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ABSTRACT
Failing to meet or beat earnings expectations formed by analysts® earnings forecasts may
result in sharp decline in stock price. Therefore, this thesis investigates whether the
management manages to avoid negative earnings surprises by expectation management, that
is, in order to avoid negative earnings surprises, the management tries to guide analysts’
earnings forecasts downward to a beatable level. The data period is from 2006 to 2011,
consisting of 19556 analyst reports issued by 41 brokers, and 319 listed firms are covered. |
find that there is a reward to MBE (Meeting or Beating Expectations) firms, and analysts’
earnings forecasts are, in general, too optimistic. Then I apply and combine three
methodologies developed by prior researches to examine the existence of expectation
management. The results show that expectation management does exist, and analysts become
less optimistic, even switch to overly pessimistic in-some cases, as the date of earnings
announcement.apporoaches. I also find lots of reports with positive forecast error in the
beginning of year, but successfully MBE at last because analysts revise their forecasts
downward. Finally, I discover that analysts consistently issue more optimistic and biased
earnings forecasts for firms with corporate financing activities, but firms with corporate
financing activities will less likely to engage in expectation management due to less MBE

premiums.
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