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The study investigates the reaction of the change in level of inventory production to
security return. The results of this study can assist the investor in prediction of the future
stock prices. This study uses 105 manufacturing companies in the stock exchange of
Thailand during the years 2001 to 2004. The variables examined in this study include the
reaction of increase or decrease in finished goods inventory production and change in work
in process inventory in order to compare the effects to security return. The study examines
the relationship between change in finished goods inventory production and security retum
and the relationship between change inwork in process inventory and security return.

This study finds that the change in finished goods inventory production add to
inventory is negatively related to security return. The results indicate that managers are
likely to have incentives to manipulate earnings by producing in excess of current period
demand in order to allocate part of fixed manufacturing costs to inventory and to reduce
cost of good sold. Significant production in excess of current period demand may be an
indicator of low quality of earning. However the change in work in process inventory which
also reflects inventory change is not found to be related with security return. The results
indicate that financial statement users may not use the change inwork in process inventory
information inassessment of intrinsic value of security return.
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