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Abstract
For several years, there has been an ongoing debate about
one inefficiency of markets, namely, stock market myopic
behavior or stock market short-termism. This inefficiency is
described as being a situation where investors overvalue
short-term earnings and undervalue long-term earnings. This
study examines whether the Portuguese stock market
exhibits such preference for short-term earnings for the
period between 2000 and 2008, using the Abarbanell and
Bernard (2000) accounting-based valuation model, which
generates predictions about how prices should relate to book
value, as well as expected short-term and long-term earnings.
Empirical analysis is not conclusive. In fact the evidence
collected for this period based on Abarbanell and Bernard’s
(2000) cross-section analysis favours market efficiency and
therefore we reject the claim of market myopia. According to
this result, the Portuguese stock market assigns the same
weight for all the value components of listed companies. Based
on an innovative panel data analysis, we collected evidence on
which market assumes a particular form of short-termism, as
investors value efficiently book value and short-term earnings,
but undervalue long-term earnings. This paper contributes
with quantitative evidence for the rising public policy debate
regarding the scale of short-termism in capital markets.
Key words: Market myopia, Market efficiency, Book value,
Abnormal earnings, short termism, Euronext Lisbon, Portugal.
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Introduction
The extent to which stock markets are efficient has been much discussed in the literature.
According to Fama (1970), a market is considered efficient if prices always fully reflect available
information.1 This paper examines one specific inefficiency of markets, which is described as being
the preference of capital markets for short-term earnings at the expense of long-term earnings
(see,e.g., Miles, 1993 and 1995; Cuthbertson et al. 1997; Bushee, 2001; Abarbanell and Bernard,
2000).
The debate about the preference of capital markets for short-term dates back at least to the 1980s.
By that time, starting in the United States of America (USA), a large number of mergers and
acquisitions were motivated largely by financial engineering reasons, rather than for any strategic
reason. Japanese and German firms were seen as being more competitive than their North
American counterparts at the time, as they planned and followed long term strategies and had not
entered the escalating cycle of mergers and acquisitions that had occurred in the USA, which lasted
until the early 1990s (Tonello, 2005). The USA model was criticized for not having only a short
time horizon (Poterba and Summers, 1995), but also an ineffective system of corporate governance 2
and a high cost of capital. The priority was to maximize stock prices in the short-term, at the
expense of the future performance of the business (Jacobs, 1991; Porter, 1992). Later, the crisis at
Enron and the rise of executive compensation faster than earnings together with a reduction in the
security of employment for most workers and the financial crisis brought the topic to the centre
stage (Tricker, 2012). In recent, years this debate moved from the academic point-of-view to one
about politics and regulatory analysis (e.g. CED, 2007; European Commission, 2011; Jackson and
Petraki, 2011; Kay, 2012; Strand, 2015).
The current perception is that a short-term culture is installed. According to Moore and Walker‐
Arnott (2014), the short-termism approach is a behavioural and cultural paradigm which is spread
among investors and is the consequence of an excessive pressure on listed companies to generate
immediate financial returns for shareholders (and managers), penalizing the long term performance
of companies. In fact, both the stock market bubble of 2000 and, more recently, the deep crisis
and economic uncertainty raised questions about the lack of a long-term view for companies and
investors alike. Davies and colleagues (2014) reported a survey of members of the Investment
Managers Association which found that a third of members believe that their mandates encourage

1

The author has defined three levels of efficiency: 1st - prices reflect all information about historical prices (weak form); 2nd
- prices reflect not only their past behaviour, as well as all other published information (semi-strong form); 3rd - additionally
prices reflect information that is public information, which can be obtained through a detailed analysis of business and the
economy (strong form). The efficient capital markets hypothesis asserts that the current market prices of any security is
reflective of all materially relevant information.
2
Shleifer and Vishny (1997) define corporate governance as being the ways by which suppliers of finance to corporations
assure themselves of getting a proper return on their investment. Gillan and Starks (1998) define corporate governance as
being the system of laws, rules and procedures that controls the operations of a company.
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short-termism. The focus on quarterly results, the maximization of short-term earnings, the failure
to pursue strategies that create value in the future, and the decrease of firms’ performance in a
wider horizon are all interpreted as being features of a short-term culture. Summing up, shorttermism involves a relative preference for strategies and investments that add less value, but has
an earlier payback relative to strategies and investments that would create more value in the long
run (Jackson and Petraki, 2011). At company level, this culture can increase the cost of capital and,
at an aggregated level, it leads to a decrease in long-term investments and a loss of competitiveness
(Jacobs, 1991). Davies et al., (2014) also reported the same perspective. Taken to a national level,
a regular choice for short term investments will lead to a sub-optimal level of long term investments
and a reduction in national competitiveness and economic growth (Dore, 2000).
In the literature, this phenomenon is called myopia and it is divided into two types: management
myopia and market myopia. This study will focus on the latter and seeks to test whether, in fact,
capital markets do overvalue short-term earnings. If markets overestimate short-term earnings,
then they may cause myopic behaviour in managers, as they may be induced to focus on immediate
results to avoid the risk of a takeover (Stein, 1988). That is also the perspective of Jackson and
Petraki (2011), who mention a self-reinforcing shortening of time-horizons, caused by the
relationship of investors and managers incentives. Thus, the study of market short-termism could
also help provide some answers for the study of management myopia.
Despite not being a recent subject, the study of markets’ preference for the short term is limited
to a few empirical studies, focussed mainly on the United Kingdom (UK) and USA capital markets.
In these studies, some evidence is presented which supports the hypothesis of short-termism in
both these capital markets. However, in general, the empirical evidence of all these studies is scarce,
or even controversial.
The empirical analysis of market myopia can be demonstrated in two ways: by testing if markets
systematically underestimate cash flows for more distant horizons, and by testing if markets apply
higher discount rates to expected long-term cash flows.3 This paper tests the preference of
Portuguese capital markets (Euronext Lisbon) for the short-term, examining whether this
underestimates (overestimates) expected cash flows over the long term (short term). The analysis
provides a contribution to the existing literature (e.g. Jacobs, 1991; Porter, 1992; Laverty, 1996)
by studying the capital market of a small southern European country, where, in spite of the
European Single Capital Market, the Latin model of corporate governance (La Porta et al, 2000) is
still dominant.

3

For the study of market myopia through the discount rates see Miles (1993) and Dobbs (2009).
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The test will be carried out under the null hypothesis of market efficiency, relying on an accountingbased valuation model used by Abarbanell and Bernard (2000), which is an adaptation of the Ohlson
(1995) and Feltham and Ohlson (1995) model.
In Section 2, we present a review of the existing literature on the subject. Section 3, contains a
description of the valuation model and methodology. We describe our data and data sources in
Section 4, and Section 5 presents the empirical results. The conclusions are provided in Section 6.
Literature Review
The existence of economic short-termism has been accepted by some researchers, regulators and
policy makers. However, this question has not been consensual and has generated debate. Critics
argue that the efficiency of markets and its ability to optimize the relation between short-term
performance and long-term investment (e.g., Fama, 1970 and 1998; Jensen, 1986) eliminates this
perspective.
Some evidence of stock market myopia
Up until now, direct evidence of short-termism has been limited and empirical studies tend to focus
on UK and US data. For example, Miles (1993) found evidence that discount rates applied to longterm cash flows are twice the rates applied to short-term cash flows in the UK stock market. In
line with this work, and also based on the UK stock market, Cuthbertson et al. (1997) found that
agents give too little weight to future dividends and returns.
Abarbanell and Bernard (2000) rely on an accounting-based valuation model which led to conflicting
results. In a first test 4, the authors found evidence that investors underprice long-term earnings.
Through a second test of trading strategies which exploit mispricing caused by market myopia, they
conclude that measurement error is the likely explanation for the observed values of the
coefficients and thus stock prices do not generally exhibit myopic behaviour.
Focussing on institutional investors, and using the same methodology as Abarbanell and Bernard
(idem), Bushee (2001), found that for the US stock market, the ownership level by institutions with
short-term horizons (“transient” institutions), as opposed to institutions that held stringent
fiduciary standards (bank trusts), is positively associated with the amount of firm value in near-term
earnings and is negatively associated with the portion of value in long-term earnings. The results
also indicated that a considerable degree of ownership held by "transient" institutions is associated
with a significant overstating of short-term earnings.
In a more global perspective, Black and Fraser (2002) tested whether the stock markets of
Australia, Germany, the US, Japan, and the UK overweight short-term cash flows. The main results
4

Regressions of actual stock prices against book values and near-term and long-term expected earnings – empirical
adaptation of the Ohlson (1995) valuation model.
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show that, by considering a time horizon of five years for cash flows and a risk premium variable
over time, there is indeed some degree of myopia in the markets studied, although to a lesser
extent in Germany, the USA and Japan, when compared with Australia and the UK. For an infinite
time horizon, the authors conclude that the degree of myopia in the US market is now closer to
the level of Australia and the UK. However, the degree of persistent under-valuation of future cash
flows is far higher in the UK.
Explanations for Market Short-termism
The preference of the stock markets for immediate earnings has been attributed by some for
causing myopic behaviour in the economy in general and for management in particular. However a
question arises: what are the causes for the shortsightedness of markets?
For Vives (1995), this focus on the short-term may arise from investors’ liquidity needs, together
with incentives associated with short term performance indicators for investment fund managers
and difficulties in financing long term projects derived from the imperfections of capital markets.
Others point out as influencing factors the following: structure and ownership, the characteristics
of financial systems, the nature and content of information disclosed by companies, the role of
financial analysts, and information asymmetry.
Porter (1992) argued that the loss of competitiveness of the US economy and the underinvestment
in long-term projects is the result of its system for allocating investment capital. According to
Porter (idem), US funds provided by investors move quickly from firm to firm, based on perceptions
of opportunities for short-term gains ("fluid capital"). The main players are institutional investors
that have gained more weight in the markets. This type of investor, with their highly diversified
portfolio and high turnover, only has financial objectives, and, as their managers are evaluated by
their performance for the immediate timeframe, understandably the focus is on the short-term
pay-back of their investments. In contrast, the major shareholders in Germany and Japan are banks
and other firms, both of which have significant levels of ownership, for long periods of time
("dedicated capital"), and as such, they have the incentives and ability to engage in the business of
the firms in which they invest. Consequently, their main concerns are twofold: the future
sustainability of the firm and its growth in the long-term5.
Similarly, Charkham (1995) refers to the fact that the German and Japanese system are
characterized by cross shareholding between firms and banks, and that they play a central role in
business financing and in promoting partnerships based on the long-term. Inversely, in the US, both
individual and institutional investors play a major role, being more oriented for the short-term.
Individual investors, except very wealthy ones or those with substantial levels of ownership, face
5

Segelod (2000), comparing US and Swedish top executives shows that the Swedish fell less pressure from the capital
markets to perform in the short run (see also Demirag (1998), Grinyer, Russel and Collison (1998) and for a transnational
perspective Peterson, Dibrell and Pett (2003)). For the debate about different models of capitalism see Dore (2000) and
Aguilera, Filatotchev, Gospel and Jackson (2008).
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the “free rider problem” and have no “voice” (Hirschan (1970) in the company. Institutional
investors are more concerned with the annual profitability of their investments, and thus
unprofitable firms will be sold, and even if they want to exert some influence on firms, this is
constrained by their highly diversified investment portfolios.
Institutional investors have been mentioned as being one of the main elements responsible for this
short term perspective. Whereas some institutional investors (pension funds or insurance
companies) are engaged in actively monitoring firms and in holding shares for a long term
perspective (Bushee (1998), Gaspar et al. (2005), Callen and Fang (2013), others (investment funds
or hedge funds, for example) are short term oriented. For example Keasey et al. (1997) mention
that agency problems between fund managers and clients (savers) can lead to a demand for shortterm earnings. However, having this type of investor as a reference role in developed stock
markets, the adoption of a strategy of greater shareholder activism with long-term positions
reduces the volume of transactions and causes liquidity problems with a corresponding large impact
on market efficiency (Keasey et al., 1997). We are therefore facing a choice between market
liquidity and greater shareholder activism. Bhide (1993) argues that the liquidity of the market
favours a climate of myopia. The US policies introduced to protect small shareholders have
restricted the role of financial intermediaries in corporate governance and has encouraged the
fragmentation of their investment portfolios. Thus, with increasing shareholder fragmentation, the
liquidity of the market will increase, but the monitoring of firms by shareholders will be lower.
Greater shareholder activism with a long-term dedication to the company can only be supported
by an efficient flow of information between parties. Shareholders commitment to the firms in which
they have invested will only be possible if they know the reality of the business. However, with the
separation between the ownership and management of firms (Berle and Means, 1932), it is clear
that managers are better informed about the reality of the business, creating an information
asymmetry situation. Managers are in a better position to decide whether certain expenditures –
such as R&D, advertising and maintenance – are good or bad investments (Froot, Perold and Stein,
1992), and also to prepare financial statements for the shareholders (and also the selection of the
auditing company). Rappaport (2005) states that as investors and analysts have less information
about the operations and future prospects of the firms, they thus tend to focus on short-term
measures to assess performance (such as, for example, quarterly or yearly earnings). In fact,
Rappaport (idem) points out that significant changes in stock prices in response to earnings
announcement suggest that these are the measures that determine much of the variations in price.
Furthermore, Froot, Scharfstein and Stein (1992) suggest that stock price could react to shortterm information and not to that related to the fundamental value of the firm. They state that longterm earnings are more difficult to assess, as they are associated with greater uncertainty and
information asymmetries. This approach is well described by Jacobs (1991), whereby shares are
viewed as a commodity, and investors have no interest or knowledge to wait for the long-term,
and only respond to changes in short-term performance. When shareholders are not satisfied with
the performance of a firm, they sell their shares, instead of trying to understand the causes of poor
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performance and collectively, together with the management, they express their concerns (the
“Wall Street rule”).That is the option proposed by Hirschman (1970), between exit/sell shares, or
voice/participate in the General Meeting of shareholders. More recently, Gigler and colleagues
(2014) analyzed the frequency of financial reporting, concluding that increased frequency increases
the probability of managerial short-termism. The conventional perspective is that “more
information is preferred to less”, which reduces informative asymmetry across investors and other
stakeholders and also creates more frequent price pressure, which encourages managers to adopt
myopic strategies (Moore and Walker-Arnott (2014) follow this approach).
Short-Termism Consequences
If short-termism exists, what are the consequences? What is it impact on the economy and society
in general and on business in particular?
Concerning the business scenario, several authors argue that myopic investors lead to myopic
managers. A preference for immediate gains on the stock markets is partly caused by the fact that
executive compensation is linked to the short-term performance (Bolton et al., 2006; Walker,
2010; Rappaport, 2005). The results of this causality include the sacrifice of long-term value and
investments and also the inefficiency of investments and earnings management (earnings
management, according to Bergstresser e Philippon (2006), is the use of accruals to achieve the
desired earnings/returns). Bushee (1998) and Graham et al. (2005) found that executives are willing
to sacrifice value, in order to achieve market expectations for short-term earnings. Bergstresser
and Philippon (2006) stated that earnings management is higher in firms where the CEO's
compensation package is very close to, or is sensitive to the stock price.
Corporate governance is another area where investors’ time horizons may have an impact. As
mentioned by Gaspar et al. (2005), it is expected that investors with short time horizons have little
incentive to expend resources in monitoring managers, since shareholders will not be around long
enough to appreciate the benefit of such monitoring. In the case of firms with weak monitoring, it
is more likely that their managers put their own interests before those of shareholders (from a
survey by Dallas (2011)).
The consequences so far mentioned all focus primarily on business, but they will also affect the
economy and society in general. The short-term perspective is also mentioned as a causal factor
for the deep financial and economic crisis that began in 2008 and which extends to the present day.
Clark (2010) states that myopia is an inherent feature of human behaviour. People highly value
immediate gains, and thus possible future benefits are heavily discounted. This natural
predisposition of individuals, combined with some features of financial markets contributed to the
current crisis. According to the author (idem) market uncertainty and gaps in risk assessment,
compounded by individuals’ preference for immediate benefits were the main cause of the financial
crisis.
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Finally, in a more global perspective, Martin (2010) divides modern capitalism into two phases:
firstly, managerial capitalism, from 1933 to 1976, brought about by the advent of the professional
manager, separate from the owners of capital (see the important work of Berle and Means (1932);
and then, secondly, shareholder value capitalism, from 1976 up until the present (conceptual
framework based on Jensen and Meckling’s (1976) paper): For Martin (idem), the severe economic
and financial crisis showed that the ideas inherent in this last phase are now exhausted. The
implication of this culture is clear: managers are focused on maximizing share value for
shareholders. This value is translated into the stock price, based on the expectations of future cash
flows of the firm. As expectations about future performance cannot be increased infinitely, and as
they are often cyclical, managers have adopted short-term strategies. Therefore investors began
to be addicted to the short-term, rather than to future sustainability and the value of their firms
(according to Strine (2011). Companies cannot therefore be managed for the long term, unless
their stakeholders are also focused on the long term). This logic ended up as a prisoner of shortterm earnings and was responsible for the constant fluctuations in stock prices and is based on
purely financial businesses. Martin (2010) argues that it is time to make room for a third type of
capitalism: customer capitalism. Firms should focus on maximizing customer satisfaction and on
recovering the ideas of Peter Drucker, in which the primary objective of business should be winning
and retaining customers. But could this be managed?
Firm Fundamental Value – Valuation Model
Stock Price
Following the accounting-based valuation model developed by Abarbanell and Bernard (2000), the
value of a firm’s equity can be expressed as the sum of its discounted expected dividends:


Pt  
i 1

Et (dt  i )
(1  r )i

(1)

Et (dt  i )

where Pt = value of firm’s equity (or stock price, if expressed in per-share terms),
is
the expected future dividends for period t+i conditional on information available at time t, and r is
the discount rate.
Adopting the valuation model of Ohlson (1995) and Feltham and Ohlson (1995), we can rewrite
Eq. (1) in terms of accounting numbers. The only prerequisite for this transformation is that firm’s
earnings and book value are forecasted in a manner consistent with Clean Surplus Accounting:6

6

Clean surplus accounting means that all those changes in shareholder equity that do not result from transactions with
shareholders (such as dividends, share repurchases or share offerings) are reflected in the income statement (Feltham
and Ohlson (1995)).
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bt  bt  1  xt  d t
where

bt is the book value at time t and xt

(2)
is earnings for the period from t-1 to t.

Combining the clean surplus relation in Eq. (2) with the dividend discounting model in Eq. (1) yields:


Pt  
i 1

Et (bt  i  1  xt  i  bt  i )
(1  r )i

(3)

Algebraic manipulation allows Eq. (3) to be rewritten as


Pt  bt  
i 1

Et ( xt  i  rbt  i  1) Et (bt  )

(1  r )i
(1  r )

(4)

The last term in Eq. (4) is assumed to be zero, so the stock price can be expressed by


Pt  bt  
i 1

Et ( xt  i  rbt  i  1)
(1  r )i

(5)

Eq. (5) is the residual income version of the dividend-discounting model and splits the equity value
into two components: an accounting measure of the capital invested (bt), and the present value of
future residual income or abnormal earnings (Frankel e Lee, 1998). This equation has two major
advantages: first, it creates a relationship between accounting figures (and perspective) and firm
value (Frankel e Lee, 1998), and; second, it allows for the definition of the value of a firm in terms
of forecasted earnings, which is the variable that investors are supposed to consider myopically
(Abarbanell e Bernard, 2000). Each of these advantages has led to several empirical approaches
from the residual income model of Feltham and Ohlson (1995).7
Estimating the Model for a Test of Market Myopia
Eq. (5) expresses firm value within an infinite time horizon, but this is not practical for an empirical
approach. A residual value beyond the forecast period (e.g., up 3 or 4 years) is therefore necessary.
Therefore we followed the approach of Frankel and Lee (1998), and expand Eq. (5) to T terms, and
then take the next term (T+1) in the expansion as being perpetuity:

Et ( xt  i  rbt  i  1) Et ( xT  1  rbT )

i 1
(1  r )i
(1  r )T r
T

Pt  bt  

7

(6)

See, e.g., Bernard (1995), Frankel e Lee (1998), Dechow et al. (1999), Lee et al. (1999) and Abarbanell e Bernard (2000).
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For testing market myopia purposes Eq. (6) has, according to Abarbanell and Bernard (2000), the
advantage of decomposing equity value into earnings which need to be reported at different points
on the forecast horizon, with a near-term defined by period T, and a long-term represented by
years beyond T.
Although the definition of what is short and long-term is not widely accepted (e.g., short-term
could be next year, or during the next two years), and as such a definition could influence the
results on the assumption of shortsightedness, in this paper we have adopted Abarbanell and
Bernardis’ (2000) definition of short-term as being abnormal earnings for next year, and long-term
abnormal earnings being for years t+2 and t+3, plus the residual value. Later on we execute tests
of sensitivity, using another definition of short and long-term.
The present definition of short and long-term is not the only issue that arises in the empirical
application of this model. Another question regards the time horizon to be considered in the study:
what is the horizon for the forecasts of book value and earnings which best allows for obtaining an
accurate value of the firm? Bernard (1995) argued that the answer to this question lies in the
"quality" of the accounting system, with high quality systems reflecting value over a shorter forecast
horizon. By means of an empirical verification, the author proves that a timeframe of four years
can accurately explain the stock price through the estimates of both book value and earnings for
that period of time. This evidence supports the timeframe we used for this study - four years.
Moreover, in our analysis, the fourth year is considered to be in perpetuity, which also reflects the
residual value of the equity value or stock price.
We are now able to present a framework applicable to our analysis. Using the same assumptions
as Abarbanell and Bernard (2000), where the expectations of future earnings and future book value
are efficient with respect to information available to the market at time t will be discounted at a
rate required in an efficient market, then Eq.(6) reflects the price in an efficient market. For the
purposes of our test, from Eq. (6) we can build the following cross-sectional regression (subscript
j represents the firm):

Pjt   0   1bjt   2

 3
Et ( xj ,t 1rbj ,t 11)
Et ( xj ,t irbj ,t i1)  Et ( xj ,t 4rbj ,t 41)   jt

  3 

(1r )
(1r )i
(1r )3 r
 i 2


(7)

Market efficiency predicts that β0 = 0 e β1 = β2 = β3 = 1 (null hypothesis). If there is some form of
market myopia then β1 > 1, β2 > 1 e β3 <1 (alternative hypothesis).
Data
The estimation of regression (7) requires the following variables: stock price (dependent variable),
forecasts of book value and earnings per share (explanatory variables). To calculate the present
value of abnormal earnings we also need a discount rate or the cost of equity capital.
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The myopia test is carried out for the Portuguese stock market, specifically for the PSI20 index
(which is composed of the 20 largest listed companies, by market capitalization, on Euronext
Lisbon), over the period of 2000 - 20088 (period prior to the financial crisis). Therefore nine crosssectional regressions will be made, one for each year, using the data of the companies that comprise
the index. In fact, the 20 companies in the PSI20 index represent half of the listed companies in
Euronext Lisbon, and, in each year of the period, more than 60% of its turnover and 80% of market
capitalization. Consequently, we analyze a representative sample of the Portuguese capital market.
For the purpose of a market myopia test, we will use values expressed in per-share terms. The
stock prices come from the Bloomberg database and refer to the last trading day of the first
semester of each year. For book value, we will use the actual values and the forecasts. Actual values
were obtained from the Bloomberg database and refer to the beginning of each year. The forecasts
are based on a consensus analyst derived from the I/B/E/S database. 9 Furthermore, forecasts of
earnings per-share are obtained from I/B/E/S, and are the consensus analyst.
For each year, an estimation of regression (7) is made with reference to the closing price of the
stock on the last day of the first semester. The book value (actual value) corresponds to the
beginning of the reporting year and the forecasts used for earnings per share and book value are
issued in the I/B/E/S Statistical Period10 immediately preceding the date of the price (normally a few
days before the last trading day of June). This ensures that all price variables are already known at
the time of listing.11
Given the first definition above of short-term that we aim to test, we exemplify below the use of
each measure: for year 2000 the reference price used was the closing of June 30 th (the last trading
day of 1st semester), the book value is the actual value at the date of January 1 st; the forecasts for
short-term earnings are those issued in June 2000 and for the fiscal period ending on December
31st of 2000 (FY1)12; earnings forecasts two-years-ahead (FY2) are those issued in June 2000 and
for the fiscal period ending on December 31 st of 2001; for three-years-ahead (FY3) we used the
earnings forecasts issued in June 2000 referring to December 31 st of 2002; earnings for four-years8

Listed firms adopted IAS/IFRS in 2005. However, since Preto Costa and Teixeira Lopes (2010) work concluded that the
implementation of IFAS, do not had statistically significant effects on the book value of companies in the PSI 20 (but in
some other items of the financial statements), which is the only accounting variable of Abarbanell and Bernard (2000)
model, we do not control for this accounting change.
9
I/B/E/S database provides estimates up to 5 years, 8 quarters, or four semesters for various financial and accounting
variables and (book value, earnings, dividends, sales, cash flow, etc.). For some of these metrics also provides an estimate
of the long-term growth. I/B/E/S contains the historical estimates for the USA since 1976 and since 1987 for other world
markets.
10
I/B/E/S Statistical Period is the date on which the summary statistics (mean estimate of earnings per share, mean estimate
of book value per share, or other) was calculated and published in the database.
11
Sometimes there was no published forecast in June by I/B/ E/S, and in these cases we used either the last estimate
published before the reference price, or, if it did not exist, we then used the estimate made up until two months after
the date of the reference price. According to Frankel and Lee (1998), forecasts of analysts are already public long before
they are integrated and published in the I/B/E/S.
12
I/B/E/S notation for the estimates for the year immediately following that for which actual results are already public. FY2
represents the 2nd year immediately following, and FY3 the 3rd year.
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ahead are the forecasts issued in June 2000 regarding December 31 st of 2003 (FY4). Sometimes
there is no I/B/E/S earnings estimate for FY4 and in these cases we apply the estimated long-term
growth rate (Ltg) for earnings per share to FY3 in order to calculate FY4. When there is no
estimate for FY4 cumulatively in the I/B/E/S, then for the long-term growth rate we used the
earnings growth rate recorded between FY2 and FY3 (Frankel and Lee, 1998).
For the forecasts of book value we followed the same reasoning described for earnings per share,
the difference being that this is not necessary for the long-term growth rate.
By following this framework it was not always possible to integrate into the model all the 20
companies of the index, as, for some companies and in some years, no forecasts were available, or
they existed, but were issued on much later dates (more than 2 months) than those that report to
the stock price. Due to this, our sample size was, on average, 14 firms per year, for a total sample
size of 125 firms.
For the empirical application of the model it is necessary to calculate the discount rate. This rate
is the cost of equity capital (re), which reflects the premium demanded by equity investors to invest
in a firm or project of comparable risk. To calculate the cost of equity capital, we use the CAPM
(Capital Asset Pricing Model) model of asset valuation of Sharpe (1964), Lintner (1965) and Mossin
(1966):

r r
e

f

  (r m  r f )

(8)

where, rf is the risk free rate, β is the measure of volatility or systematic risk of the stock, and rm
– rf is the market premium or risk premium.
As a proxy for the risk free rate (rf), we use the yield to maturity on Portuguese government bonds
which was, for the period of 1999 – 2008, 4.5% (CMVM (2008)). The β used were firm specific and
for each year – 2000 to 2008. These were obtained from the Bloomberg database. Finally, the risk
premium (rm–rf) that is used is based on the existing literature on this subject for the Portuguese
market (Duque et al (2008)). For Eq. (8), using the above mentioned parameters, we determined
a discount rate (re) for each year and firm. These are the rates at which abnormal earnings are
discounted.
Empirical Results
The results presented are based on the estimation of Eq. (7) for each of the years under review,
and for the whole period (2000 – 2008). As stated above, for the purpose of testing market myopia,
we establish two definitions of short-term. Firstly, we define near-term as being the forecasted
abnormal earnings for the first year (FY1), where the sum of FY2, FY3 and FY4 represents the
long-term (Model A). For the second definition, short-term corresponds to the first two years
(FY1+FY2) and therefore the long-term is the forecasted abnormal earnings beyond the second
year (i.e., FY3 plus FY4) (Model B).
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Table 1 – Stock Prices regression for each year (Short-term = 1 year)

Short-term analysis (Model A)
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Table 1 reports the estimations for parameters that can be used to analyze short termism as
described above by Ed. (7). Using the Durbin-Watson (d) statistic, as showed in Table 1, we
concluded that there were no first-order autocorrelation in the annual series, and by using White’s
test for heteroscedasticity, we found that the disturbance variance is constant across observations
for each year (Wooldridge (2009). By the VIF (Variance Inflation Factor) test we can state that
there are no multicollinearity in our model (tolerance near zero and VIF<10).
In our estimate of Eq. (7), year by year we found that a large proportion of the total variation of
stock price is explained by its linear relationship with the explanatory variables – the average of
the adjusted R2 is 0.66 (Max adjR2=0.80, 2004; min adjR2=0.51, 2008). As for the statistical relevance
of the coefficients of the explanatory variables, only the book value at the beginning of the year is
statistically significant (at a level of 5%) for all the years, except for year 2000. Caution is required
when making statistical inferences for each coefficient, and also in drawing conclusions from the
model, due to the small size of the sample.
Given these limitations, and also bearing in mind the potential extent of bias that would result, we
proceeded to test the myopia in each of the annual series, based on the results of Table 1: H 0:
β1=β2=β3=1 vs. H1: β1>1; β2>1 e β3<1. The null hypothesis represents market efficiency, and the
alternative hypothesis is the form of market myopia. Table 2 presents the characteristics of the
market for each year, based on statistical tests carried out at a significance level of 5%.

Year

Market

2000

Efficient

2001

Efficient

2002

Myopic

2003

Myopic*

2004

Overweight book value

2005

Myopic*

2006

Myopic

2007

Myopic*

2008

Efficient

Table 2 – Annual characteristics of the market (Short-term = 1 year)
As we can see, the Portuguese stock market has myopic characteristics in 2002, 2003, 2005, 2006
and 2007 – for the years 2003, 2005 and 2007 assumes a particular characteristic (*), whereby
investors overweigh the book value (β1 > 1), whose weight efficiently forecasted abnormal earnings
for the coming year (β2 = 1), and understate forecasted abnormal earnings beyond one year (β3
<1). For 2000, 2001 and 2008, the efficiency hypothesis is respected, in that investors weigh equally
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book value and forecasted abnormal earnings one-year-ahead and beyond a one-year horizon (β1
= β2 = β3 = 1 ). Year 2004 is an interesting year, during which investors overweigh the book value
which incorporates, not only the capital already invested in the company, but also the earnings that
have already occurred and they efficiently weigh the abnormal earnings expected during the short
and long-term (β1> 1 and β2 = β3 = 1). Such may be the accounting-based perception of value in
which much of the fundamental value perceived by investors is that which is already recognized in
company accounting records. Therefore, that which most influences the stock price and changes
it, is the portion of equity already recognized in prior years. To our knowledge, there is no
reference in the literature to this feature. However, this finding can be justified in part by the results
reported by Dechow et al. (1999), which indicate that the book value contains some relevant
information about the fundamental value of a company, beyond that which is incorporated into
analysts' estimates for future earnings.
For a significance level of 10% the annual results are the same.
Table 3 presents the mean results for the whole period, from 2000 to 2008. We used the mean
coefficients and the correspondent standard error based on the nine regressions estimated, and
then calculates the respective t statistics and p-value.

Table 3 – Market Myopia test (Short-term = 1 year)
The mean adjusted R2 is 0.66 over the 2000 – 2008 sample period. As stated by Abarbanell and
Bernard (2000), a high level of explanatory power is consistent with market efficiency and low
measurement error in the regressors, or the ability of some regressors to compensate for
measurement error in the others. The statistical relevance of the coefficients is similar to that of
each annual series. At a significance level of 5% and 10%, only the book value at the beginning of
the year is significant as explanatory variable.
Taking into account these statistical limitations, we carried out the following market myopia test
for the sample period (2000 – 2008): H0: β1 = β2 = β3 = 1 vs. H1: β1> 1; β2> 1 and β3 <1. For both
significance level (5% and 10%) we do not reject the null hypothesis, i.e., investors equally weigh
book value and forecasted abnormal earnings for the short and long-term (market efficiency).
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Table 4 – Stock Prices regression for each year (Short-term = 2 years)

Short-term analysis (Model B)
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Table 4 reports the estimations for parameters that can be used to analyze short termism as
described above by Ed. (7). In this model B we define short-term as being the expected abnormal
earnings for the next two years (FY1+FY2), and thus the long-term earnings are the expected
abnormal earnings beyond year two (FY3+FY4). As described in Section 5.1, and based on Table
4, we concluded that there was no first-order autocorrelation in the annual series, no
heteroscedasticity, and no multicollinearity in our model.
Once again, by means of the estimation of Eq. (7) year by year, as presented in Table 4, we found
that a large proportion of the total variation in the price of a share is explained by its linear
relationship with the explanatory variables – mean adjusted R2 of 0.65 (Max adjR2=0,80, 2003; min
adjR2=0,50, 2001). With regards to the statistical relevance of the coefficients of the explanatory
variables, only the book value at the beginning of the year has explanatory power during most of
the years (at a 5% level).
Based on Table 4, we proceeded to test the myopia in each of the annual series: H0: β1=β2=β3=1
vs. H1: β1>1; β2>1 e β3<1. Table 5 presents the characteristics of the market in each year based on
statistical tests carried out at a significance level of 5%.
Year

Market

2000

Efficient

2001

Efficient

2002

Myopic*

2003

Myopic*

2004

Overweight book value

2005

Myopic*

2006

Myopic

2007

Myopic*

2008

Efficient

Table 5 – Annual characteristics of the market (Short-term = 2 years)
The Portuguese stock market presents a special type of short-termism, as identified in the previous
section, in the years 2002, 2003, 2005 and 2007. Investors overweigh book value (β1>1), whose
weight efficiently forecasted abnormal earnings for the next two years (β2 = 1), and underweigh
forecasted abnormal earnings beyond the second year (β3<1). In the years 2000, 2001 and 2008,
the market is efficient (β1=β2=β3=1). For the year 2004 the market overweighs book value and
weighs efficiently abnormal earnings for the short and long term (β1>1 e β2=β3=1).
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At a significance level of 10%, the only difference in market behaviour occurs in 2002. In 2002, the
market turns to “pure” short-termism, overweight book value and forecasted abnormal earnings
for the next two years and underweight forecasted abnormal earnings beyond the second year
(β1>1; β2>1 e β3<1).
Table 6 presents the results for the whole period, from 2000 to 2008 (mean coefficients and the
correspondent standard error based on the nine regressions estimated and calculated the
respective t statistics and p-value).

Table 6 – Market Myopia test (Short-term = 2 years)
The mean adjusted R2 is 0.65 over the 2000 – 2008 sample period. The high level of explanatory
power is consistent with market efficiency and low measurement error in the regressors, or the
ability of some regressors to compensate for measurement error in the others.
The statistical relevance of the coefficients is similar to that of each annual series. At a significance
level of 5% and 10%, only the book value at the beginning of the year is significant.
Based on Table 6, we carried out the following market myopia test for the sample period (2000 –
2008): H0: β1 = β2 = β3 = 1 vs. H1: β1> 1; β2> 1 and β3 <1. For both significance level (5% and 10%)
we do not reject the null hypothesis, i.e., investors equally weigh book value and forecasted
abnormal earnings for the short and long-term (market efficiency).
The sensitivity analysis for alternative definitions of short term shows that results do not change.
For both definitions, the market is efficient at a 5% and 10% level.
A new empirical perspective: short-term analysis by panel data models
In order to increase the robustness of our results, and to strengthen conclusion we perform a
panel data analysis, in line with the theoretical perspective of Abarbanell and Bernard (2000). This
is a new empirical approach, to overcome limitations related to a small capital market like Euronext
Lisbon, with a low number of listed companies.
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Tables 7 and 8 report the estimations of parameters (and other statistical indicators) considering
both definitions of short-term explained above, and a fixed effect model (n=117). According to the
Hausman specification test, under the current analysis we reject the random-effects models (Model
A Hausman Test: Qui2=52.25 (0,000); Model B Hausman Test: Qui2=56.28 (0,000)). The R-square
for model A is 0.4502 and for model B is 0.4484 (both within R-square)

Table 7 – Market Myopia Test (Model A: panel data, short-term = 1 year)
Table 7 presents the results for the whole period (2000 – 2008) using panel data a panel data
analysis. Regarding the statistical relevance of the coefficients of the explanatory variables, only
abnormal earnings for the coming year are not statistically significant – at a level of 5% and 10%. In
line with Abarbanell and Bernard’s (2000) perspective, we carried out the following market myopia
test for the sample period: H0: β1 = β2 = β3 = 1 vs. H1: β1> 1; β2> 1 and β3 <1.
For both significance level (5% and 10%) Portuguese stock market assumes a particular myopic
characteristic, whereby investors weight efficiently book value and forecasted abnormal earnings for
the short-term (β1 = β2 =1) and understate forecasted abnormal earnings for the long-term (β3 <1).

Table 8 – Market Myopia Test (Model B: panel data, short-term = 2 years)
Considering the same period (2000-2008) but a different definition for short term, Table 8 presents
the results (based in a fixed effect panel data) for coefficient estimator and others statistical
indicators. The statistical relevance of the coefficients is similar to Model A, and so only abnormal
earnings for the next 2 years (short-term) are not statistically significant – at a level of 5% and 10%.
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Once again we carried out the following market myopia test for the sample period: H 0: β1 = β2 =
β3 = 1 vs. H1: β1> 1; β2> 1 and β3 <1 and the conclusions are similar: for both significance levels
(5% and 10%), the Portuguese stock market assumes a particular myopic characteristic, whereby
investors weight efficiently book value and forecasted abnormal earnings for the short-term (β1 =
β2 = 1) and understate forecasted abnormal earnings for the long-term (β3 <1).
Overall, the sensitivity analysis for alternative definitions of short term shows that results do not
change. For both definitions, the market assumes a particular form of short-termism. To our
knowledge, there is no reference in the literature to this feature. This finding could be justified by
risk awareness by investors about long-term earnings in a small capital market like Euronext Lisbon.
Conclusions, limitations and directions for further research
The assumption that the capital market is efficient has been exploited for decades in financial
research. Although, up until now, this hypothesis has not been completely ruled out, many
researchers question it and consider that it is only a theoretical concept, which, as such, is not
verified empirically. With several corporate scandals and the advent of the financial crisis in late
2007, the debate about market efficiency and the risk of short-term decisions has gained strength.
Following this debate Mauboussin and Callahan (2015) considered that there is a broad consensus
that short-termism exists and is harmful to investors, executives, companies and the economy. But,
in spite of this, and according to Jackson and Petraki (2011) the study of short-termism has
remained underdeveloped, receiving little critical academic scrutiny.
This paper aims to contribute to this field of research, providing more empirical evidence for the
ongoing debate about market short-termism. As there is market inefficiency, we tested whether
the Portuguese stock market was efficient, or not, with regards to the weight given to each of
fundamental value components for firms, namely: the book value and abnormal earnings expected
during the short and the long term.
This study was based on the PSI20 index, for the period between 2000 and 2008 (before the
financial crisis). As the definition of short term may be arguable, we conducted a sensitivity analysis,
considering both interpretations: the short-term, one-year-ahead, and that of the next two years.
In both cases, through cross-section examination of each of the years (Tables 1 and 4), we found
the following: efficiency during three years (2000, 2001, and 2008); myopia during 2006, and, by
the first definition of short term in 2002; investors did not overweigh the immediate gains, but
rather they overweighed the book value and underweighed long-term earnings – this particular
feature was found in 2003, 2005 and 2007 and when we set short-term as being the next two years
also in 2002 (in 2002 with a significance level of 10% the market turns to “pure” short-termism);
in 2004 the market reflects a particular behaviour, overweighing book value and weighing efficiently
forecasted abnormal earnings for the short and long- term. Consequently, by the cross sectional
model developed by Abarbanell and Bernard (2000) we found evidence of short-termism in the
majority of the sample (5 years in 9).
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However, for the entire period (Tables 3 and 6), through cross-section examination and for both
definitions of short-term, our results support the hypothesis of the efficiency of the Portuguese
stock market, at a significance level of 5% and 10%. However, using panel data examination (tables
7 and 8), we found evidence of a special form of myopic behaviour where Portuguese stock market
value efficiently book value and short-term earnings but undervalue earnings for the long-term.
To clarify the conclusions stated here, it is necessary to mention that some components of the
model used did not have statistical significance. As already mentioned, one possible explanation for
this is the small sample size used, and the short time series. These limitations are due to the
reduced number of analysts who follow listed firms on the Portuguese stock market, and the
consequent lack, sometimes, of forecasts for book value and/or earnings. However, in the case of
cross-section examination, we believe that our conclusions are not called into question, as, for a
low level of significance (5%), the null hypothesis was not rejected, i.e., the efficiency hypothesis.
On the other hand, the higher statistical robustness of the panel data methodology (Wooldridge,
2009) gives support to the myopic behaviour in the Euronext Lisbon capital market.
Two kinds of limitations were identified in this study: those related to the model itself, and those
related to the data. The applied model uses estimates of book value and earnings and these should
publicly fully reflect available information. If the estimates of I/B/E/S do not possess this property,
the regression coefficients are expected to be biased. Concerning the data, small samples reduce
the power of test statistics – a small number of firms and a reduced time series. The Portuguese
stock market is still characterized by its small size and low level of liquidity. At the end of 2008,
there were only 55 publicly-traded companies and some shares were not traded frequently. One
consequence of this is the small number of analysts who follow the listed companies, even for
companies in the PSI20 index. As such, estimates of earnings and book value were not carried out
for several companies and/or years, restricting our sample. In spite of being a good sample for
Euronext Lisbon (top 20 firms for market capitalization), we consider therefore that this situation
(reduced number of firms, by year) constitutes a possible explanation for the statistical limitations
observed in this study.
Future research is needed to better understand this phenomenon. First, ownership and markets’
characteristics can also play a role on short termism analysis. In this research, due to the Abarbanell
and Bernard (2000) specification, we do not control neither for firms´ ownership individual data,
nor for market characteristics. Second, as data were collected in one single country, the collection
of similar data in other countries can be interesting in order to assess the extent to which these
results prevail across different competitive, legal, regulatory and cultural contexts. Third, it could
also be of great relevance to engage in a longer longitudinal analysis in order to determine the
impact of the 2008 financial crisis and the 2011 Portuguese ‘almost-bankruptcy’. This will improve
the quality of our sample, giving the opportunity to apply a panel data model, controlling for firm
and industry factors.
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