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High-interest Loans and Profitability of the Firms:

from the Perspective of Earnings Persistence and Earnings Value Relevance

YU Yan', LEE Yitsung’

(1. School of Business, Beijing Technology and Business University, Beijing 100037, China;
2. Guanghua School of Management, Peking University, Beijing 100871, China)

Abstract: High interest loans have characteristics of unsustainability, sacrifice of firms’ innovation activities, and high risks.
These characteristics may lower the quality of firms’ accounting information. In this article, we find that the firms which engage
in high-interest entrusted loans have lower earnings persistence. Further analysis shows that the low earnings persistence is
mainly caused by low main business earnings persistence. The earnings value relevance analysis shows that, for firms which
engage in high-interest entrusted loans, earnings are less relevant to stock price and non-core business earnings has no higher
value relevance. These results indicate that high-interest entrusted loans business does not substantially change investors’ per-
ceptions to the company stock.

Key Words: high-interest entrusted loans; accounting information quality; earnings persistence; value relevance; enterprise

profit-making capacity; quality of enterprise accounting information; capital market
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