

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
				
			
		
			
				
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Diligence, Objectivity, Quality, and Accuracy

	
    
        
            
            







    
    










    
    
    
    











			
                    Journal of Accounting Literature, Forthcoming, (DOI: 10.1108/JAL-02-2023-0031)
 
        

    
	

	
	
		
		
			56 Pages
		
		

		Posted: 12 Jul 2021
		
			Last revised: 11 Oct 2023
		
		
	

	
		
			
			




	See all articles by Rajeev R. BhattacharyaRajeev R. Bhattacharya
Washington Finance and Economics
Mahendra Gupta
Washington University, St. Louis


		

	
	
	
	
	



	
	
	
	
		
	
	
		
			Date Written: October 10, 2023

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Purpose. We provide a general framework of behavior under asymmetric information and develop indices of diligence, objectivity, and quality by an analyst and analyst firm about a studied firm, and relate them to the accuracy of its forecasts. We test the associations of these indices with time.

Methodology. The test of Public Information versus Non-Public Information Models provides the 
index of diligence, which equals one minus the p-value of the Hausman Specification Test of Ordinary Least Squares (OLS) versus Two Stage Least Squares (2SLS). The test of Objectivity versus Non-Objectivity Models provides the index of objectivity, which equals the p-value of the Wald Test of zero coefficients versus non-zero coefficients in 2SLS regression of earnings forecast residual. The exponent of the negative of the standard deviation of the residuals of the analyst forecast regression equation provides the index of analytical quality. Each index asymptotically equals the Bayesian posterior probability, by the analyst and analyst firm about the studied firm, of the relevant behavior.

Findings. We find that ex post accuracy is a statistically and economically significant increasing function of the product of the indices of diligence, objectivity, and quality by the analyst and analyst firm about the studied firm, which asymptotically equals the Bayesian posterior joint probability of diligence, objectivity, and quality. We find that diligence, objectivity, quality, and accuracy did not improve with time.

Originality. There has been no previous work done on the systematic and objective characterization and joint analysis of diligence, objectivity, and quality of analyst forecasts by an analyst and analyst firm for a studied firm, and their relation with accuracy, and our paper puts together the frontiers of various disciplines. 
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