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Anderson et al.(2003)°]] W2 “wjZo] F7IE w A7t FkekE FEET v o]

A7t Aasks FErt AS W A7k s A A olnh At ol spiA A A o] EAlsH
Uthe A4 SAE T B AT7Sc 9all AA = AtHAnderson et al. 2003 ;
Balakrishnan et al. 2004 ; SFe4] 9] 2004 ; 523 251 2010). ¢ &7 APA+= v
A A7t E ol JEFE nA = 2% V‘]Oh— A=H ol w2 A LrtE= 7
GAre] o]71H 9l fel(o] &tk FH & 2010 ; Chen et al. 2012 ; Dierynck et al. 2012 ; Kama
and Weiss 2013)7 #o] 7|947kx| o #4421l B35 7H4 2= Bl dslix e 93s A
ok 33k 2% H]S(adjustment cost)2] 3] 3](Subramaniam and Weidenmier 2003 ; Banker and
Chen 2006a ; Calleja et al. 2006)} A AA+e] wlefo] thak A uk(Banker et al. 2013 ; T35 9
2009) 5 FIA R 7Y E FHAT = A A el ALu) i A € (rational resource
planning)°ll oJ3l FaF= W= itk F, FE|AQA AIA G TIQ7AE AT = e
2 P92 5 98 o)A % (resource adjustment decisions)S HE Aolth 714719 HI7Me
TheFgh A Hof 719ksto] o] ozl =H 1 F I|A0|L 719 YFelA 7Ide 7R E A et
= dlofl &4AQ FRr=E o] &HTKCollins et al. 1997 ; Ashbaugh and Olsson 2002 ; Caylor et
al. 2007).
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she Aok =AY, ol S0l ANRAge] BS99l AGAE 184 L 7]
el AdAtl Hlal mj& a4 Al Ak e AR Bo kEsghe onjgith. & wijE A
of AWe AdAte rFAY 23 dS AEA Al Aol T AEA BEE 1
ettt Aoz M-S AR she Aol

2oz 7I#ARAY S A d9dasee] /RBApELS TR agste] 7S
AASHATE 7199 7S g5k Hlell slolA 3] Ale] o] s ARl HHE o] 857 5
AR, AAFEEL AACIS o] FE & LLolBAE HA|lsE G2 FuAE A2
12 ™(Sloan 1996 ; Banker et al. 2009) H=gF 71X ¢HdA] SW 4] 3]A o] o) Tsto] FEA
A8 & 7}A 1 A tH(Richardson et al. 2005 ; Banker et al. 2009). "}& 7+4& A] 927} 57
A A A5 Aol ollgt JHAFEEY] Hak A ERE, dHdTs e
7HIRERA ] 2 7192 28R &2 7|9 EY 71979 s Fo] Ax7] Aok webA I
Azssel ANBAHe] & Ade AAAE E 4L A FFALE vt AT 2
olgli & flo] EAgt B AFee O Al +dddTsEe] 7HAAAA, @ (34
ol g AW FAATE R AN BAH I} GBSl PEAA] B Aole] A
= At A2 d9deswe] /AR UM R nddE /M dX s 2
H7F EZHAT o= Ao|Yd Hot] dPAFTEL] VAR E wiE A Al AdAte

AR A& #AS gr Ao JEgs vHvgeE AE 9nlgtt

2 A7) def vt gk 3A, £ A

stz E3dtela ok AU 7|E B3 A
olm FAclel AR AFSAL) F ATFA F shfoltk. 7ol F Al o)
@ A/t HER A wase) gt & £ ok AW, Aol e vﬁaoﬂ*i A
o]
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A7 Rolmg GFALe M) BAF AGRte] JAAA & Ao e] Z3be] HHFAC
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EEl
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o SAlole anE gashl Hn, fEAAS AR HE 28 e Agucd
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A9e Aeln oH @ gEge A%
HEd, olelgt HAloY e A% Hish 2o
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BhAE 197 SUEE BAHoR fF
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& AAE 7 fleme, kel Bt o]
S wola Aol FAe1 el Sl et A9 & G717 felixe F FAl9 #d
st M= JPH 3 gle d7HE %%%P—E Zol Fasith. & A= AFIANM F2
g FAZ TRl 2 FAel o] ZhxEg o] AxolA Bt A ArkE el A 2star gih
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A7te] spA Aol AT AL T B A7 dal AFH SAVE A E

otk WA afe AFE2 AW Anderson et al.(2003)S W Fo] AFE 7ol A$- nj2
1% 71w grjdelnls FHH o2 0.55% Fodhs W, tjEo] 1%
FEn)7F HFA 07 0.35%5 e HAashA] 2SS Hol Ho} o] & 4 gg_
2iH] Slo= GYH]E, wiEArL, AR, AFNEE], e FarH] Follk
ZAgo] Y& the.g., Weiss 2010 ; Kama and Weiss 2013 ; Anderson and Lanen 2009 ;
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AP ols) HalMtheg <HEl2] 9] 2004 ; E5-23 ZHTF 2010 ; S50 £ 2010).
A4 Arkaelel] g3 nX e 8QEEE 2274 H|E(adjustment cost)2] 7], 7 G A}
nlefol] tiet e, 223 YA} F-<l(managerial incentives) 5°] A& AT 23] AA = Q)
t}. Anderson et al.(2003) A4t} v A=l =2 7]YU(asset— and employee —intensive
firms)] 7% Y7kl pAAAL = A UebdS Bl FHA, 1 o] fre At =5 otert
ETE ALY 2 S Eo Frlety] wEolzta F4stSith Banker et al.(2013c)7
Balakrishnan and Gruca (2008)% Z7gHv]80] & 7% ¥7ke] vjtAdo] A Yepdd= &
£ At ok AdAte] nleo] digh AWE 7o) spiA Ao JEkE wX =], A GA
7} B wEo] S7HE Aoz Add A dA| wjEo] dagita dlE o2 A (unused
resources) = A &oh= ARTE fA5ke] & Folx, W2 g% nfjEo] Aty Ag3iohd
oo s 2 F e g Bol AEsE & Aolth &, AR G#A A 4t
SRS A, ¥4 A ket AV 7ol whet A7 e E sk A (anti—
stickiness) .= THS7| % gt} Banker et al.(2013d), Chen et al.(2013) 12]3 7% <] (2009)
=]

€ ol /1 SaAsls 433 BASE om 5% 719 EAR e 290 R 7
]

|

N

o)

4

CREIENECEE M g ), A9 35

e %74]7} %i% o tje] Lr_rzﬂ(agency conflict)2 3l Y7ol vl do] 3} &2 <fsly]
71% sk Aotk B APAFEo] o] 7HIE AA 6P~ SHE AASFL Uthe.g o8t

@& 2010 ; Chen et al. 2012 ; Dierynck et al. 2012 ; Kama and Weiss 2013 ; Banker and Fang
2013).

ol —‘?Jéﬂ Eiﬂr% 7W o= Ul 945}17\15 F S AT He3 2L guy 4y
Zke] mefel Wi A 5 TIACRE 79SS
o o dEFs W= vk =, FelAQ A9t v
ko m A2 S 9% A2 WE Zlolnk. 719719 ke et 78301] 71‘&&‘3}04

oAx e L T FA1YL 7Y eFelA 7Idel 7HAE A ste Hell Sl Al HEE

(Collins et al. 1997 ; Ashbaugh®} Olsson 2002 ; Caylor et al. 2007).D ©] ¢} o] 3|4
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7Ha A Aol 233 BEE oA AR o] dert g2 »}Ew 7b54d0] =tk g Aol e] 7}
X B o] we 710&94 AS Fadre] ME A4 A $FALS B HFh o7 Zolgn
g Zolc}, duslH fFADS §AE A a2A] e Aswd FeAE 34 ]o] 7t
28t o)1, @M o2 7147kx 9] slerZo] g Ao]ele] sl A ] e 7|%ld] H]g] A
7] gRoltt. =, FelHQ AR FAolele] X FAA ] L2 ujE A A FAo|
oo] AaZS 2o 7|Y7HA 9 S WA ste & Holm, o2 glakd fFAde BES v}
23}8 aowﬂi 3)702le] ZpxBEA o] Zrlebd Urke] wgRA e 7Hae Aol

nehd B AT gew go] JMES AFe

71 1 3 A 0]0)e] JpX BEA o] Zrlehd rtel SAAAENAA)] ArE FAT A

o]t}
. A4
1.3 2

s A 0] 7HA A} A7ke] MR 3te] RS AT sl ATe TR
SR 200058 20129744 feivtel frHsAA R agAge] 37199 AR 5 ok
o] & Wk V1Y - s #SAE A

(¢}

(1) F271He<t F7HsAAIGT Z28A 3 3 719033 HA 719 23
() F¥Hel obd 7I9(KSIC—99] 10~33¥ol| sT=A L= 714)

(3) 1299 A<l

(4) AEAE2 o] dolubA] &2 719

(5 HFSHdd o B A57t A5 7Fed 714

FE = HEE
A3t A E o] Adolstrz EA o)A Xﬂﬂ‘é}‘ﬂ, E%O %Z‘—l}\ée QE'SM fste] 124
T Aol opd HQIE Ale| ). of 7ol AR o] dojid 7= EA Ul 7A€
=t

7S Zadk 7199 AY 2 FMEE PHE o Zol7lo] =(Fnguide)7t A F-3HE ©lo]
] 7o) S(data guide)ol ] &30, FUA 2 Q3 Anle] 2L WA|3] $J3ke] TR W
T EE A FEE 1%l Sote B5A = AT
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2. 37A0l2)e) xRy Mo 57

3] Alo] 2] 9] 7} B A (VALREL)S Banker et al.(2009)2] ©]% A|A|Y 342 28 o}

Aol 19 - 9= FY4E e APk

Piy= B0t B1 - BPSi;+ € @))]
Pyy= B0+ B1-BPSi;+ B2 EPSitt+ €t @)
714 Pire 719 19 t AAEE F71)
BPSi;= 714 i9 t AIEE FHTAA
EPSi;= 719 19 t SIAAEE FEwo]Y

s|Alo1 o) o] ZRAHEA S Fote WA T 2k WA A 7199 1093 A AE AR
183t 29124 (1) (29 2 AR —square)E T4 g} o714 34124 (1)9] 27
T FHAE X, §M @9 2AF 825 zetx oA [(Z2—-X)/(1-X)7F 719 i8] 0d
T 3 A019 9 R BEA S A7} 047101]/\1 Xe FEeAIA 7Y F7HE At 4
T2 A F Atk A, 1-X)e TR 7197 & AR eA] Rehe FEo
drh 283 (Z2— X)—: FEEAE 79| Hete] FE<eole] FEIL FUE o R A Frtet
AwE, S AAFASe SEo] "ok A3 [(Z2-X)/(1-X)E 747 9 #ste] FEeapat
7E 7Y A EA] Eele B F(1-X) FEEel o] FHEo R A AAG AEe] S
o] H& Zlolth dE E°, 374 (1) 2 A7 0.2, 32 )9 AFAF7E 0402k
[(Z—X)/(1—-X)] 32 0.25(0.2/0.8)¢] H&Hl, ol FETAt 7EA 71 A slA] 53t 71%47}Xl
F2(1-02=0.8) T F@o| o] AHe F-2o] 25%et= ofu|o|th EPEW [(Z—X)/(1—=X)]
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AInSG&Ai = Bo+ B+ AInSALE;;+ 8> + AInSALE; ¢«Negaiy

+ B3+ AInSALE; *Negai*VALREL;;

+ B+ AlnSALE; ¢+ Negai* DECRE;

+ B+ AInSALE;#Negai*GROWTH;;

+ B - AInSALE; *Negai *ASSETINT

+ B + AInSALE;<Negai*EMPINT

+ B - VALRELi+ 8 - DECRE;+ 8 - GROWTH,
+ B+ ASSETINT .+ 8 - EMPINT;,

+2 8  Year fixed effects+ &, 3)
SG&A = el
AInSG&Ai ¢ = log(SG&A;/SG&A;—1)
Sale = | &Y
AInSALE = log(Sale;/Saleit—1)
Nega = tdx mEde] t—1dx &R} 2o 1, I¥A] gow 0
GROWTH = A%t GDP A4E(%)
DECRE = Sale;1°] Sale; rH Ut} Zow [, 28x] oW 0

ASSETINT(Asset intensity) = ZFAbuj&
EMPINT(Employee intensity) = T34 5/m &
VALREL = AT @F FH ST A1) IR HHY

2 AT e Al A BE o] TS At sPEAAAEIUA Y)Y FEe
#ag Ao g 7S Ao 9o 22 AInSALE; #Nega; *VALREL; 2] AlS=21 B:%ke] 4
O Fogt K)o #h= 7HE AR oS3t AT Re AgATodA A7t s
2] /gl °éf‘z1::% T 8102 AAG vk Sl AE ol &3t &, t— 1dE viEo] t—2d & wiE

=%

(DECRE), 917t Z A4 %-5(GROWTH), AF2H 2F=(ASSETINT), 18] 1L

o
=
:<‘>1:A
L
rlo
—{o

3 %— A de BAWFe} g £33 29 A vEo] Fad Afode
7dQAte] BT mjEo ik o] v|#AY Fo]7] wfFo| AInSALE;*Nega;*DECRE; ] 7|
FEE KD =, A s 75 A H & AR E S A< 3lol7] Wi
o AInSALE;#Nega, *GROWTH; @] A3k =(—)9 & 7 A= o St} A de
o w5 HIETE F4E ALY 2 Eo] AXNBR A FFALY AEE AT o
t}. whebd AInSALE, #Negai *ASSETINT; 2} AInSALE, #Nega; *EMPINT; 2] AF#S S42
Ao 2 o Sgir)

.l

AEE] B
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2 AFA BFAY o] He FLATES 7B AHS T <Table 1>3} 2T} <Table
1>9] Panel A Zho|#ein]e] PR A2 A WPe] 7EFA S AAsta Stk B
7N19Ee] i iEA-L oF 83669 HU(F7Hak 1,3279] ), Tl 2] v](SG&A Costs)E < 1,162
AL(F# 14399 ), FE7HES FaA R Ed oF 18%(Fitak 11%)E Avj#
g2 A ZFeta e 2 oR vepyth mjEde] Adze vla] 1H4g A= 35%0]1, EE
713t & GDP= o PHA o7 o] ok

5
L59ole] WEl 1099 % HE o 399 FYAS nESE AoR Vehyt

(Table 1> Descriptive Statistics

Panel A : The asymmetrical behavior of SG&A costs

Variables Mean Q1 Median Q3 SD
Sales (100 mil. KRW) 8,366.0 537.5 1,326.9 3,678.2 3,171.2
SG&A Costs (100 mil. KRW)| 1,162.3 66.1 143.4 424.7 688.74
SG&A as % of Sale 0.18 0.07 0.11 0.21 0.21
AInSALE 0.04 —0.05 0.06 0.16 0.25
AlnSG&A 0.05 —0.04 0.06 0.15 0.22
Nega 0.35 0.00 0.00 1.00 0.47
DECRE 0.32 0.00 0.00 1.00 0.47
GROWTH 391 2.30 4.00 5.20 2.10
ASSETINT 1.59 0.86 1.16 1.66 1.76
EMPINT 2.73 1.24 2.18 3.59 2.14
N 7,538
Variable definition :
Sales = total sales revenue
SG&A Costs = selling, general, and administration expenses
AInSALE = log (Sale;y/Salei;—1)
AlnSG&A = log ( SG&A;/SG&A;-1)
Nega = indicator variable which takes the value of 1 if SALE in period t is less than
SALE in period t—1, 0 otherwise ,
DECRE = indicator variable which takes the value of 1 if SALE in period t—1 is less than
SALE in period t—2, 0 otherwise ,
GROWTH = the percentage growth in real GDP during year ;
ASSETINT =

total asset divided by sales ;
EMPINT = the number of employees divided by sales in a billion KRW
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(Table 1> Descriptive Statistics (H%)

Panel B : Value relevance of earnings

The value relevance of earnings is obtained from firm—specific regression of the following
regression using a 10 —year rolling window estimation. Each firm is required to have at least 8 years

of data available.

Pi,t: ,6’0+,6’1'BPSM+ & it (1)
Pii= Bot B BPS+ B2 EPSiit+ €t (@)

Py is price per share of firm i at the fiscal year end ¢, BPS;; is book value of common equity per
share of firm i during year ¢, EPSi; is earnings per share of firm i during year z. Value relevance
of earnings (VALREL) is [R” of the equation (2)—R’ of the equation (1)]/[1—R> of the equation
)

Mean Q1 Median Q3 SD
A R’ of the equation (1) 0.406 0.114 0.364 0.669 0.312
B : R’ of the equation (2) 0.537 0.297 0.550 0.784 0.287
VALREL[(B—A)/(1—A)] 0.225 0.033 0.145 0.352 0.232

<Table 1>9] Panel B& 2(1)3 (2)& ©l-&3ato] ¢ 7| — A= 3] A 0|9 7px oA W
o] Ve AFE Bol Fa vk A1) ZFAFE BT 041(FLEk 036) 22 o= 7147
A -2 e JAAED 7199 TN FEEARIEAIEh R AYE e P
| oA oZ oF 41% @E & otk 2@2)e A ATE Bt 0.54(F1Hk 0.55) A ©]
e FeA Feoldo] YH o Vgt o 54%E AWetn 9o-S dehdct 3

[o]e}e] 7HA g & Hof F5 VALREL W52] F1t2 023(F3tak 0.15)9& & 5 e,
ol F7IRE tWlE = V97 & FeeAte g AHEtA] Rdhe 1
AAFZE M ZH(1—R® of the equation (1)) oA FHsoldoz A
23%zete ©w]e]t},

T <Table 2>= & A9 FoWF 7t gloj& FWAIFE Bol T2 vk dufjdeiv]e]
H 3}-&-(AInSG&A ) UHE-/] H3HE(AISALE)Z 17 GDP A H4E(GROWTH)9H= &(—)<]
FHBAE, slAlolele] 7IXBAA(VALREL)S A9 e Umx] MaE3tE (+H)9 4o
E 72 ek gAle1 9] X #EA(VALREL)S 5SS Lgsto] T2 ojudl ¥
= BAACE foudt FABAE HolA] &th AAHoRE Aol sA|H#HA
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(Table 2> Pearson Correlation among Regression Variables

Variables A B C D E F G
A AlnSG&A 1
B : AInSALE 0.345" 1
C : DECRE —0.125"  —0.095" 1
D : GROWTH 0.105" 0.120" 0.105" 1
E : ASSETINT —0.076" —0.193" 0.157°  —0.063" 1
F : EMPINT —0.043"  —0.167 0.129" 0.059" 0.206" 1
G : VALREL 0.003  —0.008 —0.004  —0.020 0.013 —0.000 1

1) This table reports Pearson correlation matrix.
2) All variables are defined in Table 1.
3) * indicates significance at the 1% level
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{Table 3> Value relevance of earnings and the asymmetrical behavior of SG&A cost

AInSG&Aiy= Bo+ L1 * AIMSALE i+ 82 + AInSALE;*Negaii+ 83 © AInSALE; ¢*Negai v« VALREL
+228 * Econ_Controls+2. 8 * Year fixed efects+ &ijt

. (1) @
VARIABLES Predict P..(fiscal year end) P.«3 months after fiscal year end)
Intercept —0.0128 —0.0114
(—1.27) (—1.13)
AInSALE (+) 0.3425™ 0.3420™"
(13.15) (13.12)
AInSALE*Nega () —0.0233 —0.0022
(—0.30) (—0.03)
AInSALE*Nega*VALREL ) 0.2977" 0.2670"
(2.62) (2.37)
AInSALE*Nega*DECRE (+) 0.0629 0.0608
(1.09) (1.04)
AInSALE*Nega*GROWTH () —0.0040 —0.0040
(—0.30) (—0.30)
AInSALE*Nega*ASSETINT (-) —0.0176" —0.0187"
(—2.30) (—2.46)
AInSALE+Nega* EMPINT (-) —0.0268" —0.0276"
(—2.42) (—2.54)
VALREL 0.0250" 0.0229"
(2.42) (2.14)
DECRE —0.0483"" —0.0483""
(—8.07) (—8.06)
GROWTH 0.0081"" 0.0081™
4.17) (4.13)
ASSETINT —0.0041" —0.0040"
(—1.67) (—1.65)
EMPINT 0.0006 0.0006
(0.43) (0.40)
Year Dummy Included Included
N 7,538 7,538
Adj. R? 0.147 0.146

1) All specifications are estimated with robust standard errors clustered by firm and include
year fixed effects.

2) I use clustered standard errors, with clustering by firm. The standard errors are consistent
for an arbitrary pattern of heteroskedasticity and serial correlation, as long as the residuals
are independent across firms

3) *, *x xxk Significant at 10%, 5%, and 1% two tailed level, respectively.
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AInSALE#*Nega*ASSETINTZ} AInSALE#Nega*EMPINTS] AF7He fol8h 2(—)9 #<
Holx Ql=d, ol& A2 st e At =575 241 S(adjustment costs)©] T7Hst
of W& 4 Al A Aol folskA] ¥7] wiell 97te] s A A o] dstEtke A
AT AFE AAet Ut} AInSALE#Nega*DECRES] AT % 98lx]& A9t Aga
T dR8tE K +)Y S Hol FiL 9, AInSALE#Nega*GROWTHS] Al4=¢] 7% A3
ATt t2A S(—)9 @& 7H AN foskA] et
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<, 2 ol 7199 75 A stk Holl SlelA Tt 3] A Boll Bls) 3] Aol S 344
ol FHZ o]&3d}7] w&o]tHCollins et al. 1997 ; Ashbaugh and Olsson 2002 ; Caylor et al.
2007, 9 Al 2 G AL Ikl IFAFREE R s ke
Mad& AT PP ELS A0S o] FE & Lol E B MaYAFA I

Aoldy= 2 HHAS 71 Hol 31 th(Bowen et al. 1986 ; Ali 1994 ; Sloan
1996 ; Banker et al. 2009). H] 2 J ZHoA A o]0l JHAFEEo| Hlg| HE=E
Ao +dAel Aol e AE Aol A T Dechow 1994 ; Dechow et al. 1998), 3]A|o]2]o]
71975 AWste Tl dste SR AWEe 7 a °“3}* e e a ot
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A3xen Folelw & felol EAU,
& GTIAE O AT IYURER Y, © GAIE A SF3
559 /BRI ol SR AR Aole] ARHE BARTh o] 930 D
T R
AA 0% AAD FHWAE Agele] clelel 19 - Ax F44E Fal 2 49 ARAS
2 &9
P = Bot+ Bi1BPS+ et (1)
Pii= Bot B1BPSii+ 82 EPSii+ B3 - CPSii+ et 4
Piy= Bot 81+ BPSyy+ 2+ CPSii+ €4 (%)
Py =719 19 t JAQEE T
BPS; = 719 i9] t AAEL FEEALIA
EPS; = 719 i9 t AAET FFEelY
CPS; = 719 i9 t SAAEE FFIAEFTELE
714 CPSii= 719 19 t FAQED T dPddes5S UERTE 7|4 A o]}
JAAFEE9 7 FEA(VALRELeo)E [2](4)e ZHAF=—21(HY ZAFAS]/[1-2(1)9
ARA T (BAClYe AQlgh dAAFTEFY THABAEALL [2(5)9 @@74] =219

ARAF/ 1)) BB AT

<Table 4> ¢JolA & 7IXAHA R 7|8 AFS o] T it 4] 4)2 234
T BT 0.62(F3HL 0.65) R ol FEEAMY FHweld, 1 FEIPdATEEC]
Ho 7]?37}x]4 °F 62%% AHstL oS UERATE A 019 dHddFaEe] 7 HH
d& Ho] FE VALRELee ¥ Hit-2 0.38(F7Hk 0.34)91d], ol 71971/ 5 FeAkt
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olE 77X F FETARICE AW Rale FiE T FUYHEdEEELRE AHY
£ Fio] HHHoR 18%US 9wl

5) <Table 1>0]4] 3]Al0]e}e] 7IX| ¥ & Kol F= VALREL B49] Hito] 023022 dHAFEE
of TFgPo A AWl Is%IE F5ALT ¢ 5 Uvk

6) BAle1) o] 7R #H3(23%)ll wlal SA vebsted ol AdddTel Aok dAsta Sl
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{Table 4> Value Relevance of Earnings and Cash flows

The value relevance of earnings and cash flows is obtained from firm—specific regression of the
following regression using a 10—year rolling window estimation. Each firm is required to have at

least 8 years of data available.

Py = Bot 81+ BPSii+ et (1)
Py = Bot B1°BPS+ B2 EPSiy+ B3 CPSii+ et “4)
Py = ,80+,81'BPSi,t+Bz'CPSi,t+ Eit 6)

Pi; is price per share of firm i at the fiscal year end ¢, BPS;; is book value of common equity per
share of firm i during year ¢, EPS;; is earnings per share of firm i during year ¢, CPS;; is cash flows
per share of firm i during year ¢. Value relevance of earnings and cash flows (VALRELec) is [R?
of the equation (4)—R2 of the equation (1)]/ [I—R2 of the equation (1)]. Value relevance of cash
flows (VALRELc) is [R” of the equation (5)—R’ of the equation (1)]/[1—R> of the equation (1)]

Mean Q1 Median Q3 SD

A 1R’ of the equation (1) 0.406 0.114 0.364 0.669 0312

B : R’ of the equation (4) 0.620 0413 0.649 0.857 0.267

C : R? of the equation (5) 0.505 0.241 0.501 0.767 0.298

VALRELec[(B—A) / (1—A)] 0.378 0.154 0.335 0.570 0.262

VALRELC[(C—A)/ (1—A)] 0.184 0.023 0.099 0.273 0.214
<Table 5>2] Panel A= 34|01 3} dHAZFEE9] 7HX] ## A (VALRELec)o] FAnjj#a]u] <]
P20 AR T S A Aotk ()2 /AL S A TEUFE I
A=L F7HE o] 43 Zlola G IAAER 7IE Y & 7718 A8 Aol IH¥w
59 /R BEAAE n3 BYAME AFHES #Ake] Auighe] 26t 2 %S /M BE
S oA & 7FFEt] A AT T IAEAITNS). D(1)S BH AInSALE#Nega*VALRELec
of AIF7F 1% oA BARCR §23t K +)2 F(B3=0.2143, t=32)d= & 5 UTh
=, Aol ol et YPAFTE T TR BEAE FAl 2 wol = M3 A sk=
ADE Ho] F3 vk E©2)2] AIK £3=0.1863, t=t=29)= F(1)T} LI 2= Ho] 11

AT}

7) ol B4 Azlo] 2 S vE £ & o] (outlien) 2 A AT W Q] sz AFPA Tl A £3)
AHEE 2] 3 glrt.

8) <Table 3>2] 7
S wo| = P4 E9 AInSALE#Nega*VALRELY] AlGE 54|14
=0.2513, t=3.62, 9(2) : £8:=0.2599, t=3.97] 7}7t}.
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{(Table 5> Association between value relevance of cash flows and the asymmetrical

behavior of SG&A cost

AlnSG&Ai= B o+ B1 - AlnSALEy+ B - AlnSALE;*Negais+ 83 - AInSALE;*Negai*VALREL
+2.8 - Econ_Controls+2. 8 - Year fixed efects+ &y

Panel A : value relevance of earnings and cash flows and the degree of SG&A cost asymmetry

(1) )
VARIABLES Predict . _
Pi¢ (fiscal year end) Pi¢ (3 months after fiscal year end)
Intercept —0.0084 —0.0056
(—1.15) (—0.75)
AInSALE (+) 0.3954" 0.3937"
(23.39) (23.30)
AInSALE*Nega () —0.0208 —0.0323
(—0.38) (—0.60)
AInSALE*Nega*VALRELec |  (+) 0.2143™" 0.1863""
(3.24) 2.91)
AInSALE*Nega*DECRE (+) 0.0370 0.0503
(1.05) (1.40)
AInSALE*Nega*GROWTH | (—) —0.0130 —0.0076
(—1.55) (—0.93)
AISALE*Nega*ASSETINT | (—) —0.0206"" —0.0216™
(—5.17) (—5.15)
AInSALE*Nega* EMPINT (-) —0.0303™" —0.0297"
(—4.15) (—4.29)
VALRELec 0.0137" 0.0050
(2.08) (0.79)
DECRE —0.0446™ —0.0441""
(—10.73) (—10.68)
GROWTH 0.0067"" 0.0067""
(4.32) (4.82)
ASSETINT —0.0023 —0.0022
(—1.61) (—1.50)
EMPINT 0.0001 0.0001
(0.13) (0.08)
Year Dummy Included Included
N 7,065 7,062
Adj. R* 0.267 0.268
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{(Table 5> Association between value relevance of cash flows and the asymmetrical

behavior of SG&A cost (continued)

Panel B : Value relevance of cash flows and the degree of SG&A cost asymmetry

(1) @
VARIABLES Predict _ ,
P.¢ (fiscal year end)  Pis (3 months after fiscal year end)
Intercept —0.0051 —0.0051
(—0.73) (—0.71)
AIMSALE (+) 0.3947" 0.3949™
(23.55) (23.29)
AInSALE*Nega (—) 0.0290 0.0213
(0.58) (0.40)
AInSALE*Nega+VALRELc (+) 0.2198™ 0.2280""
(3.00) (3.06)
AInSALE*Nega*DECRE (+) 0.0535 0.0385
(1.50) (1.02)
AInSALE*Nega*GROWTH (—) —0.0131" —0.0126
(—1.71) (—1.61)
AInSALE*Nega*ASSETINT (-) —0.0207"" —0.0216™"
(—5.36) (—5.34)
AInSALE*Nega* EMPINT (-) —0.0352"" —0.0300""
(—5.23) (—4.22)
VALRELc 0.0126 0.0088
(1.61) (1.12)
DECRE —0.0443"" —0.0442"
(—10.69) (—10.72)
GROWTH 0.0066™" 0.0064""
(4.80) (4.66)
ASSETINT —0.0024° —0.0023
(—1.70) (—1.61)
EMPINT —0.0002 —0.0000
(—0.24) (—0.03)
Year Dummy Included Included
N 7,060 7,067
Adj. R? 0.268 0.268

1) Variables are defined in Table 1.

2) All specifications are estimated with robust standard errors clustered by firm and include year fixed
effects.

3) Observations of which absolute value is greater than 2 of studentized residual are removed in each
regression test to avoid problems related to outliers.

4) =, #x wkk Significant at 10%, 5%, and 1% two tailed level, respectively.
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Value Relevance of Earnings and
the Asymmetrical Behavior of SG&A Costs

Dae—Hyun Kwon"

<{Abstract>

This study examines how value relevance of earnings affects the degree of asymmetrical SG&A
cost behavior. After Anderson et al.’s (2003) study, many other pieces of research provide
evidence of the existence of asymmetrical cost behavior. A substantial body of research also show
the drivers of asymmetrical cost behavior : adjustment costs, the manager’s expectations for future
sales, (Anderson et al. 2003 ; Calleja et al. 2006 ; Subramaniam and Weidenmier 2003 ; Banker
and Chen 2006a ; Banker et al. 2010) and managers’ incentives to maximize their personal wealth
(Chen et al. 2012 ; Dierynck et al. 2012 ; Kama and Weiss 2013). Besides the incentive of self—
interested managers, managers make resource adjustment decisions based on optimal resource
planning, considering adjustment costs and the expectations for future demand. The ultimate goal
of rational resource planning is to increase the firm value. Accounting performance measures
serves a purpose of valuing firm, among which earnings play a critical role and are used broadly
for valuation (Collins et al. 1997 ; Ashbaugh and Olsson 2002 ; Caylor et al. 2007). So managers
who act in the best interests of shareholders may consider information on value relevance of
earnings in the resource adjustment decision—making process in response to demand decline.
However, there is little research examining the association between value relevance of accounting
information and the degree of cost asymmetry. This study examines whether value relevance may
explain asymmetrical cost behavior.

Managers whose firm value is closely tied to earnings are likely to accelerate cuts of unused
resources in response to sales drop because retaining resources can reduce current earnings,
resulting in more rapid decrease of firm value compared to the firms whose value is relatively
not closely tied to earnings. Cuts in committed resources beyond optimal level can increase firms’
earnings in periods of sales decline, leading to prevent the rapid decrease of firm value. Thus,
this study hypothesizes that the degree of SG&A cost asymmetry is negatively associated with
value relevance of earnings.

I formally test this prediction using 7,538 firm—year observations for the period 2000—2012.
The empirical results support my prediction. The degree of SG&A cost stickiness decreases with

the value relevance of earnings. The negative association I document could result from managers
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whose firm value is closely tied to earnings accelerating reduction in committed resources in
response to sales decrease to prevent the rapid decrease of firm value.

I evaluate the robustness of my findings by considering cash flows as the supplementary
performance measure in estimating the value relevance. Specifically, I use value relevance of
earnings and cash flows, and value relevance of cash flows as alternative measures for value
relevance of earnings. The result also support my prediction.

This study contributes to the literature in the following ways. First, it integrates both financial
and management accounting research topics : value relevance and cost behavior. Traditionally, cost
behavior has attracted the attention of management accountants only. The current results show that
researcher on value relevance benefit from understanding cost behavior as well. Second, this study
expands the scope of value relevance research. The focus of value relevance research is usually on
finding the factors affecting cross—sectional variation of wvalue relevance of accounting
performance. Value relevance itself can be an exogenous factor, as well as an endogenous one.
However, there is little research considering value relevance as an explanatory variable which
could affect other factors. This study adds to the existing literature by using value relevance factor

as an exogenous one to influence firm’s other characteristics.

<Key words> Asymmetrical cost behavior, SG&A cost, value relevance, cash flows from operation
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