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Abstract:

Our study examines whether government subsidies influence analysts’ directional
inconsistency between revisions to earnings and target price forecasts. We show that higher
subsidy amounts are associated with higher directional inconsistency. This increased analyst
inconsistency intensifies when firms announce earnings immediately before analyst revisions.
Higher subsidy amounts are also associated with lower earnings informativeness. The
sensitivity between subsidies and inconsistency is pronounced mainly for firms operating in
asymmetric information environments, weak governance, or facing intense product market
competition. Subsidy-driven analyst inconsistency is associated with lower target price
accuracy and higher implied volatility, indicating that investors perceive these analyst updates
as less reliable. Moreover, subsidies amplify the analyst directional inconsistency between
target prices and stock recommendation revisions. Overall, our findings highlight the
consequences of government subsidies for capital market participants, demonstrating how
shifts in earnings informativeness can affect analyst assessments of firm-level short- and
long-term prospects.
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