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Earnings-Returns Association in an Emerging Market:  An Empirical Analysis of Abu Dhabi Securities Market
Abstract: In this study, we examine the association between accounting earnings and returns of common stocks, in the Abu Dhabi Securities market (ADSM). Using daily common stock returns from 2000-2006, and based on models developed by Easton and Harris (1991), earnings-returns association is compared among different industries and years. We find that there is significant positive relationship between earnings and returns and that this relationship has varied over time and by industry sector. We show evidence that as market becomes more established (2000-2003), the earnings-returns association strengthens. We also find that this relationship is stronger in the healthcare and energy sectors. The results documented herein provide that accounting information is value relevant in some industries and in specific years.  

Earnings-Returns Association in an Emerging Market:  An Empirical Analysis of Abu Dhabi Securities Market
I. Introduction

The purpose of this study is to examine earnings-returns association in Abu Dhabi Securities Market (ADSM). ADSM is one of three markets in the UAE. 
 These markets are highly regulated and influenced by cultural, political and economic factors. In this study, we examine whether the level of earnings divided by price at the beginning of the stock return period is relevant for earnings-returns association.  An extensive body of literature provides that a firm’s earnings number represents an accounting measure of the change in the value of the firm to the common equity shareholders during a period (apart from other transactions such as dividends payments). In addition, the firm’s stock return, which equals the change in the firm’s market value over a period of time (adjusted for dividends) represents the capital market’s measure of the firm’s bottom line performance over a period of time (Nichols and Wahlen, 2004). The theoretical link between earnings and share prices used in current literature are developed by Beaver (1998) and are extensively tested in other settings. These links are: 

1. current period earnings provides information to predict future periods’ earnings, which

2. provide information to develop expectations about dividends in future periods, which

3. provide information to determine share value, which represents the present value of expected future dividends. 

We provide empirical evidence on the relationship between earnings and returns using data from the companies traded on the ADSM from 2001-2006. We use two variants of earnings in order to test the earnings-returns association. Following Easton and Harris (1991), the book value (owner’s equity) and market value are both “stock” variables indicating the wealth of the firm’s equity holders. The related “flow” variables are earnings divided by price at the beginning of the period and markets returns. Therefore, earnings divided by the beginning of period price should be associated with stock returns.  Moreover, the difference between the book value and stock price could be a function of earnings. 
 Thus, we also examine the relevant of earnings change variable for explaining stock returns. In particular, we regress earnings variables (level and change) on cumulative returns over the past 12-month period until the last trading day of each year. We find that although there is significant positive relationship between earnings level and returns for firms traded on the ADSM, the coefficient of the change in earnings variable is not significant. We also find that this relationship varies from year to year and from industry segment to another.  Taken together, investors use the contemporaneous earnings information but not change variable.   

Historically, limited international investors had interest in pursuing investing opportunities in the UAE due to imposed restrictions on foreign stock ownership, the lack of common accounting standards and corporate transparency, or simply due to economic and political uncertainties.  The results of this study are relevant to potential international investors who can make investment decisions using accounting information.  In particular, studying the earnings-return association in the UAE financial markets is important for at least two reasons. First, accounting and finance researchers establish earnings-return association in other international settings; e.g. U.S., U.K., China and others. It is interesting to examine whether accounting information has an impact on stock prices and returns in this emerging highly regulated setting and given the underlying social, political and economical differences in the UAE market compared to other markets. Second, because this is an emerging market, there is very limited information about the market and investors do not have access to other sources of data about the traded companies on the ADSM. Therefore we expect that accounting information is value relevant as published financial statements are the main source of information about a traded company. 

In this study, we hand-collect data for 58 companies traded companies during the period 2000-2006. We note that there were significant increases in the volume of shares traded and the share prices of traded companies on the exchange from the period 2000-2004. However, towards the end of 2005 and through the first few months of 2006 the bubble has burst and share values dropped by over 30% on ADSM.  The study provides evidence that there is significant relationship between earnings and returns in ADSM and that this relationship is positive and significant in 2001, 2003 and 2006 and in particular industries; consumer, healthcare, real estate, telecommunication and construction segments.

Section II provides brief background information on the UAE financial market. Section III describes the relationship between earnings and returns, model development and sample collection procedures. In section IV, we present our results and section V presents concluding remarks. 

II. Background on the UAE financial market
 On January 29, 2000, a federal decree was issued to set up a public independent agency called the Emirates Securities and Commodities Authority (ESCA). ESCA is a legal entity, with financial and administrative independence to control and exercise powers necessary to discharge its duties as stock market regulator. The objective of the ESCA is to regulate and monitor the licensing of securities in the market and determine the conditions that should be met when companies go public. In addition, The ESCA ensures smooth and prompt liquidation of the funds, ensures the interaction of the demand and supply elements to reach equilibrium prices of these securities, protects investors, and encourages fair disclosures practices and transparency with the ultimate goal of promoting efficiency in conducting trading and protecting different categories of investors from unfair and incorrect practices. 
  The ESCA reports to the Ministry of Economy and Commerce.  

ADSM was established on 15 November 2000 to trade shares of UAE local companies. The market cap of ADSM is $380 billion (as of August 2007).  DFM trades shares of other public UAE companies but investors can also trade shares on ADSM and DFM. The ADSM has more companies listed than DFM but trading volume is usually smaller. Using the combined market capitalization, both the ADSM and AFM represent the second largest stock market in the Persian Gulf region. 

III. Theoretical background, Model Development and Data Selection

Theoretical Background

Studying earnings-returns association in an emerging market that is attracting large amount of equity is beneficial to existing investors as well as potential local and international investors. The authors have talked with some existing investors in order to obtain information on the factors that drive their investment decisions. Although accounting information and financial disclosure seem to be important, many investors just follow “the herd”. Given the complexity of accounting and financial reporting standards, and the cultural, political and economics environment, it is difficult to predict the effect of accounting information on the stock prices (and therefore stock returns). The study aims at examining the earnings-returns association as a way of examining the relevance of accounting information.   
Model Development

There are two basic types of valuation models in the value relevance of accounting information literature. The annual return model describes the relationship between stock returns and accounting earnings (e.g. Ball and Brown, 1968; Easton and Harris, 1991). The other model is price based valuation model (e.g. Landsman, 1986; Ohlson, 1995; Barth et. al, 1998; Burgstahler and Dichev, 1997) that describes the relationship between earnings and price. In this study we examine earnings-return association as it measures value relevance of accounting earnings and therefore the impact of new information arriving in a period.  In our additional analysis, we examine price-earnings relationship and use modified Ohlson (1995) model as applied in emerging markets (Liu and Liu, 2007). 

Easton and Harris (1991) examine whether the level of earnings scaled by price at the beginning of the stock period is relevant for evaluating earnings- return association.  Collins and Kothari (1989); and Beaver, Lambert and Morse (1980) suggest the use of relation between returns and earnings change, or between abnormal return and unexpected earnings. 
Two main models are developed and tested in Easton and Harris (1991): 
 Model (1) is based on Ball and Brown (1968) who show a positive association between market returns and accounting income. Therefore, 

      
Returnsit = (0 + (1 Earnsit + (
 



(1)

Model (2) is based on the argument that stock price is a function of both book value and earnings. Ohlson (1989) suggests that price is weighted function of book value and earnings; otherwise a model of returns/price including only book value or including only earnings is misspecified. However, assuming that the clean surplus relation (
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, where BV is book value of equity and D is dividends) holds, and using the MM (1961) proposition of dividend irrelevancy, Model 2 is as follow: 

Returnsit = (0 + (1 Earnsit + (2 ΔEarnsit  + ( 


(2)

Moreover, we also test for the stand-alone effect of change in earnings on returns using the following model:

Returnsit = (0 + (1  ΔEarnsit + (



(3)

Where,

Returnsit = [Price of firm i in day t – Price of firm i in day t-1 ] / Price of firm i in day t-1. Returnsit are accumulated during the 12-month period covering trading days, preceding December 31 of each year.
  

Earnsit = Earnings per share for firm i in day t / Price of firm i in day t-1

ΔEarnsit = [Earnings per share for firm i in day t – Earnings per share for firm i in day t-1] / Price of firm i in day t-1

(, (  and ( = error terms. 
We estimated the OLS models using White corrected hetroscadasticity covariance matrix.
Sample Selection

Financial accounting data for this study are hand-collected from annual reports of  58 firms trading on ADFM. Data is collected for all years available. Daily market data are collected using publicly available data sources.  Firms that are trading on the ADFM use International Financial Reporting Standards (IFRS) as the primary generally accepted accounting principles. All raw data in the AED currency and conversion is done using the exchange rate prevailing as of December 31 of each year. All the firms have December 31 fiscal year-end. The 58 firms represents nine (9) different industries; construction, consumer, energy, health care, industrial, real estate, telecommunication, banking and insurance. We exclude debt instruments that are traded because these instruments do not represent firms and therefore do not have financial accounting data. The number of useable observations is 30,016 daily-firm observations. Table 1 provides sample distribution by industry segment and year. 

-- Insert Table 1 about here --

IV. Results 

 Table 2 panel A provides descriptive statistics of variables used in the study. On average, the firms included in the sample are profitable, scaled earnings is 0.42 and average cumulative returns is 0.30. Scaled earnings and returns vary by industry and over time. In particular, on average, returns has increased from 2000 -2005 from -0.059 to1.24 but dropped significantly in 2006, -0.41, the lowest since the inception of the market. On the other hand, scaled earnings increased significantly from 2000-2002, but declined steadily during 3003-2005, and significantly increased in 2006. This provides some evidence of potentially limited association between earnings and returns during the period. Moreover, there are significant differences between industries. In particular, on average, energy, real estate, industrial, telecommunication and construction segments have negative cumulative returns over the period. On the other hand, scaled earnings are positive and collectively higher, on average, in energy, real estate, industrial, telecommunication and construction segments, than consumers, insurance and banking segment, which the latter have positive cumulative returns. taken together, may indicate that there is limited association between earnings and returns in ADSM which can be explained by lack of market transparencies or lack of investors’ knowledge of the firms financial information.  
Panel B of Table 2 provides the Pearson’s and Spearman’s correlation coefficients for variables of interest. There is a negative association scaled earnings and cumulative returns and also between scaled earnings and cumulative returns.
 This confirms the above descriptive statistics of firms, which have positive cumulative returns also, have lower earnings. This provides preliminary indication of earnings-returns association.  In addition, there is significant positive relationship 
-- Insert Table 2 about here --

Table 3 provides results of OLS regressions for the pooled sample and by year.  We estimate models 1-3 using the pooled sample of 30,016 firm-daily observations. Model 1 shows that the coefficient of Earnsit is positive and significant indicating that at high level of earnings, stock returns are high and vice versa. Model 2 shows that the coefficient of ΔEarnsit  is positive and significant. Model 3 shows the positive significant coefficient on Earnsit persists and the coefficient on ΔEarnsit is positive but insignificant.  The adjusted R-square for the pooled regression based on the levels model (3) is 3.3% compared to adjusted R-square of 3.4% from the equivalent regression for the changes model (1). The overall results of models 1-3 for the pooled sample show that increase in earnings is associated with an increased in cumulative returns. The change in earnings variable also indicates that investors include the effect of new information in stock valuations. Low adjusted R-square is consistent with prior studies using U.S. financial data (e.g. Easton and Harris, 1991).

Table 3 also shows the results of OLS estimation for years 2000-2006. There is a negative insignificant association between earnings and returns in 2000 that can be explained due to small sample size. We are not able to estimate models 2 and 3 due to small sample size. In 2001, coefficient on earnings level variable in model 1 is positive and significant, with adjusted R-square of 2.3%. Surprisingly, the coefficient of earnings change variable is negative and significant indicating that at high level of earnings changes, a low cumulative returns is observed, and vice versa. The adjusted R-square for this model is 2.2%. The results of model 2 show that the coefficient of earnings level is positive and significant, and the coefficient of earnings change is negative and significant. This result indicates that in 2001, accounting earnings (scaled by price t-1) has positive effect on returns, but earnings changes had negative effect on returns.  In 2002, the coefficient of earnings variable in model 1 is negative and significant. The negative significant coefficients persist for both earnings coefficients in models 2 and 3. The adjusted R-square for these models is approximately 0.7%.      


Estimation results of year 2003 show that there is positive marginally significant association between earnings level variable and returns in model 1. The earnings change variable is negative and significant, however, in both models 2 and 3. The adjusted R-square for these models is approximately 5.1%.  OLS estimation results for 2004 shows no significant association between earnings variables (both level and change) and cumulative returns. Adjusted R-square for these models is about 0.05%. In 2005, earnings level variable is negative and significant and earnings change variable is positive and significant. Over 2005, investors may have lost confidence in the market and even when firms reported positive earnings, negative reaction had resulted. Moreover, during 2006, when market has started to go down, there is positive association between earnings variables and returns. The results documented above show that the earnings-return association in the ADSM has changed over years.  The negative significant relationship between earnings variables and returns may indicate lack of market transparency and investors’ lack of use of accounting information. The positive significant relationship, on the other hand, and is consistent with evidence documented in other emerging markets and in U.S. market.
-- Insert Table 3 about here --
Table 4 shows the results of OLS estimation of models 1-3 by industry. In the construction segment, we find positive marginally significant (p-value = 0.10)  relationship between earnings level variable and cumulative returns, suggesting that increase in earnings level variables is associated with increase in cumulative returns. The adjusted R-square for this segment is approximately 1.7%. In the consumer, and healthcare segments, earnings level variable is significantly and positively related to cumulative returns but earnings change variable is insignificant.  The adjusted R-square for the healthcare segment is about 18.6% and is highest among the different segments. In the energy segment, there is significantly negative association between earnings level variable and returns and between earnings change variable and returns. The adjusted R-square is about 16.5% in this model. Energy segment is perceived as highly profitable, even when the firms generate low earnings over time.  This segment is also highly concentrated as it includes three firms only.  In the real estate segment, there is significant positive association between earnings level and returns indicating that at high level of earnings, there is high returns, and vice versa. In addition, there is a positive association between earnings change variable and   cumulative returns suggesting that investors incorporate new information into stock prices. The adjusted R-square for this segment is 6.7%. Real estate segment have significantly flourished over years as investing in real estate is common.  

In the insurance industry, there is negative significant relationship between earnings level and returns suggesting that at high level of earnings, cumulative returns go down, and vice versa. On the hand, the coefficient of earnings change variable is positive and significant indicating that at high level of earnings changes, cumulative returns are high, and vice versa. The adjusted R-square is approximately 0.02%.   In the banking and industrial segments, there is insignificant association between earnings level variable and cumulative returns and between earnings change variable and cumulative returns. The banking industry has been well established long before the ADSM has been organized. The banking industry has traded over the counter for about 3-5 years before the market has been established. The insignificant of earnings level variable may indicate investors obtain information from other sources, but only incorporating new information, as reflected in the earnings change variable. However, the adjusted R-square for the banking segment is lower than adjusted R-squares in all other market segments. 

-- Insert Table 4 about here --
These results suggest that the current period earnings level Earnsit variable is positively and significantly associated with stock returns but only in particular industry segments and in particular years. The positive significant relationship holds during r years; 2001, 2003 and 2006, and in particular industry segments; consumer, healthcare, real estate, telecommunication and construction.  The results also provide earnings change ΔEarnsit variable is associated with returns and that this association varies in different industries and years. In addition, the adjusted R-square that represents the variation of cumulative returns that are explained by earnings variables (either earnings level, earnings change, or both) has changed over time and is different across different industry segments. The adjusted R-square also earnings variables explain larger percentage of variability in cumulative returns in recent years and in the energy and healthcare industry segments. 

V. Conclusions

The objective of this study is to examine the earnings-return association in the ADSM. Thus, the study provides preliminary results on the value relevance of accounting information. Although this research question has been extensively examined in other settings, i.e. U.S., UK, and other emerging market, the GCC countries have become increasingly attractive to international investor. These international investors require information about firms. We argue that accounting information such as earnings and book value are used to make these investment decisions. Therefore, the study provides whether accounting earnings (both level and change) is associated with stock returns. The study finds documents preliminary evidence on this association and shows that this association has varied since the market inception in 2000. Moreover, we document evidence on the earnings-return association in industry segments that make up the market. Future studies should be guided toward comparing ADSM and other GCC countries markets as well as other Asian and Latin American emerging market. Additional analysis is also underway to incorporate book value of equity, size of firm and riskiness of industry.
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Table 1

Sample Distribution

	Industry Sector/ Year
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	Pooled Industry

	Construction (8 firms)
	
	
	
	43
	681
	1631
	1746
	4101*

	Consumer (7 firms)
	5
	196
	212
	260
	425
	950
	1289
	3337

	Energy (3 firms)
	
	
	
	
	
	146
	846
	992

	Healthcare (2 firms)
	
	
	
	
	260
	292
	6
	558

	Industrial (4 firms)
	
	72
	71
	359
	593
	1113
	1034
	3242

	Real Estate (3 firms)
	
	
	
	
	
	281
	844
	1125

	Telecommunications (4 firms)
	
	172
	397
	451
	477
	727
	2224

	Insurance (12 firms)
	
	76
	270
	334
	832
	1251
	1051
	3815

	Banking (15 firms)
	19
	527
	794
	1242
	1920
	3121
	2999
	10622

	Pooled Year
	25
	871
	1519
	2635
	5162
	9262
	10542
	30016


Table 2

Descriptive Statistics

Panel A: Descriptive

	
	
	Mean
	Std.Dev.
	Minimum
	Maximum
	N*

	Overall
	Returnsit
	0.30129
	5.68043
	-1.39178
	107.58400
	30016

	
	Earnsit
	0.42156
	1.59939
	-0.28372
	14.11430
	

	
	ΔEarnsit
	-0.00018
	0.09470
	-7.94345
	5.74486
	

	
	Earnsit-1
	0.42174
	1.59886
	-0.28372
	14.11430
	

	
	
	
	
	
	
	

	Construction
	Returnsit
	-0.02474
	0.60995
	-1.22642
	1.84931
	4101

	
	Earnsit
	0.45632
	2.02319
	-0.02229
	14.11429
	

	
	ΔEarnsit
	0.00027
	0.01462
	-0.14212
	0.86148
	

	
	Earnsit-1
	0.45605
	2.02222
	-0.02229
	14.11429
	

	
	
	
	
	
	
	

	Consumer
	Returnsit
	0.00909
	0.44175
	-1.12423
	1.53132
	3337

	
	Earnsit
	0.83264
	2.23762
	-0.16066
	10.45455
	

	
	ΔEarnsit
	-0.00073
	0.13773
	-6.66176
	3.50531
	

	
	Earnsit-1
	0.83337
	2.23712
	-0.16066
	10.45455
	

	
	
	
	
	
	
	

	Energy
	Returnsit
	-0.42392
	0.25915
	-1.00644
	0.29735
	992

	
	Earnsit
	0.04629
	0.02296
	0.01901
	0.15704
	

	
	ΔEarnsit
	-0.00012
	0.00359
	-0.11197
	0.00667
	

	
	Earnsit-1
	0.04641
	0.02309
	0.01901
	0.15704
	

	
	
	
	
	
	
	

	Healthcare
	Returnsit
	0.00963
	0.11338
	-0.45465
	0.36624
	558

	
	Earnsit
	0.06316
	0.01999
	0.03441
	0.09615
	

	
	ΔEarnsit
	0.00004
	0.00154
	-0.01375
	0.03359
	

	
	Earnsit-1
	0.06313
	0.01998
	0.03441
	0.09615
	

	
	
	
	
	
	
	

	Industrial
	Returnsit
	-0.15609
	0.45376
	-1.06667
	2.58258
	3242

	
	Earnsit
	0.91862
	2.37015
	-0.28372
	11.84466
	

	
	ΔEarnsit
	0.00302
	0.17169
	-4.75309
	5.74486
	

	
	Earnsit-1
	0.91560
	2.36641
	-0.28372
	11.84466
	

	
	
	
	
	
	
	

	Real Estate
	Returnsit
	-0.29205
	0.37663
	-1.01038
	0.55289
	1125

	
	Earnsit
	0.09639
	0.03813
	0.02827
	0.20282
	

	
	ΔEarnsit
	0.00003
	0.00155
	-0.02538
	0.03339
	

	
	Earnsit-1
	0.09636
	0.03819
	0.02827
	0.20282
	

	
	
	
	
	
	
	

	Telecommunication
	Returnsit
	-0.00279
	0.40299
	-1.39178
	0.77071
	2224

	
	Earnsit
	0.24450
	0.28283
	0.00726
	0.85106
	

	
	ΔEarnsit
	-0.00010
	0.00932
	-0.42044
	0.11525
	

	
	Earnsit-1
	0.24461
	0.28274
	0.00726
	0.85106
	

	
	
	
	
	
	
	

	Insurance
	Returnsit
	2.41673
	15.66029
	-1.12638
	107.58376
	3815

	
	Earnsit
	0.62475
	1.76679
	-0.19726
	8.18750
	

	
	ΔEarnsit
	-0.00161
	0.10361
	-6.04667
	1.48148
	

	
	Earnsit-1
	0.62636
	1.76758
	-0.19726
	8.18750
	

	
	
	
	
	
	
	

	Panel A (Cont.)
	
	Mean
	Std.Dev.
	Minimum
	Maximum
	N *

	Banking
	Returnsit
	0.10833
	0.95395
	-1.34079
	10.07685
	10622

	
	Earnsit
	0.17968
	0.99205
	-0.02631
	13.73191
	

	
	ΔEarnsit
	-0.00071
	0.08017
	-7.94345
	2.00800
	

	
	Earnsit-1
	0.18039
	0.99343
	-0.02706
	13.73191
	

	
	
	
	
	
	
	

	Year 2000
	Returnsit
	-0.05850
	0.03382
	-0.13572
	0.01631
	25

	
	Earnsit
	1.67812
	3.22114
	0.06008
	8.59729
	

	
	ΔEarnsit
	0.00000
	0.00000
	0.00000
	0.00000
	

	
	Earnsit-1
	1.67812
	3.22114
	0.06008
	8.59729
	

	
	
	
	
	
	
	

	Year 2001
	Returnsit
	0.03318
	0.15031
	-0.37433
	0.38748
	871

	
	Earnsit
	2.11094
	3.91037
	0.00369
	13.73191
	

	
	ΔEarnsit
	0.00442
	0.09121
	-0.01855
	2.00800
	

	
	Earnsit-1
	2.10653
	3.90073
	0.00369
	13.73191
	

	
	
	
	
	
	
	

	Year 2002
	Returnsit
	0.03971
	0.12354
	-0.25664
	0.53042
	1519

	
	Earnsit
	1.40555
	2.59588
	-0.02631
	10.19608
	

	
	ΔEarnsit
	-0.00257
	0.22766
	-7.94345
	3.71481
	

	
	Earnsit-1
	1.40813
	2.59864
	-0.02631
	10.19608
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Year 2003
	Returnsit
	0.12397
	0.17774
	-0.26708
	1.10801
	2635

	
	Earnsit
	0.85285
	1.96996
	-0.28372
	8.30325
	

	
	ΔEarnsit
	-0.00157
	0.10001
	-4.75309
	1.48148
	

	
	Earnsit-1
	0.85442
	1.97258
	-0.28372
	8.78378
	

	
	
	
	
	
	
	

	Year 2004
	Returnsit
	0.27785
	0.37049
	-0.19783
	2.58258
	5162

	
	Earnsit
	0.21159
	0.44506
	0.00794
	7.35802
	

	
	ΔEarnsit
	-0.00066
	0.15800
	-6.66176
	5.74486
	

	
	Earnsit-1
	0.21225
	0.44828
	-0.16689
	7.23887
	

	
	
	
	
	
	
	

	Year 2005
	Returnsit
	1.23957
	10.14258
	-1.06667
	107.58376
	9262

	
	Earnsit
	0.11781
	0.49122
	0.00350
	9.43182
	

	
	ΔEarnsit
	-0.00022
	0.01650
	-0.92707
	0.40056
	

	
	Earnsit-1
	0.11803
	0.49137
	0.00350
	9.43182
	

	
	
	
	
	
	
	

	Year 2006
	Returnsit
	-0.40657
	0.34862
	-1.39178
	0.89099
	10542

	
	Earnsit
	0.39908
	1.79454
	-0.19726
	14.11429
	

	
	ΔEarnsit
	0.00039
	0.04920
	-0.26769
	4.95519
	

	
	Earnsit-1
	0.39869
	1.79333
	-0.19726
	14.11429
	


Returnsit = [Price of firm i in day t – Price of firm i in day t-1 ] / Price of firm i in day t-1. Returnsit are accumulated during the 12-month period covering trading days, preceding December 31 of each year. Earnsit = Earnings per share for firm i in day t / Price of firm i in day t-1. ΔEarnsit = [Earnings per share for firm i in day t – Earnings per share for firm i in day t-1] / Price of firm i in day t-1

*N is pooled sample size based on non-missing values. 

Panel B: Correlation Matrix *  

	
	Returnsit
	Earnsit
	ΔEarnsit
	Earnsit-1

	Returnsit
	1
	-0.011811**
	-0.000049
	-0.011817**

	Earnsit
	-0.0505059***
	1
	0.035149***
	0.998247***

	ΔEarnsit
	-0.000787
	0.029753***
	1
	-0.024068**

	Earnsit-1
	-0.050510***
	0.997168***
	-0.024347***
	1


* Pearson’s correlation coefficients are presented in the upper triangle and Spearman’s correlation coefficients are presented in the lower triangle, based on pooled sample (N=30016). 

Returnsit = [Price of firm i in day t – Price of firm i in day t-1 ] / Price of firm i in day t-1. Returnsit are accumulated during the 12 month period covering trading days, preceding December 31 of each year. Earnsit = Earnings per share for firm i in day t / Price of firm i in day t-1. ΔEarnsit = [Earnings per share for firm i in day t – Earnings per share for firm i in day t-1] / Price of firm i in day t-1. 

*** and ** indicates significant correlation coefficients at 0.01 and 0.05  levels, respectively. N is 30016.  
Table 3

OLS Regression Analysis using Total Sample and by Year

	 
	Returnsit = (0 + (1 Earnsit + (
	Returnsit = (0 + (1  ΔEarnsit + (
	Returnsit = (0 + (1 Earnsit + (2 ΔEarnsit  + (

	 
	(0
	(1
	R2
	N
	(0
	(1  
	R2
	N
	(0
	(1
	(2
	R2
	N

	Overall
	0.285843
	0.036112
	0.03402
	30019
	0.301296
	0.036013
	0.03391
	33016
	0.286982
	0.0339398
	0.0021735
	0.03399
	30016

	
	8.69587***
	5.75554***
	 
	 
	9.18956
	5.64559***
	 
	 
	8.71066
	5.45778***
	0.0011205
	 
	 

	Year 2000
	-0.050991
	-0.004477
	0.000146
	25
	-
	-
	-
	-!
	-
	-
	-
	-
	-!

	
	-10.1534***
	-1.61458
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Year 2001
	-0.005543
	0.0183416
	0.02268
	871
	0.0333148
	-0.031527
	0.022
	871
	-0.005712
	0.0186843
	-0.125394
	0.023163
	871

	
	-1.12022
	14.4451***
	 
	 
	6.53139***
	-2.49815***
	 
	 
	-1.15489
	14.6978***
	-6.63038***
	 
	 

	Year 2002
	0.0456192
	-0.00420344
	0.00715
	1519
	0.0397011
	-0.003879
	0.00061
	1519
	0.0456039
	-0.004197
	-0.002361
	0.00651
	1519

	
	11.4832***
	-6.22471***
	 
	 
	12.5261***
	-0.448527
	 
	 
	11.4718***
	-6.21467***
	-0.314545
	 
	 

	Year 2003
	0.0768728
	0.0549213
	0.05205
	2781
	0.124057
	-0.0549732
	0.05205
	2781
	0.133936
	0.011563
	-0.0665457
	0.05171
	2781

	
	4.60881***
	2.91886**
	 
	 
	3.8279***
	-2.9189**
	 
	 
	3.8247***
	5.7956***
	-3.53688***
	 
	 

	Year 2004
	0.273312
	0.0212867
	0.00046
	5163
	0.277853
	53.8857
	0.00019
	5162
	0.27327
	0.0216335
	-0.00581
	0.00027
	5162

	
	51.0487***
	1.50099
	 
	 
	53.8857***
	0.165809
	 
	 
	50.9691***
	1.51013
	-0.200118
	 
	 

	Year 2005
	1.27519
	-0.303481
	0.00011
	9263
	1.2398
	1.05562
	0.00011
	9262
	1.27561
	-0.303817
	1.12208
	0.00011
	9262

	
	11.6381***
	-2.59531***
	 
	 
	11.7625***
	2.24608**
	 
	 
	11.6381***
	-2.59766***
	2.53681***
	 
	 

	Year 2006
	1.23555958
	0.03223
	0.01463
	10543
	0.406595
	0.0680838
	0.00005
	10542
	0.415977
	0.0235395
	0.0351042
	0.01457
	10542

	
	11.727***
	3.293***
	 
	 
	11.75***
	3.20982***
	 
	 
	11.888***
	4.0045***
	1.51158
	 
	 


Returnsit = [Price of firm i in day t – Price of firm i in day t-1 ] / Price of firm i in day t-1. Returnsit are accumulated during the 12-month period covering trading days, preceding December 31 of each year. Earnsit = Earnings per share for firm i in day t / Price of firm i in day t-1. ΔEarnsit = [Earnings per share for firm i in day t – Earnings per share for firm i in day t-1] / Price of firm i in day t-1.

***, **, * indicates significance at 0.01, 0.05 and 0.10 significance levels, respectively. 

! Due to small sample size (N=25) and lack of variation in variables, these models are not estimated. 

Table 4 

OLS Regression Analysis by Industry
	 
	Returnsit = (0 + (1 Earnsit + (
	Returnsit = (0 + (1  ΔEarnsit + (
	Returnsit = (0 + (1 Earnsit + (2 ΔEarnsit  + (

	 
	(0
	(1
	R2
	N
	(0
	(1  
	R2
	N
	(0
	(1
	(2
	R2
	N

	Construction
	-0.033543
	0.0192712
	0.01759
	4101
	-0.024744
	0.019025
	0.01734
	4101
	-0.033524
	0.0192516
	1.962E-05
	0.01736
	4101

	
	-3.07824***
	1.67429*
	 
	 
	-2.59825**
	1.67392*
	 
	 
	-3.08471***
	1.68611*
	0.150046
	 
	 

	Consumer 
	-0.005403
	0.0174086
	0.00748
	3337
	0.0090905
	-0.002826
	0.0003
	3337
	-0.005434
	0.0174352
	-0.01257
	0.0072
	3337

	
	-0.645594
	11.2567***
	 
	 
	1.18889
	-0.639239
	 
	 
	-0.649182
	11.2637***
	-1.16474
	 
	 

	Energy
	-0.210606
	-4.60815
	0.16578
	992
	-0.424491
	-4.67562
	0.0032
	992
	-0.212049
	-4.58618
	-3.50137
	0.1673
	992

	
	-6.52782***
	-5.86709***
	 
	 
	-5.6689***
	-8.44586***
	 
	 
	-6.57237***
	-5.84206***
	-7.74148***
	 
	 

	Healthcare
	0.164823
	2.45692
	0.18613
	558
	0.0096859
	-1.45308
	0.00141
	558
	0.164818
	2.45684
	-0.023196
	0.18466
	558

	
	14.9621***
	16.381***
	 
	 
	2.01881
	-1.39455
	 
	 
	14.9527***
	16.3547***
	-0.039424
	 
	 

	Industrial 
	-0.156515
	0.0004631
	0.0003
	3242
	-0.156132
	0.0139546
	0.00028
	3242
	-0.156504
	0.0004058
	0.0136299
	0.00059
	3242

	
	-18.1336***
	0.261548
	 
	 
	-19.5884***
	1.05167
	 
	 
	-18.1322***
	0.228964
	1.02879
	 
	 

	Real Estate 
	-0.356293
	0.666304
	0.06655
	1125
	-0.292074
	0.656637
	0.06655
	1125
	-0.629096
	0.9326949
	10.2272
	0.06655
	1125

	
	-12.3585***
	2.4484***
	 
	 
	-26.0234***
	2.44842***
	 
	 
	-41.8156***
	9.5138***
	3.4235***
	 
	 

	Telecommunication
	-0.029126
	0.107837
	0.00528
	2225
	-0.002795
	-0.0728924
	0.00045
	2224
	-0.029224
	0.108056
	-0.158974
	0.00485
	2224

	
	-2.33642***
	5.7437***
	 
	 
	-0.327078
	-3.8245***
	 
	 
	-2.34106**
	5.7447***
	-4.27472***
	 
	 

	Insurance
	2.68894
	-0.435705
	0.00215
	3815
	2.41731
	0.354713
	0.00026
	3815
	2.69019
	-0.436364
	0.516418
	0.0019
	3815

	
	9.51888***
	-8.55486***
	 
	 
	9.53304***
	2.46225***
	 
	 
	9.51885***
	-8.55631***
	3.98472***
	 
	 

	Banking
	0.108685
	-0.001952
	0.00009
	10622
	0.108341
	0.0094699
	0.00009
	10622
	0.108695
	-0.001971
	0.0100361
	0.00018
	10622

	
	11.4612***
	-1.1315
	 
	 
	11.7046***
	1.44806
	 
	 
	11.4605***
	-1.1396
	1.76351*
	 
	 


Returnsit = [Price of firm i in day t – Price of firm i in day t-1] / Price of firm i in day t-1. Returnsit are accumulated during the 12-month period covering trading days, preceding December 31 of each year. Earnsit = Earnings per share for firm i in day t / Price of firm i in day t-1. ΔEarnsit = [Earnings per share for firm i in day t – Earnings per share for firm i in day t-1] / Price of firm i in day t-1.

***, **, * indicates significance at 0.01, 0.05 and 0.10 significance levels, respectively. 

*Contact author: Fatima Alali, � HYPERLINK "mailto:falali@fullerton.edu" ��falali@fullerton.edu�. 


� The other two markets are: Dubai Financial Market (DFM) and Dubai International Financial Exchange (DIFX).


� For literature on the relationship between earnings and returns, see Lev (1989), Bernard (1989), Beaver (1989), Kothari (2001), Lee (2001) and Scott (2003). 


� The UAE securities market also includes: Dubai Securities Market (DSM) and The Dubai International Financial Exchange (DIFX).  DFM was founded on March 26, 2000. There are 57 companies listed (as of August 2007) on DFM, most of them local UAE companies and a few from other Persian Gulf countries with dual listings. Some of the companies allow foreigners to own their shares. Total market cap is about $360 billion (as of August 2007). DIFX is a stock exchange opened on September 26, 2005. DIFX aims to become the leading stock exchange between Western Europe and East Asia. Firms listed on the DIFX include common shares and Global Depository Shares of ten international member banks – Jefferies, Barclays Capital, Citigroup, Credit Suisse, Deutsche Bank, EFG-Hermes, HSBC, KAS BANK, Morgan Stanley, SHUAA Capital and UBS. For international investors, the DIFX will be the main gateway to access investing and financing opportunities in the Persian Gulf countries. We are currently at the data collection stage for the DSM, but there are limited data available for DIFX. 





� In current version of the study, we do not adjust firm returns for market index returns, as data collection is ongoing.  


� Easton and Harris (1991) also presents results of returns as a function of earnings at t-1 as a proxy for unexpected earnings (� EMBED Equation.DSMT4  ���).Easton and Harris (1991) estimate this model and find that the coefficient of earnings at t-1 variable is only significant in 7 out of 19 yearly regressions and that the r-square in each of the 19 yearly regressions are much lower than earnings level variable annual regressions by several multiples. Additionally, Easton and Harris (1991) test all the three variables being in the model, earnings current, earnings t-1 and change in earnings. Easton and Harris show that earnings, and earnings changes are not substitutes in explaining returns, but both are relevant, unlike the low statistical significant of earnings at t-1 in a multiple regressions of all three earnings variables included. For these reasons, we do not report the model of returns as a function of earnings at t-1. However, when we do run the model, we do not find significant improvement in either coefficients or adjusted R-squares relative to earnings at t models. 


� This procedure is used due to unavailability of historical data on earnings announcement dates. 


� The returns are not adjusted for market due to unavailability of daily stock returns on ADSM index, or the industrial or market capitalization indexes. 


� Following Easton and Harris (1991), we run OLS heteroscadasticity White adjusted models with Earnsit-1 as the independent variable. However we do not find significantly different results compared to the Earnsit reported in the paper. The similar results can be explained by significant positive correlation between Earnsit and Earnsit-1. 
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