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This research investigates the relationship between contract rigidity and earnings timeliness in a
two-period principal-agent setting. We analytically and experimentally examine the role of earnings
timeliness under different contractual settings. Under a flexible contract regime, a principal can set
different fixed wages and incentive weights over the first and second periods. By contrast, under a
stationary contract regime, a principal must set the same fixed wages and incentive weights over
the two periods.

We compare the overall performance under these regimes for high and low timeliness and find the
following results. First, earnings timeliness plays a key role under the stationary contract regime.
Second, earnings timeliness does not matter under the flexible contract regime because a principal
can accommodate it by adjusting the parameters of a compensation contract. Finally, overall
performance under the flexible contract regime is better than that under the stationary one.
However, our experiment shows the efficiency of the stationary contract exceeds that of the flexible
contract. Overall, we provide evidence that the nature of accounting information becomes more
important when contract incompleteness is pervasive.
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Contract Rigidity and Earnings Timeliness
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This research investigates the relationship between contract rigidity and earnings timeliness in a two—period principal—agent setting.
We analytically and experimentally examine the role of earnings timeliness under different contractual settings. Under a flexible
contract regime, a principal can set different fixed wages and incentive weights over the first and second periods. By contrast, under
a stationary contract regime, a principal must set the same fixed wages and incentive weights over the two periods.

We compare the overall performance under these regimes for high and low timeliness and find the following results. First, earnings
timeliness plays a key role under the stationary contract regime. Second, earnings timeliness does not matter under the flexible
contract regime because a principal can accommodate it by adjusting the parameters of a compensation contract. Finally, overall
performance under the flexible contract regime is better than that under the stationary one. However, our experiment shows the
efficiency of the stationary contract exceeds that of the flexible contract. Overall, we provide evidence that the nature of accounting
information becomes more important when contract incompleteness is pervasive.
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