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Table 1 Summary of description of variables
Pys P35
NB_ins 7 859 0.1250 1.436 8 -4.874 0 -0.3213 -0.026 9 0.3353 6.1857
SUE 7 859 -0.003 6 0.040 5 -0.1910 -0.0103 0.000 3 0.007 9 0.1420
ACL 7 859 -0.015 4 0.150 2 -0.3259 -0.105 8 -0.0259 0.057 7 0.498 9
BHAR ° ! 7 859 —-0.006 8 0.043 9 -0.114 0 -0.033 1 -0.009 5 0.016 4 0.123 6
BHAR **° 7 859 0.011 9 0.160 5 -0.3398 -0.080 2 -0.004 5 0.082 4 0.618 1
LAGT 7 859 2.9272 0.753 8 0.8333 2.5000 2.966 7 3.566 7 4.000 0
INS 7 859 0.193 6 0.217 3 0.000 0 0.0116 0.106 7 0.3142 0.813 4
HLIQ 7 859 0.1379 0.174 1 0.004 6 0.032 3 0.0722 0.168 1 0.994 0
BM 7 859 0.956 8 0.722 6 0.109 9 0.442 17 0.7395 1.249 5 3.756 1
Size 7 859 7.236 2 1.075 6 5.204 3 6.462 0 7.1252 7.884 7 10.322 0
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Table 2 Limited investor attention and accrual anomaly
(1) (2) (3) (4)
-0.071 9** -0.062 8** -0.054 8" -0.106 6***
Cons.
(-2.52) (-2.07) (-1.87) (-3.47)
-0.000 3 0.000 8 0.001 0 0.001 0
RACL
(-0.51) (0.80) (1.00) (1.05)
-0.000 4
BULL
(-0.04)
-0.002 7**
BULL x RACL
(-2.03)
-0.001 1
LAG
(-0.14)
-0.002 8**
LAG x RACL
(-2.07)
0.023 3***
INV
(2.79)
-0.002 5"
INV x RACL
(-1.91)
0.007 177 0.007 17 0.006 6 0.007 47
ILLIQ
(7.53) (7.53) (6.95) (7.73)
B 0.008 4** 0.008 8*** 0.009 4 *** 0.008 0**
(2.50) (2.61) (2.79) (2.39)
. 0.004 6 0.004 5 0.002 8 0.007 2**
ize
(1.55) (1.54) (0.95) (2.34)
Year Dummy Yes Yes Yes Yes
R? 0.016 6 0.017 2 0.019 3 0.017 6
N 7 859 7 859 7 859 7 859

10% 5% 1%
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Table 3 Correlations analysis between institutions’ trading and accruals
Panel A: SUE >0
>50 30 -50 10 -30 <10
NB_ins NB_uni2 NB_unil NB_ind
RACL -0.042 27 0.004 5 0.018 9 0.028 8**
P 0.01 0.77 0.19 0.04
Panel B: SUE <0
>50 30 -50 10 -30 < 10
NB_ins NB_uni2 NB_unil NB_ind
RACL -0.001 2 0.000 6 0.000 4 0.033 6™*
P 0.94 0.97 0.98 0.02
T e 10% 5% 1%
Panel A
50 NB _
ins -0.042 2 1%
NB_unil NB_uni2
10
Panel B
NB_ins NB_ind
RACL 3
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Table 4 Regression analysis of institutions’ trading
Panel A: SUE >0 Panel B: SUE<0
NB_ins NB_uni2 NB_unil NB_ind NB_ins NB_uni2 NB_unil NB_ind
C 0.179 4™ -0.019 3 -0.0315 |0.019 8™ 0.079 1 -0.014 3 0.043 0 0.022 9
ons (2.09) ( ~0.36) ( ~1.08) (3.00) (0.91) ( —0.27) (1.37) (3.43)
RACL -0.020 4** 0.001 6 0.003 6 0.001 3" -0.001 2 0.000 6 0.000 5 0.001 6**
(-2.43) (0.29) (1.10) (1.76) ( -0.15) (0.11) (0.13) (2.35)
e 0.029 5 -0.002 7 -0.0349 0.008 2 0.088 7 -0.0311 -0.020 4 0.010 8"
(0.33) ( -0.05) (-0.99) (1.10) (0.93) ( -0.49) ( -0.55) (1.71)
ABV 0.051 6 -0.111 3" 0.032 5 0.018 4™ -0.047 7 -0.054 6 -0.076 8" -0.001 1
(0.49) (-1.76) (0.85) (2.38) ( -0.43) ( -0.69) (-1.92) ( -0.14)
UM 0.002 5 -0.001 6 -0.0011 |-0.0015*| -0.0009 -0.005 8 -0.006 3" -0.003 9***
i (0.33) ( -0.30) ( -0.35) (-2.14) (-0.11) ( -0.98) (-1.83) (-5.62)
WKD -0.036 1 0.002 5 -0.0023 [-0.0125**| 0.0059 0.014 9 -0.014 8 -0.009 5**
( -0.80) (0.08) (-0.13) (-3.09) (0.12) (0.43) ( -0.74) ( -2.36)
Yr. D Yes Yes Yes Yes Yes Yes Yes Yes
R? 0.006 4 0.005 2 0.009 8 0.016 6 0.00 3 0.000 8 0.006 2 0.014 6
N 4014 4353 4769 4799 3 845 4391 5043 5 094
t ek e 1% 5% 10% .
3.4 a, TRD x RACL o
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Table 5 Institutions” trading and accrual pricing
(1) (2) (3)
BHAR °! BHAR > BHAR %
-0.026 5 -0.0419 -0.069 0**
Cons.
( -3.50) (-1.54) (-2.41)
Kxk -0. 0 -0. 4
RACL 0.000 5 0.000 9 0. 000
(2.63) (-1.21) ( -0.51)
*kk Kkk *kk
TRD 0.018 4 -0.056 7 -0.038 6
(4.84) ( -5.66) (-3.51)
—-0. *kk . KKk 0-000 6
TRD x RACL 0.003 7 0.004 2
( -6.96) (2.60) (0.36)
*%k Kkk *kk
1LLIQ 0.000 6 0.006 7 0.007 4
(2.42) (7.39) (7.80)
B 0.000 6 0.007 3** 0.008 1**
' (0.77) (2.28) (2.42)
. 0.001 9** 0.002 6 0.004 5
Size
(2.45) (0.91) (1.54)
Year Dummy Yes Yes Yes
R 0.016 0.019 3 0.020 1
N 7 859 7 859 7 859
o e 1% 5% 10%
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Table 6 Analysis of arbitrage portfolio
Alpha MKT HML SMB
() 0.000 5** 0.018 4
(2.47) (1.95)
(2) 0.000 4 ** 0.031 37 -0.126 8***
(2.25) (3.11) (-3.59)
(3) 0.000 5** 0.031 6 -0.121 3% -0.0217
’ (2.29) (3.14) ( -3.38) ( -0.90)
t e 1% 5% 10%
1
Fig. 1 Institutions’ trading and accrual pricing
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3.5.1
8 20
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Table 7 Analysis of individuals’ trading
ACLP ACLP ACLP — ACLP™
0.022 7% 0.025 47 0.002 7
NB_ind
(3.36) (4.37) (0.30)
1.681 57 -0.914 47 -2.595 9
NB_ins
(17.07) (-17.08) (-23.15)
! e e 1% 5% 10%
7
t
8 Panel A 1
7 SUE >0 RACL
5% SUE<0
RACL ;
3.5.2
8
Table 8 Sensitivity analysis of institutions’ trading
Panel A: 1 Panel B: 2
SUE >0 SUE <0 0 1 2 30
0.184 6™ 0.060 3 -0.032 7% -0.012 1
Cons.
(2.16) (0.70) ( -4.55) ( —0.406)
-0.019 2** -0.0055 0.000 6*** -0.000 6
RACL
(-2.32) (-0.65) (2.98) (-0.77)
0.021 5% -0.049 7%
TRD
(5.57) (-4.67)
-0.004 2*** 0.003 8**
TRD x RACL
(-7.93) (2.23)
TA/CV/Yr.D Yes Yes Yes Yes
R? 0.007 5 0.003 2 0.017 3 0.051 8
N 3954 3 740 7 694 7 694
Panel C:
Alpha MKT HML SMB
0.000 6*** 0.017 0 —-0.120 7% -0.087 4%
(2.74) (1.56) (-3.09) (-3.32)
: ¢ o 1% 5% 10%
Panel B -0.0037 F 1%
BHAR ' RACL (F -61.37); BHAR * ™
RACL TRD x RACL
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Table 9 Sensitivity analysis of variables
Panel A: 1 Panel B: 2
SUE >0 SUE <0 01 2 30
Constant 0.064 9 0.072 4 ~0.026 0*** ~0.021 4
(0.97) (1.00) ( -3.40) ( -0.87)
ACLX -0.043 17 0.000 5 0.001 0" -0.0019
( -1.68) (0.02) (1.92) ( -1.09)
TRD ~0.002 4 ~0.031 8***
(-1.28) (-6.32)
TRD x ACLX ~0.009 3% 0.008 5**
( -6.38) (2.04)
TA/CV/Yr. D Yes Yes Yes Yes
R 0.005 6 0.003 0.015 8 0.024 1
N 4014 3845 7 859 7 859
‘ ok 1% 5% 10%
( )
4 ( ) ;
( ) () ;
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Appendix Table 1 Survey on trading by all types of investors
Size( ) () ()
< 10 3 146 22 223.05
(10 30 20 510 167 114.89
(30 50 43 892 381 876.15
>50 130 309 1 195 593. 84
Size( ) )
< 10 4 868.09 35.15%
(10 30 4708.87 22.56%
(30 50 2 386.36 10.13%
>50 8 110.25 32.15%
Size ( ) (
<10 3 958.88 29.85%
(10 30 4774.47 23.12%
(30 50 2 647.00 10.87%
>50 10 123.47 36.16%

1 Sloan R G. Do stock prices fully reflect information in accruals and cash flows about future earnings?

J . The Accounting

Review 1996 71(3): 289 -315.

2 . J . 2007 (5): 125 -132.
Li Yuanpeng Niu Jianjun. Delisting supervision and accrual phenomenon J . Management World 2007 (5): 125 -132.
(in Chinese)

3 . A J . 2009 (8): 17 -24.
Song Yunling Li Zhiwen. The abnormality in accrual in A-share companies J . Management World 2009 (8): 17 — 24.
(in Chinese)

4 . N J. 2012 (6): 46 -53.
Quan Xiaofeng Wu Shinong. Investor attention accrual mispricing and earnings manipulation J . Accounting Research
2012 (6): 46 —53. (in Chinese)

5 . : J. 2013 (10) : 68 -74.



N — 97 —

10

11

12

13

14

15

16

17

18
19

20

21

22

23

24

25

26

27

Yang Kaiyuan Liu Bin Wang Yutao. The accural anomaly in capital market: Misspecification or mispricing J . Statistical
Research 2013 (10): 68 — 74. (in Chinese)

Hirshleifer D Hou K Teoh H. The accrual anomaly: Risk or mispricing? J . Management Science 2012 58(2): 320
-335.
Peng L Xiong W. Investor attention overconfidence and category learning J . Journal of Financial Economics 2006 80
(3): 563 -602.

Barber BM  Odean T. All that glitters: The effect of attention and news on the buying behavior of individual and institutional
investors J . Review of Financial Studies 2008 21(2): 785 —818.

— J. 2012
(7): 182 -195.
Lei Qianhua Liu Jianhua Gong Wuming. Institutional investors and liquidity cost study based on evidence of stock market
in China J . Journal of Financial Research 2012 (7): 182 —195. ( in Chinese)
— A J. 2014 17

(3): 70 -87.

Liu Weigi Liu Xinxin. Individual /institutional investor sentiment and stock returns: Study based on Shanghai A-share
market J . Journal of Management Sciences in China 2014 17(3): 70 —87. ( in Chinese)

. J. 2015 18(3): 90 -102.

Pan Ningning Zhu Hongquan. Impact of fund ownership and trading on stock return synchronicity J . Journal of Manage—
ment Sciences in China 2015 18(3): 90 —102. ( in Chinese)

Battalio R H Lerman A Livnat J et al. Who if anyone reacts to accruals information? J . Journal of Accounting and
Economics 2012 53(1-2): 205 -224.

Hirshleifer D Lim S Teoh S. Limited investor attention and stock market misreactions to accounting information J . Re—
view of Asset Pricing Studies 2011 1(1): 35-73.

. ? ). 2009 (9): 147 -157.

Yu Peikun Li Zhiwen Wang Yutao. Are institutional investors’ returns lower than individual investors’ returns? [ .
Journal of Financial Research 2009 (9): 147 —157. ( in Chinese)

Collins D W Gong G Hribar P. Investor sophistication and the mispricing of accruals J . Review of Accounting Studies
2003 8(2-3): 251 -276.

Lev B Nissim D. The persistence of the accruals anomaly J . Contemporary Accounting Research 2006 23(1): 193 -
226.

Ali A Chen X Yao T. Do mutual funds profit from the accruals anomaly? J . Journal of Accounting Research 2008 46
(1): 1-26.

Kahneman D. Attention and Effort M . Englewood Cliffs: Prentice-Hall 1973.

Frazzini A Lamont O. The Earnings Announcement Premium and Trading Volume R . Working Paper Chicago : Univer—
sity of Chicago 2006.

J. 2014 (11): 82 -96.

Wang Lei Kong Dongmin. Earning information individual investor attention and stock price J . Journal of Finance and
Economics 2014 (11): 82 — 96. (in Chinese)

Collins D W Hribar P. Earnings-based and accrual-based market anomalies: One effect or two? J . Journal of Account—
ing and Economics 2000 29(1): 101 -123.
. — A J.

2012 (5): 59 -66.
Rao Yulei Wang Jianxin Ding Yan. The impact of limited investor attention on accrual mispricing: Evidence from Chinese
A-share stock market J . Accounting Research 2012 (5): 59 —-66. ( in Chinese)

Mishkin F. A Rational Expectations Approach to Macroeconometrics: Testing Policy Effectiveness and Efficient Markets
Models M . Chicago IL: University of Chicago Press for the National Bureau of Economic Research 1983.
Jiang H. Institutional investors intangible information and the book-to-market effect J . Journal of Financial Economics
2010 96( 1) : 98 - 126.
Dasgupta A Prat A Verardo M. Institutional trade persistence and long-term equity returns J . Journal of Finance
2011 66(2): 635 -653.
Brown N C Wei KD Wermers R. Analyst recommendations mutual fund herding and overreaction in stock prices J .
Management Science 2014 60(1): 1-20.

N J. 2015 18(3): 1 -15.



— 98 — 2017 3

Kong Dongmin Kong Gaowen Liu Shasha. Institutional investors liquidity and information efficiency J . Journal of Man—
agement Sciences in China 2015 18(3): 1-15. (in Chinese)

28 . J. 2005 (2): 72 -80.
Xu Longbing. Institutional investors trading behavior on china stock markets through multisecurities accounts J . Eco—
nomic Research Journal 2005 (2): 72 —80. (in Chinese)

29 . J. 2012 (4): 18 -26.
Xu Haofeng Zhu Song. Does the trade from institutional investors induce stock bubble J . Chinese Journal of Management
Science 2012 (4): 18 —26. ( in Chinese)

30 Wang M Qiu C Kong D. Corporate social responsibility investor behaviors and stock market returns: Evidence from a
natural experiment in China J . Journal of Business Ethics 2011 101(1): 127 - 141.

31 Lee C Ready M. Inferring trade direction from intraday data J . Journal of Finance 1991 46(2): 733 -746.

32 Battalio R H Mendenhall R R. Earnings expectations investor trade size and anomalous returns around earnings an—
nouncements J . Journal of Financial Economics 2005 77(2): 289 -319.

33 Karlsson N Loewenstein G Seppi D. The ostrich effect: Selective attention to information about investments J . Journal
of Risk and Uncertainty 2009 38(2): 95 -115.

34 Hirshleifer D Lim S Teoh S. Driven to distraction: Extraneous events and underreaction to earnings news J . Journal of
Finance 2009 64(5): 2289 —2325.

35 Pagan A Sossounov K. A simple frame work for analyzing bull and bear markets J . Journal of Applied Econometrics
2003 18(1): 23 -46.

36 RN ] 2006 (4): 35-40.
He Xinggiang Zhou Kaiguo. Bull marker bear market and periodic coordination in stock market J . Management World
2006 (4): 35-40. (in Chinese)

37 Amihud Y. Illiquidity and stock returns: Cross section and time series effects J . Journal of Financial Markets 2002 5

(1): 31-56.
38 DellaVigna S Pollet ] M. Investor inattention and friday earnings announcements J . Journal of Finance 2009 64(2):
709 —-749.

39 Fama E F French K R. Common risk factors in the returns on stocks and bonds J . Journal of Financial Economics

1993 33(1): 3 -56.

Accrual information institutional investor reaction and stock mispricing

WANG Lei' KONG Dong-min’

1. School of Finance Shanghai University of International Business and Economics Shanghai 201620 China;
2. School of Finance Zhongnan University of Economics and Law Wuhan 430073 China

Abstract: Using order imbalances as a measure of investor trading behavior based on intraday transaction da—
ta this paper empirically investigates institutional investors’ immediate reaction to accrual information and its
impact on stock prices. The results show institutional investors trade in an accrual-eontrarian fashion: they buy
low-accrual firms and sell high-accrual firms only when the previously-announced earnings signal is positive.

When accrual-contrarian trading exhibited by institutions is intense the accrual predicts negative short-term
stock returns but positive long-erm returns. In other words the stock price experiences a long-term reversal
after the earnings announcement. Further investigation suggests the positive predictability of accrual on stock
price in the long run cannot be fully explained by risk-based asset pricing models. These results indicate insti—
tutional investor’ s reaction to accrual information generates a mispricing of accruals induced by market overre—
action.

Key words: accruals; institutional investor; mispricing



