 6.215 5.723
Regression  P-value 0.273 0.005 0.013 0.001 0.000 0.000 0.000
Adj.Rsq 0.061 0.280 0.200 0.335 0.380 0.446 0426
N 312 312 312 312 312 312 312
Panel D B, 0.019 0.040 0.063 0253 0286 0.796 0.909
1997 T-value 2.772 2797 3574 3.650 4429 5.632 5316
Regression  P-value 0.006 0.005 0.000 0.000 0.000 0.000 0.000
Adj.Rsq 0.069 0222 0.164 0.099 0.164 0266 0.404
N 563 563 563 563 563 563 563
Panel E B, 0.049 0.052 0.103 0.294 0.373 0.469 0.467
1998 T-value 2.188 2.110 2463 4075 5465 6.386 6.241
Regression  P-value 0.029 0.035 0.014 0.000 0.000 0.000 0.000
Adj.Rsq 0.090 0.174 0200 0.188 0.304 0.364 0.249
N 468 468 468 468 468 468 468
Panel F B, 0.018 0.034 0.041 0.105 0.199 0.228 0431
1999 T-value 1.625 1.905 1.630 2971 5.013 5.778 8.786
Regression  P-value 0.105 0.057 0.104 0.003 0.000 0.000 0.000
Adj.Rsq 0.105 0.132  0.202 0276 0.231 0.237 0.244
N 642 642 642 642 642 642 642
Panel G B, 0.005 0.014 0.025 0.045 0.064 0.132 0.155
2000 T-value 1.566 2951 4.053 4.004 4515 5265 5725
Regression  P-value 0.118 0.003 0.000 0.000 0.000 0.000 0.000
Adj.Rsq 0.054 0.041 0.080 0.108 0.085 0.233 0.341
N 739 739 739 739 739 739 739

Notes: K represents the forecasting horizon, where K =1, 3, 6, 12, 18, 24, and 36 months;
the values of 3, represent the slope coefficients; T-values represent the value of t-statistics
for the slope coefficients; P-values are the actual significance level of the slope coefficients;
Adj.Rsq represents the adjusted R squares from the regressions; N is the number of firms in
each regression.
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As noted from Table 8-2, adding the dummy variables in the model has no impact
on the main conclusions of this paper. In all forecasting periods, the slope coeffi-
cients of the V/P are all significantly positive and increase with the extension of the
forecasting period. The slope coefficients of all dummy variables show that their t-
statistics are not significant in most forecasting periods, suggesting that these exter-
nal variables have little impact on the cross-sectional differences of future stock
returns.

After implementing the annual regression for the sample firms of different years,
we find that when the forecasting period K is greater than six months, all annual
data show that the slope coefficients of V/P are significantly positive (P value is less
than 1 per cent) and increase with the extension of the forecasting period, which is
consistent with the above conclusions. When K is less than six months, the results
differ in the annual regression, which again indicates that the V/P ratio has strong
predictability for future longer-term stock returns, while its forecasting power is not
necessarily accurate for future short-term stock returns.

In short, all results of the robustness tests are consistent with the previous findings,
which confirms the conclusions of this paper.

4.6 Comparison with the FCF Model

Related research in this category shows that compared with the DDM and FCF
models, the RIV model has paramount superiority (Bernard, 1995; Penman and
Sougiannis, 1998; Frankel and Lee, 1998; Francis et al., 2000). To test whether this
conclusion is effective in the Chinese stock market, in this section we compare
these models. Considering Copeland et al. (1994) and the specific characteristics
within China, we compute a firm’s equity value with the following equation:*

v=3-LEL L kc

=1 (1 + I‘L.)l

Where V = the firm’s equity value;

ECF =the equity cash flow;

r, = the equity cost of capital, computed with CAPM;

EC = excess cash in the current period, according to the related study by Copeland
et al. (1994) and Francis et al. (2000), defined as cash and securities being more
than 2 per cent of the firm’s operating income.

Given that the DCF is based on the FCF model, the results of both models are the
same when using the same data and assumptions. The DCEF is rarely used in China
because dividend policies are quite random. An equity cash flow model can replace
the DCF model to avoid the trouble of forecasting dividend policy. Thus, this paper
only compares the RIV model with the FCF model.

36 Because of the lack of data on debt costs, which affects the calculation of the weighted
average cost of capital, this cash flow mode! uses an equity cash flow model for testing.
Theoretically, the results of the calculations using the two approaches are the same.



116 Ma and Zhang

Lacking the relevant data, this paper predicts stock value using the equity free
cash flow model computed using actual data from three periods. For free cash flow
following the three periods, we use the arithmetic average of the free cash flow of
the previous three periods as the forecasting value.> The specific equation of the
FCF is as follows:

23: EFCF | AFCF/(r, - g)

V=EC+ : .
= (1+1,) (I1+r)

Where V = the firm’s equity value;

ECF = the equity free cash flow;

r, = the equity cost of capital, computed with CAPM;

EC = excess cash in the current period;

AFCF = the arithmetic average of the free cash flow of the previous three periods;

g = the growth rate.

To test the explanatory power for current stock prices of the two models, we first
compare the correlation coefficients of the models with current stock prices; the
results are as follows:

Table 9 Comparison of Correlation Coefficients of Two Models

YEAR N V(DCF)
1994 245
1995 226
1996 . 312
1997 563
1998 468
1999 642
2000 739
All years 3195

Notes: *#* denotes that the test is statistically significant at the 1% level; the values of “All
Years” represent the average for all year. N is the number of firms; the table values in column
V(DCF) are the correlation coefficients of stock values using DCF on current prices; the
table values in column V(RIM) are the correlation coefficients of stock values using the RTV
model on current prices.

3 In the FCF model, the greater the investment, the less free cash flow there is, and the lower
the firm value. A typical example is Wal-Mart, a US company. Because of its successful
operations, the expansion of Wal-Mart is strong in the global sphere, which requires sub-
stantial profits to be invested into new projects. Indeed, the free cash flow of Wal-Mart in
recent years has been negative. The FCF model cannot be applied, which is one of its main
shortcomings. In view of this, for firms with a negative arithmetic average in a three-period
free cash flow, we assume the free cash flow to be zero to ensure the reasonableness of the
data. Please see Francis et al. (2000).
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Table 9 shows that whether employing the full-year data or the respective-year
data, the explanatory power of the FCF model for current stock prices is far lower
than that of the RIV model. The results of all sample periods show that the FCF
model explains only 0.212 per cent of the stock price, while the RIV model explains
10.11 per cent; thus, we can draw the preliminary conclusion that with respect to
explanatory power and predictability regarding stock prices, the RIV model is far
superior to the FCF model.*

Based on the above correlation analysis, we use a regression analysis to further
compare the forecasting power of these two models for future stock returns. The
regression model is as follows:

Ht,t+K)= By + BiV(RIM)/P+V(DCF)/ P+ 0 +e,.x,

Where V(RIM)/P is the V/P ratio calculated using the RIM model;
V(DCF)/P is the V/P ratio calculated using the FCF model;

o includes all controlling variables mentioned above in this study.
The regression results of the model are as follows:*

Table 10 Regression Results of the Model

K 1 3 6 12 18 24 36

V(RIM)IP B, 0.022 0.035 0.061 0.189 0.233 0.566 0.759
T-value 3.948 4.188 4.672 5319 5920 6296 6.128
P-value 0.000 0.000 0.000 0.000 0.000 0.000 0.000
V(DCF)IP  f, -0.006 -0.006 -0.006 0.053 0.061 0.140 0.169
T-value  -0.770 -0.480 -0365 1.248 1.357 1.045 1.497
P-value 0.441 0.631 0.716 0.212 0.175 0.296 0.134
Adj.Rsq 0.050 0.095 0.099 0.129 0.210 0.225 0.289
N 3195 3195 3195 3195 3195 3195 3195

Notes: K represents the forecasting horizon, where K =1, 3, 6, 12, 18, 24, and 36 months;
the values of 3, represent the slope coefficient of V(RIM)/P; the values of f3, represent the
slope coefficient of V(DCF)/P; T-values represent the value of t-statistics for the slope
coefficients; P-values are the actual significance levels of the slope coefficients; Adj.Rsq
represents the adjusted R squares from the regressions; N is the number of firms in each
regression.

As the above table shows, regardless of whether it is short-term or long-term, the
forecasting power of the RIV model is much better than that of FCF model; this
conclusion is also consistent with the relevant studies.

¥ To test the forecasting power of the two models for future stock prices, we also compare the

correlation coefficients of the two models with stock prices one year later and two years
later, respectively, and draw the same conclusions, which are not reported here for simplicity’s
sake.

¥ For simplicity’s sake, this paper only shows the data of V(RIM)/P and V(DCF)/P in the
tables; the data of other controlling variables are not listed.
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V. CONCLUSIONS

Using the data of A-share listed companies on the Chinese stock market between
1994 and 2004, this paper empirically investigates the power of the Feltham-Ohlson’s
residual income valuation model in predicting future stock returns. The results show
that the V/P ratio is a better indictor in predicting future stock returns; also, in the
sample period, the longer the forecasting horizon, the stronger the predictive power
of the V/P. The conclusions are summarised as follows:

(1) Although the correlation of a firm’s stock value based on the RIV model with
the current stock prices is not high, extending the time period leads to continuing
improvement in the correlation of intrinsic value with stock prices.

(2) The V/P ratio calculated using the RIV model has a high cormrelation with
future stock returns; the longer the forecasting horizon, the stronger is the predic-
tive power of the V/P.

(3) The forecasting power of the RIV model for future stock returns is not a result
of firm size (ME), book value to price (B/P), or other relevant factors; and

(4) Although the V/P ratio is relevant to certain risk factors, its predictability for
stock returns does not result from a correlation of the V/P with these factors.

In addition, related literature shows that the forecasting power of the RIV model
for future stock returns mainly derives from analysts’ forecasts of a firm’s future
earnings. Although no analyst forecast data are used, this paper carries significant
conclusions. Does this mean that in addition to analysts’ forecasts, there are other
factors that affect the forecasting power for future stock returns? This problem re-
quires further study.
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