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Earnings quality and stock returns: a causal relationship analysis
in the Nigerian consumer goods sector

This study investigates the causal relationship between earnings quality and stock returns in Nigeria’s
consumer goods sector from 2015 to 2024. Using a comprehensive sample of 45 publicly listed consumer
goods companies on the Nigerian Exchange Limited (NGX), we employ accounting-based earnings
quality measures, including accrual quality, earnings persistence, earnings predictability, and earnings
smoothness. Our findings show a significant negative impact of earnings persistence on stock returns,
indicating that firms with more persistent earnings tend to have lower returns. Pairwise Granger-
causality tests reveal that none of the earnings quality measures Granger-cause stock returns. However,
the results also indicate reverse causality, with stock returns Granger-causing earnings persistence.
The study employs the Arellano-Bond dynamic panel-data estimator and Granger-causality tests to
examine the impact of earnings quality on stock returns and to establish causal relationships among the
variables. This study provides comprehensive evidence of a limited causal relationship between earnings
quality and stock returns in Nigeria’s consumer goods sector. The findings have important implications
for investors, managers, regulators, and researchers. They suggest that other market forces may have an
overriding influence on stock returns beyond the fundamental quality of earnings.

Keywords: earnings quality; stock returns; Granger-causality; efficient market; Nigerian consumer
goods.

Problem statement. Nigeria, as Africa’s largest economy and most populous country, offers a unique
perspective on the implications of earnings quality for explaining stock returns. The country’s consumer goods
sector has experienced significant growth, driven by a large domestic market of over 200 million people and
increasing urbanization. However, the sector also faces challenges such as currency fluctuations, regulatory
changes, diverse capital structures, and corporate governance frameworks, which may influence earnings targets,
earnings quality, and its relationship with stock returns.

The relationship between earnings quality and stock returns has been a topic of discussion in accounting
research since the 1960s and 1990s. Are well-known for their seminar work [5] that pioneered what is now called
market-based accounting research. They conducted an empirical study of the informational value of accounting
earnings and how quickly they influence stock prices, demonstrating that the market can quickly adjust prices to
reflect new information from the firm, assuming market efficiency. However, most evidence comes from
developed markets, with limited research focusing on emerging markets in Africa, where institutional structures,
market efficiency, and investor sentiments may vary significantly. This study addresses the gap by examining the
causal relationship between earnings quality and stock returns in listed consumer goods companies in Nigeria,
which account for approximately 23 % of the market capitalization on the Nigerian Exchange Limited (NGX).

The consumer goods sector provides an ideal setting for this study due to several factors: 1) the sector’s
significant representation in the Nigerian stock market; 2) the availability of consistent financial data across
multiple years; 3) the sector’s exposure to both domestic and international market forces; and 4) the presence of
both multinational corporations and local companies with comparable reporting standards.

Analysis of recent research and publications. These sections presents related and resent research
publications by first highlighting how the study is anchored on the efficient market hypothesis, agency theory,
information asymmetry, and even other behavioural finance theories and followed by related literatures.

Theoretical framework. The relationship between earnings quality and stock returns is grounded in several
theoretical frameworks, including the efficient market hypothesis, agency theory, information asymmetry, and
even other behavioral finance theories. The efficient market hypothesis [11] suggests that stocks are accurately
priced at any given moment to reflect their intrinsic value, with no over- or underpricing, as rational and informed
investors use all available information, including the quality of reported earnings, to maximize their wealth.
However, behavioral finance theories suggest that market inefficiencies may prevent the immediate incorporation
of earnings information, including its quality, into stock prices.

Agency theory [18] offers an alternative perspective for examining the relationship between earnings quality
and stock returns. Managers, in their efforts to meet earnings targets set by shareholders, may engage in earnings
management or smooth reported earnings to hide significant fluctuations in earnings trends, potentially
undermining earnings quality. However, when earnings management occurs through managers’ accounting
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judgments to influence earnings information — whether driven by an objective firm’s welfare or by incentives that
are deceptive and designed to maximize personal utility [10] — it results in lower-quality earnings. This is a position
of information asymmetry, which creates information risks and widens the information gaps between management
and investors, leading to higher risk premiums and reduced stock returns.

Earnings quality measurement. Earnings quality is a multidimensional construct that has been defined in
various ways in the literature. Also, different authors have used different attributes and have used various tools,
such as earnings persistence and earnings power [12], earnings persistence and earnings predictiveness [20],
earnings smoothness [1], accrual quality, earnings timeliness, and earnings persistence [7] to measure the
informativeness of accounting earnings. Also [14] suggested seven earnings attributes in their work to measure
the relationship between earnings quality and the cost of equity within the United States of America: accrual
quality, persistence, predictability, smoothness, value relevance, timeliness, and conservatism [14]. The first four
attributes are referred to as accounting-based because measures of the variables depend entirely on accounting
information. The last three attributes are referred to as market-based because they are expressed as relations
between market data and accounting information [14]. Their work established a strong foundation for subsequent
research linking earnings quality to various firm outcomes.

Earnings quality and stock returns: international evidence. Following [5], numerous studies in developed
markets have documented a positive contemporaneous association between earnings quality and stock returns,
generally attributed to earnings’ ability to summarize value-relevant information. The seminal paper by [24]
investigated whether the stock prices of NYSE and AMEX firms fully reflect the information in the accrual and
cash components of current earnings. Alternatively, the association between earnings and stock returns may partly
be attributed to investors’ «naive» fixation on earnings rather than their ability to summarize value-relevant
information, thereby creating opportunities for abnormal returns.

Building on [24, 23] demonstrated that the accrual anomaly exists across various countries, although its
magnitude varies with market development and institutional factors. They developed a model demonstrating that
less reliable accruals lead to lower earnings persistence, thereby contributing significantly to stock mispricing.
These findings suggest that considerable costs are associated with including less reliable accrual information in
financial statements. Their results also indicate that the relationship between earnings quality and returns is
inconsistent across markets.

Examining the impact of earnings quality on stock returns, prior studies that used earnings persistence as an
explanatory variable found a statistically significant positive association. These studies [2, 3, 16], document that a
corresponding increase in stock returns was evident for each additional unit of earnings persistence. The positive
correlation between earnings persistence and stock returns can be attributed to investors’ favorable expectations
stemming from reduced uncertainty, greater confidence in future earnings sustainability, more positive perceptions
of the performance outlook, and anticipation of lower risk. Control variables, such as return on assets and the
dividend payout ratio, are positively associated with stock returns. Earnings persistence, as a measure of earnings
quality, has also been found to be positively correlated with firm market value, significantly influencing stock
prices upward [7].

The study of the impact of earnings quality on the stock returns of companies in the Arab financial market
was carried out by [3], which adopted six measures of earnings quality, namely accrual quality, earnings continuity,
earnings predictability, earnings smoothness, value relevance, and earnings conservatism, found a significant
positive impact of earnings predictability on stock returns.

Emerging market evidence. The study of the relationship between earnings quality and stock returns in
emerging markets has yielded mixed results. Some studies find weaker relationships compared to developed
markets, attributing to lower market efficiency and evidence of anomalies. Investigated the effect of real earnings
management on the relation between current stock returns [19] and future earnings of companies listed in the
Korean stock market from 2000 to 2015, and found that real earnings management prevents the market from
assessing firms’ future earnings reflected in the current stock prices. In a study that examined the impact of real
earnings management on cross-sectional stock returns with attention to the moderating role of market effect, size
effect, value effect, and momentum effect [6] found empirical evidence that investors discounted stock prices at
higher rates because they perceived downward REM as a source of risk. On the contrary, the results show that
investors held on to their stocks even when returns were lower, driven by a positive perception of upward REM.
An anomaly, found to be robust across all considered moderations.

In the African context, there has been limited research conducted. Examined earnings management and stock
returns in Nigeria [26], with a primary focus on the banking sector. Their study found evidence of earnings
management but did not establish clear causal links to stock returns. Examined the association between various
measures of earnings quality and stock return [13]. They measured earnings quality using accrual quality,
conservatism, earnings persistence, predictability, and smoothness. A multilevel linear regression analysis
revealed that accrual quality and earnings persistence are negatively correlated with idiosyncratic volatility. At the
same time, conservatism and predictability show no significant relationship with stock return volatility.
Smoothness, on the other hand, is positively related to the observed variable. The mixed results of this study
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support the noise and information perspectives in explaining the volatility of stock returns for JSE-listed companies
and, indeed, other emerging markets in Africa.

Nigerian context. The Nigerian capital market has experienced significant growth in recent years, driven by
improved regulatory frameworks and digital transformation, which have boosted investor confidence and attracted
increased foreign investment. Market capitalization has expanded significantly, reflecting new listings and higher
prices, reaching a notable ¥90 trillion in the third quarter of 2025. This expansion, driven by new entrants, comes
with expectations of sustainable market performance that would deliver expected returns. These expectations
demand continuous analysis of factors impacting stock returns, including firm-specific factors such as earnings
quality and governance, as well as market-level factors. However, research on the relationship between earnings
quality and stock returns has been scarce, and the limited studies have produced inconsistent results. Investigated
the impact of earnings quality on the market values of listed quoted companies in Nigeria [4]. The study’s findings
show that accrual quality and earnings smoothness significantly negatively affect the market value of listed firms
in Nigeria, as measured by share price. However, their study did not examine how this behavior affects stock
returns. Investigated the relationship between earnings quality and firm value in Nigeria [22] and found a positive
correlation. However, the study used market-to-book ratios instead of stock returns and did not establish causality.

Hypotheses development. Based on the theoretical foundations and empirical evidence, we develop the
following hypotheses: Hia: Earnings quality impacts the stock returns of listed consumer goods companies in
Nigeria. Hip: Earnings quality Granger-causes variations in the stock returns of listed consumer goods companies
in Nigeria.

The purpose of the article. The purpose of this article is to contribute to knowledge by exploring the effect
of earnings quality on the stock returns of Nigerian consumer goods companies. Therefore, the article makes
several contributions to literature. First, it provides empirical evidence from an underexplored African market,
enhancing our understanding of how earnings quality affects stock returns in emerging economies. Second, it
employs multiple earnings quality metrics to provide a comprehensive assessment of the relationship. Third, it
uses advanced econometric techniques to establish causality rather than merely establish association. Finally, it
offers practical implications for investors, regulators, and corporate managers in Nigeria and other comparable
emerging markets.

Presentation of the main material. The Sample Selection comprises all consumer goods companies listed
on the Nigerian Stock Exchange from 2012 to 2023. We begin with 21 companies and apply the following
screening criteria: 1) companies must have traded consistently on the NSE from 2012 to 2022; 2) sufficient data
must be available for the entire study period, including relevant information for all research variables. After
removing companies with missing data, the final sample consisted of 130 firm-year observations from
13 companies, representing 62 % of the total population. The sample includes major players such as Nestle Nigeria
Plc, Unilever Nigeria Plc, Nigerian Breweries Plc, and Dangote Sugar Refinery Plc.

For the earnings quality measures, we employ four accounting-based earnings quality measures to capture
the multidimensional attributes of earnings quality:

Accrual quality. We use a measure of accrual quality based on the model estimate in [9]. This measure clearly
describes accounting accruals as another component of accounting earnings, alongside cash flow and accruals [9].
The model assesses accrual quality as the standard deviation of residuals in a regression that links the current
period’s working capital accruals to operating cash flows in past, present, and future periods. Consequently, a
higher standard deviation indicates lower earnings accrual quality. To create practical measures of working capital
accrual quality, the following firm-level time-series regression is proposed [9]:

AWCit = Bo + B1CFOit1 + B2CFOit + BsCFOit+1 + Eit, 1)
where AWC;; represents the changes in working capital accruals during the current period, CFOi1 is the cash flow
from operations in the previous period, CFOy is the cash flow from operations in the current period, and CFOit1
is the cash flow from operations in the next period. B1, B2, and B3 are the slope coefficients for the previous, current,
and future periods’ cash flows from operations, respectively, while €j is the residual.

AQit = o(Ew), 2
where AQj is accrual quality, ¢ denotes the standard deviation of the residual €j

Earnings persistence. We measure earnings persistence (PERSIST) as the coefficient from a simple
regression of current earnings on past earnings [8, 13, 21]:

Earningsit = o + p1Earningsic + Ei, 3)
where Earningsi is the current period earnings, Earnings;.: is the previous period earnings. Earnings in this model
are generally scaled by the number of shares in most studies. B; is the slope coefficient for previous-period
earnings, which measures the persistence. A higher coefficient (1) for Earningsi— indicates greater earnings
persistence.

Earnings predictability. We measured predictability (PREDICT) by the variance (c%) of earnings’
persistence shock (€i) in the univariate earnings process given in equation (4) [21]:

PREDICT: = 62}t (4)

The higher(lower) the variance of the shock, the lower(higher) the predictability of earnings.
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Earnings smoothness. Earnings smoothness is defined as the standard deviation of net operating income
divided by the standard deviation of cash flows from operations. Higher values of Smoothness indicate less
earnings smoothness, while lower values indicate greater earnings smoothness [14].

SMOOTH;: = oNOIi/ 6CFOj:. (5)

Stock Return Measures. We measure stock returns using the ratio of price appreciation plus dividends paid
to the price at the beginning of the period [16, 17, 25]. This definition, also used in [15] and also adopted for this
study, is stated in the relation below:

Rit = (Pit— Pit-1) +Dit ,
Pit1 ©)
where Rj; is the stock returns at the end of year t, and Pi: and Pi.1 are the stock prices at the end of year t and t-1,
respectively. At the same time, Dj; is the dividend per share for year t.

Control variables. We include several control variables based on prior literature:

1) profitability ratio, measured by return on total assets (ROTA);

2) leverage ratio, calculated as the debt-to-total assets ratio.

Econometric specification. Generalized panel data regression model. To establish causality rather than
mere correlation, we employ several econometric approaches:

SRit = Bo + BitEQit + PBitLEVit + BitROAIt + «it. ©)

Specifically, the model in Eq. 7 will be replaced with various measures of the variables, where SR is the stock
returns (SR); EQ is earnings quality, which includes accrual quality (AQ), earnings persistence (PERSIST),
earnings predictability (PREDIST), and earnings smoothness (SMOOTH). Leverage (LEV) and return on assets
(ROA) serve as control variables i and t represent firm i at period t, respectively; 3 is the regression coefficient;
g is the error term.

Dynamic panel estimation model. Given the presence of cross-sectional dependence in our panel data, as
indicated by the cross-sectional dependency test, the random effects model, as suggested by the Hausman
specification test, was deemed unsuitable for our analysis. We therefore choose a dynamic panel model, which
better captures the complexities and dependencies in our data. Dynamic panel models, such as the Arellano-Bond
and Blundell-Bond estimators, are designed to address such problems as cross-sectional dependence, endogeneity,
and autocorrelation.

Granger causality tests. We test whether lagged earnings quality measures Granger-cause current stock
returns and vice versa.

Results and discussion. Descriptive statistics. Table 1 presents descriptive statistics for our key variables.
Stock returns (SR) have a mean value of 0.0980, indicating that, on average, the listed consumer goods companies
experience a small positive return. However, the standard deviation of 0.5305 reflects the volatile characteristics
of emerging markets. Accrual quality (AQ) has an average of 3.8647 and a relatively high standard deviation of
4.6982, indicating considerable variation in how firms manage their accruals. Similarly, earnings persistence
(PERSIST) has a mean of -0.1197, suggesting that past earnings are not strongly predictive of future earnings for
most firms. The standard deviation of 9.9647 and the wide range from -49.5165 to 60.0609 indicate that earnings
persistence varies widely across firms. Earnings predictability (PREDICT) has an average of 38.2954 and a
standard deviation of 108.9639, indicating high variability. Earnings Smoothness (SMOOTH) averages 0.4675,
suggesting that most firms do not engage in excessive earnings smoothing. However, the standard deviation of
1.0244 and the wide range from 0.0011 to 8.0696 indicate that some firms significantly smooth their earnings,
while others allow earnings to fluctuate naturally.

Table 1
Descriptive statistics
Variable Obs | Mean | Std. Dev. Min Max
SR (Stock Returns) 130 | 0.0980 | 0.5305 -0.7625 | 1.8849
AQ (Accrual Quality) 130 | 3.8647 | 4.6982 0.0054 22.9571

PERSIST (Earnings Persistence) 130 | -0.1197 | 9.9647 -49.5165 | 60.0609
PREDICT (Earnings Predictability) | 130 | 38.2954 | 108.9639 | 0.0004 849.5227
SMOOTH (Earnings Smoothness) | 130 | 0.4675 | 1.0244 0.0011 8.0696
LEV (Leverage) 130 | 0.0869 | 0.0898 0.0000 0.5035
ROA (Return on Assets) 130 | 0.1076 | 0.0969 -0.1054 | 0.3835

Source: author’s computation using Stata

Correlation analysis. Table 2 presents the correlation coefficients among the key variables. We observe
mixed correlations between earnings quality measures and stock returns. Accrual quality is negatively correlated
with returns (-0.1683), suggesting that firms with higher accrual quality tend to have slightly lower returns.
Earnings predictability and earnings are positively correlated with stock returns, at 0.0902 and 0.0633,
respectively, indicating that companies with more predictable earnings tend to have slightly higher stock returns.
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Similarly, earnings smoothness shows a weak positive relationship with stock returns, suggesting a limited impact
on returns. Conversely, a negative correlation of -0.1784 between earnings persistence and stock returns suggests
that more persistent earnings do not necessarily lead to higher stock returns.

Table 2
Correlation analysis

Variable SR AQ PERSIST PREDICT SMOOTH LEV ROA
L1.SR 1.0000
AQ -0.1683 1.0000
PERSIST -0.1784 | 0.1015 | 1.0000
PREDICT 0.0902 0.2862 | -0.0136 1.0000
SMOOTH 0.0633 0.0394 | 0.0038 0.0640 1.0000
LEV -0.1783 0.3582 | 0.0801 -0.0974 -0.0904 1.0000
ROA 0.1028 0.0475 | 0.0302 0.0364 -0.0622 -0.0260 1.0000

Source: author’s computation using Stata

Dynamic panel estimation. Table 3 presents the results of the Arellano-Bond dynamic panel estimation
model used to examine the determinants of Stock Returns (SR) across 13 firms. This model is effective for handling
endogeneity, autocorrelation, and unobserved heterogeneity in dynamic panels, especially when the lagged
dependent variable is included as a regressor. In this case, the first lag of stock returns (L1.SR) was included to
account for possible return persistence.

Earnings Persistence (PERSIST) is the only earnings quality measure that significantly predicts stock returns.
The coefficient for PERSIST is negative and statistically significant at the 1 % level, with a value of -0.0176 and
a p-value of 0.001, indicating that firms with more persistent earnings generally tend to have lower stock returns.

Other earnings quality measures — accrual quality (AQ), earnings predictability (PREDICT), and earnings
smoothness (SMOQOTH) — did not have significant effects on stock returns. This suggests that these qualitative
dimensions of earnings may be important in understanding the quality of reported earnings, but may not be strong
determinants of market performance in this context. Specifically, AQ had a negative but non-significant
relationship, with a coefficient of -0.0032 and a p-value of 0.858. Predictability and smoothness both showed weak
and statistically insignificant positive associations with stock returns.

Overall, the model’s Wald chi-square test indicates that the joint effect of all variables on stock returns is
marginally significant (x> = 13.92, p = 0.0526). Although only one predictor, earnings persistence, was statistically
significant on its own, the near-significance of the overall model suggests a moderate explanatory power.

Table 3
Arellano-Bond dynamic panel-data estimation results

Variable Coefficient Std. Error z-Statistic P-value Significance
Ll.sr -0.0056 0.0996 -0.06 0.955 Not Significant
Aq -0.0032 0.0177 -0.18 0.858 Not Significant
Persist -0.0176 0.0053 -3.31 0.001 Significant at 1 %
Predict 0.0003 0.0005 0.56 0.578 Not Significant
Smooth 0.0403 0.0488 0.83 0.408 Not Significant
Lev -0.7254 0.9230 -0.79 0.432 Not Significant
Roa 0.8811 0.9906 0.89 0.374 Not Significant
Constant 0.0304 0.1324 0.23 0.818 Not Significant

Source: author’s computation using Stata

Granger causality tests. Table 4 presents the results from Granger causality tests. We test whether lagged
earnings-quality measures can predict current stock returns, and whether lagged returns can predict current
earnings quality.

The results of the pairwise Granger causality tests on the data with two lags indicate unidirectional causality
running from stock returns to earnings quality, measured by earnings persistence (F = 5.13758, p = 0.0075). This
implies that firms’ past market performance, as measured by stock returns, can predict future earnings persistence,
suggesting that market performance may influence how consistently firms report earnings and the sustainability
of earnings over time. Similarly, F-statistics for the hypothesis that the control variables — leverage and return on
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assets, also show a reverse relationship with stock returns, Granger-causing only return on assets (F = 6.11604,
p = 0.0031). Thus, suggesting that stock performance might influence firm profitability metrics by boosting
investor confidence and capital access following strong returns. This is also evidenced by the fact that stock returns
also Granger-cause earnings persistence significantly.

When analyzing the interrelationships among the earnings quality attributes, the test indicates a strong one-
way causal relationship from accrual quality to earnings predictability (F = 9.10277, p = 0.0002). This implies that
the quality of accruals can significantly influence earnings predictability. However, there is no reverse causality —
earnings predictability does not influence accrual quality (p = 0.9525). In either direction, no significant causal
relationships were found between earnings persistence and accrual quality, earnings persistence and earnings
predictability, or earnings persistence and earnings smoothness. Likewise, no Granger causality was observed
between earnings smoothness and earnings predictability, indicating that these aspects of earnings quality tend to
operate independently in the sampled firms.

Some relationships were detected among control variables and earnings quality attributes. Notably, leverage
Granger-causes accrual quality (F = 3.18492, p = 0.0457), suggesting that changes in a firm’s leverage can
influence its accrual accounting practices, possibly due to earnings management under financial pressure.
However, accrual quality does not Granger-cause leverage (p = 0.2249), implying no feedback effect.
No significant bidirectional or unidirectional causal effects were observed between the control variables (return
on assets and leverage) and most other earnings quality indicators (earnings persistence, earnings predictability,
and earnings smoothness), indicating weak overall dynamic interaction.

Table 4
Granger causality test results is presented in the table below

Pairwise Granger Causality Tests

Date: 04/23/25 Time: 19:35

Sample: 2014 2023

Lags: 2

Null Hypothesis: Obs F-Statistic Prob.

AQ does not Granger-cause SR 104 0.90190 0.4091

SR does not Granger-cause AQ 0.89820 0.4106
I

PERSIST does not Granger-cause SR | 104 0.46833 0.6274

SR does not Granger-cause PERSIST 5.13758 0.0075
I

PREDICT does not Granger-cause SR | 104 0.01510 0.9850

SR does not Granger-cause PREDICT 1.00629 0.3693
I

SMOQOTH does not Granger-cause SR | 104 1.63676 0.1998

SR does not Granger-cause SMOOTH 0.21058 0.8105
I

ROA does not Granger-cause SR | 104 0.41401 0.6621

SR does not Granger-cause ROA 6.11604 0.0031
I

LEV does not Granger-cause SR | 104 0.38668 0.6803

SR does not Granger-cause LEV 1.80071 0.1705
I

PERSIST does not Granger-cause AQ | 104 0.18366 0.8325

AQ does not Granger-cause PERSIST 0.04293 0.9580
I

PREDICT does not Granger-cause AQ | 104 0.04870 0.9525

AQ does not Granger-cause PREDICT 9.10277 0.0002
I

SMOOTH does not Granger-cause AQ | 104 0.31324 0.7318

AQ does not Granger-cause SMOOTH 0.13887 0.8705

ROA does not Granger-cause AQ | 104 1.22132 0.2992

AQ does not Granger-cause ROA 1.38240 0.2558
I

LEV does not Granger-cause AQ | 104 3.18492 0.0457

AQ does not Granger-cause LEV 1.51489 0.2249
I

PREDICT does not Granger-cause PERSIST | 104 0.25935 0.7721

PERSIST does not Granger-cause PREDICT 0.05150 0.9498
[

SMOQOTH does not Granger-cause PERSIST | 104 0.04916 0.9521

PERSIST does not Granger-cause SMOOTH 0.09358 0.9107
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The end of the table 4

ROA does not Granger-cause PERSIST | 104 0.68581 0.5061

PERSIST does not Granger-cause ROA 1.42838 0.2446
I

LEV does not Granger-cause PERSIST | 104 1.55486 0.2163

PERSIST does not Granger-cause LEV 0.40174 0.6702
I

SMOOTH does not Granger-cause PREDICT | 104 0.14348 0.8665

PREDICT does not Granger-cause SMOOTH 0.13859 0.8708
[

ROA does not Granger-cause PREDICT | 104 2.48008 0.0889

PREDICT does not Granger-cause ROA 0.69595 0.5010
T

LEV does not Granger-cause PREDICT | 104 0.92595 0.3996

PREDICT does not Granger-cause LEV 1.08203 0.3429
I

ROA does not Granger-cause SMOOTH | 104 0.02328 0.9770

SMOOTH does not Granger-cause ROA 3.01175 0.0537
I

LEV does not Granger-cause SMOOTH | 104 0.59976 0.5509

SMOOTH does not Granger-cause LEV 0.71846 0.4900
I

LEV does not Granger-cause ROA | 104 0.66825 0.5149

ROA does not Granger-cause LEV 0.36744 0.6934

Discussion. The Granger causality analysis reveals limited predictive relationships among earnings quality
attributes and stock returns in Nigerian consumer goods firms. The most notable findings are that stock returns
Granger-cause earnings persistence and return on assets, while accrual quality Granger-causes earnings
predictability. These results suggest that market behavior may influence internal reporting consistency and
profitability, and that specific accounting attributes, such as accrual quality, help explain other dimensions,
including predictability. The findings have implications for investors, regulators, and managers in understanding
how market and financial reporting variables interact over time.

The findings of this study indicate that accounting information quality measures (accrual quality, earnings
persistence, predictability, smoothness) and the control variables (leverage and return on assets) have limited
predictive power for stock returns. This is evident in that only earnings persistence has a significantly positive
impact on stock returns; all other individual predictors are significant at the 5 % level, reinforcing the notion that
stock returns are influenced by a broader set of factors beyond accounting quality alone. This suggests that stock
price movements are primarily driven by broader market dynamics, investor sentiment, economic conditions, and
firm-specific strategic decisions rather than accounting-based measures of earnings quality alone.

Our finding, therefore, aligns with financial market theories that emphasize the roles of market efficiency,
behavioral finance, and macroeconomic conditions in determining stock prices.

Conclusions and prospects for further research. The findings from this study have far-reaching
implications for both existing theories on the relationship between accounting information quality and practical
considerations for capital market participants. This study contributes to the accounting information literature,
specifically the earnings quality literature, in several ways. Firstly, the study’s findings revealed a paradox that
contradicts conventional wisdom about the relationship between earnings quality and stock prices or returns.
Secondly, it opened the door to discussions supporting the idea that other forces (sentiment, external shocks) might
overshadow fundamental accounting information quality. Thirdly, it demonstrates the importance of establishing
causality rather than merely documenting correlations.

The findings support both the efficient market hypothesis and the behavioral finance perspective.

For Investors: our findings suggest that investors should look beyond earnings quality and consider
macroeconomic trends, behavioral biases, and firm-specific financial strength. For Corporate Managers: the
counterintuitive relationship between earnings quality and returns creates incentives to manipulate earnings to
achieve desired increases in stock returns, rather than focusing on fundamentals that improve earnings quality.
This means managers may be more concerned with the immediate financial benefits of stock price manipulation
than with the business’s long-term financial health. For Policymakers: our findings underscore the need to
strengthen transparency measures if market efficiency erodes earnings quality.

Several limitations should be noted. First, our study focuses on a single sector in a single country, limiting its
generalizability. Secondly, the sample selection criteria would also constrain data collection, further underscoring
the limitations on the generalizability of the research findings. Thirdly, our earnings quality measures, while
comprehensive, may not capture all aspects of reporting quality.

Future research could extend our analysis in several directions. First, examining other sectors and countries
would enhance generalizability. Second, exploring the interaction between earnings quality measures and specific
governance mechanisms could provide more granular insights. Thirdly, developing new earnings quality measures
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specific to emerging market contexts would also be valuable. Given that various external factors drive stock
returns, future studies that incorporate additional variables, such as macroeconomic indicators (inflation, interest
rates), market sentiment, industry trends, and firm-specific competitive advantages, would provide deeper insights
into the variable with the greatest explanatory power for stock returns in emerging markets. Finally, research
examining the welfare implications of earnings quality in emerging markets could inform policy discussions.

This study provides comprehensive evidence of a limited causal relationship between earnings quality and
stock returns in Nigeria’s consumer goods sector, with only reverse causality existing from stock returns to
earnings persistence. This study also presented strong evidence of a counterintuitive relationship: a significantly
negative impact of earnings persistence on stock returns. Suggesting that a highly persistent earnings firm could
post a declining stock return, evidence that contradicts the general notion of a positive relationship between
earnings persistence and stock returns.

The findings have important implications for investors, managers, regulators, and researchers. They suggest
that other market forces may have an overriding influence on stock returns beyond the fundamental quality of
earnings. As African capital markets continue to develop, understanding the role of high-quality accounting
information in enabling market participants to rely on corporate performance measures becomes increasingly
important. Our study contributes to this understanding and provides a foundation for future research in this
important area.
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Hreakse K.U., A6ayaatig L.

SxicTh NPpHOYTKY Ta JOXiAHICTh aKNili: aHAJII3 IPHYHHHO-HACTIIKOBOIO 3B’ SI3KY
B ceKTopi cno:kuB4uKx ToBapiB Hirepii

Y 1mpoMy JOCTiIKECHHI aHaN3yeThcs MPUUYUHHO-HACTIIKOBHH 3B’SI30K MK AKICTIO MPHOYTKY Ta MOXITHICTIO aKLid y
CEeKTOpi croknBuuX ToBapiB Hirepii y mepiox 3 2015 mo 2024 pik. BukopuctoByroun KOMILIEKCHY BHOIpKY 3 45 myOmigHuX
KOMIIaHI CEKTOpY CHOXHMBYHMX TOBapiB, IO TIpexacTaBieHi Ha Hirepilicekiit ¢onmoiit Oipxi (HDB), Mmu 3acTocoByemo
OyxranTepchKi MOKa3HMKH SIKOCTI MPHOYTKY: SIKICTh HapaxyBaHb, CTiHKIiCTh NPHOYTKY, NependadyBaHiCTh NMPHOYTKY Ta
3IIAJUKEHICTh TPHOYTKY.

PesynbTaTi 10CHiHKEHHS MTOKa3yIOTh 3HAUYHHIM HEraTUBHUH BILIMB CTIHKOCTI MPUOYTKY Ha JOXIIHICTH aKIlii, 10 CBITYUTh
npo Te, IO KOMMaHii 3 OigbplI CTabinbHUM NPHOYTKOM, SK MPaBHJIO, MAalOTh HIDKYY AOXimHicTh akmii. [lapHi Tectu
MPUIUHHOCTI 32 [ peHHIKepOM TOKa3yIOTh, IO JKOJIEH 13 IOKa3HHUKIB SKOCTI NPpUOYTKY HE € MPUIHHOIO 3MiH TOX1THOCTI aKmil.
BopgHouac pe3ynbpTaT TaK0OX CBiUaTh PO HASBHICTH 3BOPOTHOI MPUUMHHOCTI: JOXITHICTE aKIiil 3a [ pelHIKEpOM 3yMOBITIOE
CTIHKiCTh IPUOYTKY.

Y nmociimKeHHI 3aCTOCOBAaHO IUHAMIYHHWNA TaHENBHHH OLiHIOBaY ApeisiaHo — bBoHma Ta TecTd NPHYMHHOCTI 3a
I'peitHpKepoM JUTsl aHali3y BIUIMBY SIKOCTI IPHOYTKY Ha JOXITHICTH aKLiil i BCTAHOBJIEHHS MPUYMHHO-HACIIIKOBUX 3B’ SI3KIB
MK 3MiHHAMH.

JocmipkeHHsT Hajae KOMIUIGKCHI JIOKa3W OOMEXKEHOTO NMPUYMHHO-HACIHIIKOBOTO 3B’S3Ky MK SIKICTIO NMPUOYTKYy Ta
JOXIZHICTIO aKWil y cekTopi croxxuBunx ToBapiB Hirepil. OTpuMaHi pe3yibTaTH MaloTh BaX/IMBE 3HAYEHHS IS iHBECTOPIB,
MEHEKEPiB, PETYISATOPIB 1 IOCTITHIKIB. BOHU CBim4aTh Mpo Te, M0 iHIIT PUHKOBI YMHHIKH MOXKYTh IIEPEBAKHO BIUTMBATH Ha
JOX1THICTB aKIlii, MEPEeBUIYOYH BIUIUB (YHIAMEHTAIBHOT SIKOCTI TPUOYTKY.

Knawuosi cioBa: sxicte nmpuOyTKy; NOXiTHICTH aKMild; MPUYUHHICTH 3a ['pelHIKEepoM; eheKTHBHUN PHHOK; CEKTOp
croxuBYHX ToBapiB Hirepii.

The article was sent to the editorial board on 08.01.2026.
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