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The impact of equity incentive plans on analysts’ earnings forecasts

and stock recommendations for Chinese listed firms: An empirical

study
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6. Summary and conclusion

This paper examines the impact of EIPs on the prominent analysts’ outputs — earnings forecasts and stock recommen- dations
- in China’s unique corporate setting. It finds that analysts’ forecast accuracy is significantly higher for listed
firms with a high level of management compensation in the form of EIPs. This finding is consistent with the
alignment view of equity incentives (Han et al., 2014; Jensen & Meckling, 1976; Kanagaretnam et al., 2012).
However, financial analysts tend to issue favourable stock recommendations for listed firms granting
management stock options. Moreover, it appears that different types of equity incentives — stock options
and RSUs - have different impacts on analysts’ forecasts. Indeed, ana-lysts forecast accuracy (dispersion/bias) tends
to be lower (higher) for listed firms granting stock options, instead of RSUs, to management, suggesting that stock options
appear to be a less effective means to align the interests of managers and shareholders. As a result, managers may be induced to
engage in information and earnings management, resulting in low corporate transparency that increases the complexity of
forecasting, and hence, less forecast accuracy (Frank et al., 2009; Irving et al., 2011).
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