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Earnings Management and Informativeness of Reported Earnings
- From the Perspective of Income Smoothing -

Yoon Suk Suh* - In Jung Kang**

Abstract

The purpose of this thesis is to analyze the relationship between income smoothing and
informativeness of reported earnings and provide a theoretical basis for an empirical research.
Based on the assumption that agent observes firm's earnings before management and additional
private information, we analyze how the quality of information affects the relationship between
income smoothing and informativeness of reported earnings.

Our conclusion can be summarized as follows. First, agent's optimal earnings management
leads to income smoothing. Second, the degree of income smoothing diminishes as the quality
of earnings before management increases while increasing the quality of additional private
information observed by an agent leads to the higher degree of income smoothing. Third, when
the quality of earnings before management is the same, the degree of income smoothing has
the negative effect on the quality of reported earnings. On the other hand, when the quality of
private information is the same, the degree of income smoothing has the positive effect on the
quality of reported earnings.

Key words: private information, earnings management, income smoothing, informativeness
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