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Abstract

The market views bad-news management earnings forecasts as more credible than good-news
forecasts not because good-news forecasts are biased, but rather because they are noisier than
bad-news forecasts. After controlling for noise, the difference in market response disappears.
Bad-news forecasts have unconditionally lower dispersion around final earnings and, unlike
good-news forecasts, bad-news forecasts become more accurate and contain higher magnitude
updates as earnings announcement dates approach. The results provide new direct evidence that
management differentially seeks to verify bad news, and withholds greater amounts of bad news
while it seeks verification. Consistent with rational markets, this mitigation of noise provides a
novel explanation for the asymmetric market response to management earnings forecasts.
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