GESAESEE S RS ELEEE P

AR ERITBERANBREFROCEEBERBHBREEZFF

How Do Taiwan’s Commercial Banks React to Changes in Macro and
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Firm earnings most typically follow a process
that can be approximated by a “random walk” or
“random walk with a drift”. Thus, the prior
period’s earnings are a good starting point in
considering future earnings potential. The extent
to which we rely on the most recently disclosed
earnings in estimating future earnings streams,
should depend on (1) the

persistence of earnings, (2) the seasonality and

nevertheless,

the cyclical factors, and (3) the potential of

management’s earnings manipulation.



This project aims at exploring how Taiwan’s
commercial banks (hereafter CBs) react to
macroeconomic indicators and firm earnings.
Specifically, we test the over-reaction hypothesis
via examining (1) leading-lagging relationships
between the percentage of aggregate bank loans
versus aggregate TAIEX firm liabilities (or
assets) and Taiwan’s business cycle indicators, 2)
between the

individual firm percentage of bank loans versus

leading-lagging  relationships
total liabilities (or assets) and the firm’s reported
earnings, and (3) whether CBs in general appear
to outperform the model based on reported
CBs
represent a major group of users of financial
statement. Thus how the CBs benefit from

earnings in their lending decisions.

accounting information is an interesting research
question. Moreover, recently there emerge a
large number of financial media reports stating
that the immediate cause of many TAIEX firms’
financial crisis was the CBs’ over-reacting to
negative short-term financial measures and their
To CBs, which

are the safe harbors, the center of asset

sudden withdrawals of credits.

management is to proactively withdraw the
And yet the

short horizons of CBs may have adversarial

loans before a firm goes under.

impacts and even lead to the closure of the
firms.Furthermore, we use discretionary accruals

as well as incomes and

non-operating
non-operating expenses as proxy variables and
investigate (1) the extent to which Taiwan’s CBs
undo the bias in firm earnings, as well as (2) the
response coefficient of bank loans to less
persistent earnings components such as security
gains and losses. Prior studies documented
different drivers to earnings manipulation of
TAIEX firms.

numbers to avoid CBs’ withdrawai of funds is

Boosting the bottom line

likely to serve as an alternative explanation.
Keywords : Commercial Bank Loans, Business Cycle,

Reported Earnings, Over-reaction, Myopia
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