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The Tone of the Earnings Communication

Conference and Analyst Forecast Accuracy
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Abstract: How to improve information disclosure of listed companies to satisfy the information needs of investors has always
been the focus of capital markets and regulatory authorities. As a unique way of information disclosure, earnings
communication conference is very different from the way of traditional information disclosure such as annual reports.
Earnings communication conference serves as a direct channel for investors to communicate with managers of listed
companies, aiming to provide more timely and incremental information for the capital market. China’s earnings
communication conference is a semi-mandatory, two-way interactive, and real-time information disclosure, which has its
own unique institutional background. During earnings communication conference, participants could obtain quantitative and
qualitative information about the firms’ past and future development. We investigate whether the tone of managers, reflecting
their attitude and confidence of firms past and future performance, disclosed in earnings communication conference will
provide incremental information of information users, especially analysts.

This paper raises two competing hypotheses, the information effect hypothesis and the opportunistic effect hypothesis,
to explain how the tone of earnings communication conference affects analysts’ forecast accuracy with the supply-demand
framework. Information effect hypothesis argues that the tone of earnings communication conference could increase analyst
forecast accuracy because the tone may contain the attitude and confidence of managers for past and future development and
is less likely to be manipulated due to its interactive and real-time communication in the supply side. Meanwhile, analysts
have strong incentives to pay attention to the tone disclosed by managers to confirm whether their private information is
credible in the demand side. However, opportunistic effect hypothesis argues that the tone of earnings communication
conference may make analyst forecast biased because the tone could be manipulated so as to conceal the opportunistic
behavior such as earnings management and mislead investor sentiment in the supply side. As well, analysts are optimistic
bias and may have incentives to cater managers in demand side, resulting in less accurate analyst forecasts.

It is found that the tone of earnings communication conference could reduce analyst earnings forecasts errors,
especially for the optimistic bias. Further study shows that the effect is more pronounced for firms with less predictable
performance, higher stock return volatility, and poor financial performance. Analysts with high reputation, to proxy for
information processing ability, could provide more accurate earnings forecasts with the tone of earnings communication
conference. Our study suggests that the tone of earnings communication conference, a non-content textual information,
could provide incremental information. It is inferred that earnings communication conference can serve as a channel to
reflecting investors’ information demand and enhancing investor relation management. Additionally, regulations on earnings
communication conference is helpful to improve minority investor protection.

The contribution of this article lies in the following aspects: first, the positive association between the tone of earnings
communication conference and analyst forecast accuracy suggests that earnings communication conference could provide
incremental information to capital markets with the semi-mandatory regulation in China, which supplements prior studies
about voluntary earnings conference call. Second, investigating the information content of the tone of earnings
communication conference could expand textual analysis studies since most studies about textual analysis focus on annual
reports, MD&A, and media coverage. Third, this study contributes to the determinants of analyst forecasts with the non-
content textual information by showing that analysts could use the tone of earnings communication conference to confirm
their private information while most studies discuss the impacts of financial and non-financial information on analyst forecast
accuracy.
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