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Abstract* 2 3 4 4 9 6

The objective of this study is to investigatelthe relationship between the financial
leverage effect and ending earning. This study bases on the earning persistence
approach and focuses on the financial institutes listed in the SET during the year 2002 to
2006. The financial institutes are commercial bank group, broker company group, and
insurance company group. There are 2 parts of the study. Firstly, this study uses the
whole population to quest the relationship of all variables. Another study uses the cross-
sectional analysis to compare the relationship between 3 subgroups of the financial
institutes. The stepwise multiple regression is used to find the suitable relationship and
prevented the multicollinearity problems from the indepe'ndent variables. Essentially, the
model of this study is constructed from the concept of the 1* order of Autoregressive
Integrate Moving Average (ARIMA). )

The result of this study is pointed out that the financial leverage effect truly
reflects the earning quality. According to the persistence approach, the earning quality
will be defined by the financial leverage effect from positive manner of the relation only.
From this paper, there is strong evidence that financial leverage effect is present the
good sign of earning quality. By the way, in the cross-sectional study, it is found that the
financial leverage effect is complete the eaming persistence test only in the broker
company group; however, the others still can not be identified the relationship from the
financial leverage effect because of the stepwise multiple regression method, the
financial leverage effect is reduced from the model.
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