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Summary

This paper investigates the contagion effects of earnings restatements in Japan. Okumura (2013a) detected significant
contagion effects of earnings restatements for rival firms in the same industry. In this paper | analyze the relation between
the contagion effects and the characteristics of the rival firms to understand how the effects prevail in the market. As shown
by Gleason, Jenkins and Johnson (2008), | detect a significant contagion effect for rival firms with high industry-adjusted
accruals and growth firms with low book to market ratio. Additionally | find three facts as follows: 1) When total accruals are
partitioned into working capital accruals and long-term accruals, the working capital accruals correlate to the size of
contagion effects, 2) the rival firms listed in the emerging market experience pronounced stock price declines, and 3) when
the cause of restatement is an intended error, not an unintended error, contagion effects occur strongly. Our results are
consistent with the notion that earnings restatements cause investors to reassess the financial statement information
previously released by rival firms through investors’ reliability judgments.
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