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Comparisons of explanatory powers in value-relevance between consolidated
and parent-alone financial statements
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Summary

This paper examines the findings of Yamagata and Kunimura (2003), which compares the respective
explanatory powers in value-relevance of consolidated financial statements and parent-alone financial
statements.

On February 1997, the Japanese Accounting Standard Board announced a radical change of financial
statements, including a switch of focus to consolidated disclosure from parent-alone disclosure after the
fiscal year ending March 2000. Yamagata and Kunimura (2003) compared explanatory powers in value-
relevance with an R*-based measure on a yearly basis. In this paper, we also examined explanatory powers
using an alternative measure that Gu (2004) investigated and named “abnormal pricing errors”. We find that
the difference in value-relevance between consolidated and parent-alone financial statements is gradually
decreasing and that the value-relevance of consolidated financial statements became greater than that of
parent-alone financial statements after 1997. Additionally, we examined the Z-statistic of Vuong (1989) to
test the significance of the distinction between the two models. We infer that the explanatory power of
consolidated financial statements becomes significantly greater than that of parent-alone financial statements
in 1997. These results are identical to those of Yamagata and Kunimura (2003).
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