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A Comparative study on Relationship between the
Valuation and Stewardship Role of Earnings

Tae—Soon Joo*Sung—Kwon Chix*

Abstract

Earnings have been known to simultaneously perform the roles of valuation and
stewardship. The purpose of this study is to prove whether there exists stable relationship
between the valuation and stewardship role of earnings over times. If there is no relation
between valuation and stewardship role, a decline in value—earnings sensitivities(earnings
response coefficients; ERCs) does not mean the accompanying decline compensation—earnings
sensitivities(response coefficient of compensation to earnings; CERCs). But it is theoretically
proved that CERCs are increasing in ERCs. This positive correlation between valuation and
stewardship role stems from the fact that the capitalization rate of earnings into firm-value
also influences the marginal product of current period efforts that impact current earnings.

The sample consists of firms listed on the Korea Stock Exchange. Firms are required to
have accounting data available on the KIS-FAS from 1980 to 2000. The firms are also
required to have monthly returns available on the KIS-SMAT for same research periods.
This results in a sample of 3,723 firm-year observations.

The results of empirical tests are as follows:

First, it is not consistent with theoretical connection between CERCs and ERCs. With my
data, CERCs have nothing to do with ERCs.

Second, changes in ERCs reveal a negative, statistically significant association with change
in CERCs.

% Time-Lecturer, Division of Business Administration, Pusan National University.
*% Professor, Division of Business Administration, Pusan National University.
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Third, the results present that the role of accounting accruals is to provide a measure of
firm performance that more reflects

information of valuation and stewardship than do
realized cash flow.

Key Words: Accounting accruals, Compensation earnings response coefficients, Earnings

response coefficients, Realized cash flow, The wvaluation and stewardship role
of earnings.
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