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		Motivated by regulatory assertions that the purpose of SOX was to restore investor confidence in the securities markets, we examine changes in the stock market reaction to earnings restatements following the implementation of SOX in order to evaluate whether the Actâ€™s reforms have had a significant impact on the credibility of financial reporting. Consistent with speculation that the recent rise in number of restatements and the more subdued market response to restatement announcements can be attributed to SOX, we conjecture that the collective package of reforms imposed by the Act has had a limiting influence on the market response to restatement announcements. We evaluate the effect of SOX by examining three aspects of the stock market response to restatements: (1) announcement-period returns, (2) restatement-induced contagion price effects, and (3) the information content of post-restatement earnings. We find evidence that SOX has had a considerable impact on all three market measures, which supports the idea that the reforms imposed by SOX have had a significant impact on increasing investorsâ€™ assessments of reporting credibility for firms admitting to accounting errors. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Accounting restatements, Sarbanes-Oxley Act, Investor confidence, Valuation effects

	
	

	
    

    
	

	
	
		JEL Classification: M41, M48, G34

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Hirschey,  Mark and Smith,  Kevin R. and Wilson,  Wendy M., Financial Reporting Credibility after SOX: Evidence from Earnings Restatements (August 3, 2010).  Available at SSRN: https://ssrn.com/abstract=1652982 or http://dx.doi.org/10.2139/ssrn.1652982 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Mark Hirschey

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Kansas  ( email )

			

			
			
				
				
				
					School of Business
1300 Sunnyside Ave.
Lawrence, KS  66045-7585
United States
785-864-7563 (Phone)
785-864-5328 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://www.business.ku.edu/gen/bschool_generated_pages/Hirschey_Mark_p2272.html
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Kevin R. Smith (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Utah Valley University -- Woodbury School of Business  ( email )

			

			
			
				
				
				
					800 West University Parkway
Orem, UT  84058
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Wendy M. Wilson

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Texas Christian University - Department of Accounting  ( email )

			

			
			
				
				
				
					M.J. Neeley School of Business
TCU Box 298530
Fort Worth, TX  76129
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Southern Methodist University (SMU) - Accounting Department]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Southern Methodist University (SMU) - Accounting Department  ( email )

			

			
			
				
				
				
					United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      459

			

		
		
		
			Abstract Views

			    4,342

		

		
		 
		
			Rank

			  115,816

		

		
	


	
		
            
            	        2 Citations
		

	

	
		
			
				       34 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    SMU Cox School of Business Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                SMU Cox School of Business Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            5,262

                                    

                                    
                                        PAPERS

                                              489

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Sandy Miller at Southern Methodist University (SMU) - Edwin L. Cox School of Business, Melissa Johnson at Southern Methodist University (SMU) - Edwin L. Cox School of Business

                                    

                                
                            

                        

                    

                
	
                    Financial Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Financial Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,566

                                    

                                    
                                        PAPERS

                                           18,573

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Ross L. Watts at Massachusetts Institute of Technology (MIT) - Sloan School of Management

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Corporate Finance: Governance, Corporate Control & Organization eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Governance, Corporate Control & Organization eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,252

                                    

                                    
                                        PAPERS

                                           34,097

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,570

                                    

                                    
                                        PAPERS

                                           40,900

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Stealth Disclosure of Accounting Restatements

                        
                            By
                                
                                
                                    
                                    Rebecca Files, 
                                    
                                
                                    
                                    Edward P. Swanson, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Stealth Disclosure of Accounting Restatements

                        
                            By
                                
                                
                                    
                                    Rebecca Files, 
                                    
                                
                                    
                                    Edward P. Swanson, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Restating Under the Radar? Determinants of Restatement Disclosure Choices and the Related Market Reactions

                        
                            By
                                
                                
                                    
                                    Linda A. Myers, 
                                    
                                
                                    
                                    Susan Scholz, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Analyst Following and Credit Ratings

                            
                                By
                                    
                                    
                                        
                                        Mei Cheng
                                         and 
                                    
                                        
                                        K.r. Subramanyam
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Restatements: Investor Response and Firm Reporting Choices

                            
                                By
                                    
                                    
                                        
                                        Marlene Plumlee
                                         and 
                                    
                                        
                                        Teri Lombardi Yohn
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Principles-Based Versus Rules-Based Standards and Earnings Management

                            
                                By
                                    
                                    
                                        
                                        Richard Mergenthaler
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            SEC Enforcement: Does Forthright Disclosure and Cooperation Really Matter?

                            
                                By
                                    
                                    
                                        
                                        Rebecca Files
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            SEC Enforcement: Does Forthright Disclosure and Cooperation Really Matter?

                            
                                By
                                    
                                    
                                        
                                        Rebecca Files
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Do Companies Attempt to Strategically Hide Restatements? An Examination of Companiesâ€™ Regulatory Filing Choices

                            
                                By
                                    
                                    
                                        
                                        Marlene Plumlee
                                         and 
                                    
                                        
                                        Teri Lombardi Yohn
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Regulatory Oversight of Financial Reporting: Securities and Exchange Commission Comment Letters

                            
                                By
                                    
                                    
                                        
                                        Rick Johnston
                                         and 
                                    
                                        
                                        Reining Petacchi
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
