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Abstract

This paper applies the predicted earnings increase score (PEIS) model by using the
information from multiple financial statement ratios, documented in Wahlen and Wieland
(2011). In this study, we collect financial data of Taiwanese firms listed on TWSE/TPEx
from 2006 through 2013 and examine whether the PEIS can predict future growth of those
firms’ earnings or stock returns. The empirical results find: (1) the predictability of firms’
future growth of earning are inconsistent with results shown in Wahlen and Wieland (2011).
Therefore, our results imply that the speed of mean reversion in capital investment and
earnings growth of Taiwanese firms may be slower than the U.S. firms or indicate that the
limitation for PEIS model in predicting Taiwanese firms’ growth of earnings. (2) Consistently,
we find that the pronounced and positive correlation between PEIS and future stock return.
Accordingly, this study suggests that investors can create profitable strategy by taking long
positions in the highest-PEIS stocks against equally weighted short positions in the lowest-

PEIS stocks. The zero-investment strategy captures the abnormal annual returns of 34.16%.
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-6 52.87%(1) | 34.74%(1) | 142.73%(2) 197.14%(2) | 106.87% | 62.44%
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4 THEPEISHECHET+H 4 BARE R

T+1 T
2007 2008 2009 2010 2011 2012 2013 Ty | (e

PEIS 2008)
6
5| -57.52%(2) | -69.73%(1) |-169.52%(1) 31.70%(1) | -0.66%(2) | -90.73%(3) | -69.98% | -70.03%
4 | 43.18%(12) | -7.95%(10) | 41.67%(12) | 4.84%(17) | 19.34%(4) | 11.62%(15) | 3.93%(16) | 16.66% | 20.76%
3| 31.70%(55) | -8.67%(57) |-21.70%(52) | 17.71%(77) | -10.43%(49) | -30.62%(60) | 1.12%(65) | -2.98% | -2.04%
2 |13.58%(173) | -13.62%(165) | 3.53%(176) | 1.06%(241) | -12.60%(203) | -5.73%(178) | 1.19%(207) | -1.80% | 0.17%
1| 7.56%(341) | -18.00%(371) | -0.31%(375) | 8.90%(410) | -10.18%(397) | -8.03%(412) | 6.89%(407) | -1.88% | 0.81%
0 |14.58%(419) | -11.43%(431) | -8.10%(463) | 18.97%(466) | -12.12%(470) | -8.66%(485) | -0.97%(456) | -1.10% | 0.62%
-1 |28.30%(291) | -16.08%(254) | -7.41%(315) | 25.93%(296) | -10.76%(331) | -7.55%(330) | -0.26%(322) | 1.74% | 4.71%
2| 7.25%(160) | -13.84%(156) | -6.64%(137) [47.08%(132) | -6.75%(164) |-32.32%(157)| 0.34%(160) | -0.70% | 1.49%
3| 11.44%(64) | -21.98%(70) | 4.16%(75) | 61.12%(52) | -12.00%(78) | -10.28%(76) | 12.63%(75) | 6.44% | 11.18%
4| 13.83%(18) | -22.95%(25) | -30.81%(21) | 28.34%(10) | -20.36%(27) | 21.81%(21) |-17.63%(22) | -3.97% | -0.80%
5| 2541%5) | -17.77%(1) | -16.46%(8) | 6.78%(1) | -7.29%(3) | -17.49%(9) | -7.24%(5) | -4.87% | -2.72%
-6 -32.00%(1) | -8.78%(1) | -10.41%(2) 1.35%(2) |-12.39% | -5.86%
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6
5| -41.16%(2) | -166.32%(1) | -142.52%(1) 7.76%(2) | -370.77%(2) | -145.71%
4 [-117.28%(11)| 47.15%(10) | -71.84%(10) | 383.84%(17) | -21.57%(14) | -55.01%(15) |-192.79%(13)| -3.93%
3| 59.87%(54) | -47.10%(57) |-111.85%(52)| 113.91%(74) | -68.24%(50) | -76.99%(60) | -9.81%(63) | -20.03%
2 [-96.67%(168)| -3.52%(160) |-26.98%(177)| 137.87%(238) | 1.47%(206) |-25.52%(177)|-35.32%(200)| -6.95%
1 [-66.52%(340)|-23.65%(370)|-52.81%(377)| 138.48%(405) [-25.45%(395)|-48.60%(410)|-32.34%(403)| -15.84%
0 | 49.19%(425) |-48.06%(431)|-28.64%(469) | 67.44%(463) |-29.38%(465)|-42.99%(486)|-41.22%(454)| -10.52%
1 [ 44.99%(290) |-51.09%(263)|-26.30%(315)| 14.49%(302) |-30.79%(335)|-61.89%(331)|-47.40%(329)| -22.57%
2| 4.59%(166) |-41.35%(153)|-55.76%(133)| -30.38%(141) |-27.23%(165)|-41.82%(160)|-89.50%(167)| -40.21%
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2007 2008 2009 2010 201 2012 2013 5
PEIS

3| 127.44%(60) | -53.89%(69) | -24.52%(73) | 49.67%(55) | 41.22%(76) | -15.38%(74) |-120.16%(79)| 0.63%

-4 | 158.74%(18) | -55.98%(26) | 29.36%(20) | 73.74%(11) | -17.52%(27) | -58.22%(21) |-120.65%(23)| 1.35%

5| 425.33%(5) | -21.09%(1) | 3.89%(8) | -56.81%(1) | -37.24%(3) | 111.27%(9) | -27.62%(5) | 56.82%

-6 61.10%(1) | 13.79%(1) | -23.70%(2) 17.29%(2) | -22.07%
ZNH]
gy | 1540 1542 1636 1705 1737 1745 1740

A1 A A B RV R TR PEIS 70 B E T+ 1 478 SER R U RSR S IE
At2. FESTA BT Ry 2 N R
A3, R BRI R - AR, —WPEIS-23 2 ERTETE » BIBR20084F J i Fo e

GIRBEEMBRERBIEZARRBEEHEARALRARBE T HLERBIZE » &
20104 2 B FI R R IEF HOEEHEES0%5h - HEREE 2 IERHILREHERL -
20074 2013 2 B AR R IERE - FEFEPEIS/ BUBUE » IEREHHER A 2
B, SREEBETN S > BEURPEISHE AR T+ FI R E R Z B R T -

S TH-PEIS /7 BUET HE T+ 245425 SEA IR iR R AR 0 AT 3836 - PEIS /0 = (L B
T+24 12 A AR R R Z BB MRSy - BT+ LR A SERI 2 IR SRR BLE ] -
LI THPEIS /B ET +2 448 SE R 2 iR R Ty IR Z N RSB 70 LEE RHR S - v
BHIFR20104-5h > PEIS /3 Bl [ Fy4 53 2 -4 0 e LB 70 EER Z AR R 509 » FRoRK
HRT B Al SRS fy BB R - B SRR R - HLPEISBERACT+247 45 ZEFAE B
KR - D HE—SERR - 3RS AR R AN BN - HLELPETS 73 B {B
FHERAWETE o DIPEIS > hs-470 T Bl - 398 A R R A i (4120084 -
401.23%) » XHERFEBAEKE (20105820134 ) » PEIS/r #4001

INEEEPIE N » B/RPEIS o B B F A 1% /8 SE A 2 i R SR THIIE] - M HA SEAH B M Bl 52
9

(1Y) FERFFIRERR

F6(a) HURTHPEIS /3 BUE FET+14E A BRI RIR A R R B EE R T« AL
PEIS/r 8@ [ By 4 03 %2 -443 35 » E R FEBIMIARR - fEPEIS (-4,+4) & » DIFi#k
FAI R ER IV EEIE - & BPEISE4S) » VHMBIFARESR178.92% » &K
FRPEIS K347 » SR BRIF IR F-3.92% -

DIFEEERAKE > 20084 ~ 20114F 522013555 = SF YRR 15 H |l = SR R TR A B
W7 FRAMHEFRH20084F W] BE 12 52 I Wk 3 Jie 11 B [ LB KA 5 5 5 [ 8810 2= Bk 4 Rl
WA 52 2 » SRS — M S HEfG 200 74F K E 200954 » #2008 4F Y 2% B BH BAHR



16 Jbpasek 5 31 4

72 0 20 L 1EEAIHERT mT BEFRIXI20 1 OFF BRI EAE (R 25 et 2 B A B - HLARYE X # S AT A
BERBIEGEFFHAAAFTEEAA » EMPEZE MR ORE  NFE20128 2%
KRB BURERVFIZ K28 - FRE5s - pE1S20 13 KB B BGE -

Fe6(a)H » 20074 PEIS Ry- 53 UM R A R R Fy1223.73% » REFHEHR LD
A (BReZEANE3578) @ HENTBRIFHIBREREE4991% - FAME i 2 S R 5
FERIFEAZ R 200744 » iPhoney B il 12 2 i i % 71 55 2 04 B 88 12 Sy
JER] - B4 « 4% - NBKPDASE - R Z#E 2 2R KeyR THEH - KIBLEF] -

EEWEPEIS BAMAIE - SR RO A BERD - A DUE B B 1Y i L%
A o PEIS B4 77 BRI W B~V SR 1% 150 F] I e 3R LAt 73 SO B R BR e > 200747 2]
20134 (HEER20084F ) HyFIRERIF FI R R EE178.92% » 5 HATHE — T A
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2 6(a) THEPEIS/MECHET+I RTINS — R

T+1 T
2007 2008 2009 2010 2011 2012 2013 Ty | (GO

PEIS 2008)
6
5 | -854.92%(2) | -172.61%(1) | -146.49%(1) -1326.04%(1)| -7.07%(2) | 137.37%(3) |-394.96% |-439.43%
4 [339.23%(11) | -91.51%(10) | 48.87%(10) | 438.15%(17) | 35.95%(14) | 194.86%(15) | 16.45%(13) | 140.29% | 178.92%
3| 95.40%(54) | -90.85%(57) | -17.04%(52) | 48.05%(74) | -15.52%(50) | -69.22%(60) | -65.16%(65) | -16.33% | -3.92%
2 [139.39%(168)|-83.07%(160) |69.20%(177) | 104.83%(238) |-48.71%(206)| 31.92%(177) |-35.58%(200)| 25.43% | 43.51%
1| 33.09%(339) |-79.71%(370) | 40.97%(377) | 101.49%(401) |-58.49%(390)|-19.74%(411)|-30.79%(404)| -1.88% | 11.09%
0 | 61.42%(427) |-66.29%(431) | 42.16%(469) | 31.46%(463) |-29.02%(465)| -6.66%(484) |-18.17%(455)| 2.13% | 13.53%
-1 | 77.91%(290) |-88.11%(263) [88.87%(315) | -9.64%(302) |-67.18%(335)| 7.84%(331) |-46.02%(327)| -5.19% | 8.63%
2 [127.24%(164) |-48.12%(153) | 12.64%(133) | 68.23%(141) |-19.27%(165)| 28.32%(160) |-67.21%(165)| 14.55% | 24.99%
3| 218.82%(62) | -54.58%(69) | 59.33%(73) | 42.47%(55) | 8.74%(76) | 80.94%(75) |-100.45%(79)| 36.47% | 51.64%
4 | 120.77%(18) |-147.50%(26) | 62.52%(20) | 76.70%(11) | -9.97%(27) | 53.09%(21) |-148.86%(23)| 0.96% | 25.71%
5[ 1223.73%(5) | -31.42%(1) | 0.87%(8) | -57.98%(1) | -29.77%(3) | 91.34%(9) | 21.44%(4) | 174.03% | 208.27%
6 -43.03%(1) | 72.60%(1) | 158.49%(2) 738%(2) | 45.17% | 74.57%
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22 6(b) THPEIS/ A TET R FERIRIFA RN R

+
e 2008 2009 2010 2011 2012 2013 Ty
PEIS
6
5 226.89%(2) -7.91%(1) -51.86%(1) 966.67%(1) | 235.78%(2) | 285.67%
4 85.68%(12) | 160.24%(10) | 83.54%(12) | 6835%(17) | -9.85%(14) | 852.27%(15) | 230.91%
3 376.13%(51) | -20.18%(55) | -74.19%(51) | 13.97%(76) | 24.74%(48) | 589.30%(60) | 106.73%
2 84.64%(166) | 22.77%(163) | 161.44%(174) | 32.28%(237) | 51.48%(207) | 83.37%(172) | 70.27%
1 209.18%(326) | 7.04%(365) | 88.87%(371) | 46.31%(413) | 78.96%(396) | 16.71%(402) | 47.58%
0 5.47%418) | 49.21%(423) | 131.96%(466) | -7.59%(468) | 32.66%(467) | 7.64%(488) | 42.78%
-1 116.69%(283) | 18.50%(257) | 53.36%(309) | -34.79%(294) | 95.10%(336) | 39.68%(328) | 34.37%
2 26.83%(159) | 20.80%(152) | 94.65%(132) | -22.40%(140) | 92.66%(168) | 488.49%(159) | 134.84%
-3 -429%(57) | 76.06%(66) | 93.87%(70) | -51.61%(52) | 187.66%(77) | 128.51%(74) | 86.90%
-4 -137.89%(17) | 61.74%(25) | -134.01%(20) | 61.40%(10) | 32.14%(25) | -28.08%(21) | -1.36%
-5 210.07%(5) | -30.76%(1) | -40.01%(8) | -15.28%(1) | -35.50%(3) 95.70%(9) -5.17%
-6 135.78%(1) |  -6.83%(1) 185.97%(2) 160.88%
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. ~ PEISHAR ZEER MRy & 50 by
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BEAERIRY -
% 7(a) AFHEPEISHMELEHNE (CR) —5
CR
PEIS 2006 2007 2008 2009 2010 2011 2012 2006-2012
6
5 131.55% | 125.18% | -58.42% 59.85% -7.42% 5.79% 42.76%
4 45.41% 4.07% | -36.72% | 114.99% | 26.02% | -12.67% | 50.30% 27.34%
3 53.41% 0.16% | -29.09% | 78.83% | 31.79% | -14.02% | 11.49% 18.94%
2 50.50% 7.29% | -25.48% | 82.03% | 15.64% | -18.40% | 13.04% 17.80%
1 44.57% 6.57% | -29.97% | 87.74% | 2.52% | -17.25% | 14.11% 15.47%
0 41.51% 5.62% | -33.15% | 85.76% | -0.58% | -20.48% | 14.44% 13.30%
-1 45.61% | 12.64% | -33.01% | 79.28% | -2.13% | -15.90% | 14.26% 14.39%
-2 38.19% | 11.44% | -33.51% | 81.07% 6.57% | -19.94% 6.34% 12.88%
-3 23.42% 5.87% | -37.77% | 119.64% | 15.86% -1.84% | -8.10% 16.73%
-4 16.89% | 18.51% | -33.52% | 10.47% | -5.53% | -37.01% | -10.08% -5.75%
-5 6.99% | -27.64% | -26.80% -7.14% | -53.34% -21.58%
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5 2 1 1 1 2 9
4 12 8 8 15 12 14 76
3 43 49 48 65 46 53 29 333
2 157 142 150 199 186 154 97 1085
1 288 319 318 345 332 364 190 2156
0 359 381 384 374 386 435 205 2524
-1 236 215 242 211 267 275 134 1580
-2 105 106 90 81 118 136 55 691
-3 38 46 38 25 35 49 12 243
-4 7 13 4 5 14 12 3 58
-5 3 1 1 2 2 9
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5 90.84% | 99.83% | -28.37% 39.02% 8.13% | -7.02% 33.74%
4 1.39% | -3.12% | -4.79% | 27.17% | 19.61% 537% | 37.16% 11.83%
3 12.12% | -5.88% 1.90% | -7.95% | 24.30% 337% | -2.40% 3.64%
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1 0.23% 0.67% 1.53% 249% | -5.18% 0.57% 0.94% 0.18%
0 -220% | -1.58% | -1.59% 1.89% | -2.96% | -2.96% 1.36% -1.15%
-1 1.36% 427% | -1.44% | -4.86% | -4.24% 2.22% 1.22% -0.21%
-2 -5.20% 248% | -1.85% | -2.05% | 522% | -141% | -7.92% -1.53%
-3 -20.07% | -4.88% | -5.72% | 41.98% | 9.55% | 15.77% | -21.30% 2.19%
-4 -24.73% | 14.14% | -1.29% | -88.95% | -8.82% | -20.47% | -26.20% -22.33%
-5 -32.19% | -52.99% 3.63% -6.40% | -33.53% -24.29%
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5 2 1 1 1 2 2 9
4 12 8 8 15 12 14 7 76
3 43 49 48 65 46 53 29 333
2 157 142 150 199 186 154 97 1085
1 288 319 318 345 332 364 190 2156
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3 38 46 38 25 35 49 12 243
4 7 13 4 5 14 12 3 58
5 3 1 1 2 2 9
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