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Stock Price Reaction To Earnings Surprise And Earnings Quality
Sell side analysts focus on forecasting Pro forma earnings per share.  It is therefore possible for a firm to beat analyst’ earnings expectation even when its GAAP earnings are below market expectations.  In this study you will construct a forecasting model for GAAP earnings per share and examine how stock prices react to positive surprises to analysts’ earnings forecasts when GAAP earnings surprises are negative.  You will also examine the out of sample profitability of any trading rules you may construct based on your findings.

