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		Abstract

		This paper examines a new approach of measuring earnings quality based on firms' capital and labor investment decisions. More specifically, I measure earnings quality as the contemporaneous association between the changes in the level of capital and labor investment and the change in reported earnings. The approach relies on the following intuition: (1) firms make investment decisions based on the net present value (NPV) of the investment projects; and (2) a reported earnings with higher quality (i.e., it is closer to the permanent earnings or the annuitized NPV) should be more associated with the real investment decisions. I find that the measures of earnings quality based on managerial labor and capital decisions are positively correlated with earnings persistence and have incremental explanatory power relative to the earnings quality measures used in the literature. 
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