Online Appendix (OA): A Replication of Barth, Elliott, and Finn (1999)

[bookmark: _GoBack]This study replicates Barth, Elliott, and Finn (BEF) (1999) by adopting their research design and sample criteria. Based on the sampled firms from 1982 to 1992, results suggest that BEF’s results are replicable regarding the finding that the market incrementally rewards higher price-earnings multiples to firms with earnings increases for at least five consecutive years.

1. Research Design
1.1. Price Specifications
To determine whether firms with patterns of increasing earnings have higher earnings multiples than other firms, we estimate Model (1), which is Equation (3) in BEF (1999), pooled cross-sectionally and temporally, and separately for each year.
	
	
	(1)



 is coded 1 for firm-years with at least five consecutive prior years of increasing earnings and coded 0 otherwise. The year indicator, , allows the intercept and earnings coefficient to vary by year. The coefficient of interest is , which is the incremental coefficient on earnings for firms with patterns of increasing earnings.  means that firms with at least five years of increasing earnings have higher earnings multiples than other firms. Model (1) allows varying multiples for firms in regulated industries (), and it controls for growth (), operating risk () and financial risk (). Based on the permanent earnings model, Model (1) tests whether patterns of increasing earnings capture value-relevant firm characteristics not reflected in these risk and growth proxies. Variable definitions are available in the Appendix.
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Based on Ohlson’s (1995) valuation model, Model (2), which is Equation (5) in BEF (1999), also considers the book value of equity () in its estimation.

1.2. Change in Price and Returns Specifications
Model (3), which is Equation (6) in BEF (1999), shows two alternative specifications based on a first-difference version of the price level relationships. One specification uses annual changes in price () as the dependent variable, and the other uses compound 12-month market-adjusted returns (). The independent variables are first-differences of those in Model (2).
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Model (3) also examines whether any earnings multiples associated with firms with a pattern of increasing earnings are reduced when the pattern is broken. Given that  for firms with a breaking pattern,  is expected to be positive if returns are more negative for firms breaking patterns of increasing earnings. This paper also tests whether  is different from .

2. Replication Analyses
2.1. Replication Sample: Data and Descriptive Statistics
The Replication sample comprises all firms on Compustat for 1982-92 with data required by each estimation equation and at least five years of earnings history. Returns data are from CRSP, and analysts’ long-term growth forecasts are from IBES. Following BEF (1999), we eliminate outliers with extreme Cooks D-statistics and firms with negative debt-to-equity ratios, and we winsorize  and  to 100.
Table OA1 presents descriptive statistics on the frequency of various patterns of increasing earnings. In Panel A, the rows identify the fiscal year in which the earnings pattern is assessed. The columns present the number of prior years in which the firm reported consecutively increasing earnings, ranging from zero to ten or more. The last column indicates the unconditional percentage of all firms that reported increasing earnings for a given year. Each cell in Panel A indicates the difference between the percentage of firms in that earnings pattern category (i.e., column) and year (i.e., row) reporting increasing earnings and the unconditional percentage for that year. A cell amount is boldfaced if the probability difference is positive. Panel B shows the percentage of the 15,493 firm-years with increases in earnings. The 59.13% in Panel B is similar to 57.43% in BEF (1999) and 58.07% in Ghosh et al. (2005).
Consistent with BEF (1999), this paper finds a tendency for positive values to cluster in the right half of Panel A. Panel B shows that columns 5 to 10+, rather than columns 1 to 4, have more positive cells in each column. Furthermore, the average cell amounts for each column are negative in columns 1 to 3 and positive in columns 5 to 10+. The likelihood that a firm with a pattern of increasing earnings reports increased earnings the following year increases with the length of the increased earnings patterns after four years. Our replication results for 1984 to 1992 are comparable to the results reported by BEF (1999).

[Table OA1 here]

Table OA2 presents descriptive statistics for variables used in the pooled regressions and means of variables for the subsamples of firms with earnings patterns of at least five years of increasing GAAP earnings (UPEARN) or not (OTHER). Variable distributions are comparable to those in BEF (1999).

[Table OA2 here]

2.2. Price Specification Findings
For pooled regression estimates, this paper considers raw t-statistics and robust t-statistics with standard errors clustered by firm and year (Gow et al. 2010). Regarding Models (1) and (2) on price regressions, Table OA3 reveals that the earnings multiples for firms with at least five years of increasing earnings are significantly higher than those for other firms after controlling for growth and risk proxies.  is significantly positive (Coef. Est. = 1.51 and 2.11, t = 18.01 and 30.27, robust t = 3.41 and 5.08 for Models (1) and (2)). The other coefficient estimates are consistent with predictions and comparable to BEF’s (1999). Firms with increasing earnings patterns have higher price-earnings multiples than other firms.
Findings from separate-year regressions support the pooled sample findings. Regarding Models (1) and (2), the mean estimates of  are 1.93 and 2.57, and the mean t-statistics are 6.14 and 10.07.  is significantly positive in all eleven yearly regressions for Model (2). Tests based on Z1 assume residual independence, and tests based on Z2 relax the independence assumption. Tests based on Z1 and Z2, as used by BEF, indicate that UPEARN firms have significantly positive incremental coefficients on their earnings. In both Models (1) and (2), the coefficient estimates of other control variables are consistent with those in BEF (1999).

[Table OA3 here]

2.3. Evidence Regarding Pattern Length
To investigate whether earnings multiples increase in pattern length, this paper replaces  in Model (2) with , where  is the number of years in an increasing earnings pattern. Besides finding the effects of increasing pattern lengths, this paper and BEF (1999) document large increases in price-earnings multiples from pattern years four to five. F-statistics in both papers reject the equality of the coefficients in years nine and five. The slope coefficient from regressing  on  is 0.32 (t = 8.62) here, and 0.51 (t = 11.82) in BEF (1999). Thus, BEF’s evidence regarding increasing earnings pattern lengths is replicable.

[Table OA4 here]

This paper also examines whether firms with earnings decreases after a previous pattern of increasing earnings have decreased earnings multiples. Confirming BEF’s (1999) findings, the replication results show that earnings multiples decrease as the increasing earnings pattern breaks, and the magnitudes of decreases in earnings multiples increase when the decreasing earnings patterns extend. BEF’s evidence regarding decreasing earnings pattern lengths is also replicable.

[Table OA5 here]

2.4. Specification Checks
This paper follows BEF in performing a battery of specification checks. The paper replaces historical growth with analysts’ growth forecasts and gets robust main findings. BEF (1999) mention that their coefficient of  is 2.99 (t = 32.30) in the pooled specification when using analysts’ growth forecasts. Untabulated results for Model (2) support the replicability of BEF’s findings (1999) in the Replication sample.
With change specifications, Table OA6 shows statistics from estimating Model (3) with price changes () as the dependent variable. Supporting that incremental earnings multiples are associated with increasing earnings patterns,  is significantly positive in both the pooled estimation (t = 6.79) and separate-year regressions (Z1 = 8.97 and Z2 = 4.84). Supporting more negative returns for firms that break patterns of increasing earnings,  is significantly positive in both the pooled estimation (t = 3.25) and separate-year regressions (Z1 = 3.60 and Z2 = 2.22). Untabulated F-statistics reject the equality of  and . The results replicate BEF’s (1999) results and corroborate price level specification findings. In Table OA7, the main inference remains unchanged when using market-adjusted return () as the dependent variable. 

[Table OA6 here]
[Table OA7 here]

Moreover, this paper follows BEF (1999) in considering alternative risk and growth proxies in price and returns specifications. Results are robust when using the firms’ annual beta to proxy for risk, the book-to-market ratio for growth, or the earnings trend estimated as the slope coefficient of regressing earnings on a six-year time trend for growth. Results also hold when measuring earnings variability with the unexplained sum of squared residuals from the time-trend regression. Inferences about higher earnings multiples associated with earnings patterns are unaffected after controlling for earnings persistence or using regression estimation by industry.
This paper also replicates subsample tests by the year of increasing earnings innovations to better infer whether the multiples change over time as earnings patterns develop. There is an incremental earnings coefficient over the years of increasing earnings innovations. In Panel A, firms with five years of increasing earnings innovations have incremental earnings coefficients rising almost monotonically from -0.61 to 2.73. In Panel B, the slope coefficients from regressions of the incremental earnings coefficients on a time trend are significantly positive for all various pattern durations. Panel C shows that the incremental earnings coefficient for the first pattern year () is different from that for the last pattern year (). The replication results are consistent with BEF’s results (1999).

[Table OA8 here]

3. Conclusion
Based on the Replication sample for 1982-1992, this paper reaffirms BEF’s findings. BEF’s (1999) results are replicable.
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Table OA1. Deviations of Conditional Probability of an Earnings Increase from Yearly Unconditional Probability by Prior Earnings Pattern for the Sample from 1984 to 1992
	Panel A. Deviations of Conditional Probability of an Earnings Increase from Yearly Unconditional Probability by Prior Earnings Pattern

	Year Earnings Pattern Assessed
	Number of Prior Years of Earnings Increases
	
	
	Unconditional Probability of Firms Reporting Increasing Earnings
	

	
	0
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10+
	Number of firms
	
	
	

	1984
	-2.11
	-1.79
	-2.05
	-3.24
	-5.90
	10.05
	10.05
	14.02
	21.48
	9.45
	13.92
	        2,057 
	
	68.52
	

	85
	1.55
	-4.72
	-10.38
	2.85
	-0.98
	3.15
	12.95
	8.86
	26.26
	19.51
	28.05
	        1,520 
	
	52.91
	

	86
	-2.49
	-1.02
	-9.85
	-0.04
	9.26
	12.23
	7.28
	-0.74
	22.52
	14.54
	20.28
	        1,635 
	
	58.44
	

	87
	-1.49
	0.65
	-10.46
	8.47
	4.90
	10.18
	4.11
	-3.65
	-7.38
	10.48
	8.39
	        1,775 
	
	64.52
	

	88
	0.09
	-4.75
	-4.58
	-2.58
	6.02
	16.96
	6.52
	19.20
	8.66
	-2.17
	19.54
	        1,737 
	
	64.67
	

	89
	2.78
	-8.16
	-2.63
	-3.65
	4.60
	17.12
	1.20
	16.45
	6.76
	12.76
	17.51
	        1,645 
	
	57.24
	

	90
	2.01
	-3.61
	-6.12
	0.96
	-1.92
	-2.73
	13.89
	-10.32
	1.39
	0.76
	22.50
	        1,532 
	
	52.18
	

	91
	0.33
	-2.94
	-5.18
	-1.84
	-3.64
	10.03
	7.44
	10.90
	4.30
	22.08
	29.34
	        1,549 
	
	51.26
	

	92
	1.37
	-4.35
	-3.93
	-4.15
	-4.23
	6.54
	18.01
	3.98
	15.57
	37.31
	27.63
	        2,043 
	
	62.69
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Panel B. Historical Summary Statistics for the Sample: 1984-1992

	Summary Statistics: 
1984-1992
	Number of Prior Years of Earnings Increases
	
	
	
	

	
	0
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10+
	Number of firms
	
	Unconditional Probability of Firms Reporting Increasing Earnings
	

	# > 0
	6
	1
	0
	3
	4
	8
	9
	6
	8
	8
	9
	*
	
	
	

	Avg.
	0.23
	-3.41
	-6.13
	-0.36
	0.90
	9.28
	9.05
	6.52
	11.06
	13.86
	20.80
	*
	
	59.13
	

	Number of Firms
	6,107
	3,515
	1,821
	1,097
	775
	490
	315
	215
	196
	169
	793
	15,493
	
	
	

	%
	39%
	23%
	12%
	7%
	5%
	3%
	2%
	1%
	1%
	1%
	5%
	*
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	In Panel A, tabulated amounts in cells are the conditional probability of increased earnings given earnings history, minus the yearly unconditional probability of increased earnings. Boldface, positive values signify conditional probabilities above the unconditional yearly probability. Here is an example. In column 0 for 1984, the -2.11% indicates that firms with decreasing earnings in the prior year, 1983, reported increased earnings in 1984 at a rate of 66.41%, which is 2.11% below the unconditional percentage of 68.52% reported in the last column. By contrast, the rate of reporting increased earnings for firms in column 10+ in 1984 was 13.92%. This means that firms with nine or more prior years of increasing earnings reported increased earnings in 1984 at a rate of 82.44%, which is 13.92% above the unconditional percentage of 68.52% in the last column. Panel B shows summary statistics by earnings history. Panel B reports the numbers of years the column cells are positive (# > 0), the average cell amounts for each column (Avg.), and the numbers (Number of Firms) and percentages (%) of firms with increasing earnings for each prior earnings pattern. To be comparable with BEF’s results, the sample period here ranges from 1984 to 1992. This table shows the tendency for positive values to cluster in the righter half of the table, suggesting that increasing earnings patterns persist, especially for increasing patterns lasting for five years or more. Panel B reports summary statistics with inferences similar to BEF’s (1999).



Table OA2. Descriptive Statistics for Regression Variables, Including Differences in Means for UPEARN Firms with at Least Five Years of Increasing Earnings versus OTHER Firms without at Least Five Years of Increasing Earnings for a Pooled Replication Sample of Compustat Firms from 1982-1992
	Variable
	Mean
	Median
	Std. Dev.
	No. of Obs.
	UPEARN
Mean
	OTHER
Mean
	t-stat.
	Wilcoxon Z-stat.

	Replication Sample: 1982-1992

	
	19.68
	15.13
	19.74
	32,445
	32.14
	18.41
	37.06
	45.26

	
	1.28
	0.92
	2.62
	32,445
	2.73
	1.13
	32.52
	47.86

	
	14.29
	10.21
	14.64
	32,445
	16.90
	14.02
	10.26
	19.18

	
	0.10
	0.08
	0.19
	32,445
	0.21
	0.09
	35.77
	47.69

	
	11.70
	0.83
	26.51
	32,445
	0.96
	12.79
	-23.47
	-61.30

	
	2.84
	1.26
	6.16
	32,445
	3.33
	2.79
	4.61
	-1.64

	
	0.13
	0.12
	0.07
	10,873
	0.14
	0.13
	8.57
	13.30

	
	0.11
	0.02
	0.70
	 31,489 
	0.11
	0.11
	0.01
	7.64

	
	0.02
	0.00
	0.33
	 31,489 
	0.01
	0.00
	2.78
	7.57

	
	0.00
	0.02
	0.30
	 31,489 
	0.04
	0.02
	3.82
	11.38

	
	0.03
	-0.05
	0.58
	26,986 
	0.13
	0.02
	9.33
	21.31

	
	
	
	
	
	
	
	
	

	This table presents descriptive statistics and means for UPEARN and OTHER firms separately, and t-tests and Wilcoxon ranked sums tests for differences in means and medians, respectively, across the two firm groups. Variable definitions are in the Appendix. The descriptive statistics are consistent with those reported by BEF (1999). Increasing earnings patterns are positively (negatively) associated with earnings growth (earnings variability).





Table OA3. Summary Statistics from Price Regressions for Replication Samples from 1982 to 1992
	

	Panel A. Pooled Sample

	
	
	
	
	             Model (1): Without              
	             Model (2): With              
	
	

	Coef.
	Variable
	Predicted Sign
	
	Coef. Est.
	t-stat.
	Robust 
t-stat.
	Coef. Est.
	t-stat.
	Robust 
t-stat.
	
	

	
	
	
	
	4.98
	47.73
	21.40
	2.17
	24.28
	8.42
	
	

	
	
	
	
	-1.42
	-21.02
	-5.08
	-2.29
	-40.45
	-8.57
	
	

	
	
	
	
	1.51
	18.01
	3.41
	2.11
	30.27
	5.08
	
	

	
	
	
	
	4.01
	18.06
	4.28
	3.00
	16.27
	3.60
	
	

	
	
	
	
	-0.05
	-54.81
	-13.34
	-0.03
	-39.94
	-9.60
	
	

	
	
	
	
	-0.08
	-21.53
	-6.04
	-0.07
	-22.63
	-6.39
	
	

	
	
	
	
	*
	
	0.70
	121.48
	15.08
	
	

	No. of Obs.
	
	
	32,445
	
	32,445
	
	
	

	Adj. 
	
	
	0.54
	
	0.69
	
	
	

	Panel B. Separate-Year Regressions

	
	                               Model (1): Without                                
	                               Model (2): With                                

	
	Coef. Est.
	
	t-stat.
	
	
	Coef. Est.
	
	t-stat.
	
	

	Coef.
	Variable
	Mean
	# > 0
	
	Mean
	# > |1.65|
	Z1
	Z2
	Mean
	# > 0
	
	Mean
	# > |1.65|
	Z1
	Z2

	
	
	10.89
	11
	
	37.78
	11
	125.27
	27.70
	4.99
	11
	
	17.40
	11
	57.69
	20.00

	
	
	6.86
	11
	
	44.83
	11
	148.63
	18.66
	3.95
	11
	
	25.90
	11
	85.86
	24.19

	
	
	-1.39
	0
	
	-6.48
	10
	-21.48
	-6.02
	-2.26
	0
	
	-12.15
	11
	-40.28
	-11.20

	
	
	1.93
	11
	
	6.14
	9
	26.23
	7.03
	2.57
	11
	
	10.07
	11
	33.39
	10.72

	
	
	4.25
	11
	
	5.12
	10
	16.98
	5.78
	2.87
	11
	
	4.32
	8
	14.32
	4.04

	
	
	-0.05
	0
	
	-12.99
	11
	-43.08
	-6.42
	-0.03
	0
	
	-9.37
	11
	-31.06
	-6.04

	
	
	-0.08
	0
	
	-5.60
	11
	-18.58
	-5.93
	-0.06
	0
	
	-5.75
	11
	-19.05
	-8.39

	
	
	*
	
	
	
	
	
	
	0.71
	11
	
	36.90
	11
	122.34
	20.74

	No. of Ob.
	2,950
	
	
	
	
	
	
	2,950
	
	
	
	
	
	

	Adj. 
	0.55
	
	
	
	
	
	
	0.69
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	This table shows results for Models (1) and (2) about whether firms with patterns of increasing earnings have higher earnings multiples than other firms. Panel A is for the pooled estimation, and Panel B is for the separate-year regressions. The intercepts and incremental yearly slope coefficients for the pooled regression are untabulated. Robust t-statistics have standard errors clustered by firm and year. # > 0 (# > |1.65|) means the number of years with a positive coefficient (with the magnitude of the t-statistic for a regression coefficient greater than 1.65. Z1 is , where  is the t-statistic for year ,  is the degree of freedom, and  is the number of years. Z2 is the . Variable definitions are in the Appendix. The results replicate and confirm BEF’s (1999) main findings.



Table OA4. Regression Summary Statistics for Increasing Earnings Patterns for a Pooled Replication Sample of Compustat Firms from 1982-1992
	


	
	
	
	Equality of Coefficients

	Coef.
	Variable
	Coef. Est.
	t-stat.
	Robust 
t-stat.
	Test
	p-Value

	
	
	2.05
	22.75
	7.42
	
	

	
	
	0.40
	5.75
	2.73
	
	<.0001

	
	
	0.48
	5.56
	1.62
	
	0.4324

	
	
	0.66
	6.30
	2.05
	
	0.1460

	
	
	1.18
	9.34
	2.56
	
	0.0008

	
	
	1.62
	11.01
	2.89
	
	0.0185

	
	
	1.43
	9.17
	3.15
	
	0.3783

	
	
	1.94
	10.85
	4.31
	
	0.0287

	
	
	2.14
	10.56
	4.79
	
	0.4434

	
	
	3.24
	31.85
	4.69
	
	<.0001

	
	
	2.66
	14.32
	2.92
	
	

	
	
	-0.03
	-37.85
	-9.36
	
	

	
	
	-0.07
	-22.86
	-6.37
	
	

	
	
	0.71
	122.33
	15.14
	
	

	Adj. 
	0.69
	
	
	

	
	
	
	
	

	F-Tests:
	
	
	
	

	(1) 
	
	
	
	<.0001

	(2) 
	
	
	
	<.0001

	
	
	
	
	

	Regression of  Coefficients on  and an Intercept:

	
	Coef. Est.
	t-stat.
	Adj. 
	

	
	0.32
	8.62
	0.90
	

	
	
	
	
	

	This table tests whether earnings multiples increase in pattern length.  is an indicator variable that equals one for firm-years with  consecutive years of increasing earnings, ; zero otherwise. Intercepts and incremental slope coefficients for years and for banks and utilities are not reported. Robust t-statistics have standard errors clustered by firm and year. Variable definitions are in the Appendix. Results support BEF’s (1999) finding that earnings multiples increase with increasing earnings pattern length.




Table OA5. Regression Summary Statistics for Decreasing Earnings Patterns after a Pattern of Increasing Earnings for a Pooled Replication Sample of Compustat Firms from 1982-1992
	


	
	
	
	Equality of Coefficients

	Coef.
	Variable
	Coef. Est.
	t-stat.
	Robust 
t-stat.
	Test
	p-Value

	
	
	2.17
	24.02
	7.98
	
	

	
	
	2.15
	30.30
	5.02
	
	

	
	
	-0.25
	-1.84
	-1.43
	
	<.0001

	
	
	-0.51
	-2.34
	-1.75
	
	0.2842

	
	
	-1.41
	-4.47
	-4.29
	
	0.0181

	
	
	-2.46
	-4.54
	-3.00
	
	0.0960

	
	
	0.45
	6.38
	2.03
	
	

	
	
	3.10
	16.74
	3.78
	
	

	
	
	-0.03
	-40.53
	-8.36
	
	

	
	
	-0.07
	-23.41
	-6.53
	
	

	
	
	0.70
	120.77
	15.12
	
	

	Adj. 
	0.69
	
	
	
	

	
	
	
	
	

	F-Tests:
	
	
	
	

	(1) 
	
	
	
	<.0001

	(2) 
	
	
	
	<.0001

	
	
	
	
	

	Regression of  Coefficients on  and an Intercept:

	
	Coef. Est.
	t-stat.
	Adj. 
	

	
	-0.75
	-5.90
	0.92
	

	
	
	
	
	

	This table tests whether earnings multiples decrease after the increasing earnings pattern breaks.  is an indicator variable that equals one for firms with  consecutive years of decreasing earnings following five or more consecutive years of increasing earnings for ; zero otherwise.  is an indicator variable that equals one for firms classified as UPEARN in one of the previous four years and having at least one but not consecutive years of decreasing earnings since that time; zero otherwise. Intercepts and incremental slope coefficients for years and for banks and utilities are not reported. Robust t-statistics have standard errors clustered by firm and year. Variable definitions are in the Appendix. Replication results support BEF’s (1999) finding that earnings multiples decrease with the length of decreasing earnings patterns.




Table OA6. Summary Statistics from Returns Regressions for Replication Samples from 1982 to 1992: Changes in Price as the Dependent Variable
	


	Panel A. Pooled Sample

	Coef.
	Variable
	Predicted Sign
	Coef. Est.
	t-stat.
	
	Robust 
t-stat.
	
	
	

	
	
	
	0.65
	12.02
	
	15.44
	
	
	

	
	
	
	-0.25
	-5.56
	
	-2.70
	
	
	

	
	
	
	2.83
	6.79
	
	3.60
	
	
	

	
	
	
	0.67
	3.25
	
	2.43
	
	
	

	
	
	
	0.85
	13.47
	
	2.90
	
	
	

	
	
	
	0.00
	-4.36
	
	-1.98
	
	
	

	
	
	
	0.00
	-1.33
	
	-0.50
	
	
	

	
	
	
	0.90
	75.58
	
	10.77
	
	
	

	No. of Obs.
	 31,489 
	
	
	
	
	
	
	

	Adj. 
	0.25
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Panel B. Separate-Year Regressions

	
	Coef. Est.
	
	t-stat.
	
	

	Coef.
	Variable
	Predicted Sign
	Mean
	# > 0
	
	Mean
	# > |1.65|
	Z1
	Z2

	
	
	
	0.10
	8
	
	7.90
	11
	26.18
	1.95

	
	
	
	0.44
	11
	
	6.74
	10
	22.34
	5.94

	
	
	
	-0.37
	1
	
	-2.05
	6
	-6.79
	-4.24

	
	
	
	3.44
	10
	
	2.71
	9
	8.97
	4.84

	
	
	
	0.86
	9
	
	1.09
	5
	3.60
	2.22

	
	
	
	0.87
	9
	
	4.03
	8
	13.37
	3.96

	
	
	
	0.00
	3
	
	-1.54
	4
	-5.09
	-2.17

	
	
	
	0.00
	5
	
	-0.50
	6
	-1.65
	-0.79

	
	
	
	0.81
	11
	
	22.54
	11
	74.72
	9.00

	Mean No. of Obs.
	2,863
	
	
	
	
	
	
	

	Mean Adj. 
	0.22
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	This table shows results for Models (3) with change in price () as the dependent variable. Based on the Replication sample, Panel A is for the pooled estimation, and Panel B is for the separate-year regressions. Robust t-statistics have standard errors clustered by firm and year. # > 0 (# > |1.65|) means the number of years with a positive coefficient (with the magnitude of the t-statistic for a regression coefficient greater than 1.65. Z1 is , where  is the t-statistic for year ,  is the degree of freedom, and  is the number of years. Z2 is the . Variables are defined in the Appendix. This table confirms BEF’s (1999) results and corroborates the price level specification results.




Table OA7. Summary Statistics from Returns Regressions for Replication Samples from 1982 to 1992: Market-Adjusted Return as the Dependent Variable
	


	Panel A. Pooled Sample

	Coef.
	Variable
	Predicted Sign
	Coef. Est.
	t-stat.
	
	Robust 
t-stat.
	
	
	

	
	
	
	0.88
	15.57
	
	27.77
	
	
	

	
	
	
	-0.30
	-6.82
	
	-3.69
	
	
	

	
	
	
	2.01
	3.01
	
	1.33
	
	
	

	
	
	
	-0.40
	-1.29
	
	-0.64
	
	
	

	
	
	
	1.52
	20.17
	
	9.61
	
	
	

	
	
	
	0.00
	-4.86
	
	-3.18
	
	
	

	
	
	
	0.00
	0.92
	
	0.47
	
	
	

	
	
	
	0.14
	11.71
	
	3.55
	
	
	

	No. of Obs.
	26,986
	
	
	
	
	
	
	

	Adj. 
	0.11
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Panel B. Separate-Year Regressions

	
	Coef. Est.
	
	t-stat.
	
	

	Coef.
	Variable
	Predicted Sign
	Mean
	# > 0
	
	Mean
	# > |1.65|
	Z1
	Z2

	
	
	
	0.02
	5
	
	-0.35
	10
	-1.15
	-0.11

	
	
	
	0.67
	11
	
	9.59
	11
	31.79
	12.54

	
	
	
	-0.41
	0
	
	-2.31
	8
	-7.65
	-7.54

	
	
	
	2.60
	8
	
	0.99
	2
	3.29
	1.77

	
	
	
	-0.90
	5
	
	-0.78
	3
	-2.58
	-1.04

	
	
	
	1.50
	11
	
	5.97
	11
	19.81
	12.00

	
	
	
	0.00
	3
	
	-1.3
	7
	-4.30
	-2.15

	
	
	
	0.00
	8
	
	0.17
	5
	0.58
	0.25

	
	
	
	0.13
	11
	
	3.32
	8
	11.01
	4.18

	Mean No. of Obs.
	2,453
	
	
	
	
	
	
	

	Mean Adj. 
	0.08
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	This table shows results for Models (3) with market-adjusted return () as the dependent variable. Based on the Replication sample, Panel A is for the pooled estimation, and Panel B is for the separate-year regressions. Robust t-statistics have standard errors clustered by firm and year. # > 0 (# > |1.65|) means the number of years with a positive coefficient (with the magnitude of the t-statistic for a regression coefficient greater than 1.65. Z1 is , where  is the t-statistic for year ,  is the degree of freedom, and  is the number of years. Z2 is the . Variables are defined in the Appendix. The results for UPEARN firms are robust to return tests.





Table OA8. Summary Statistics from Price Regressions for Selected Samples within Replication Samples from 1982 to 1992: Selected Firms Ultimately Have  Years of Increasing Earnings Innovations
	

	Panel A. Price Regressions for Selected Samples

	
	Four Years ()
	Five Years ()
	Six Years ()
	Seven Years ()
	Eight Years ()

	Coef.
	Variable
	Coef. Est.
	t-stat.
	Coef. Est.
	t-stat.
	Coef. Est.
	t-stat.
	Coef. Est.
	t-stat.
	Coef. Est.
	t-stat.

	
	
	11.85
	16.63
	10.12
	10.02
	9.29
	7.83
	7.32
	5.79
	8.11
	5.88

	
	
	8.19
	27.63
	10.17
	26.41
	11.51
	16.16
	13.34
	18.37
	12.90
	9.56

	
	
	-3.50
	-8.26
	-2.23
	-3.64
	-1.21
	-1.65
	-2.22
	-2.63
	-2.61
	-2.46

	
	
	-0.93
	-1.76
	-0.61
	-0.67
	-3.38
	-1.66
	-4.47
	-2.07
	-6.21
	-2.45

	
	
	-0.40
	-0.81
	-0.55
	-0.73
	-2.02
	-1.63
	-2.38
	-1.77
	-2.45
	-1.45

	
	
	0.37
	0.63
	0.87
	0.92
	-3.36
	-1.21
	-0.58
	-0.20
	-2.74
	-0.87

	
	
	1.83
	2.71
	0.73
	0.95
	0.88
	0.96
	1.03
	1.00
	1.00
	0.69

	
	
	*
	
	2.73
	3.17
	3.08
	2.57
	4.18
	3.36
	2.48
	1.22

	
	
	*
	
	*
	
	1.33
	1.24
	2.38
	1.59
	3.86
	1.73

	
	
	*
	
	*
	
	*
	
	2.11
	0.99
	1.66
	0.67

	
	
	*
	
	*
	
	*
	
	*
	
	1.87
	0.69

	
	
	8.14
	5.51
	6.74
	3.53
	4.05
	1.99
	1.69
	0.75
	1.43
	0.67

	
	
	-0.21
	-6.25
	-0.53
	-2.46
	-0.36
	-1.72
	-0.26
	-1.21
	-0.16
	-0.86

	
	
	-0.10
	-3.04
	-0.32
	-7.00
	-0.41
	-7.95
	-0.52
	-8.84
	-0.51
	-4.79

	F-Statistic
	4.33
	
	2.83
	
	3.14
	
	4.21
	
	2.62
	

	No. of Obs.
	419
	
	237
	
	183
	
	162
	
	148
	

	Adj. 
	0.55
	
	0.67
	
	0.67
	
	0.75
	
	0.65
	

	
	
	
	
	
	
	
	
	
	
	

	Panel B. Regression of Coefficient Estimates from Panel A1 for Increasing Earnings Patterns, …, on a Time-Trend and Intercept

	
	Number of Years
	
	
	
	
	

	
	4
	5
	6
	7
	8
	
	
	
	
	

	Slope Coefficient
	0.91
	0.80
	1.23
	1.21
	1.17
	
	
	
	
	

	t-stat.
	5.98
	4.22
	3.21
	4.05
	3.90
	
	
	
	
	

	Adj. 
	0.92
	0.81
	0.65
	0.72
	0.67
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Panel C. p-Values from F-tests of Panel A1 Coefficients on Longest Pattern Equal to Coefficient on One-Year Pattern

	
	Number of Years
	
	
	
	
	

	
	4
	5
	6
	7
	8
	
	
	
	
	

	p-Value
	0.00
	0.01
	0.03
	0.02
	0.02
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	This table estimates the regressions on the subsets of firms for which each successive earnings increase at an increasing rate. F-statistics in Panel A test the equality of incremental coefficients ( Variables are defined in the Appendix. BEF’s (1999) findings are replicable.



