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ABSTRACT

The aim of this paper is to estimate and analyastqtly earnings persistence. In addition,
we explore if earnings persistence varies acrosasfibased on size and corporate
governance standards. We first estimate the paeareatision of earnings and then we test
the hypotheses that the parameter of earningsspamse is different for firms with
different sizes (H1) and corporate governance si@sd (H2). We collect data from
Brazilian listed firms with quarterly earnings pgrare available at Economatica database
from last quarter of 1995 to first quarter 2011.r @esults indicate that for most of the
firms the earnings persistence is not significadtfierent from zero. The main implication
of this result is that most of quarterly earningaavation is transitory. In addition, the
results support our first hypothesis indicatingt flaager firms present higher parameter of
earnings persistence. The results also indicatetliegparameter of earnings persistence is
different for firms with different corporate goveumce standards, partially supporting our
second hypothesis.

Keywords: Earnings persistence; quarterly earnings; firme;sicorporate governance
standards; brazilian firms.
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1. INTRODUCTION

oster (1977) has been cited in a large number wliest relating
accounting and financial literature, since it iclmoed an alternative
way to evaluate earnings expectation modekmnealy
contemporaneous market association of abnormairngtwith
‘earnings surprise’, conditional upon the expectatmodel. He
claims that, given the maintained hypothesis oktiitient market,
the strength of association between abnormal retand earnings surprise indicates how
accurately the model captures the market’'s expentahccording to Brown (1993), since
the capital markets literature requires a proxytf@ market’'s earnings expectation, the
association approach made the earnings forecdggnafure important for capital markets

research, especially when abnormal returns areureasver a narrow window.

In this regard, earnings persistence representsfteet of earnings innovations on
expected future earnings which helps to explainrtiation between earnings and firm
valuation (Kormendi & Lipe, 1987). The concept @&r@ngs innovation has relevant
implication for the accounting literature as itoals the use of accounting information for
valuation purposes, given the time-series behafiabnormal earnings (Ohlson, 1995).

Prior international research (see Baginski et @)3for citations) has documented
an inter-temporal decline in earnings relevancedguity investors (i.e. decline in the
persistence of quarterly accounting earnings),oalgh, few studies have focused in
quarterly earnings persistence estimation and thproariate explanation for why
persistence decline over time and the cross-sedtideterminants of firm-specific

persistence.

In this sense, this paper aims to estimate andyzamahe quarterly earnings
persistence for a set of Brazilian companies withirnum data available during the period
of 1995 and 2010. Based on previous empirical figsj this paper also explores the
reasons why persistence varies across firms bygusieasures of size and corporate
governance standards (Kormendi & Lipe, 1987; Bdgims al, 1999; Zhao & Millet-
Reyes, 2007).

The motivation of this paper relies on the relatimportance of the Brazilian stock
market, what can be attested by the high numb#&©&—Initial Public Offerings—from

year 2004 to 2008 and the recent capital markenvifroAs a consequence, the role of

BBR, Vitoria, Special Edition BBR Conference, p—38}, 2012 wubbronline.com.br



Persistence of Quarterly Earnings: an Empirical éstigation in Brazil
40

accounting information might have an increased ignee for investors in this setting.
On the other hand, from the universe of Brazilistetl companies, few firms have formal
(and higher) corporate governance standards, vemataise questions about the quality of
accounting information, more specifically, earningsnovation. Additionally, the
Brazilian-listed companies are also characterizgdvéry concentrated ownership and
control, what can lead to a smaller free-float dader trading activity (Silva and
Subrahmanyam, 2007), reducing the importance obwatog information for capital

market agents.

Given the contradictions between capital marketwgiioand poor corporate
governance standards for most listed companies,ctmdributions of this paper are
threefold. First, we shed additional light on tlssue of earnings quality by estimating
quarterly earnings persistence (i.e. quarterly iageinnovation), since prior accounting
literature has acknowledged that more persistamiregs will yield better inputs to equity
valuation models, and hence a more persistentreggmumber is of higher quality than a
less persistent earnings number (Dechow, Ge & @dhra010). Second, we apply an
imposed first-order autocorrelation model on theetiseries of seasonally differenced
earnings based on Foster (1977), since this medekimple and at the same time it seems
to perform just as well as the more complicated e (Kothari, 2001). Third, few studies
in international literature estimate quarterly éags persistence and, to our knowledge,
only Coelho, Aguiar and Lopes (2011) has explicitiyestigated earnings persistence in
the Brazilian market, focusing on annual abnornaahimgs, industry structure, and market
share.

The remainder of the paper is outlined as follo®gction 2 examines the
implication of earnings persistence to accountinfprimation, reviews the literature of
interest and develops the econometric model. Sediopresents our data, empirical

findings and discusses the results. Section 4feme concluding remarks.
2 CONCEPTUAL FRAMEWORK AND MODEL SPECIFICATION

Innovation in earnings, that is new informatioreernings, is expected to be either
permanent or transitory. Permanent earnings infmvaneans that earnings follow a
random walk process, whereas transitory earningevition follows a mean reverting
process (Baber, Kang, & Kumar, 1998). In other wonogermanent earnings innovation

indicates that a shock in current earnings wikketffexpected future earnings. On the other
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41 Pimentel, Aguiar

hand, transitory earnings innovation will not hedpexplain expected future earnings as its

effects will not persist over time.

The magnitude of the effect of permanent earningsvations on expected future
earnings is defined as earnings persistence; #mangeter helps to explain the relation
between earnings and firm valuation (Kormendi &4,id987). More generally, previous
studies have emphasized the two roles that earpiegsstence can play: in valuation and
stewardship settings (Christensen, Felthar§akac, 2005).

Persistent earnings have been acknowledged asblaldeom a firm value
forecasting perspective. For instance, Kormendi bipg (1987) mention that earnings
persistence can explain the effect of earningsvation on stock returns. Lipe (1990)
offers additional evidence of the valuation rolesafnings persistence by showing that the
stock return reaction to earnings is increasinthetime-series persistence of the earnings

series.

Valuation models have also been developed in wthehparameter of earnings
persistence play an important role to predict fiatue. Ohlson’s valuation model (1995)
states that firm value is influenced by abnormahiegs; in turn, abnormal earnings follow
an autoregressive process in which the parameteawfings persistence indicates how
sensitive the firm value is to earnings realizatibechow, Ge & Schrand (2010) suggest
that firms with more persistent earnings have aem@ustainable” earnings/cash flow

stream that will make it a more useful input intuigy valuations models.

Earnings persistence has also been indicated tsé@ as a performance measure
that can better mitigate the horizon problem in parson to current earnings. The horizon
problem involves actions that sacrifice long-terrofpability for short-term profit gains
(Dechow & Sloan, 1991). Baber, Kang and Kumar (3998w that in order to mitigate
the horizon problem compensation committees adjusent-period earnings innovations
to their persistence into the future when rewardimgnagers based on earnin§abac
(2008) develop a multi-period agency model to shbat the use of persistent earnings
lead managers approaching retirement to increase #ffort and effective incentive
rates—defined as the sensitivities of aggregatepemsation over a manager’s tenure to

performance.

Earnings persistence—in cases of measuring earnimgsvation, measuring

earnings quality, or measuring the horizon probles-generally estimated based on
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annual earnings. However, estimations based orteglyaearnings have been indicated as
more accurate and timely than those based on aeauaihgs. Precisely, Kothari (2001, p.
148) states that the interest in the time-seriepgaties of quarterly earnings arises for at
least four reasons: (1) quarterly earnings areosehsn many industries because of the
seasonal nature of their main business activityq(farterly earnings are more timely, so
the use of a quarterly earnings forecast as a piaxthe market's expectation is likely to
be more accurate than using a stale annual earfongsast; (3) GAAP requires that the
quarterly reporting period is viewed as an integaat of the annual reporting period. As a
result, firms are required to estimate annual dpegyaexpenses and allocate these costs to
quarterly periods. More importantly, quarterly eags are potentially a more powerful
setting to test positive accounting theory baseticapital markets research hypothesis; (4)
there are four times more quarterly earnings tharual earnings observations. That means
that less stringent data availability requiremeares necessary using quarterly than annual
earnings to achieve the same degree of precisitmedbrecasts.

Foster (1977) indicates some issues regarding eyarccounting reports. The
first concerns seasonal operations that, accoringm, require a variety of adjustment
technigues to reduce the effect of seasonalitynThene-series analysis should provide
important information for evaluating these techmisjifor seasonally adjusting quarterly
earnings. Baginski et al. (1999) emphasize that4series modelling assumptions can
create significant differences in revision parametstimates (persistence), and lead to
different economic conclusions about persistentes Tonsideration makes an empirical
Issue in estimating persistence and analysingetisrchinants.

Market-based accounting literature has working veitime well-developed Box—
Jenkins autoregressive integrated moving averagdMA) models to deal with quarterly
earnings estimation. In this context, Foster's {)9mModel has been highlighted as one of
the most popular ARIMA structure since it is estiethin a simple form and does not
require a specific statistical packed. Howeverneb®ugh the model is simple, it seems to

perform just as well as the more complicated mo¢i&dghari, 2001).

The model proposed by Foster (1977) was built uttteestrong assumption that an
AR(1) process describes the time-series behavibtineofourth difference in a quarterly
data of all firms. Hence, Foster's (1977) modeldme a popular (1.0.0) x (0.1.0) with
drift ARIMA structure of quarterly earnings for @sating persistence parameters and

forecast earnings. It means that model is estimdtgda first-order autoregressive
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approach, determined after seasonally differentinegtime-series of quarterly earnings
numbers (Brown, 1993). Foster’s (1977) quarteasnangs model can be described as:

E(X) =X + 0, (X =X 5) +0 1)
Where, the expected earnings on quatrté&i(X,), is given by the same quarter of
previous year (allowing for seasonality variancasyl the paramete®,,, is given by the

first order autocorrelation coefficient;]. The drift term,d, is the average change in
quarter which has occurred over the available hstbdata. A preliminary estimate of

dis given by(1-©,,) [, whereu is the mean of the seasonality differenced s¢Fester,

1977). The seasonal approach might be appropiirate imentel and Lima (2010) finds

strong evidence of seasonality in quarterly acdagrgarnings in Brazil.

Easton and Zmijewski (1989), one of the most cipagbers in estimating the
guarterly persistence, consider Foster (1977)'sehfmdt estimating the coefficient relating

firm-specific past earnings to current earnings by:
X, _th—4:@jo+ej1(xjt—l_xjt—5)+ujt (2)
Where, X is the quarterly accounting earnings of firrat quartet, and®,, and

©,, are firm-specific regression coefficient angl is a normally distributed term.

According to Easton and Zmijewski (1989), the patmO , can be interpreted

as the magnitude of the next quarter earnings icgvigiven a $1.00 shock in current
earnings (i.e. a parameter of 0.80 indicates th&tlaD0 shock in this quarter's earnings
results in a $ 0.80 revision in next quarter's egays). In this sense, Miller and Rock
(1985) refer to the extent to which the informatioran earnings announcement results in

a revision in expected earnings (the revision patan as ‘persistence’.

In an analogous form, Baginski et al (2003) estanarsistence by combining the
autoregressive parameter to obtain the persistwter for Foster model; nevertheless,
they improve the model by using a risk free interate as a discount rate for the present
value of future revision parameters. This form eirgistence measure is also used in
annual data by the seminal paper of Kormendi apeé (1987). By analysing relationships
between economic factors and earnings time-seghavbour, derived from the economic

literature. Lev (1983) documents that earnings g¢sses are weak when persistence

BBR, Vitoria, Special Edition BBR Conference, p—38}, 2012 wubbronline.com.br



Persistence of Quarterly Earnings: an Empirical éstigation in Brazil
44

metrics from lower-order time series models aredubet is higher when the measure of
persistence is based on a differenced, higher ondelel.

After estimation of persistence parameters, it khbe of interest to investigate the
nature of differences in persistence parametersdagt firms. Kormendi and Lipe (1987),
Easton and Zmijewski (1989), Collins and Kotha®&2) and other studies (see Dechow,
Ge & Schrand, 2010 for additional reference) cogrsgize as one of the most important
determinant of the accounting criteria quality @sdelation with capital market, in special
in terms of analysts coverage and political codince, size is a proxy for information
environment differences and these differencesformmation environment affect the extent

to which market anticipate earnings changes.

Collins and Kothari (1989, p.145) broadly defindomrmation environment to
include all sources of information relevant to assgg firm value, including: government
reports on macroeconomic conditions, industry respand trade association publications,
firm-specific news in the financial press and répassued by analysts and brokerage
houses in addition to accounting reports, and eedrtand intra-industry information

transfers via sales and industry reports.

Thus, according with previous literature, we hymsike that persistence parameter
can vary over different firm size and larger comparshould present higher persistence

parameter. Formally, we predict our first hypotkess follows:

H1: The parameter of earnings persistence will biewitint for firms with different

sizes, so that the larger the company, the highgrersistence parameter.

We also hypothesize that persistence parametervaan over different level
(standards) of corporate governance practices. @oiep with higher levels of corporate
governance might have higher persistence parametecs they can have better relation
with market investors and must have higher levéldisclosure and public information.
Zhao and Millet-Reyes (2007) indicate that firmdfeing more pressure from stock
market to report timely and relevant earnings ttside investors also generate higher

earnings persistence.
Therefore, we predict our second hypothesis asviali

H2: The parameter of earnings persistence will bieihint for firms with different
corporate governance standards, so that the hitjleercorporate governance

standard, the higher the persistence parameter.
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3 DATA AND EMPIRICAL FINDINGS

Data in this study consist on all Brazilian listi@ins with continuous series of a
minimum of 24 quarterly earnings per share (6 yeavsilable at Economatica database
from last quarter of 1995 to first quarter 2011u3hour sample consists of 271 companies
that satisfied the sample criteria and presentdd danging from 24 to 62 time-series
observation. Hence, this set provides us 12,302-fjuarter observations. Table 1 shows
the number of companies distributed by economitosdthe complete list of companies

and estimation outputs are available from authadeurequest).

The minimum of 24 continuous earning series is ghdor persistence estimation.
Easton and Zmijewski (1989), for instance, workhwd0 quarterly observations. Using the
criterion of minimum observation, our sample doesinduce to a survivorship bias since
we do not impose a complete lengthy time-seriea daquirement on our sample firms.
Moreover, this choice of research design (i.e. fpecific time-series) allows us to
provide an important triangulation on cross-se@ioresearch findings on earnings

persistence.

Table 1: Companies by economic sector and corporagvernance levél

Sector NM N1 N2 Trad. Total %
Energy 3 4 1 24 32 12%
Textile - 6 - 19 25 9%
Steel and metallurgic 2 2 - 21 25 9%
Telecommunications - - - 21 21 8%
Finance and banking 2 3 - 15 20 7%
Food and beverage 1 1 17 19 7%
Vehicles and components 3 2 1 8 14 5%
Commerce 2 1 - 10 13 5%
Chemistry 1 2 - 9 12 4%
Real state 2 0 - 9 11 4%
Transport 5 0 2 4 11 4%
Other 9 6 2 51 68 25%
TOTAL 30 27 6 208 271 100%
11% 10% 2% 7% 100%

& NM is the new market, the most advanced corpagyaternance practices level. N1 is the
second most advanced level of corporate governaNgeis the less advanced corporate
governance levels. Trad. is the traditional listipgocess with few (or no) corporate
governance practices.

3.1Estimation of revision parameter

Our first step is to empirically estimate the pagéen revision of earnings based on
Forster’s (1977) time-series model for firm-spexifuarterly earnings relating current to

future earnings. We estimate the 271 firm-spe@fcameters using Eqg. 2 and results are
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presented on Table 2, which shows the distributi@haracteristics of the time-series

parameters.

Table 2: Distributional characteristics of the coeficients of the time-series process for earnings

Eq. (2) X _le—4=ej0+ej1(le—l_xjt—5)+ujt
ejo @jl
Mean 0.0367 0.1909
Standard deviation 0.5721 0.2504
Minimum -5.2680 -0.4335
25" Percentile -0.0011 0.0208
Median 0.0078 0.1922
25" Percentile 0.0392 0.3664
Maximum 5.0055 0.7451
Skewness -0.8333 -0.1921
Kurtosis 55.4520 2.7790
Jarque-Bera 31097.15 2.22

 Variable X it is the quarterly accounting earnings of fifrat quartet. @jo and@j1

are firm-specific regression coefficient auq is a normally distributed term.

The mean intercep®,, is 0.0367 and its standard deviation is 0.572lst

differently from Easton and Zmijewski (1989), wennat infer that the intercept is reliably
greater than zero for the entire sample. This amieh is also valid by analyzing the firm-
specific coefficients since only 15 firms present@ércept which is significantly different
from zero: 3 firms rejected the null hypothesid @t level, 8 firms at 5% level and 4 firms
at 10% level.

The mean coefficient relating current earningsuture earnings@;, is 0.1909

and its standard deviation is 0.2504. Jarque-Besa (JB = 2.2186) indicates that the
estimated parameters follow normal distributionhw@kewness of -0.1921 and Kurtosis
2.7790. In that sense, the mean coefficient of @18 Table 2, can be interpreted as, in
average, a R$1.00 shock in this quarter’'s earnragalts in a R$0.19 revision in next

quarter’s earnings.

Once again, differently from Easton and Zmijewdl9g9), we cannot infer that the
autoregressive coefficient is reliably greater thmro at 10% level for all sample.
However, our results can be compared to those stoBaand Zmijewski (1989), for the

American companies, since the mean of their 208sficoefficient was 0.486, indicating a
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$0.486 earnings revision for a $1.00 previous pesgbock. This evidence indicates a

lower relevance of past earnings to forecast futaraings in the Brazilian market.

Focusing on firm specific coefficients, it is pddsito find 118 coefficients that are
reliably different from zero at 10% level, where7l1@re greater than zero and 11 are,
puzzling, significantly lower than zero. Table &sume the numbers of firm specific
intercept and coefficient that are considered dtadlly significant (or not) at 1%, 5% and

10% level.
Table 3: Number of companies with significantly inercept and coefficients
Intercept -O;, Coefficient - © j;
Lower Higher Total % Lower Higher Total %
than than than than
zero  zero zero  zero
Significant at 1% 2 1 3 1% - 47 47 17
Significant at 5% - 8 8 3% 8 37 45 17%
Significant at 10% - 4 4 1% 3 23 26 10%
Total 2 13 15 5% 11 107 118  44%
Not different from zero 256 95% 153 56%
Entire sample 271 100% 271 100%

Intercept © ., and coefficient® ; : . : P
! I are the parameters estimated in earnings firm-fipeci

regressions of Eq. (2) X ™ Xi-e T ©jo # @K = Xjis) + U

Regarding the large number of coefficients (15&éiror 56% from total) non-
different from zero, it can be interpreted as i firm’s time-series of earnings do not
present persistence (or revision parameter is ¢tmgero); in other words, for this set of

153 companies, a shock in earnings in a given guddes not result in significant revision

for next quarters.

The empirical evidence of lower relevance of eagsirtan have at least four
possible explanations. First, the quarterly eamifogecast model of Foster (1977) might
not perform as well as it does in other marketsthis case, time-series of quarterly
earnings in Brazil might not be described as asedsAR(1) model. Second, accounting
earnings of Brazilian firms could be strongly atest by macroeconomic instability during
this period (1995-2011) since economic variablekige variation in earnings generating
increases or decreases in earnings that are meeaglyitory for some specific periods.
Third, accounting standards or changes in accogietioices can reduce the persistence of
earnings. Fourth, Brazilian managers and investas have a focus on short-term
earnings; hence, managers can manage earningedacgr more transitory (short-term)

earnings rather than persistent and long-term egsni
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Based on the considerable variability in firm-sfieqjuarterly earnings persistence
documented, this topic should be of interest tonddad setters when they consider
alternative reporting standards that might havengpact on firms’ earnings persistence.
Increasing the predictive ability of accounting gldobe one of the main efforts to bring

efficiency to capital market.

We consider the statistical significance of negatooefficients puzzling for the
research since it means that an increasing inrggsnn a given quarter should induces a
decrease in future earnings and vice-versa. Inrdmdéring some light to this issue, we

analyze separately the firms with significant negaparameters.

For the 11 firms with negative and significant dm&nt, it was possible to find
three main reasons for the negative parametersfirBheeason is that in some cases, when
earnings of operational activity fall in one quarfer during a year) managers act in
direction of re-balance firms accounting in the sself compensating past losses with
future profits. The second reason is that, for lpegods, earnings seem to be constant or
without growth; in these cases, earnings seemllowfca moving average behavior. The
third reason is related to the implication of m&o@nomic factors in earnings, since some
companies faced during the period of 2002 and ZQ6ihg earnings instability derived
from economic crisis. In addition firms with longrtn negative earnings (losses) should
return negative coefficients. To illustrate thesses of negative parameters, Figure 1
presents graphically the earnings time-series beh&er four out of 11 companies with
negative parameters. Graphically presentationlafegjative companies is available under
request.
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Figure 1: Earnings time-series behavior for comgamiith negative parameters
REDE4, PPAR3, MNPR3 and CELM3 are trading tickertfe selected firms

According to graphics of time-series of earnings,all cases a high shock in
earnings can be observed. Firms represented by REMEPR3 and CELM3 show long
periods of negative earnings. Hence, it is posdiblenterpret negative earnings (losses)
persistence, meaning that some negative shock leepammanent in the time-series. In all
cases, positive high shocks were merely transittmjowed, in sequence, by negative
earnings. PPARS3 case illustrates the period of ligitability faced by some firms in
Brazil given the international crisis (Argentinafaldt) and local political instability

(during the presidential election of 2002).
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3.2 Cross-sectional tests for differences in persisteac

The second step in this paper aims to test twoilplesseterminants for differences
in earnings persistence. The first is the size avhgany and the second is the level of

corporate governance practices.

In order to test the first hypothesis that relaamings persistence and size, three
different measures of size is used: total assetal tevenues and market capitalization.
Since some companies do not have the entire pérmdsome companies stopped their
activities or were object of mergers and acquisgiand do not have recent data), we use
the values of last information available, what icelsi a noise in the test since we are
comparing data from different periods. In orderréaduce this bias we estimated three

quartiles (28, 50" and 78" to divided firms into four groups according tetsize criteria.

Tests of mean differences were performed in otdecheck for differences in
persistence between groups according to size. Ghestack of space, it is only presented

results for size measured by the total asset ieT&bOther size measures reported similar
conclusions.

Table 4: Mean test for differences in persistencegrameters according to size (total assets)

95% Confidence
Interval for Mean
Std. Std. Lower Upper
N Mean | Deviation Error Bound Bound | Minimum | Maximum
Small 67| 0.1244 0.2414 0.0294 0.0655 0.1832 -0.43080.7114
Medium-Small 68| 0.1577 0.2543 0.0308 0.0962 0.2193-0.4335 0.7246
Medium-Large 68 0.2251 0.2590 0.03114 0.1624 0.28780.3775 0.7451
Large 68| 0.2554 0.229p 0.02717 0.2000 0.3109 -0.39700.6771
Total 271 0.1909 0.2504 0.01%2 0.1609 0.2208 -®433 0.7451
F-Statistics: 4.035 Sig.: 0.008

F-Statistics reject the null hypothesis of samemadsetween groups.

Based on the results presented in Table 4, itdscated that the parameter of
earnings persistence is different for firms witlifetient sizes, that is the means of the
persistence parameter is different among groups Qp01). By observing the means for
each group, the results indicate that larger fiprssent higher parameters of earnings
persistence. Therefore, consistently with Lev (3988e find support for our first

hypothesis.

The second hypothesis predicts the relationshipvd®t earnings persistence and

level of corporate governance. Firms were divided four groups according to the listing
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level of corporate governance proposed by BM&FBOWES (Sao Paulo Stock
Exchange). The four groups consist of Bovespa Neavkikt (NM), which is the most
complete and high quality level of corporate goeece; the second is Level 1 (N1),
which is the second most advanced level of corpogatvernance; the third is Level 2
(N2), which is the less advanced corporate govemdevels; and Trad. is the traditional
listing process with few (or no) corporate govewc®practices. Number of companies in

each listing corporate governance level was prevprasented in Table 1.

Table 5: Mean test for differences in persistencegrameters according to corporate governance levels

95% Confidence

Interval for Mean

Std. Std. Lower Upper
N Mean | Deviation Error Bound Bound | Minimum | Maximum
Trad. 208 0.1699 0.2549 0.0177 0.1350 0.2047 -®.433 0.7451

N2 6 0.3272 0.1851 0.0796 0.1380 0.5215 0.1ph17 153.59

N1 27 0.2266 0.2538 0.0489 0.1261 0.3270 -0.1712 702®
NM 30 0.2776 0.201( 0.0367 0.2026 0.3527 -0.1413 697TH
Total 271 0.1909 0.2504 0.0152 0.1610 0.2209 -B433 0.7451

F-Statistics: 2.504 Sig.: 0.060

F-Statistics reject the null hypothesis of samemadsetween groups.

According to Table 5, groups have different peesise parameter means at 10%
level. Results in Table 5 do not make possiblettongly confirm that higher levels of
corporate governance present higher persistencamegders, first because of the
significance level (i.e. null hypothesis of sameamg cannot be rejected at 5% level), and

second because of the means’ magnitude for eacipgro

It is possible to see that NM firms have highersgtence parameter (0.2776) than
N1 firms (0.2266). On the other extreme, traditi®ystem of listing (Trad.), with weak or
none corporate governance standards, shows the lpgrsistence parameter (0.1699),
what, in part confirm previous expectation of higherporate governance level is
associated to higher persistence parameters. Howeseause of N2 group presents the
highest mean (0.3272), it is not possible to stipognfirm our hypothesis. It may be that
the small number of companies in group N2 (6 firmgkes conclusion not strongly

significant.

In order to further investigate this issue, we d@d firm into two groups: firms
with listed corporate governance levels (NM, N1 &ftifirms) and firms with traditional

listing (Trad.). The first group yields 63 firmsdsecond group 208. We performed test
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for significance mean differences. Table 6 repbet tneans for the two groups and it is
possible to infer that firms with differentially gmrate governance levels (special listing —

NM, N1 and N2) have a higher persistence paranrei@rerage.

Table 6: Mean test for differences in persistencegrameters according to corporate governance levels

Std. Std. Error
Groups of firms N Mean | Deviation Mean
Traditional listing 208 0.1698 0.2548 0.0176
Firms with special listing (NM, N1 and N2) 63 0026 0.2230 0.0281
Equal variances assumed: fsHitzs: -2.541 Sig.: 0.012
Equal variances not assumed: F<Siedi -2.728 Sig.: 0.007

F-Statistics reject the null hypothesis of samemadzsetween groups.

We additionally test differences between the thgecial listing groups (NM, N1
and N2). However, it is not possible to statisticabnfirm differences between the three

groups with higher levels of corporate governance.
4 CONCLUSIONS

Given the different roles that the parameter ohie@s persistence can play, it
seems to be relevant to understand how persistemings of Brazilian listed firms are and
identify some of the potential determinants of @ags persistence, namely firm size and
corporate governance standard.

By collecting quarterly earnings data, we documemsiderable variability in
firm-specific quarterly earnings persistence. Wevshthat most of the firms present
earnings persistence not significantly differeonfrzero and, puzzling, some firms present
significant negative earnings persistence. Moreower found noticeable lower earnings

persistence than those found in previous studipkespto the American listed firms.

Our results also suggest that the firm size seenhe tan important determinant of
the parameter of earnings persistence. Using diftemeasures for size—total assets, total
revenues and market capitalization—we consistaiitgin support for our first hypothesis

indicating that the parameter of earnings perstgtés higher for larger firms.

Finally, earnings persistence is higher for firmghwlisting level of corporate
governance standards when compared with traditicstalg companies. However, we do
not find strong support that the parameter of e@ipersistence is higher for firms with
the higher corporate governance standards (NM mpewison to the other two levels of

corporate governance standards), partially supppdur second hypothesis.
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Given the considerable variability in firm-specigarnings persistence, the main
conclusion of this paper is that accounting eamimgist be considered with cautions when
used for both valuation and stewardship purposgseaally, for smaller firms and those

with lower corporate governance standards.

While we tried to discuss some possible reasonstliese results, it seems
necessary to develop more research in order torstadel determinants of earnings
persistence for Brazilian listed companies; whabusth be of considerable interest to
standard setters when they consider alternativertiag standards that might have an

impact on firms’ earnings persistence.
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