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Abstract

We find that analysts’ forecast errors are predicted by past accounting
accruals (adjustments to cash flows to obtain reported earnings) among
both equity issuers and nonissuers. Analysts are more optimistic for the
subsequent four years for issuers reporting higher issue-year accruals.
The predictive power is greater for discretionary accruals than
nondiscretionary accruals and is independent of the presence of an
underwriting affiliation. Predicted forecast errors from accruals
significantly explain the long-term underperformance of new issuers.
The predictability of forecast errors among nonissuers suggests that
analysts’ credulity about accruals management more generally
contributes to market inefficiency.
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