BARRAY - H#). 37, 279-300, 1993
Cheju Univ. Jour. (Humanities -
Social Sci.), 37, 279-300. 1993

71919 AF-Eold g o] olutSAS vlA= A%
of A

g A

I. 4 &

I. MFgolyslyzl ojdutgAs
m. 79 4y

1. d7sbde 44
2. B¥9 474

3. W49 &3

4 A3 HAFzy
N. A4F¥49 A=
1. 7l¢%A

2. MAF Az
3. F51a &4

V. 3 &

I. A 2

Ball and Brown(1988) ol2} & AFE& HAo|do] Z|adstAHslel]l F & L2 o
$& Y3l dea] odf, & HAold FE4E HE ot ol2F o] Evl ‘AEAR
of &A% AATe |22 AFYHL (1) Ao FAlol @t Frle] HFS [
F}AY =& (2) 27428 (abnormal returns) 3 v] 7| 3] A| o] @) (unexpected earnings) 7+ AbY
BAE FAse Aolich. HIudel BAIgel ASAR L dFAdE ZIdzAH Tl el
3lAjojele] 47 AHuYL ¥odFa glch 2By olF AT R A3 Frte
BA, & Aol fE4el Y =x Z|EHE FUdictn A A

Haol 9y dFSo] 2AsclgH vl Aoclols BAYEE e ol 2ul ‘ololutg
#) 4’ (Earnings Response Coefficient : ¢]5 ERCel 37} 712l 43 7443 29 o3 AAH

+ AFH AA}EL BoF 32 Yrh(adl, Kormendi and Lipe(1987), Easton and Zmijewski(1989),

* A& 34 %3} (Dept. of Accounting, Cheju Univ., Cheju-do, 690-756, Korea)
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ol 3 F

Collins and Kothari(1989) §). °l& Aol ERCo ZAA8UAo2 (1) 7Idy oldat&=n o)
54, @ AAA AY. Q) Aol E & Ml Yok v 28y o] F dTFolAE 7y}
2712y tdlell FAH712YE o] §3le] ERCY AALUEL £&3%c)

2t BjAlojelo] sl FAY Az} ohet 71 AM Y spxlo] Ny ALE A Fgciw,
HHE Fubste A& Pyl e 7199 ERCE M 520l 3 91 ¥ (default risk) ol o) &) o &}
< UAIE ook o e A FEolYSIYol wiTlNAoleloz g Jde] B W} (wealth
change) & Fxpztet M} Alelo] Fulste W7 FE AAs] g Folch wdeld FA|Hrie
Woll SA% 7129 AT 52 ERCY AA Uz YF Loy 1ot s & & e}

2 A7 528 Jldde] 2hdm Ut BNl Ui HY, = MFTEoIYYo| 2Ly
s ulZ|digAlelele] WA ERC)S FHL viAEIME ZFEsiE otk Moo Aoy
Dhaliwal and Reynolds(1988) v 7|72 Y2 4 IAAA 28 L A¢sted, ERCr} 719d 9
AFEIYHYA g Y () o ¥+UAEF Zede € =23k =3 Dhaliwal, Lee
and Fargher(1991) 2] AFAFAAE 7Ide] 2P zolA Ao FA|edy 9l z7]7} ERCol
BYE vAge AAE BoiFz Yok £ dTFoNE ZIdo] Uyt kol iy v
9] H7t, & A5 (bond rating) ] # 7 o] ERCol v|xj: o3k2 2.43to 24, Dhaliwal and
Reynolds (1988) & ©l22 ZA#E A F3ta =% Dhaliwal et al(1991) o] ol gt B¢ A5
sl o}

2 Aol A3E Z1EA A7 ABEFo] HAY FE/YE el S32o] W
2517 ol 7|7k ("474A 72} (pre-change period)) ¥ “H7Z ¥ 7|3} (post-change period)’ A}o]ol
ERC®| zto}7} 3l o8& FA3te Zoloh 252709 njZ Aabz|odoll ofs) 313742 Alys
FHZEE Bdez AEF AZFEAAANE oA o vlad s = A SFo
B (44) e A Sl 597 ol¥ 7|79 ERCE $3WA olAs 7ol vl 24 (Z7h) 59
c}.

¥, & A7 A IFEokRA AYFFHAC Folel v)xE AL AR Ao
o1t} Weinstein (1977), Griffin and Sanvicente (1982), Holthausen and Leftwich (1986) Soll 2]
o] Eoke ATFeME A EFHAY FAlol GE Frl 2 AN AHES EYo
A, AEFH73 e A2 A (nformation content) & HrFsawa} slgich ohgI L Mol 2
ATE olE@ Zelzt Uch AA, £ AT Fo VANAL A EFHA | BA|o)elz} F4
FA g2 PAol vlAE Gyl Yow, PEd FA4AE AMol g dg ohEx g
A, £ AT AR J1FE HAR J)ZF Alolo]| ERCE #Wbsl AR 24§

1) 71€e g2 dFolde 7IdF L= ERCY 2A8<de] fohe FAE Az okl
Burgstahler (1987), Easton and Zmijewski(1989), Collins and Kothari(1989) 5). o] &€ 7|+
E7} AAA Y, vrldAolde] AL F, o} ARUMY olfs54 $3 P 9l
of #ol ERColl & EFcta F33tn U
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7198l A FEolef i Ho] o]t AFoll vl 8

et Aol HAE FHldzes FAA At

2 d7e ofg3 Zo] 7A€ AM23o) A= Dhaliwal and Reynolds (1988) 7} A} 8% 23§
71252 o83, Zidel M FEolY Y} ERCY BAF o]EH oz =¥t A3 E
ATrHde AdA, 2 & H5Y A, AFEHL AT 2¥e 4A Fol dsled Sl
of. Mg AFEHY AAE AAISH, nixztez ASHPelME A7 2% AE 2ga
olele] o Fuig Fol dFHch

. A2l 983t of o] uk-gA 5

23l g3 o)Z|d Aol VAE Heddozy BAlo]ode 848 FHY A o
Folde E2ez & sl 4SS s s FAY I FAHYsE
3 2 Modigliani and Miller (1968) 2] = (2+& oj<)) =}-23 233} Garman and Ohlson (1980) €
A 8 M4 (information variable) £8jojc}, ¥ E3+ ERCU-T2 82 o] £ 28 Z9] ojr 3}
o] ojE 3 7|2E F31 Qc}(dl : Kormendi and Lipe(1987), Easton and Zmijewski(1989), Collins
and Kothari(1989) §).

Dhaliwal and Reynolds(1988) = ~1%7tx1%7t2¥3 SA7PAZAA LY (OPME A sio
ERCe A 21E setstunzl A sigich &3], 2&-& ERC7l 7o A F-Eolgh# Yol ol
F0C)Y ¥5PAE ZALE 22309 A7IM = olEd olEA ZIAEF B FAHeoz 4
HE7|2 ghoh 2 AollA] ALEE 2YL Aol AJA|dLAell 3§t 7}l A Dhaliwal and
Reynolds (1988) &} tt2c}. © 2y HFH o2 =39 ERCY ¥4AZ} 2143 e oo 24
Hoes FYslch

4% 2ot Deskibo] fEte o g 2 AR E iR o (D CIde F FRY A2
z99d &, FAS A U 2 F ol &3k (2) 719 olxul g AAH Aol
HIEEL FYsich (3) 71dol H &=l ZId 4§ A Aol BAglo]l dA ) oA 7}
AollA, 5 717 t7] 29 Z197kA (V)= =SE3 ol dEid 4 3.

2) A ETol HAE HEdEF AP o] fv ANMFTFHA (S8, TFEH) el FFENA i
¥ Zteds dFAYs waslgdy] wFolo (o :Griffin and Sanvicente (1982), Holthausen and
Leftwich (1986) %). &, A5 Al YAY Wz ERCE FFHZ 22 ¢ AT &oiy4dy
o] W} Totolz}l YL AT s Feg W she4el 7] @A Felcth

3) Z7|2] Aok (oll:Ball and Brown(1968), Beaver(1968), Beaver, Clarke and anht (1979)
) d5Aoz AR FAYIIEYL 25§ v YA 0] Alojohe A (+)2 BAFE F
tohe Folth ol dFeola= ERCrl 7iddW £+ 713E2 FUsicha 1k o foll, S 9
HrAey g JusA 4ag et ¢ddich

4) Dhaliwal and Reynolds (1988) & 3]#l¢]2]l9] A|Ald& 4 o2 a1 ¥ =Y (random walk model) & 7}
Asiodct of2t4 ERCe AAoQozy ‘ojaAl&Als (VYo AE) 7 FYsigich & dFel
A dubHel AAd LY S st Pe e, o HeE neislgch
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_ o By (Xigas)
Vo = 2 (1+K)*
°=l7l°il*1.Et.l(X,_l+s)r‘:- t=14] ol A o4l ol A4bole (X) o] A o|ny, K& 7|y £
kel At Zicf 42l §¢ Yeldch F49 "R L 357 st L Yep e ofel A}
iv Ao, ARANAAAARY CAPM) S BANA KE g3 Zo] FA|Y 4 9o}

K = R + 8,(ER,) - Ry

°=‘7]°“/"‘I. BA‘t_.‘ 7]§2] %1}}(}"“ CH‘{F_} 7‘“2“;!‘, -?']‘ﬂ, Rf9+ RmTO_. 7_}-7_} “I:"?‘l'ﬁz]'ﬂ'ﬂ}- A]%EE%
ol oy FAdgg depich

A9 AAolodo] ARH trldel, dAx ¥ olAME (aX)ol Tat YL FA7H
HF (aV) & e ol vebd 4 Aok

av, I (aX, +i AE Xy g)

VH VH pa (1 + K) 3 ) ........................ (1)

oi7lell A, AE, X, J+ vlzholde] g 7Ithe) 54 (revision) & eI ) 4ozvE 2
Fhael &3t w2 Al o]l WA F, o]l AS(ERC) S AAH AL £330 $5ld o
2 Ze F7HAA FHAE ok F, J1dY HAlolA (Aol L ohgx e AZ JEIY £
e AAdE4HE Fe

AE(X,) = 88X, s>1

g7l A, @& F719 u|Z|dh3]A o]elo] ulefr|zte] Z|cholole] i 4Ao]| FYL vixE

A= E Jellle Aoz, E3] ‘o}2) A4 A 4 (earnings persistence coefficient)’ 2t ¥2]Lc}.

8°] §39 g 54 719 Alelde] Za Y& ALYl il AFHL® 4 (19
AE (X, 9% Kell zt7h flel A Aols AAE ciolstn Aelsid, ofge ANE e

_ e aX

Vi (+ R+ B4(E (Ry)-R(J ]Vt-ll
2 F7R o] Be dFol4 o] §% ERCY H4¥ellv ¢ 4 (29 B4 A9 M=igictn
€ 4 Aok AR, Y 7Y LA e (&, Araigdez FAY AL32), A=
sl F49 FHAE Jeplez 4 Q)€ FARAALY S o g S&E UAFE S

5) Miller and Rock(1985) % Watts and Zimmerman (1986) & §Atg AN E &5} o]S2 »
F 271 24 & ol gsiglen, 3Alc|de ALl hiled 27 15} o] $HF 2 Y (first order
moving average model) 3 AN LY L 71459},

6) olAALA & 6= 44 H A2 Y2 24 (parameters) &) Y42 TG 4 AU} olo] gt A4
¥ A3} o+ Collins and Kothari (1989) &} p. 148¢ 2=
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7lde] HRgolgHgol oldutgA 4ol viXE oY

k. &4, YE3 ERCH Tl = 89 g& 4ol A HAlolele AEAAHE Jeld=
AlAld 2ol ol ol AL ot olEEx, Kormendi and Lipe(1987) & ARIMA
(2100 £3§ o|f3l+= ubd, Easton and Zmijewski(1989) © ARIMA (100) =232 A&3lxz
o

u] 7] 3| Aol 2} BAE 717t WFol 4 (2) 9 ol FAZ LW, F7t £ P4 7
A7t 7 FFot AWAEoA Felse vFIUFE ZIdo]l ERstn Ue AR HEAF R
o)sle] AAE Holoh Ha FH3H, Ao Yol A3 ARole, oZIA ¥ ol
HEol MY Frlol WdsA] gecde FHeoloh ol vt TR Avjurl #3ld, $4
A7 e 7199 FA47A(S) & 7197k (V) ol i@ &84 (call option Y& FEH Yar}
dct. F471AZA LY (OPM) & ol &3 of g3t e @AV =g AL A dEA U
(Copeland and Weston (1983), p.143 2=).

9 A2 Zlazbe) HEavel 48 FAs A HE(AS)E 7HEA| 5S/6Vel o8 Balslo]
Q& vehiE Holch el BHs, §S/6VE AVE FFEolA A EsHE WAYEE ofnl
Yohn & 4 ok OPMolA £2¥ 8S/6V=N(@ 2t BAE o482, 4 & ¥ Aol o
dstol Feiska, f8o) AsHE WAL,

AaS _ . 8 aX,
5, (N(2) (1+Rt FAERDR) ) 5

o7l 4}, N(-)+ ZF 3 A5 = ¥4 (standardized cumulative normal density function) ©}
2, Zv o Aoz HA|Hd

In(v/D) + (R + s'/2)T
(s*T) 172

oj7lollAl, DE 2o Auizix, T ¥4 =7, st 7Ig7Hxel g +A89 4
(variance) & “EbJc}.

4 (3)¢ FFREL o]duigA4(ERC) Y Y E el Aoz, olF o3l 6
ga 28l N(Z)7} ERColl vlxl& @¥e chg3t 22 AL g4 =4

SERC ,, 8ERC ,, SERC
8 % Toa O W@ O

Aol = Aze o2 z=Ho| ¥Ysicid ERCrF 7199l old=&A¢ (@) g F(+)2 &
AE, Z1de Fapakel dig {‘“74]’—‘! A B Fe $ ()Y BAE gedds AE LAFE 71 9]
t}. Kormendi and Lipe (1987), Easton and Zmijewski(1989), Collins and Kothari(1989) 2| A%
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ol #A

o

F4A3E o d&3 YA Yk

£ A7 F8 FAUABo] sl AL AdA Azjolch el AFHRol N2+ FF§
ol Al wiE=sl= ZIgotxe HEREoloh. =8 N(Z)+ H-L 2ujol4] & =) 7|g]o] zjabsl=] ¢
€ dgolztn HHY 4 Uk o2 I-N@) € 7149 MFEo1g4¥E Yeiiica ¥ 5+
ot CdlEEd, ¥M7l ¢l 1Y (allequity fim) 8] S N(@Z) =1, & AFLo|gs1gde &A
3lx] Y=ct. welr #e] A Azls ERCY) 7| A FEolg9)y cha] 2(-)9 424
¥ Z2AEHE YT Holdh

olgMog £%¥ ERCol gl MF-Bola 2] od3(default risk effect) & 2o} 4 o)
7] #ted, HANE UNT SHVIAE 223712 kAl of ZIge Al W ¢y A
£ N(@2)=0.7= Azgg 4 otz 77} o] B¢, dl7lx] £4 3jA|o]2de] §1.00 F7}
g, o] ZIde FRENA $0.700] wHER Aol ¥, 3)A|c]ele] $1.00 Pt Aol
< FFEL $0.70 whF £4E AFHoksin Y] $0.302 M=ol LdEA s o)
4} o] ZIqle] SAlo] diit FFol 3slel N(Z2)=0.47} =Hdchn 7=l o] A$, <7
2T Aol FrH(zta)ol wE ZId7txY FHF4) ¥ $1.0000 i FFE-L $0. 402
ol (£4) ¥ A"t AT Fo] WASZ) Ao Ao} viady & «f, YUAEo| L5
EAo] $0.6022 Frigcl o] o=, EF IN uir|hgAo]do] FolHE W, FL(F)
AFEolYHYE 7tA 7Y FHEo| AHoz H2(ge) o5 4L AARE Yehd
o} o] A3 ERCe} AFEols2y Aol $(-) 9 HAZ &g BedFE Aol ¥

. -9 vy

1. S3tobdel 43

£ A7 F2 VAL 7149 MFEolgYHol 245 g w7 Aol BA, F o
Hg A4 ERC) ol MAIAQY Fggo] YA 8 E Hede Holnh 2l AN 2¥eo
o]&3 A= ERC7F 719l a9} Haisl AR Eolsfidal £(-) o 4Tl ULE v

I ek 2y ZlgY AT Eolg e At AT oI W Fell, B AFeME
71939] A5 (bond rating) & M-FFolg e FAAR AL&31ic)

7) Easton and Zmijewski(1989) ¢ Collins and Kothari(1989) 8] & TFoll41& Falilel] Al #1Y (8,) ol
obudzt FAle MAA Y (5ol AHE=Elz Qlch uld ol F 7o BEYEe] AYE e
FAE 2Hsln Adn, 5,0 571 hAEA Baislo] glx) gdomd, 8,4l A.F AR EE HFREYL
errors—in the-variables #4& 77 ¥ Zo|ct}. Easton and Zmijewski(1989) &) 772 =}oll4] ERC
st B8] TBAZE felER A delvds AL o] olf alFoleln ¥ 4 3Uch

8) oy ANEFE e JIdE Alole] ERCE ulasl: 2 9ols Y 280 48y 4 9o}
7] & A7 A 4" FHAFe A2y Fadgel =l 54 siddol P M FBoig9)
Yol st ERCol ol 4= g1t g AAlstzzt syl
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7l M FEolg Yol oA 5ol viNE I

2 A7 71E2H HE7H4 (null hypothesis)-S ERC7} 71ad9) A S 33 Sy Holeles Ao)
ch. o] st & AFEI] fidted, ¥ AFelA = AMFFol WAET] oA} WA o]fe 77}
Atolell ERCE] zlelst Qe o F-& FHE3Hch AlETol 71dde] AFEolygHPE AAsd
FA3%cd, AEF2 313 (downgrades) 3 At% (upgrades) & ERColl AHubsl 8k ofA o]
ct. weba], £ ATl HFsleln sle T2 ol Y714 (alternative hypotheses) S t}&3 7
c}.

7Hd 1: A SFol 81 A, APNSFo] HAR ol oYt gAlsE HA o]l wis}e
Zc},

7Hd 20 A EFe] A A ANEZol HAE o3 oldulgAlfE HA ojHo] ulsle
ad

2. B2 43

2 Aol A AREE T2 19790014 1984d 9] 6 F < Al 5Tl WA 2527409 v F A3
Zlde2 TS 4 L7, AMEF  AEEel HAY dx ol I AEE ¥
7] (quarterlyy COMPUSTAT tapec 288 Z&39t} ¥ COMPUSTATY) 4+&3H 2E 7|4 F
oFel 27E EF 547 Jldeqt el T

(1) 1979345 19843 Ajololl Hag 13 o]4 AlFFo]l WAL 74

2) 25 Fe] 47 AW =2+ Afo)] ohE AMET WA v 7Y

(3) A EFo] HAS 7] oA ofFe] Ha 1 oA u|Fich Aol Y Jlel PAALE A
Abs}7] 914 2tE 7} COMPUSTAT tapeol o] £7b5% 714l

(@) A g Fe] WA o]HA o] Fe] Hag 1 oA 234U F R A7 AT FASY
4 227} CRSP tapeol o|&7l5% 74

(5) 1978doil A 19853 Alelell BAGEUe #HAel g 714,

ol 84 F (2) & AMFFHA ol ERCell D]ﬂzl.‘?_ EEE FRIEAFE I3 HE Aol
oz 2 a=x). 53, 7MEASS Y 2 A7 AU e F I (AER d4AS aRy)
2tole] ERCE slmsle Zeoloz, AMSIHAc]l YT v T4 A= 22
B (W= F 717 Atololl BAlo]d FAFlE A5 FET ol E7Hs4 S Budr] H
Zoleh, Y 71l wid o4 AEFHAEl UL W=, H 21 (2), 3. WE =

F 53 Aeue R E‘i}*lzi':}. "

9) Standard & Pooritel ol3ted FIAEHE uwiF ZIdEe AMFFA FY ARe ¥4
COMPUSTAT tapecl] 4=&-=5lo] gloo (RaHE #70), 29 287} o| 47153 d=+ 1978
ojct.

10) 2€ 223& 540712 APSFEA 0 33 YA Y 7192 171 (Resorts Intermationalst) o]z, 23
o FEHAE e 7Ide 590 BH, 13 o|Ate] AMFFHA YRt 2F Q¥ 25
X712 Xahe] EEolA F}E 714L 607 ot

_285—



of A
(B 1) ABISEHYe Uzl ¥ |RYW BX
1 Aol AP A%
3 uA 37 A A |
d x
A % Ul £ (%) A & ol § (%) A 4 ul £ (%)
1979 8 10.8 3 3.5 11 6.9
1980 8 10.8 11 12.9 19 11.9
1981 11 14.9 16 18.8 27 17.0
1982 17 23.0 27 31.8 44 27.7
1983 16 21.6 9 10.6 25 15.7
1984 14 18.9 19 22. 4 33 20.8
A | 74 100.0 85 100. 0 159 100.0
2. AEFo] AsY AS
39 WA o A E A N
% 5
A % ¥ & (%) A & ¥l & (%) A & ul g (%)
1979 14 17.5 6 8.1 20 13.0
1980 10 12.5 17 23.0 27 17.5
1981 13 16.3 14 18.9 27 17.5
1982 14 17.5 10 13.5 24 15.6
1983 10 12.5 11 14.9 22 13.7
1984 19 23.8 16 21.6 35 22.7
A e 80 100.0 74 100.0 159 100.0

1) d73e] Z AMFF HelH olfoixd ‘FIH ¥HA'e2 EFH(d AAdlH AA' =E
AA'Z WAslE B9,

2) W7ol o2 AMEFF Aol ojfeix ‘FFY HAF'22 FHEE] I AAYIA AAA
=& BB'z #AslE A9).

ojAte]l MAZ|IZE FFA7€ A e BF 25270, AHEFHAL 3134 ek (& DL o

£ 31374 A 5FHA i FZE IA=H U F¥H2 YTy Qo AMEIHAE 3l
g3 Agoz JYrmn, zze EFol dhsled ‘FFWH HA (within-class)'® ‘FF 7 W7 (across
—class)’ &2 AE3gch ! A4 ERol it e Ayl A YL o)Fm Yot FFEY
o] Agole 7409 T3 WA 85 FF3 WA U2, FFASY A¥= A7 804

1) AR5F9 HA3ol 2 FF el A3 "FFH A’ e (o AAdlA AA* £+ AA'R WA
sl€ A4), o8 FF AololM o]RojAW ‘FF} HA' 22 (dl;AA A AAA =& BB'E 94
e A4 +Rdd

-286-



71de) A Fgoly 9ol ollubgAfol vl FY

o} 74702 539 WA S HAE RolFn Yok =3 27 GL8% S FEZ el UA
o 1982W2 Aostne, AEFHEL g v EEE Rolx Yok ¥, AN FIHA
o 4% £2 = vh$ ohoksbAl dehdz ckdrd 43F). cdlAd Ae A stadF oA
04 FFsE 3949 FadFol AR

(B 2 MS3HYe S3d 22X

o A S B T ¥ e

¥ ¥ |AAA | AA | A | BBB | BB B {ccc| =as | &% & | 4 %
AAA 1 1 12
AA 5 41 23 2 71 21 20
A 20 62 | 26 1 109 28 34
BBB 21 24 13 1 59 10 14
BB 1 16 6 3 26 3 3
B 1 7 21 4 33 12 9
cce 3 3

A A 5 72 | 107 | 70 27 28 4 313 74 80

(B e AsFTHA S5 $2E voFoh T dAde 4 39 H38E e

o, of WA F EFo| 3Ed AFel Asd A5t vpAY F Aol FAls|e Yot ¥, R
Wzt At stebe] wxle 244 532 s A A9E deldd (& 29 Ade o
3 e AEL Atz ok AA, dPEe] ANEIHAL ¥ T8 HFsl QU
ANE L F 13770@6.2% o SF3HA 1324 85.7%) A TSl ke ‘FAFHFT
(investment grade)'o|e}tx £&]%+ BBB cl42 §&°l Axlstzn glck &4, o=l 14749 F
#7o] BBBYt} P& £Foz stYdYon, FALHEFo: A45H A= 177 %3}3}21
ot A, F A olAdez Fgol WA ALE o] 54, AsE AL 27 -\-:°|9\i‘4. o] 4}
o Az F2o FFHAY A= v Hos AL oot oA ANEF HWAAH
87 3ol ERC7} 9% atol& vebd Holghe & A7 7HdE A3 AAE dev £
2 3iAl 24¢ Aol
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3 ¥rel &3

31 FHEYSlG

715 o} tAE MAHHYBETA), AL OhE A1o2 Fojxlt AFTHL 22 she] A Abs}ol
.

Ry = ay + By Ry + ey

d7lel4, Ry = 719 i tdE j¥Y Fosel,
Roy = tVE j98 13498 (387724 H88),
@ B = 719 i) (A AFEY 249 AW g AL,

HAZEYL 4 HAGE NA 60HY FU 420 gAEE o] §35}of FAslgd o, o
F7ted FUE AR 2409 ikl dEE LAY # 9 shech,

AZEZYA A AdA 2D YAAS a9 By ol83to] ¥ (monthly) Zpfelg
(abnormal returns : AR)-& t}-&3 o] Al4bdc)

ARy = Ry - (¢ + ARy

A7l i€ 71, te ¥, 2383 j& 9€ Jehdch olsbzlo] A4ty ARE Hgd s
AAG et dxse 12709 T Yabsbod 72 2949 § (cumulative abnormal returns : CAR) &
SR - ARS3gich P meld 129 o A4bv)ede A4S CARE EalUs 147¥ 1294717 124
4 F¢ ARE A Holoh

3.2 H|7|Ci 30|

23] A )& &3t AL SAolde AP ANt oA FE Aalr] He A
doleloleh @3, AEshe ERCATo4] AgslE gAolele] 2HAE o xju] &L Aet =
B& 02 (earnings per share : EPS) o]t} £ ol Fox & o] & S #Ajolel ZHAE 25 4}
3T 2 olRE AFEHE JHed o ol 22 Aol YxF| = i, A AT e}
2 A7 AAE elasH e Qo FHsoldle FARY £ Zalwtlo] zysgon &
HHEE AGsr) e Foholw, Aol ofxju]§ 9 E WL xzA Toloz ZA3 =9
22

4171 ch 3] A| o] 2] (unexpected earnings : UE) & &4 3}7] #laja= ollell &= ¥o] "Hesict o
Aol e AlAdEY L 25 ey WYY (random walk with drift : RWD) 2.8} o3} 7}

12) 5% d=o) AAGE A% 4NY2E A4 o)X 3NYAR 1249 Fob Garg Az g
& A3 E ol FAHE AE Ao
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Ziad o] AFEolY 4 yo] o -gAFo ulA& G

A Axs Adydos AA49 9743, Albrecht, Lookabill and Mckeown(1977), Watts and
Leftwich(1977) )il wt&} c}&a} e 4o Folx|x ol & A& A}&3}9]c) Y

E,(X) = Xy + 6

od7loll A X& 7l FREold £ AAolAL, i FAE Ut Ho2A A 5d3
o] ojl Fzhe] HFAl oste] FAsAt @k 2 AFolA ALEH w7 2] A o] 2l (UE) &
AAolelol A ool x| E(X)E Azdt ¥ FAlo A2 3FslYozy oga o] &
A= ol

X Xy +60)

UBy = Pax

7)o} Py 2 td e 29 i7]d FAY 71A (FREcldg Asse A9 Ex (FriXEYF
412 EAsis F49 A A7t (A AeldE Agste 39

vl 7l Bl Aol 2l g HF slstE bl F4Y A|A7Ex] Bzt ok o]l FA 5 AF AHgdd
(o, Beaver et al. (1979), Collins and Kothari(1989) ). 2 d-oll4 F49 X372 & A&
ol & o] M2 &9 2¥o] YUY Byl opiel, o|EH o2 ¥} 432 (Christie
(1987)), %2 7|&dF (o, Easton and Zmijewski(1989), Collins and Kothari(1989) &)l A}-&=]
ol7] wjFolch wlZ|hz|Aol2le SN LYAsE LF £ 5olX (outliers) 7} AF 4 A=
of oA 4 gle JEL 37 Hslod |UEID100%] 2ot ol& FA4o04 A3l

4 HEH HE2Y

olelghgA 4 (ERC)E MFEolYAY FaUFAE A2PAA £2H o2 ABE AF
37) fstel, £ AFolAE AMFFoE 23 Zlddel AFEolY Yol WEo| ERCol 4%
¢ 814 Aolehe sHiE ARk o) AL AT Azl ThE Fe HAYE 23
stolch. 'Y

13) 2ME& n23 LYY g 7AW ) Roff o] LA $E AFEHoNA neisix] gt 28
Y FY% 7ol diste] ERCE 7I7HEE vlasle Aol £ 79 7l 2ahfolaz, o] Hige Fg
of dF Aol wlalE Jape 4Yztsiz] ¢ HAoz2 oAd)

14) 7H4 & AF3] fsAde g e 2o P& AR += Utk () MY (restricted) =Y
7 2 (unrestricted) Z¥9] %71zl gell2 4] )F 2474 2P} (i) F =YY L3A5Y
(residual sum of squares : RSS) & uimsle], o} $A g Asgc)

F(1,N-2) = ((RRSS -URSS)/URSS}/(N-2)

oi7lefl 41, RRSS2} URSS¥E 47 A¢tel 2y ehdeyo] exixisyoln, N AN BEA+E
debdch a2 of 29y AAZY (O IIHe2 FUsl=E (Johnston (1984), p.237),
2 d7dMe 2 dedt cejds F2ebdg G
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N

CARit = a + bUE“ + ¢Dit *UEit + Eit ........................ (4)

S7lel4, CAR, = 714 i8 tde FHa3}4es,
UE, = 714 i tdE #]7)chg)A o<,
Dy = %37 iol ook A= t7} AAEFAR olfold 19 g,
AMEFHEA olHeld 09 g ZE dummy W4

# AF2YolA A= te AMA]AH (calendar time) o] o}zl AL A]A (event time) & EhATE
<l ool gt A5 Fol HAY dE=0%+ AMEITHA ERCo| 3 A EE
S, EFHR olA3 o|& 7 Alole) vlnE Aoz 37 91ste] T HolA] 295
o =¢ 9 ALY L FdEelda HFadolalg Age T wFHAole) EPHE AL
Blod, ABEFol e FH AFste AL vre] 2Asiec

AR SF o] WA s)7) ol ol %2l )7} Aloje] ERCY 3}olr} Q] oJBE HZsls e
HALY DA 248 HAF 69 FA4L AFsE A FYsi)h gy 2 G379 5}
AL g3 e Yepg £ Ut

M 1tH ¢ = 0, Hyig <0 ASFol stdse Ao
M 2:H 8 =0 Hyig )0 ASFel 4sse AS
V. AZFEAe] Az

1. 7lE&A

(Z D2 & ATl ddhAdel B 2 Fa¥5ol g 7¢EAE RoiZe) o] w4
2 () F49 AAA HYBETA), (2) FA440) dg P89 v]gs SHY Laju g
LEV). () #F=HH(TASS), () F=abel oy gr|gelele w]g2 E4% 4o 8 (PROFIT).
6) ALZe] BAR7tel i AA7lR e v g2 EAY AAE (GROWTH) Folch o] was
8 %3t (median) o] A FFo] HWARI] 2dAYE WAL 2d7= 5UF 2 YWz el
ook =3 AR EF 9AAF WAL s 3Abolol] o] 5 W4 So] sfo]r} YA JBE
%3l Wilcoxone] Z-¥Algs BoFn 9lc)

°|€ 509 W4T L HAslm 7122 vl mE @ o] f& o] W4 Eo] o]olulgAH| 4 (ERC) 2} A
AFFoll WaA=lo] A7) o} Fo|t}. Easton and Zmijewski(1989), Collins and Kothari(1989),
Dhaliwal, Lee and Fargher(199]) §of 2% dFA 2+ o] W45 F BETA, GROWTH =2
i LEV7} ERCo| A3 2919)¢ 2edFa ook =4, Kaplan and Urwitz(1979) 7} M A1g Apa)
&F ol&2¥& BETA, LEV, TASS a2jx PROFIT $9 #H458 Z¥sin Qo)

(Z DL AT Fe ¥Ao e} olf H4F Fo P YT 24§ ez UsE
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7isdel Mol #lYo] o]UutgA el njXe Y

HojZol AAlGEol stHste A, FAeH 4%Ee Fasn ok Wilcoxond| FIES
AEASNE FIHA o)A o9 |ZtAtole] o] F W49 a4t 0.01 FFA FAY A
o2 vetvz Uk 2y o2 WS EE B FAE wolA] Yo ¥H, AMFFel 4
3t Ao, FA A4S Fobste i, AAA HY, A6 FAdEL FLs
£ 2AE Jeiz o 22d 92 FA4de] Fotate]l FAH o2 st 4E 1 0.05).

(B 3 F2 Y 718 3L

1. AMEFe] sAg 4%

SZuAol i@ | BHA BETA" LEV® TASSY PROFIT® GROWTH®
AdlA ds +(N) (%) (3MM) (%) (%)
-2 73 1.125 23. 44 1,394.57 5.07 50. 26
-1 159 1. 058 23.09 2,013.95 3.99 44.86
0 159 1. 050 23.40 2,081.12 2.67 35.27
159 1.040 23.34 2,190. 40 3.90 24.73
2 73 0. 957 21.53 1, 856. 80 3.78 14.15
HAA (-2-1) 232 1. 075 23.34 1,782.22 4.31 46.15
HAX (1 2) 232 1. 006 22.63 2,079.11 3.86 20. 08
- -1.399 -0.234 0. 868 -2.775%* -6.515%*

34 Aol dig | BEA BETA LEV TASS PROFIT GROWTH
At d5 +(N) (%) ($MM) (%) (%)

-2 60 1.133 20.85 1,176.38 5.98 55.26
-1 154 1. 024 23.99 1,071.15 5.65 58.25
0 154 1.038 23.34 1,172.35 6.12 63. 46
1 154 1. 042 21.96 1, 300. 38 5.7 66. 41
2 60 1. 066 18.23 1,644. 91 5.19 57.86
HAA (-2 -1) 214 1. 064 23.13 1,073. 24 5.68 57.03
WAx (1 2) 214 1. 043 21.57 1, 419.06 5.57 65. 44
Z-3 -1.222 -1.334 2.314* -1.384 0.839

D Aol ofs e AAA #Y.

2) 4ol oy BA1EA9 v]g2 EAE Mo E

3) Fak4b (285w,

4) Fadbel oy wriEelde vz {3 FUE.

5) ApEFe] Afsjele] it A|gslede] vigE FA3Y 4AE.

6) Y=L£o Bi497)F (Wilcoxon signed ranks test) F A1,
% §44+F 0.01; x: §A+F 0.05
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¥

2. JdEB W

2.1 7K 1: MBS0l setst g
(E OF AA5Fol sldsle 3¢ 53
o Watrt Qe ol 4E

(B 4 ABXISEoiat0l o|er@AI$ol 0|k &

Ao A3E voiFot v BYy

N=Oo A

e E T

M7 ol Al 72k ol el 717F Abolel 2|4 ERC
H317] $isted, 37

CARy = a + DUE; + ¢D,xUE, + ¢
1. Aol g A1&¢ w|7lchsiAolee A5
e dA&¥s TEFW 94 TEFT 87 A #
4 s ? -0. 035 -0.033 -0.034
(1.681)% (1. 565) (2.290)
XK % *K
UE + 0. 488 0.748 0.639
(3.044) {5.116) (5.932)
- * — XK — ¥
D % UE _ 0. 542 0.612 0.570
(2.338) (3.10D (3.821)
+39 R® (%) 3.52 9.94 7.23
2. FEeldd AHEY vl A ol A
=4 AEE S TEUH WA TE ¥4 A A
- * - s x
A = ? 0. 037 0. 028 0.032
(1.769) (1. 427) (2. 240
*x *% (2
UE + 0.820 1.346 1. 186
(2. 604) (6. 441) (6. 830)
- * - £33 — Xk
D % UE _ 0. 683 1. 054 0.939
1.737 (4. 064) (4.348)
A" R (%) 2.40 14.98 9.63
D Dy tiu]¥+ (dummy variable) 24, EA7|q iol s dx tr} A SIHA o] Folwd |

2 g, *HH FHA olHelni 09 L Fio
2) FZoke tHE ey,

+#YFE 0.100% D FY5F 0.05 k% 1 {9

tail test, 2= ¥ A
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FZ 0.01. (237} oA&5E
++ two-tail testol] &A3%H.

7%+ one-




7199 AFgelgNYol ol gAced vjAE Ig

2y W+ AFFol stdd T EAN sl 23 ol FFW st F33 s sl
$1 3 & (subsample)ol]l WM E 22} Wxaz ZFAsQch FAAANE FHAaboleds FetsoladR
ALg3lel A T wZIh A o]do] st 44 wusT QU

Z3Aolololl olztel ZAH vZ|d Aol g AEF AS, ALY FAANE M4 12
3HAl A Asz 2ok ERCo wW3lE SA s 3AAF 42 FAAE L)Y %L 712 «a
0.05 #ZolAM FAA22 fo3ict o|lAE A 5T sl o sted ERCr} F431Y
& 9ulzlc Holch o|oje Ade AT Lol dif Ealehzl, F39 WA 537
WG] st ol M FUshA el gk =¥, 5F% WA & ERC (-
0.612) 7} &4 HAS] FF(-0.524) 2} =2} 0|4l AAE ERCHL A EF oz §3d 7Y
o MEEolgSYY Faydsete ¥ AFY LR dA s Aol

Fieoldel 2sled A wrdigAo]d g AEsle AFolE v H2AE Bolm 9
o] AL 2 A7 AHAArt ARH Aol FA Ao o sle] g Wtz &S el
CoaRY HAF R o] ALY WDE FAYUS o FHE AAAFERYE FHEO|
o8 21&3he 2 97109.63%) Bl S AEste A (7.23%) Boh 2A Jepa Qi oA
FA gl go] AAolducte FgEoldd UAsA d@sle] UL E BolFE Holoh

2.2 7Hd 2 ARIS 30| Y458 3R

(F & A 5T A45ol ERColl vlAw 3ol Byt AFAAE RojFch HAkolodol 9
3 S uZid3lA o]l g AlE3le AS, AAF g9 FAAE ASFIHZ H(+) 9 FE
7. =& o] Ade FFW, T3 AN FIMTE LA st FLA Jeidm Q)
ot z22uv 3 AAls FAIA R fosiAl Yok I, Fdeoldd @ w|o|didA ol g
AHEE Ff, HAAF g2 FAAE FEY HE oM Ee £ (09 g e wd, 55T
W AN FEAME F(+H) 9 gg Rolxm Qlch a3y ol F HAAFE HAoldg Aisie
Ao vhartA R FAA R folsiAl oot =3, AAFFol ety F oAl Fol, 3
Ag ¢ FAAL F37 WAl FFW WAL aA Jdelda o} o4ty A A4 2
ol Al w2l 2 Wakule] AAsin YL&L MeiFrch

ERC7} AH & 59 stetol oM g Uxgt 5F4% 2 ERColl Wic}E Qg Fx £
ot ol e Ade ogH FL WrkA olfel At ¥ £ Yot

A, wl7ic) 3] A o] ol 7 A1 wh-go] AMEFFAETI st F Aol Yol sA
A 7h54ol Uk dEEH, AHISFol AT 71 wirIHA ol 1dHA A Ao
e AR5 Fel g 7ol v FAgAs 22k A5 Fol sFsie Al FFF
Al AR EFAE AFFcte AAY AFAAE (o @ Griffin and Sanvicente (1982), Holthausen and
Leftwich(1986) §) °l A= 7 dAsl= Heleh &4, F3°) 2 Aol A& ¢ (upper
bound) o] EME 7lgAle]l Utk & AT FEL £ T3 AHER TS Qe=nz
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KT 2 #=z), AU5F 45 woh 5 e
g, AANSFe Age g Fe 5
AN SRR shed, S
a4 Achn ¢ 4 gl

(R 5 AIiSZads0| ojyetEAiol OjXlz 8
CAR; = a + bUE; + ¢D *UE, + ¢,

1L AAoldg AHEg wZidiAe|de B¢

°l‘§-?'l‘ﬁ—l ARH HF (real shift)

l

L

=,

sYw4” | dayxr | Fad 93 37 94 A A
-0.019 -0.037 -0.027°
?
2 ° 0.994) (1. 537) (1.775)
x%k £ 2 3 Xk
UE + 0. 676 0. 892 0.748
(2.911) (2. 160) (3. 528)
D % UE + 0.089 0. 150 0.177
(0. 265) (0. 309) (0. 644)
A" R® (%) 7.99 9.98 9.43
2. Fgeolle A4S slolg Al e A2
SPde4 | odad¥E | $3FV oA 37 94 I
-0.016 -0.019 ~0.
1 = . 018
(0. 892) (0.815) (1.207)
x%K * *k
UE + 1. 841 1. 585 1. 744
(3. 656) (2. 035) (3. 969)
D % UE + -0.098 0.693 0. 309
(0. 146) (0. 756) (0. 564)
3" R* (%) 11.75 11.94 12.20

1) Dyx ©lol¥4(dummy variable) 24, £37]<] ioll i} dx t7} A}ﬂl-b-%“vé ol %ol 19|

@&, AASFEA olAeld 09 F;HF FHed
2) FIte 3 el

+: F+F 0.10:x  FA4F 0.05: %% FoF

tail test, 2=l YL ¥+ two-tail testo] AY).
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Z 0.0l (37} oj&slE 2A$E one-

10] obd Zolch,




71 o] M EgolsfsYe] oldntgA ol nix< F7}

3. F1H Y

@el 5

< Aolaie] Asjol osid,

AT R YL

$93 ERCH Aa¥

7tA 2 W,

AR SF9 450l @2 ERCH #Hstt whagt dX¥ ¥(F7) 2 27le FAHLZ fo3iA

e Aoz yehtz 9ok olshpe AZEAANE ERCol WL ulAE ofs MaEol A
(E 6 MUMSTHHO| o|uBAS0 0jXE A
CAR,=b, + b/UE; + b,RISK; *UE, + by,GROW, *UE; + b.D; *xUE; + g
L AISEol sae A4S
] Adolele 4§ @ zogolelg A8
&i n =)
sHds AFTL w7leh Al ole] &3 wl71ch 8] A o]o] &
4 ? -0.022 (1.604)* -0.035 (2.378)*
UE + 0. 740 (3.584) ** 0.484 (2.815)**
RISK xUE - -0.232 (1.162) 0.418 (2.774) **
GROW xUE + 1. 543 (5.302) ** -0. 082 (0.531)
D% UE - -0.784 (3.686)** -0.602 (3.967)**
+ A3 R (%) 14. 81 8.70

2. AMEFel A5 A+

. Aolel L A } 4=0]@ Al i

SR EC LS B AL S A 5y
3 # ? -0.017 (1.152) -0.027 (1.787)*
UE + 1.944 (3.845)** 0.660 (2.455)*
RISK * UE - -1.401 (2.489)* -0. 042 (0. 159)
GROW*UE + 2.029 (3.587)** 0.275 (1.041)
DxUE + 0.227 (0.412)** 0. 157 (0. 570

+4"d R (%

14. 66

9.24

I

) RISK,

2 Zlgd i tds MAAH $Yel F

o}gtuct 2y lo|m,

e HA%E 09 e ZE vlojW4 (dummy variable).

GROW,,

el Zlg iof tdE 4FEel F

dgtig a9 lela,

e A$E 09 € e ovld4(dummy variable).

D, =

29 BIIL
+ 1 fel4

t3E vehd.
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271 i) A dE th AMEFEA olFold 1ol 3,
AR EFHA o|Held 09 g ZRE vo|d4

Z 0.10:% : f2A+F 0.05: % x : F44F 0.0l (&7} A& A3+ one-
tail test, 22 % 7 9$+ two-tail testol AR,



o A4 =

MEFe WAoo <dsted Fehar] MEYAE T2 ™ o] s54-¢ AR s, g
o AL AL FAsERY FAEAL s

CARy=bs + bUE; + bRISK, *UE, + b;GROW, *UE, + b.D,; *UE, + &

o] 7)ol 4, RISKy = ¢t 714 o} td= MAA 9¥ (BETAY)) 2 %% (median) o] o]z,
e A¥E 09 e ZE dummy W4,
GROW, = wty ~|¢ 9] tds 4748 (GROWTH,)> %%3k(median)o|ni 1o}=,
o4& FtE 09 € zZHe dummy W4,

¥ A2yl F719 5 #4 RISKS} GROW7} ERColl %8¢ ujilcks dF43E oju] &
5 At} (oA Nayar and Rozeff (1988). Easton and Zmijewski(1989), Collins and Kothari (1989) ).
2 (& D Aol s, ANEFol Ay A% GROWE Ajslns, o]F & wa
T AHEFol ARSI olAat olfol EHF ol§ Molm YA bk wabs o] WaSe
FAG sedx, YA dFANE 2 dexx] ¥ Hoz Ao

A ALY FAAAE (Z 6ol YE Yok FFN Y 53719 AT Lol tisie] 2
AR} vstoz, FAILGEY Y 49 L AHE 299 s vusgn Foiso
Aol o w7 2] A o] g 21431918 , F M4 RISKS GROWol| tf ¢t 3| HA| 49 L5k
A&zt dAFHE, 2 arls Aoz fosteich 22 AAolo g AFPE M, A4
HAAS7E Fostx] ohn, S8 FF3IHY A9ole $EE W2 Jeldz glck o] Aol
HE shtel o] Rz RISK GROWr} Fopsolols ucoh WysiAl Bd" =49 A=A
Y= 43EE A4 W3]l WE Aoz 4YWY £ Yo

T A7 B4 He DxUES] ol AASE, A AN, G Aol gats)
o ABE ol e Af AAASFE ()9 $e A EANo2 $29] (. 001) Sk
53, o] Aae Agd HAclde A} DAl et Yo} wa AZEAARE
L A7 M 18 2™ A Yok $8, ASTol A4S Aol HAAL &
e 7 GAEAY 2 27 FAAE foistal ook wali 2 A7 sde 2= N
e A opecd

15) AAgel dAe) o wlr|chslAolole] Y2 fe) Wate ERCol J%g & 20 ¥ 4 9
o o Zhsgel di AFL AF LA ol Aol ZAE Ao $9Y 4 Qg 2 o
A€ FesA W

16) #7b2lQl & W< BETAS GROWTHE 3A 2 YA tlajg47} ohz) d&ysse] Yelz 218
god 24 A=t 2d SUUFE 79 2 ADVAR A50d (0.80]4), AN+ &
A€ Asl¥ 4+ gdich
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1o AFEolWHgel ojdytgAlFof oA dY

V. 4 <

2 A7 AMEF Ysted 33 H 719 AFEolYHYol 234U L3 w7 A o]
of @A F, o]ddbgAlIS(ERC)C] G¥E vjxestE FEdE Aotk 7MYy 47}
AHNEY S AU 2L o|$¢ o2 THoz e, ERCr 7Ide) AT Boly eyl of
g Fadgebe JHE &5 2 AT e 1979964 1984 Aol AR STl WA
252709 olF A7 G134 BEA) L FL o2 AE3lel, AMEFol WA o]A3} of
Feo] 717k Alolol ERCE wlm¥tozs o] 71dE AFHoz AHAF3ch

AFEdel Aol ofstd, AlFFel et 7 el ERCoE #o% F4E vehdz 3
ot @M, ApEFel A5E Ao, ERCAF FuHsAIwt 2 vl AR oA &
obeh. o] Az chekd Aol (FAoldd FREold) S AHEEAY AAA YA 4FEL
2243 Aol debAlA Wgteh webi, AMA o2 Fa, 2 QAT AFEHAAE 7149

FEclg#ge] ERCY F2¥ AAR8Uolete FAE Al Uch

2 A7l fadsle] o3 e FaEol vl ATAAI & 4+ Utk AA, AFEolY
#1¥ 3t ERC BAE HH317] #lste] £ dAFolxetes de] 2k 2B 5T Abeloll ERCH zbo]
7t deAE FAEE AFYYE AEE & Yok AFAEAL BHAA 2, £ AFel A}
£5 Al 5Fwidel =& ERCo 7|zhvlae dvywie] 544 A FEolg Y] Wshrl of ¢
HE F2E o8¢ 4 wel glalz, olAo] A7 E Z s AAze AAE <A FE 3}
el ol 7t fictm & 4 ok whepd], g fRASFE A AAY FA} ohesioiH,
g Ee ANSF e e ANEFE Ze 7S ERCE vlasis YA 4o v
ot B AFAAE ATY Aoz A E4, £ A7 JML AMEFIFHA ] W7
3Alojl 2 A4l §o] A vl e FAYeRH FFY 4 Yok o|EHez ¥
o, Al 42lge] ERCo AT o4y H(+)o VAE 712 Aoz dFdc
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Summary

The Effect of Default Risk on the
Earnings Response Coefficients

Kyung-Joo Lee

The purpose of this study is to examine the effect of a firm's default risk as measured
by its bond rating on the coefficient relating unexpected earnings and abnormal stock
returns (i.e., earnings response coefficient : ERC). This study is an extension of recently
growing literature on the cross-sectional and intertemporal variation in ERCs. Using a
simple model, which combines a firm valuation model with option pricing model, we
demonstrate that the ERC is a negative function of, among others, the firm's default risk
associated with risky debt in its capital structure.

Using a sample of 252 U.S. firms with bond rating changes (313 observations), we test
this hypothesis by comparing the ERCs between pre-change and post-change periods.
The empirical results indicate that when bond ratings are downgraded, the ERCs have
decreased significanily from pre-change to post-change period. For upgrades, the ERC
shift is in the appropriate direction (increase) but statistically insignificant. These results
are robust with respect to the choice of earnings measure, and hold up even after
controlling for the differences in the systematic risk and growth between pre-change and
post-change period. Overall, the findings in this study are generally consistent with the

hypothesis, suggesting that the firm's default risk is an important determinant of ERCs.
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