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T bty of investons to prodict future camings of firms exposes them to further risk such that potential investors may be
scared awav while existing ones may be prompted to withdraw their investment. Thus, it becomes imperative to evaluate the
cammangs prodicezbility of Nigerian quoted firms with a view to estblish the ability or inability of eamings to predict itself. Also,
g sody camined the impact of volatility on eamings predicrability of Nigerian quoted firms. The total number of seventy
e \T'E»] quoted Nigenan firms constitutes the population of this study and the entire 73 fimns were studied. The causal
relaionsho resaarch design was adopted. The secondary data used were collected from the financial statements of the quoted
Sz for the penod 1996 ro 2015, The system generalized method of moment (GMM) was used to estimate the dynamic panel
regresson modds of the study. The study found that eamnings of firms are predictable. The study also found that volatility has
advesse effect on eamings prediceabilicy. Ie

was therefore recommended more interest/investment in Nigerian firms since
e===gs mfommarion is available and is predictable while managements of firms should reduce instability in reported earnings.

R:_fk 5 2 mporanr issue that investors consider in making investment decisions, especially in developing economies such as
:\:_;:“_..Th‘s _is beczmise developing economies are characterized by uncertainties and risks. Such tisks may be an operatung risk,
==ocmanon nsk, polinaal risk, technology risk, and economic risk. Earnings quality which is an element of information risk
=rmoemenss of developing ity, and relevance of informaton provided by the
-’-2::_“?% :}‘s.'.:n ifficule for investors to make investment dedision due
€0 toe prodlem of arising from eamings. According to Dechow. Ge and Schrand (2010),
P * (1)- operational performance of the firm, and (11). quality of che accounting
g ¢ pertormance. Although there are different measures of eamings quality but the commonly used ones in

: pessistence, smoothness, accrual qual; , and predicrabilicy.
The P2y foas of this study is the prcdimbil.ity of eaming as a 1 L o l)

measure of eamings quality of listed companies in Nigeria.
' those
dom walk process; that is

0I2; Ogege & Mojekwu,
The implicasions of such conclusion which is 4

) ; source of concem to financial analysts, investo
recardiens e of many folds. The firse umplication is that i 4

the bistories of : t becomes practically impossible to predict fucu
2 the preg, ‘mﬂmmgs (past observarions on eamings). Another im

wn, 1977; Chant, 1980; Afego, 2

TS, management, and
re eaming by studying

implication is that investors who value firms based
ELerne st g through [h‘_mfﬂmmt of past performances are merel
preds bliey ig im;jﬁftd by management aimed ar removing fluctuatio,
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Bais that this sy examines the predictability of eamings of the Nigerian firmas. Asides the fact that ih'c
hbon m“. o e umL-l. the marker 18 highly regulated marker (Nigerian Stock Exchange, 2015; Oludoyi,
Nigeoan Stk t\hﬂw‘l :\“..;.‘I:\lkt:ﬁ]"“"“' eatnings are unpredictable may not be applicable to the Nigrrinn Malrkcr. ‘
109} Tian wacontio - o ol matvarion for this sy i based on one of the objectives of financial reporting which states
The ““““‘! o “ :‘\ i 4010 provide nfommation for existing and potential investors, lenders and other ereditors
What: the puspete o hl“:‘:::m.\zml Acconmting Srandard Doard [TASI], 2010). It is expected ta provide information that would
Rt fecson ““\“:gm':u::\lw amomt, g, and wncerabnty of expected future net cash inflows of firma. It is also expected to
coabde invests i Sai wonlid snable westor 1o esthimate the valie of an entity. :
provade ““‘“"“m‘::u-\l evidinees abont these stated objectives have been inconclimive; hence the need for more evidences
. :}‘:““::m);;,‘,g watket sl av Nigedda, While some atudies provide evidence of good earning quality in terms of
apaally o and pescherabuliny (Bolso, Flibag, Mergenthaler, & Peterson, 2016), others concluded that current earnings
e Pm“!:;t“:t m\ltuu'q: fwve cashy low andd ot future earnings (Bandyopadhyay, Chen, Huang & fha, 2010). However, a
are o ‘\:l\lh;‘mt‘hﬂ conchdid that ciceent year's cash flow other than current year's earnings predicts future earnings better
‘.‘:“l:': ‘\ ;\ \‘“‘:\\‘.\\,\!\\-n\l\\q. 2006), The question st what de the pmlicralfi!iry of cnm.ings of the Nl;gcrjnn firma?
LU lfii\l\m Aave been made by few studies 1o examine the predictability of earnings of the Nigerian firms
studbies are hovuead 1 many ways, The studies inelues ['ilhll'if‘u nu.ul Nw‘",""“""f"“ (.ZO,I 7); Uwuigbc,. ' .
and Junad (017X Qe wmagor h“,““““,“f‘ of pas studlies in this area in ngma':s Fhat they failed to examine the impact of
carnungs whnhity on caongs peedictability W‘hit"l has Ill‘l‘lll reported by some studws in other economies as a key determinant of
prodhictababity (Dvcher & Tang, 200‘)3 Hamzavi & Allatooni, 2011; Yosra & F:nw-fu, 2015). ) ,
Ancher key htation of the past studies is the weakness of the estimation techniques used. Most of these studies
onher wsed the Poaled Ordinary Least Square Method or the Ordered Probit Regression using the Maximum Likelihood
Esnmanon techmque to it theie ngression models (eg Uwuigbe, Uyoyoghene, Jafaru, Uwuigbe and Jimoh (2017). This is a
mae hautaton of the past studies in the sense that, the use of OLS to estimate an auto-regressive model is capable of
undermenung the vahduy of findings from such studies, The model that estimates carnings predictability is an Auto-Regressive
AR (I madd which the Ordinary Least Square and other similar estimation techniques cannot appropriately estimate. This
study arrempes o fill this gap in the literature. Finally, the few studics that have attempted to evaluate earnings predicta bility of
Nygenan firmn focusad on the financial service sector; thereby limiting the generalization of findings from such studies.

Thas study atrempts to address these limitations by studying all sectors except the financial service sector. Therefore,
the abyecnives of thus study are to: (1), examine the predictability

of camings of Nigerian firm; (2). examine che link beeween

volanley of eamings and eamings predicrability. As a result, the st dy hypothesized that: (I). eamings of Nigerian firms are not
prodiczable: (2 eamings volaality does not affect camings predictability.
Thas study covers the period from year 1996 to year 2015 for listed firms on the Nigerian Stock Exchange excluding

fiws = the finandial sector. The choice of the start date i 1 1 d

; however such

Uyoyoghene, Jafaru, Uwuigbe

. ‘ ate was equally based on dara availability. As at the time of the study, the annual report
< accoures of companies used in this study were not all available.
2 Lizemanee Review
Conoee of E;mmg: Predictability and Volatility
s precuctability is one of the various measures of ecarnin ality i :

%4, of ¢ _ gs quality (Francis er a/, 2004; Dechow et al, 2010). It measures
i‘:g:? Qf-ﬂf;mgs 0 Prcdu.?t itself; and this_ls possible if the finm’s camings exhibit a steady growth over the ye:?.rs which aan
Sl me ) o ’-?mcd in the future periods (Fink, 2014), Lipe, (1990) defined eamings predictability as “the abilicy of
y ;mm Si“pé; a u:u;: camings, and it is reflected in the variance of the shock in the univari ' 1
o Iinm

_ (1990),
s . 35 the variance of the shock gets smaller, predicrabili
peckerabny L.O;\Lms increases. Altematively, instead of just taking the variance of the shock as the m
‘L‘I‘u-m mmu:-c c?;dmi. and Ma _(2.0]4) u;cd the standard deviation to measure predictability. Bath varance an,
i van rl:.ry or spread in a distribution; the only advantage of standa
unit with the raw dara,

. egatively relared to camings
ty increases. Camequcntly the investors’
casure of
d sandard
td deviation over vananee is thae, standard

tollum(hcmﬂt

. asures the
| ! Nt eamings, Accurdu\g to Dechow ec af
more sustaimable carnings/ cash flow stream that will make a more useful
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Lseomted vast Wasedd o equity valuarion,
[L1%] 1

. \lm ‘“T‘l:ul gy 1 it canmiog

alwliny o

' | ' | the average
000 dillerentiate the two cancepra thin wayr “ihe predictability of eamings s ln ﬁmlcnnn of 1l - ;gn
] ' correlation
bipe “. | the anawnb eaenioge shoeka, whereas the tine serles persistence of earnings reflects ¢ Ie auito ?r; 4
A ' ' ; earn
alsplite magnitide s e eaving el samings pecistence i e slape coellicient of one year lag of earnings while gs
L A VRVANALE W
painge”

sl an the st deviation of the eeror companent Ganmal earnings shack) in the madel. Therefore, l:e
prwstictatiliy i wean "“ wersistenee sl predicrabilivg are not the same, | lowever, the two coneepts are complementary in the
b aiveepte ot p‘n\l\l\:}:m!‘ Ve exilvie pevalstence b o mﬂ'ly ol |'F"'||”ﬂ|'|“-

o that ";‘t::::\::ﬂl;-:N'“‘“""" o earnbgs peecictabilivg which are also rel

\ el o twot accowing related factors
These deveommants are classitis Wl i

\ A acerd qualiny, eanings smoothines, CANINgs management, measurement error, ac.:ouming conservatism (Ewert
Hann e T“m The eeonomde related factom are the core operating performance of firrms and earnings volatility, _

A Wagenhoten J. l'l‘ e vaiabiliny fn earnings whicly iy capable of reducing the ability of past earnings to predict future earnings
1\‘1’;““‘“3‘;_“;'3:25 ::m:; l'nmnnn & Silhan, 2017), According 1o Pink (2014), volatility is the instability and mnconsistency of
Lhhey T, = f=

Wbt by the varing stream of & company, When the valie of earnings is rising and falling in an indiscernible
pattem ovlv bt .
Emmm such sangs distiibution s sadd 1o be volatile,

W N

The volality of camings may be attributed 1o lh'r vnlalti!iry of the economy \:virhin'which’ a firm operates. [n an
amenging warket such as Nigeria where Rovernment .['cnrmmllc plﬂllclc! chmﬁc, frcqucntly In an inconsistent manner,
adversely alfixted (Bspinosa, 2016; I‘\.ng;‘u. Ginnnozzi & Baglioni, 2016). For instance,
exchange of Nigerian local currency against the Us dollar and l‘clufmls; has negative e
some fioms, This fluctwation in the FOREX ean introduce volatility into funclam.u'-l
pabicy and operating enviconment with‘in w ; nfluences the volaril;
Nigenan economy has witnessed recession in the recent time. The effect of such econ
pecformance of finm,

" Outhe ather hand, predictability is the earnings power: meaning the

ated to the determinants eamnings quality in general,
and economy related factars, The accounting related

firms are
the persistent fluctuation in che foreign

ffect on the operational performance of
tal performance of firms. Therefore, the
ty introduced into earnings. More so, the
omic shock can equally affect the economic

hich a fim operate i

Furthermore, apart from the economic vol:\tiliry. accounting principles and Practices are e
volaulity into camings (Fink, 2014). In sitations where revenue is poorly macched wich
camings (Dichev & Tang, 2008), Also, the accuracy of accounting estimates,
valuation methods can determine the level of volatility exhibited by eamings. In addition, the accounting practice of timely
recogmition of lasses than gains, transaction based accounting are capable of making eamnings to be volatile

The implications of carnings volatility are numerous: [t reduces earnings persistence and prcdictabil.ity (Dichev & Tang,
2009): it reduces the information content of eamings (Collin &Kothari, 1989; Lipe, 1990). It also signals uncertainty to the
market and as a result, the

market revises downward ure prospects of the firm. Consequently, the
stock price is adversely affected (Luttman & Silhan, 2011). 1s high due to the uncertainty of expected fumure
net cash inflow into the A€ is that cost of external finance will be relatively high when compared with
wtemal sources (Ewere & Wagenhofer, 2010; Bruner, Conroy, Estrada, Kritzman, & L, 2010; Doneva & Strom, 2013).
Volaality also creates incentives for Management to smoothen and manage earnings for personal gains (Hamzavi & Aflaroon;,

qually capable of introdus:ing
expenses, volati.lity 15 introduced inro
depreciation of asset method used, and stock

Theoretical Explanation

anuuinnThmry

According to Feltham and Oplsop (1995); Dumonticr and Raffoumnier (2002); Nilsson
value of 5 firm is the present value of ¢},

Assumpuon, tlye

F Ty posits thar the
ividend, urthermore, by imposin, the clean s elar
red as the sum of the book value of equj Yy umposing an surplus relanan

value of furure expected abnormal
The capiral charge is measured
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This is because investors are mostly concerned with the current position of an o
his

of the organization. | H | ‘

oy i » sieation wiers future carnings are uncertain, it becomes difficult to value the security of a firm. If

T 1 it ! ' ‘ . -

cr'cdi':“blc' it becomes difficult for investors to determine the carnings power of the security; hence, investors

\ i ‘ . .

rcmtll“l‘" to buy, sell, or hold the security of the firm. Consequently, the market tends to reyise dovmward its
wh

oW mplications for the firm. Firstly, the cost of

rganization and equally the

the future expected net cash inflow of such firms. This has many i
ahout

expectation 0 the expected retum on investinents by provider olf cnpitall to the firm would be high. This high cost of capital is
capital w!uch is .k of investing in a stock whose future net cash inflow is uncertain (unpredictable). Secondly, when the market
o catet for the r{l"r cctation about the future prospect of a firm, the share price of such firm is priced low by the market. If
writes downward 1S :ﬁrcsscd' after some time it may lead to a take-over bid by a healthier company.

such siation 18 mtonscql' ence of carnings unpredictability is that such firm may find i
pA:;ogifV;' 2012). This is because lenders would find it difficult to predict th
(Hns.‘m. a

R tl uld be unwilling to give out facility to the firm.
any other facilitys and a result they wo gtog . iy

t difficult to source for external finance
¢ ability of such firm to redeem loans or

Random Wm;a?:?qnpiriml model of this study, the random walk theory is applied. The theory stipulates that the successive
In.othcr to sp 9 churit}' prices is not dependent; making it difficult to predict future price of security. Those who attempt to
e Ch:s:c rice of security using past obscrvations believe that history has a way of repeating itself. It is believed that if an
P;-cjiict : m}ln understands the pattern of past behavior of security prices, and volume of trading, he could possibly predict
o gﬂ;'r rice of security. Those who hold this view are usually referred to as technical analysts. In
:::;10: mll!: theory state that successive changes in security prices are without pattern; hence,
security prices (Arewa & Nwakanma, 2014). .

The empirical model of a random walk theory according to Dupemex (2007) can be stated as:
X = ho+ Xua+ o where X: represents current year security price, Xir is the previous value of security,
and ¥ is the stochastic ecror term which is identically independently distributed. Therefore, for the purp
relevant for this work, an auto-regressive of order one is specified in section three of this study.
Empiricl Review
Many research efforts have been made towards understanding
decision making, depending on the decision objective, This
view. The advocates of the first approach believe that the
time series behavior of past eamings. The objective of th

contrast, the advocates of
it is impracticable to predict

Ao, is a drift component
ose of empirical analysis

and describing the time series properties of corporate earnings for

has been approached in the literature from two different points of
behavior of corporate earnings can be understood by modeling the
e approach is to extrapolate/forecast future eamnings by developing
univariate eamings model using past earnings. The technique commonly used by the proponents of this approach is the auro-
regressive method, ranging from auto-regressive model of order one AR (I), auto-regressive moving average (ARMA), ro the
auto-regressive integrated moving average (ARIMA). They found that the behavior of corporate eamnings is similar to the
zandom walk process (Ball & Watts 1972; Watts and Leftwich, 1977; Albrecht, lookabill &Meckeown 1977). The primary
implication of these findings is that corporate earnings are not predictable using past earning.

This approach to earnings predictability has been criticized for its many limitations. Chant (1980) claimed that
forecasting of earnings using its past values alone is not the best approach to understand the predictability of earnings. It was
said that furure eamings cannot be predicted in isolation from other economic variables or information. Chane (1980) designed
n "hﬂm_ﬁti\'e measure of eaings predictability which posits that earnings information is a subset of the generality of public
information, More 50, it is believed that eamings are cconomic variables that easily interact with other economic varibles. As a
ml.’]'t' econometric model was used instead of a univariate earnings model. In this case, a dependent variable versus independents
V:‘Tb 0 regression model was used. This econometric regression model allows for the inclusion of past values of camings
;zwmher lf‘dq’mdfnt variables, This enables the past values of earnings to relate with other information sets to joindy predice

€ &amings, This approach is consistent with the work of Lipe (1990); Das, Levine, & Sivaramakrishnan (1998), Luttman

2230%1)1}?;‘“ (wll): Hamzavi and Aflatoon; (20IT); Dichev and Tang (2009); Yosra and Fawazi (2015); Fama and French

vert and Wagenhofer (2010),
Findings from these studies are diverse; however, evidence of earnings predictability is common in most of the studies.
fchc C)Lpla.n,u?,), variables examined in conjunction with past values of earnings are: smoothness, volanility, acc‘rual
P“‘-dicr.abin cha"‘“”s'ti“. conservatism, and profitability, Studies have revealed that volatility is mversely related to camings

i ,(AH“Y’-“"E. Rountree, & Weston, 2005; Dichev & Tang, 2009; Yosra & Fawzi, 2015). The result of Hamzavi
inmpm::;onf (ZOU? showed that earning smoothing is positively related to predictability. This l:\ttlcr finding shon.:.ld be

¥ith caution in (he sense that earnings smoothing engaged by management using discretionary accrual is not

desirah)
¢ The work of Uwuigbe er 2/, (2017) shows that current earnings’ ability to predict future earnings decreased after the
_'-__;

Some of

s

Copyrigh: © CC-BY.NC 2020, CRIBFB | B/MSR &




1/index php/BJMSR Bangladesh Journal of Multidisciplinary Scientific Research
. al/1 g

Vol. 2, No. 1; 2020
.hﬂjlcom/.loum

ol Financial Reporting Standard. S.imilarly. the wolrk of Ebirien & Nwanyanwu (2017) reveals that there
e OFmtcm-am'JﬁcanC difference between banks and insurance firms in the ability of eamings to predict future earnings.

adop yidence oFs;gn]‘“ study, the two approaches to earnings predictability were adopted. The first model in section three of
F;O[hﬂ purpose of?::;tc camings model. The second model is not a univariate model but included volatility as another
this study 1$ :J;Ei:; henee it is consistent with the alternative approach.

independent ¥

{ this study is to measurc the predictability of cl:trnin.gs oft Nigerian listed firms; and as a result, the autoreg ressive
(1) is specified. Consistent with the specifications in the work of Das er 2/ (1998); Francis er al (2004);
Soliman & Tuna (2005); Dechow et al (2010); Boubakri (2012); Park and Shin (2015); Artikis and
(2016), the model is specified as:

The purpose

nodel of order O1¢

Richardsn, Slow

Papanasmsﬂi“mlos

Eamingsn: I}a+ |]:Eamiﬂg5i'*‘+ &'l‘ Thteersrranveioronionssiasinisssoisssnissioncanssnsnes (I)

Where Eamingssis the current camings for the various firms for the period covered, 11 is the intercept of the model, that is, the
ere it

teem, 1t is the persistence parameter, Eamingsiris the immediate past value of current eamings, & is the time-invariant
t : :

.cﬁd"ist_’:ml ﬁrn; characteristics, and Tt is the stochastic error term.

1ndivi

The above specification of autoregressive model is considered suitable for this study since the objective is to determine the
abiliry of past eamnings to predict future earnings. The word autoregressive in this case means the inclusion of lagged dependent
variable as an independent variable in the model. If the lagged dependent variable is solely the independent variable, then the
modd is 2 univariate model.

In addition to the univariate model in equation (I), equation (2) below measures the impact of volatility on eamnings
predictability. As a result, volatility is interacted with eamings as the second explanatory variable in the autoregressive model

apart from the lagged dependent variable. Therefore, following the works of Dichev and Tang (2009); Hamzavi and Aflarooni
(2011); Yosra and Fawzi (2015) the model is specified as:

Eamingse= 1)+ NiEamingsi.1 + nzVolatility+ nsEamingsir® Volte + 8+ e .oovvvuenen.o. ... (2)

In order to measure predictability from equation (I), the standard deviation of the stochastic error term is used. The slope
coefficient of the lagged dependent variable in equations 1&2 is not interpreted the usual way o
coefficient of the dlassical linear regression model. In this case,
level of eamings. The closer it is to I, the more persistent the
more t;r:.nsil:ory the earnings.

f interpreting the slope
the autoregressive coefficient is used to measure the persistent
eamings, but the closer it is to zero, the less persistent, and the

' There is a positive link between eamnings persistence and eamings predictability. Persistence of eamings drives the
Pfedl-ﬂ-“»bﬂily of eamings such that high level of persistence would result to increased ability of eamings to predict itself.
According to Dichey and Tang (2009), “the strength of the direct relation between earnings volarility and camings predicrability
is desermined by eamings persistence, where higher persistence signifies more predictable earnings”.

However, for the purpose of measuring predictability, it is the standard deviation of the error term that is used. The
sm,a!_!a the S_U-Hd:rd deviation of the error term, the higher the predicrability of earnings and vise-versa. This interpretation is
::sﬁd[?j W’Ih I_:tancis et al, (2004); Dichev and Tang (2009); Li er al (2014). On the other hand, if the abjectve of the

. design is to measure the predictability of earnings relative to volatility, then the R? from the regression models in
%"E I'and equation 2 are used to measure predictability of carnings (Dichev & Tang, 2009; Petrovic, Manson, & Coakley,
Pfedi;tabwdi[ym %Wa.genhl'\ofe.r, 2010; Hamzavi & Aflatooni, 2011; Yosm & Fawzi, 2015). If the R? is high then the
valie of s O eamings is high; otherwise the predictability of earnings is low. According to Dichev and Tang (2009), the

iy I&ig)[')redictabi]ity is relative to volarility is calculated as the squared of persistence coefficient (in this case i in

Th i
the period < voladl

ty of eamings is measured as the coefficient of variation of the entire historical earnings for each firm over
(s

. dCO\_'er.ed. This measurement is in line with the study of Das er al, (1998). The coefficient of variation is calculared as
€Viation / mean)*100 (Black, 2010).
Esﬁmzﬁm Tech:

. es
44ations (T) g, (2) are dynamic

20 thae Atention should be panel regression models, Therefore, for the purpose of estimation, Arellano and Bond (1991)

paid to certain economic problems that may come up. Firstly, the inclusion of the lagged
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hib. cam/jaumllllnde;
w0

{anatory variable introduces autocorrelation, Secondly, the lagged dependent variable is correlated with
qariable 8 &P - if the model is transformed by taking its firat difference, then the effect of the individual

o istic. Howevens e Soweie : ol
dfPf"J“.i({“ chmmmleml'dm' the lagged dependent variable is atill correlated with the Jagged error term. Thirdly, it is
in i ; ; ,
the enstic "Fr? explanatory variables are endogenous; in that case, the explanatory variables would correlate with the
the )

aesible that some 0 o data sct is such that the time pcriod (time dimension) is less than the cross-sectional units (unit
‘:mn Fourthly: the F;“am“ of these economic problems is that the Pooled Ordinary Least Square Estimator, Pixed Effect
dimension)- L mg’ :c‘c Random Effect Panel Estimator are biased and inconsistent. T hcn:'forc, in order to overcome these
Pand Em?}lw;:;;‘“ and Bond (1998) System Generalized Method of Moment (GMM) estimator is used.
Pmb]d‘m- ¢

Research Design bility of past camings to predict future carnings is examined. Pollowing the past studies in this field of
In chis study: the 201 rnin s were regressed on its lagged value and the variance of the error was obtained. Consequently, the
rescarch, Qe Y‘""r":hc crgmr (square root of the error variance) measures the predictability of earnings, As a result of the
standard devation © nings in this study the causal relationship research design was used.

rocedur (ollowed in measuring predictability of car
B

PUP‘lm?dﬂ'S:z:'c&t?,dst[j:;comists of all the companies listed on the Stock Exchange not later than year 1996. The year 1996
ﬁcf}:’p ::.:juc to the nature of this study which requires historical data. This population does not include companies in the
. d:!s ch:or on the basis that the sector is highly regulated such that its inclusion may constiture a serious heterogeneity
ﬁm:lm in the study. In total, seventy three (73) companies constitute the population of this study; and the entire seventy three
?;;) companics were examined to enhance the generalization of the findings. Hence, the study is a census study since no sample
= For the purpose of this study, secondary data were used and were obtained from the financial statements of the
companics sdied. The data obtained was the camings information for all the firms studied. Eamings are measured as the profit

on ordinary activities after tax.

4. Analysis and Results

Table Imodel 1 presents the estimation resul of the system dynamic panel for modell. The result shows that the lagged
dependent variable (Eamingsi1) which is the autoregressive component of the model has a coefficient of 0.7238752 and it is
significant at 1% levels (p<O.01). The R? for the model is obtained by taking the square of the autoregressive coefficient as
0.52. The model was properly fitted as shown by the significance (p<0.0I) of the Wald Statistics. Also, table 1.2 shows that the
absoluze value of the standard deviation of the error term for model I is 137[818. Furthermore, the cocfficient of correlation
berween eamings and the lagged value of earnings is 0.8754 as contained in table 1.3. The implication of this result is that half
of the total variation in carnings is explained by its own history, therefore it can be deduced that there is evidence of earnings
predicuability,

Table I Modd I: System Gmm Panel Regression Results

éﬁ:;‘“v:{_?%:_ﬂﬁe'l-data estimation Number of obs - 961
T Vi-ﬂih]e:'yu:' Number of groups = 73
Obs per group: min = 1
avg = 13.16438
" max = 19
Nunbe, r
rof instruments « 184 wald chi2(1) = 4,37e+06
TW-51ep resyles Prob > chi2 =  0.0000
———
earnings WC-Robust
9 Coef, std, Err. z Pzl [95% conf, Interval)

ul"lﬂ ngs

-7238752  ,0003463 2090.42 0.000 7231965 7245519
3915804 4730,169 82.85 0.000 382609.4 401151.3

Om-:;w differenced equation
Instrumenty s LQ/:).Hrn?nns

_tﬂr‘ level equation
Standyng. o-earnings
Source: rd: _cons

o Computation, (2019)

Instrumenys
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.o of Residual
_ Suandard Deviation ©
Table 12
stats resid
| st
| 18
: 1.
vmaniﬁ e
max 1-37&+01
o | 0.8
sin | 16524
| —
Table 13- CORRELATION MATRIX

garnings earngs~g volati-y

ins | 10000
ezar;gngg 08754 1,0000
ity | 0075 0.0 1.0000

Spurce: Authors’ Computation, (2019)

However, the result equally implies that almost half of the total variation in eamings is explained by other factors other
than the history of itself. It can be said therefore that evidence of eamings predictability is just moderate and not so high. This
result 15 consistent with the work of Holt (2013) who found evidence of eamings predictability. On the other hand, the resulr is
different from the results reported by Ebirien and Nwanyanwu (2017); Uwuigbe er 2/ (2017) who found no evidence of
eamings predictability. The inconsistency in findings especially in Nigeria may be attributed to the fact that the works of Ebirien
and Nwanyanwu (2017); Uwuigbe et al (2017) were focus on the financial service sector while this study focus on other sectors
other than the fmandal sector.

Furthermore, in order to examine the effect of eamnings volatility on earnings predictability, model 2 was estimated and
the resulrs are contained in table 2, model 2. This table shows that the autoregressive coefficient is 0.775673 and it is significant
at 1% significance level (p<<0.0I). The table also reveals that the coefficient of the interaction between the lagged dependent
varizble and volaulity is -0.0766498 and it is significant at 1% significance level (p<O.01). Adjusting for the effect of voladlity,
thf-_marcgmsivc coefficient is added to the interaction coefficient as 0.775673+ (-0.0766498) which is equal to 0.6990232.
This figure is used to obtain the value of R? for model 2 as (0.6990232)* which is equal to 0.49. Furthermore, table 2.1 reveals
thi}‘ ftfe standard deviation of the error term for model 2 is 1706428. It shows that the autoregressive coefficient dropped after
adjusting for the effect of volatility. Also, the value of R? dropped after adjusting for volatility.

Table 2 Model 2
Syst
G{S‘m:m\,gﬁchﬁﬂnﬂ—data estimation Number of obs = 961
Time Vﬂr‘iab‘lg?'y.:::m Number of groups = 73
Obs per group: min = 1
avg = 13.16438
—_ max = 19
um|
€r of instruments = 185 wald chi2(3) = 1.65e407
TWo-Step resylys Prob > chi2 - 0.0000
WC-Robust
Coef, std, Err. z P>lz| [95% conf. Interval]
volar{yqy 1;;;5573 .0005681 1365.36 0.000 7745595 . 7767865
- 07513.7 646.8077 231.47 0.000 148445.9 150981.4
. 463498 .0006895 -111.16 0.000 -.0780012 -.0752983
o 910  3517.312 133.60 0.000 463016.2 476803.8
nts "F;or- |E|1fferenced equation
x Stangubt L€2/.).earnings
"’t"'-'ﬂ\enr_; fo:d_ieﬂ.garnwﬂ ty
GMM - ¢ .evel equation
5tand§2§; LD.earnings

cons

Sour ,
<& Authory Computation, (2019)
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s n emndad doviation of the error term increased from 1371818 in model [ to 1706428 in model 2. The implicanon
~ s susoregressive coefiident reduced after adjusting for the effect of volaulity and the standard

SRR SR T - the

- = tad =X U b R " - i . " . ’
of &= 'Sﬁ - inreased. volasility has negative effect on predictability of carnings. This result is consistent wath the
Sraanon of e Eoe TR -

T i & Affscom (2011) who found that smoothness of camings has positive association with eamnings
Sodas & ‘—F:,,-._.:z;s 2o consistent with the works of Dichev and Tang (2009); Flink (2014); Yosra and Fawz (2015)

= ;-m:-;: Loy bos mverse relationship with eamings predictability. The table 3 shows the distnbutions of eamings,

o —r ble. boged valor of eamings and eamings vohality. The modd s well fitted because the Wald staustcs s

sz xS p<QOIL. The roml mumnber of instnmments used was 185 and they were valid instruments. The validity
. e was escablished bosed on the result of the Sargan test contained in mble 4. The null hypothesis could not be

e = o o e Sgeificance lovelss meaning thar the instuments used were valid.

T -

.

—
pparamt
[

=71 s Me=n  Std. Dev. Nin ¥ax

iy | DS WIAE 5803 -2.8807 2.8l
=T | W B MM S8 1.8%d0T
=iz LG BNS BUBY 28 100
ey | D -S89 4.8 177883

Somre Aewbony’ Compreation, (2019)
Tatl £ DIAGNOSTIC TEST- SARGAN TEST

System Cyramic panel-dara estima

Crous wa = tion Number of obs - 961
Tice ':;_l’.':;%l’l?:yﬁ:- Number of groups - 73
obs per group: min = p e
e 9 2 avg = 13.16438
max = 9

hmfer of
of fnstruments = 185 wald chi2(2) = 1.81e+08
Te-tten resules Prob > chi2 - 0.0000

€arng
ras Coef. sed. Err. z P>zl [95% conf. Intervall
_-5;66543 -.0001734 4536.70 0.000 .7863144 7869941
39055508 .0002558 -281.42 0.000 -.0724821  -,0714794
578.6 584,5054 676.77 0.000 394433 396724.2

Te€p srtandard .
In €rror errors are biased; robust standard
trisents £, 57 recommended. !

fferenced e
. quation
—tvpc: LQ2/.) .earnings
Lments fq,. 5 P-Earnvolcy
r level equarion
-earnings
il —Cons
Sargaat. 52rgan
“SF of over{dentq
* °V'r1d¢nt1
chiz

Qs2)
Prob = 70.72157
SOu:ccAmhm- M2 - ""ilo000

Computation, (2019)

a fying restrictions
¥ing restrictions are valid
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