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Does Analyst Coverage Increase Innovation? Cases from SMEs

HAN Meini', WANG Fusheng', LIN Han’

(1. School of Economics and Management, Harbin University of Industry, Harbin 150001, China;
2. School of Engineering Auditing, Nanjing Audit University, Nanjing 211815, China)

Abstract: We study the impact of analyst coverage on firm’s innovation. We disclose that analyst coverage plays an information effect on
firms’ innovation. As a whole, analyst coverage improves firms’ innovation. Further study shows that analyst coverage also produces a pres-
sure effect on firms’ innovation. Specifically, as the number of the analysts, following the firm, increases, the positive effect of analyst cov-
erage on firms’ innovation decreases. For some certain firms, when the number of the following analysts surpasses the critical value, analyst
coverage begins to play a negative effect on firms’ innovation. The positive impact of analyst coverage on firms’ higher quality innovation, is
less than the positive impact on low quality innovation. The results show that the impact of analyst coverage on innovation can be compre-
hensively disclosed, only if both the information effect and the pressure effect of analyst coverage are considered.

Key Words: analyst coverage; firms’ technical innovation; “information” effect; “pressure” effect; patent of invention; accounting infor-

mation; earnings management; innovation performance
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