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Abstract

Previous literature suggests that the regulations of financial statements should
emphasize on full disclosure principle more than selection of specific accounting
standards. However, in reality firms are required to prepare their financial
statements according to specific accounting principles in the certain stock markets.
The objective of this research is to analyze the relevance between market value and
accounting earnings based on different accounting standards. We compare the
relations between returns and earnings based on IAS with those between returns and
earnings based on the Chinese GAAP. In addition, we also construct a new model
with factors of institutional holdings to study the effect of information asymmetry
on earnings response.

The results show that the Chinese B-share market reacts to the information of
earnings based on IAS, while the Chinese A-share market does not react to the
information of earnings based on either Chinese GAAP or IAS. The findings imply
that earnings based on IAS are more relevant to the B-share stock returns. However,
our findings do not support the hypothesis that earnings response is related to
institutional holdings in the new model.
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