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What is this Study About?

Equity analysts are influential in financial markets, providing investment advice and forecasts.
Despite their importance, they are often criticized for bias and inaccuracies. This study
investigates the social forces that govern equity analyst behavior and aims to understand why
analysts manage to maintain such a prominent role in financial markets despite these criticisms.

What are the major findings of the study?

Conducting 70 interviews with equity analysts and portfolio managers, the researchers
discovered that long-term relationships and institutional ties between buy-side and sell-side
actors create social inertia, maintaining the current structure despite regulatory and economic
pressures for change. Analysts' behaviors are influenced by their social environment, which can
either push them to align with consensus estimates or encourage them to deviate. This
dichotomy is due to the interpersonal and professional ties within the field, as well as the
pressures from institutional investors and corporate clients. The study also found that consensus
numbers play a significant role, acting as a benchmark for analysts but also leading to social
pressure to conform or differentiate.

Why is the study important?

This study provides a deeper understanding of the non-economic factors influencing equity
analysts' behaviors. By highlighting social and institutional dynamics, it offers insights into why
biases and inaccuracies persist in analysts' predictions and why other market actors tolerate
them. For regulators and policymakers, these findings suggest that simply implementing
regulations may not be enough to change behaviors rooted in social structures. For investment
professionals, the study underscores the importance of considering the broader social context in
which financial advice is produced and disseminated. This research enriches the accounting
literature by incorporating sociological perspectives, offering a more comprehensive view of the
forces shaping equity analysts' work.
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