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Basu (1997) uses a reverse regression model to examine the
conservatism concept. With the positive incremental responsiveness to
contemporaneous bad news, he interprets conservatism as accountants’
tendency to require more prudent verification of good news than bad
news. We extend his model to a multi-period one and examine how
conservatism manifests under the multi-period concept. Our empirical
results show that during 1994 to 2007, earnings of all TSE-listed and
OTC-listed firms in Taiwan response stock return with multi-period
lags. Under the concept of the multi-period conservatism, earnings
respond both to good and bad news with persistency and respond to
bad news with timeliness. However, the impact of bad news persists
longer than our expectation. This indicates that earnings of Taiwanese

firms are not thoroughly conservative under the multi-period concept.
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