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Stock recommendations and investment portfolio

formation: A study in the Brazilian market
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Discussion

The results of the study showed a bias in the issuance of stock recommendations made by the
analysts who work in the capital market. In the period analyzed, there was a systematically higher

number of favorable recommendations when compared to the number of unfavorable recom-
mendations. In the general annual average, there were 62% favorable recommendations against
6% unfavorable recommendations. This bias found in the Brazilian analysts’ recommendations,
during the analyzed period — from 2000 to 2010 — confirmed what had been documented by
prior studies, such as Elton et al. (1986), Francis and Philbrick (1993), Womack (1996), Lin and
McNichols (1998), Jegadeesh and Kim (2006), and Moshirian et al. (2009). This apparent opti-
mism of the analysts, according to those researchers, can be explained by the existence of a conflict
of interests since the companies analyzed could be clients of those same analysts. Moreover, Lin
and McNichols (1998) discuss that the buy recommendations generate greater negotiation vol-
ume, which can motivate the analysts to issue a higher number of favorable recommendations
than unfavorable ones.
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