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Earnings sustainability, economic conditions and the value relevance of accounting information
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Conclusions

Conventional conservative accounting standards hinder firms
from capitalizing some of their investments in valuable
resources; rather, these investments are immediately
expensed. The consequence of these behaviors is that earn-
ings become more akin to cash flows; thus, when substantial
investments are undertaken, earnings decrease, even when
such investments actually increase future performance. We
show that firms undertaking more investments that are
immediately expensed have more unsustainable earnings
and lower value relevance. However, the effects of these

unsustainable earnings components on value relevance are
easily removed in our models. When we eliminate these
effects, there is no difference in value relevance between
traditional and non-traditional industries.
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