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Testing the Relation between the Precision of Analysts’ Public Information
and Quality of Earnings
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Summary

The purpose of this research is to test the relation between the precision of public information and quality
of earnings. Previous research assumes that the precision of earnings information is determined
endogenously, and estimates the precision based on observable accounting process such as accruals
accounting for analysis. Since previous research doesn’t capture all the earnings precision, it is useful to
test the more sophisticated precision which captures non-observable accounting process. Following Barron
et al.(1998), this research estimates the precision of analysts’ public information which captures observable
and non-observable accounting processes. Using this precision to test the relation with value relevance, the
result shows that the higher the precision of public information becomes, the more relevant the earnings
information becomes.
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