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Abstract

This paper examines sell‐side analysts’ perceptions of ‘earnings quality’. Prior research

suggests that analysts’ stock recommendations, price targets, earnings forecasts and

written reports are relevant to share price formation. One of the main inputs in

analysts’ forecasting and valuation models is earnings, and analysts’ perceptions of

earnings quality are therefore important. There is, however, little direct evidence in the

literature on what these perceptions are and on what role they have in decision‐

making. This paper seeks first to understand earnings quality as interpreted by

analysts, and it then tests this interpretation against its actual usage in analysts’

research reports. An inductive approach is used that combines interview data with

content analysis, and the findings are interpreted in the light of findings from market‐

based and other research. We find that the concept of earnings quality is both

accounting‐based (relating to notions of core or sustainable earnings, cash and accrual

components of earnings, and accounting policies) and non‐accounting‐based (relating

to information drawn from outside the financial statements). We find more non‐

accounting than accounting references to earnings quality, and that (relatively

subjective) non‐accounting references are especially widely used where analysts

express positive or negative opinions about earnings quality. It is relatively unusual for
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an analyst's opinion to be both negative and accounting‐ based. If, however, an analyst

does express negative, accounting‐based views on earnings quality, then he or she is

highly unlikely to be positive in other respects. We interpret this evidence to be

consistent with analysts’ economic incentives to generate trading volume yet to be

favourably biased towards companies, while seeking to use value‐relevant information

relating to earnings. We also conclude that the importance of accounting‐based

information relating to earnings quality is more important than it might seem, and that

it exerts a significant influence on the analysis and recommendations in analysts’

reports.

 Keywords:: earnings quality analysts’ reports analysts’ opinions

Notes

Richard Barker is Senior Lecturer at Judge Business School, University of Cambridge and

Shahed Imam is Assistant Professor at Warwick Business School, University of Warwick.

The authors are grateful for helpful input from the Editor and the anonymous reviewers;

also Rhoda Brown, Colin Clubb, John Holland, Geoff Meeks, Geoff Whittington and

Wenjuan Zhang; seminar participants at Cambridge, Cardiff, and Warwick; and

conference participants at the BAA. Correspondence should be addressed to: Dr Richard

Barker, Judge Business School, University of Cambridge, Trumpington Street,

Cambridge CB2 1AG, UK. Tel: +44 (0) 1223 339646. Fax: +44 (0) 1223 339701. E‐mail:

r.barker@jbs.cam.ac.uk.

 

Related research 

Recommended articles Cited by 

64

Earnings quality and financial flexibility: A moderating role of corporate governance

Md. Rashidul Islam et al.

Cogent Business & Management

Published online: 17 Jul 2022





People also read

About Cookies On This Site

We and our partners use cookies to enhance your website

experience, learn how our site is used, offer personalised

features, measure the effectiveness of our services, and

tailor content and ads to your interests while you navigate

on the web or interact with us across devices. You can

choose to accept all of these cookies or only essential

cookies. To learn more or manage your preferences, click

“Settings”. For further information about the data we collect

from you, please see our Privacy Policy

Accept All

Essential Only

Settings

https://www.tandfonline.com/keyword/earnings+quality
https://www.tandfonline.com/keyword/analysts%E2%80%99+reports
https://www.tandfonline.com/keyword/analysts%E2%80%99+opinions
https://www.tandfonline.com/doi/full/10.1080/23311975.2022.2097620?src=recsys
https://www.tandfonline.com/author/Islam%2C+Rashidul
https://www.addtoany.com/share
https://www.informa.com/privacy-policy/


The Concept of Earnings Quality

Leopold A. Bernstein et al.

Financial Analysts Journal

Published online: 31 Dec 2018



Earnings Quality as a link between Corporate Governance Implementation and Firm Performance

Istianingsih

International Journal of Management Science and Engineering Management

Published online: 21 Sep 2021



View more



About Cookies On This Site

We and our partners use cookies to enhance your website

experience, learn how our site is used, offer personalised

features, measure the effectiveness of our services, and

tailor content and ads to your interests while you navigate

on the web or interact with us across devices. You can

choose to accept all of these cookies or only essential

cookies. To learn more or manage your preferences, click

“Settings”. For further information about the data we collect

from you, please see our Privacy Policy

Accept All

Essential Only

Settings

https://www.tandfonline.com/doi/full/10.2469/faj.v35.n4.72?src=recsys
https://www.tandfonline.com/author/Bernstein%2C+Leopold+A
https://www.tandfonline.com/doi/full/10.1080/17509653.2021.1974969?src=recsys
https://www.tandfonline.com/author/Istianingsih
https://www.informa.com/privacy-policy/


Information for

Authors

R&D professionals

Editors

Librarians

Societies

Open access

Overview

Open journals

Open Select

Dove Medical Press

F1000Research

Opportunities

Reprints and e-prints

Advertising solutions

Accelerated publication

Corporate access solutions

Help and information

Help and contact

Newsroom

All journals

Books

 Sign me up

 

 

Keep up to date

Register to receive personalised research and resources

by email

Copyright © 2024 Informa UK Limited Privacy policy Cookies Terms & conditions

Accessibility

Registered in England & Wales No. 3099067 

5 Howick Place | London | SW1P 1WG

About Cookies On This Site

We and our partners use cookies to enhance your website

experience, learn how our site is used, offer personalised

features, measure the effectiveness of our services, and

tailor content and ads to your interests while you navigate

on the web or interact with us across devices. You can

choose to accept all of these cookies or only essential

cookies. To learn more or manage your preferences, click

“Settings”. For further information about the data we collect

from you, please see our Privacy Policy

Accept All

Essential Only

Settings

https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/?utm_source=website&utm_medium=banner&utm_campaign=B004808_em1_10p_5ec_d713_footeradspot
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://informa.com/privacy-policy/
https://www.tandfonline.com/cookies
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/
https://www.informa.com/privacy-policy/

