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Conditional Persistence of Earnings Components and

Accounting Anomalies
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5. SUMMARY

The mispricing of accounting information is often linked to investors’
misperception of the differential persistence of earnings components such as
revenue and accruals. Recently it has been suggested that the market reaction to
an earnings component should depend not on the component’s autocorrelation
coefficient (unconditional persistence), but on the marginal contribution of the
component’s persistence to the persistence of overall earnings (conditional
persistence). The rationale is that information on the persistence of an earnings
component is valuable for investors and analysts if it explains the persistence of a
variable higher in the hierarchy, namely earnings. We therefore examine whether
the market mispricing of accounting information is explained by investors’ failure
to distinguish between the unconditional and conditional persistence of earnings
components.
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