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Does R&D Affect the Ability of Earnings and

Cash Flows to Predict Future Cash Flows ?

I[samu OGATA

This paper investigates the ability of earnings and cash flows to predict future cash
flows. We have 51,050 observations composed of all listed firms (without firms that
belong to finance or securities industry) in Japan. The test period for our research extends
from 1966 to 2005. We find that the ability of cash flows to predict future cash flows tends
to decline. However, with regard to the firms stating R&D investment, the ability of

earnings to predict future cash flows is relatively stable.
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