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This paper examines that relation between the beginning or ending net asset conservatism and
earnings conservatism. Net asset conservatism is measured using Market-to-Book Ratio and earnings
conservatism is measured using two models; one is the model Basu (1997) developed and the other is that
Takada (2007a, 2007b) proposed to improve the measurement error of Basu model. Following
Roychowdhury and Watts (2007), which state that the economic rents might make conservatism measures
have biases, conservatism are measured over both of short period (one period) and long period (three
periods).

The results of the test show that firms with high degree of beginning net asset conservatism have
lower degree of earnings conservatism of the period. Further, the results also indicate that the degree of
net asset conservatism conservatively changes, if earnings are conservative during the period. These
evidences are held in measuring conservatism over longer period, which have less effect of the economic
rents, and suggest that they have cause-and-effect relation between net asset conservatism and earnings

conservatism.



