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Optimistic Bias of Analysts’ Earnings Forecast and Rent

Extraction from Executives’ Selling
CHEN Zuo-hua', ZHANG Fang-fang’

(1. Accounting School,Shandong University of Finance and Economics, Jinan,Shandong,250014 , China;

2. Accounting School , Zhejiang University of Finance and Economics,Hangzhou,Zhejiang,310018 , China)
Abstract ; Executives’ selling based on self-interest has produced more serious negative consequences. The China Securities
Regulatory Commission has successively issued the “New Regulations on Selling Shares”, which aims to guide major
shareholders, directors, supervisors and senior executives to sell their holdings in accordance with regulations and orderly,
so as to minimize the damage to the interests of small and medium investors, so as to ensure the healthy and stable
development of the capital market. Despite this, there is still a “selling wave” in China’s capital market after the stock
price skyrockets, especially the “demon stocks” whose stock prices have risen sharply in the short term through conceptual
speculation continue to appear. Executives’ opportunistic selling has brought serious harm to the interests of investors and
the development of the real economy, and has attracted strong attention from the public, media and regulatory agencies.
Compared with external investors, executives can predict the impact of analysts’ earnings forecast deviations on stock prices
in a more timely manner, which is beneficial for executives to sell their holdings. Therefore, analysts’ earnings forecast
biases may be exploited opportunistically by executives, that is, analysts’ earnings forecast biases will be exploited by the
executives to seek rent extraction through selling shareholdings. The research on the determinants of analysts’ earnings
forecast optimistic bias has achieved fruitful results, but the research on economic consequences is still relatively weak and
divergent.

To this end, taking the 2007 — 2021 Chinese A-share listed companies as a sample, this paper empirically tests the
impact of analysts’ earnings forecast optimistic bias on executives’ reduction in rent-seeking. The study found that both
analysts’ earnings forecast bias and earnings forecast optimism are significantly positively correlated with executives’ selling
abnormal return. When identifying the path, it is found that analysts’ earnings forecast optimism aggravate the degree of
stock price misvaluation and the company’s market risk, resulting in the deterioration of the company’s information
environment, the reduction of capital market pricing efficiency, and the aggravation of risks, and providing more
opportunities for executives to seek rent in selling. Heterogeneity analysis found that the positive relationship between
analysts’ earnings forecast optimism and executives’ selling abnormal return in is more obvious when the management’s self-
interest is stronger and the company’s performance forecast is more optimistic, but it is weaker in state owned listed
companies. Further testing found that analysts’ earnings forecast optimism significantly increased the number and scale of
executives’ opportunistic selling, as well as their timing ability.

This paper uses the unique perspective of executives selling their holdings to provide a good opportunity for research on
who will take advantage of analysts’ earnings forecast optimistic bias. Compared with the existing literature, this paper
comprehensively analyzes the impact mechanism of analysts’ earnings forecast bias on executives’ rent extraction through
selling, and enriches and expands the existing literature. This study provides a new perspective and a new way to govern
executives’ opportunistic shareholding selling behavior. This paper finds that the greater the analysts’ earnings forecast bias
and optimistic bias, the more likely executives are to sell their opportunistic holdings, and the greater the frequency and
scale of opportunistic selling, indicating that a poor corporate external information governance environment is an opportunity
for executives an important cause of ideological behavior. In order to achieve effective governance of executives’
opportunistic selling, it is necessary to consider the comprehensive effect of multiple factors, not only to strengthen the
supervision of laws and regulations, but also to further improve the company’s external information governance environment,
and strengthen the independence of analysts to improve analyst forecasts quality and reporting quality.
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