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Prior literature shows that a firm’s earnings tend to move with
other firms in the same industry. This concept is called co-
movement. So investors will be able to form an expectation of a
firm’s earnings from the industry. Given that the reported
earnings do reflect the flow of information to the market, the
purpose of this study is investigating the effect of earnings co-
movement on quarterly earnings response coefficient. The
sample of this study consists of 134 listed companies in Tehran
Stock Exchange during the period 2008 to 2019. The results of
the first hypothesis showed that the response coefficients to
quarterly earnings announcement have a positive and significant
relationship with the buy and hold returns in the three-day
earnings announcement window, and earnings co-movement
weakens this relationship. Also, the results of testing the second
and third hypotheses showed that when there is good news,
earnings co-movement weakens earnings response coefficient,
but under bad news, earnings co-movement has no effect on
earnings response coefficient.

1- Introduction

Prior literature shows that firms’ earnings tend to co-move together, so
investors will be able to form an expectation of a firm’s earnings from the
market (Brown and Ball, 1967). This concept is called co-movement. Given
that there is a significant relationship between a firm’s earnings and the
earnings of other firms in the market, and the reported earnings do reflect
the flow of information to the market, the question is whether this
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relationship has an effect on earnings informativeness?

There are two different views about how earnings co-movement
impacts earnings response coefficient (earnings informativeness). First,
some studies imply the higher the degree of earnings co-movement of a firm
with other firms in same industry, the less informative that firm’s earnings
release will be. In other words, investors will be able to predict a firm’s
earnings by using similar firms in the same industry and so there will be less
uncertainty about that firm’s earnings (see, e.g. Fischer and Verrecchia,
2000; Jackson et al, 2020). Second, some other papers (such as Heinle and
Verrecchia, 2016 and Jackson et al., 2017) show that the more the earnings
of a firm co-move with the industry and market, the less likely it is that the
firm will issue a biased earnings report. So, the earnings will be more
informative to investors.

Therefore, this study attempts to investigate the effect of earnings co-
movement on quarterly earnings response coefficient. Also, because of the
behavioral biases of investors in reaction to good and bad news, the effect of
earnings co-movement on quarterly earnings response coefficient with
considering good and bad news has also been investigated.

2- Hypothesis

According to the literature, the research hypotheses include:

1. Earnings co-movement weakens response coefficient to quarterly
earnings announcement.

2. Under good news, earnings co-movement weakens response
coefficient to quarterly earnings announcement.

3. Under bad news, earnings co-movement strengthens the response
coefficient to quarterly earnings announcement.

3- Methods

In this study, in order to calculate the variables and test the hypotheses,
required data has been collected from the annual and quarterly financial
statements and its footnotes of listed companies in the Tehran Stock
Exchange and the existing databases including “Rahavard Novin” and
“Codal”. The sample of this study consists of 134 listed companies in
Tehran Stock Exchange during 2008 to 2019. To test this hypotheses, the
period of 8 years (2012 to 2019) and panel data methods have been used.
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4- Results

The results of investigating the first hypothesis showed that the
response coefficients to quarterly earnings announcement have a positive
and significant relationship with the buy and hold returns in the three-day
earnings announcement window, and earnings co-movement weakens this
relationship. Also, the results of testing the second and third hypotheses
showed that when there is good news, earnings co-movement weakens
earnings response coefficient, but under bad news, earnings co-movement
has no effect on earnings response coefficient.

5- Discussion and Conclusion

In this paper we investigated the informativeness of a firm’s earnings in
the presence of information about other firms’ earnings (i.e., earnings co-
movement). Some literatures show the greater the degree of co-movement,
the less relevant earnings become as investors do not need to rely on the
information signal from the firm because they can predict earnings from
alternative sources in the same industry. On the other hand, some studies
imply the greater the degree of co-movements, the less opportunity
managers have to bias the earnings signal which will lead to the earnings
becoming more reliable and more informative.

The results of investigating the first hypothesis showed that the
response coefficients to quarterly earnings announcement have a positive
and significant relationship with the buy and hold returns and when earnings
co-movement is considered, the quarterly earnings response coefficient
decreases. This means that when earnings’ firms move with other firms in
the same industry, investors can get information from other firms in the
industry and better predict the earnings’ firm. So, earnings announcement
will contain less unexpected information. As a result, earnings response
coefficient decreases. This result is consistent with Jackson et al., (2020).

The results of testing the second hypothesis indicates that when there is
good news, earnings co-movement weakens earnings response coefficient.
This implies that investors pay more attention to the good news of the
industry and react less to the earnings when good news is published by the
firm. But the results of testing the third hypothesis showed under bad news,
earnings co-movement has no effect on earnings response coefficient. This
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lack of relationship may be due to the fact that investors do not pay much
attention to the bad news of the industry.

For future studies, we suggest to analyze the relationship between co-
movement and other variables such as comparability of financial statements,
earnings quality, earnings management, fraud, etc. The results of this
research can also be done separately by industry to determine in which
industries there is more co-movement.

Keywords: Earnings Co-movement, Earnings Response Coefficient,
Unexpected Earnings, Earnings Informativeness.
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