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7. DISCUSSION 

 This study examines two questions concerning the application of SFAS No.35.  Below 

are the discussions on the empirical results we have found. 

 

7.1 Short-Term Market Reaction: Positive or Negative? 

 The study uses six kinds of partition methods and employs the technique of event study 

to extend Yan and Ding’s (2006) research on asset write-down after the application of SFAS 

No.35.  We hypothesize that the market reacts negatively to write-down announcements.  

And, in general, the empirical results support the hypothesis.  The OLS estimates of these 

coefficients are significantly different from zero for the sub-samples, which is consistent with 

Bartov’s (1998) research that the market tends to treat write-down announcement as ‘bad’ 

news.  The market tends to know asset write-downs from their effect of earnings reported on 

income statements or balance sheets, but in reality asset write-downs do not affect future cash 

flows.  It takes a longer time for investors to realize the nature of asset write-downs.  What 

should be noted is that when we inspect different partition methods in detail, the general 

conclusion can not be applied under all circumstances. 

 For example, three (electric/machinery, electron, and other) among the sixteen industries 

examined have a positive market reaction in the (0, 1) interval, which is contrary to the 

hypothesis.  Since one-third of sample firms are from in the electron industry, special 

investigation is worthy of noticing.  From the early 1990s, the prolonged operation strategy 

of electron firms in Taiwan is ‘global logistics’— move production facilities to China or other 

developing countries to cut manufacturing cost.  Headquarters in Taiwan are responsible for 

high-level administrative or R&D functions.  The transformation of operation locations or 

reorganization of corporation functions can also be observed in the electric/machinery 

industry.  Although the application of SFAS No.35 might affect these firms’ valuation of 
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long-term investment globally, other macro-economic factors (e.g., exchange rate, oil/metal 

price, inflation rate, and interest rate) and political factors (e.g., cross-strait policies) also 

affect the firm value. 

 Moreover, our study also considers the characteristics of a written-down asset.  Of the 

two asset-related partition methods, the write-down amount recognized on the book does not 

guarantee that it is positively related to the extent of negative market reaction.  This can be 

explained when we further examine the types of written-down assets. 

Intangible assets and real estate investment are the two asset types that show the largest 

negative market reaction.  Hirschey and Richardson’s (2003) research on goodwill 

write-down indicates that the event-period CARs are generally negative and statistically 

significant.  Our empirical study verifies their conclusion.  Write-downs, especially the 

write-down of intangible assets, are challenges for investors when they try to evaluate a 

firm’s performance and value.  One reason is that such items are usually ambiguous in the 

information they convey.  Also, write-downs of intangible assets distort a firm’s earnings 

figures by recognizing large losses in one quarter, thereby confusing investors when they 

want to evaluate the future performance and the value of a firm.  The lack of sound 

valuation systems or criteria and the availability of market data of intangible assets worsen 

the problem.  The fact of goodwill write-down, instead of the write-down amount, drives the 

negative market reaction.  Products that have available production cost information in the 

market are relatively easily to be evaluated, and thus the uncertainty investors face can be 

reduced. 

On the part of real estate investment, there are several reasons why investors have a 

large negative reaction.  First, since the construction of the high-speed railway system in late 

1990, the real estate price along the railway route has soared.  The business cycle of related 

industries, such as construction, turns better.  Second, for the Greater Taipei area (including 

the Taipei City and the Taipei County), where more than one-fourth of population lives, the 
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construction the MRT (mass rapid transportation) system also boosts the real estate price 

alongside the routes.  Third, the features of long-horizon investment and stable return attract 

investors to put money in the real estate.  The boom and bust of real estate market is said to 

predict the up and down of business cycle.  Therefore, the write-down of real estate 

investment draws more attention from investors, though not many sample firms (11 firms) in 

the study recognize impairment loss for real estate investment. 

As to the timing of write-down announcements, the increase in AR after the 

written-down announcements in the 4th quarter of 2004 and the 3rd quarter 2005 can be 

attributed to the effect of messy announcement.  Specifically, when each firm announces its 

accounting earnings for the past year, usually the announcement is accompanied by other 

information.  The financial statements for the 4th quarter in reality contain the operation 

performance for an entire year.  Even if we have tried to dig out the effect of SFAS No.35 

and separate other announcements near the write-down announcement, it is inevitable that the 

effect of messy announcement is involved.  And for the write-down announcements made in 

the 3rd quarter of 2005, because many firms tend to change their financial forecast at this time 

to confide investors that the annual operation performance is good, the upward trend of stock 

performance (i.e., increase in AR) is partly affected by the news about adjustment of financial 

forecast.  Actually when we look back on Panel B and Panel D of Figure 8, the totally 

different trends of AR and CAR for the 3rd quarter of 2005 make us suggest that other events 

also affect the stock performance.  Asset write-downs which are not fully anticipated in the 

3rd quarter of 2005 by the market generally convey bad news. 

 The result on the frequency of write-down announcements fits the hypothesis.  

According to Bartov (1998), firms with repeated announcement (or ‘frequent write-down 

announcement’) are thought to be plagued with particularly severe problems which are much 

worse than what the market expects. 
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7.2 Do the Industry and the Interest Rate Factors Enhance the Explanation Capability 

of the Market Model? 

 To examine the enhancement of explanation capability of the market model when an 

industry and/or an interest rate factors are added, these factors are added to the basic model 

(i.e., traditional market model) separately or simultaneously.  The impact of these factors on 

full sample, financial industry, and non-financial industries is tested.  The table below 

summarizes our findingsa: 

 

Factor 
Industry Industry Interest Rate Industry and Interest 

Rate 

Full Sample 1. Negative 
2. Significant (-1, 1) 

1. Negative 
2. Significant (-1, 0) 

1. Negative 
2. Significant (-1, 1) 

 
Financial 

 
Negative Negative Negative 

Non-Financial 

1. Negative for most 
industries 

2. Significant for 3 
industries only 

1. Negative for most 
industries 

2. Significant for 1 
industry only 

1. Negativeb 
2. Significant (-1, 1)2

Note: 
a Negative means negative market reaction, and Significant means that CAR is statistically significant at α=0.05 

level in the ),( 43 tt  interval ( Ett ∈43 , ). 
b un-tabulated result 

 

 The motivation of including an interest rate factor in the basic model is to examine 

whether the interest rate affects the stock price of the financial industry.  But our results 

show that the basic model with an interest rate added can not enhance explanation capability 

of market model, though the negative market reaction is still significant.  Furthermore, the 

interest rate seems to mediate the negative AR compared with basic model.  Possible 

explanations for this include: first, commercial paper rate (30-day, 90-day, or 180-day) is 

stagnant during the sample period; second, firms in the financial industry use derivatives 

transactions to hedge their interest rate risk; and finally, other factors instead of interest rate 
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should be considered.  Model comparison (in terms of adjusted R-square) in Table 8 for the 

financial industry points out that industry return is a better economic factor to explain the 

stock performance for the financial industry in the event period. 

 Some previous research indicates that the stock prices of non-financial industries are 

also affected by the interest rate factor due to the financial assets and liabilities on the book.  

The empirical result supports the idea that the industry factor is of higher value relevance, but 

not statistically significant for many industries (Table 9).  Besides, the correctness of model 

with an industry factor (i.e., model capability of obtaining a negative CAR for the event 

period) is generally higher (Table 9).  The result for the full sample also shows that the 

model with an industry factor is better because:  1. the CAR graphs of the model ‘with an 

industry factor’ (Figure 9) and that ‘with both an industry and an interest rate factor’ (Figure 

13) look similar, 2. the CAR of the model with an industry factor is statistically significant in 

the (-1, 1) period. 

 The higher value relevance of the industry factor than the interest rate factor can be 

further inspected from the correlation table (Table 11) below.  The correlation between the 

security return and the industry return is 49.86 percent, whereas the correlation between the 

security return and the interest rate is around -1.30 percent to -1.99 percent.  Thus, when we 

use the industry partition (for both the financial or the non-financial industries) to analyze 

explanation capability among models, the industry factor outweighs the interest rate factor. 

 

Table 11 
Correlation between Security Return and Other Factors 

 Market 
Return 

Industry 
Return 

Security 
Return 

CP Rate 
(30 Days) 

CP Rate 
(90 Days) 

CP Rate 
(180 Days) 

Market Return 1      
Industry Return 0.7936 1     
Security Return 0.4194 0.4986 1    
CP Rate (30 Days) -0.0097 -0.0264 -0.0199 1   
CP Rate (90 Days) -0.0031 -0.0202 -0.0130 0.9798 1  
CP Rate (180 Days) -0.0041 -0.0214 -0.0153 0.9866 0.9953 1 
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7.3 Near-Term Market Reaction: Investor Over- or Under-Reaction? 

Conventional wisdom suggests that companies that announce write-downs experience 

improved stock prices after the announcement.  Analysts and the authority in Taiwan also 

think that in the long term, the market will realize that write-downs do good to a firm’s value.  

Thus, if this is the case, we might expect to see the reversal of the stock price after asset 

write-down announcements.  Another interpretation of the reversal is that investors 

over-react to write-down announcements. 

In the second part of empirical analysis, the CAR trend in the (-30, 30) period is 

illustrated.  When we consider the industry factor in the basic model, all of the industries 

besides the paper/pulp industry (M1900) reveal that investors are likely to over-react to asset 

write-down announcements so that stock performance eventually rises after around 12 to 18 

days.  Previous research on the long-term market reaction of asset write-down 

announcements inspect a much longer period (e.g., one or two years), and the frequency of 

financial data is quarterly.  In our study, however, due to the fact that SFAS No.35 is of a 

short history, only a shorter period after the event date can be followed.  Future research on 

this issue might change the observation interval for the analysis of the long-term market 

reaction so that once more financial data are available, deeper examination can be 

supplemented. 

Limitation of the research includes: 

1. The distribution imbalance of sample firm among industries 

When interpreting the empirical result, we try not to imply that the results here can also 

be applied to other firms in the same industry or to the industry as a whole.  But it is 

undeniable that the imbalance might distort the analysis result.  Further research can 

consider the size effect and separate all the listed firms based on the firm size; alternatively, 

those firms that adopt SFAS No.35 but do not have recognize impairment loss can be 

gathered as a control group to identify more clearly the effect of write-down announcements. 
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2. The availability of financial data 

Previous research uses annual financial statements to analyze the effect the write-down 

announcement, whereas our study uses quarterly financial statements due to the short history 

of SFAS No.35 in Taiwan.  Compared with annual financial statements, quarterly data are 

less credible.  The main reasons are that accountants, when auditing quarterly financial 

statements, only conduct limited procedures (i.e., inquire, inspect, and observe), and that 

quarterly and annual financial statement are likely to reveal different information content.  

Further research can also improve this study from the perspective. 

3. The use of event study methodology 

The study uses event study to analyze the effect of write-down announcement, but the 

methodology is not proper for the analysis of the firms in the financial industry, for 

apparently other factors instead of the interest rate and SFAS No.35 adoption affect the stock 

performance. Further research can try to adopt the Fama/French Three-Factor Model to 

explain market returns. Especially, the analysis focus can be: 

- How much stock market exposure to accept? 

- The size ranking of the companies bought, and 

- The book to market ratio. 

Also, when we analyze the financial industry, the dynamic feature of beta during the 

sample period is also a big issue. 

 

 

 

 

 


