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I Throughout this thesis, the terms 'stockbroker analysts', 'financial analysts' and 'security analysts' are used interchangeably. 
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'It is noted that in South Africa, stock-broking firms' con5e1lll1lll recommendations are available to subscribers of I-Net Bridge Real 
Time. Individual brokers' recommendations are only available to clients of the stock-broking firms. 
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, I-Net Bridge is available in the Finance Research Laboratory. School of Management Studies at the University ofCllpe Town. 
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, Many mining companies in South Africa have the norm of reporting quarterly earnings. 

4 A forecast's age is the number oftrading days between the analyst's earnings forecast date and the next final announcement date. 



Univ
ers

ity
 of

  C
ap

e T
ow

n

______________________________________ ~~~~~~~~4:4 

on 

announce ",,,, .... -,i.U 

announcement 

are estlmateo. 

are 

ealrOIJrlg5 tOf'eaasts over 

are "'''''u ...... ,,~ auto rl"("I"'''~ 

a were ;)UIIJI""IJI to 

are 

some cases 

are 

nn!;:eT1veo at 

is 

tnrl"{,~I .. tQ more 

more 



Univ
ers

ity
 of

  C
ap

e T
ow

n

_________________________________________________________________________________ D_a_m_~~d~2~"~·i-.. ~~====4:5 

38 

88 99 121 140 150 154 163 167 166 171 189 144 



Univ
ers

ity
 of

  C
ap

e T
ow

n

on 

rec:Otrlm(maaW)ns are 

to 

et 

in more 

"'Tln!l~tl'''~ 4:6 

two sets 

were 

D 

in 

..... ,,, .... ,,' are 

are 

In 

is on 



Univ
ers

ity
 of

  C
ap

e T
ow

n

______________________________________________________________________________________ ~D~a~~~a~n~d~~~~~~~4:7 

Table 4.2: n -'. Statistics r Analysts' Consensus Recommendations of'" .•. 'g" Houses from the I-Net n .1- March 2000 to -r 

April 2003 

The total number of buy, hold and seU recommendations in each period from March 2000 to April 2003 is exhibited. Each category of recommeodations is displayed in terms of percentage. 
The monthly avernj!e (Ave) number of recommendations in each category is also shown for each period. 

Period 
March 00 - December 00 January 01 - December 01 January 02 - December 02 January 03 - April 03 March 00 - April 03 

(10 months) (12 months) (12 months) (4 months) (38 months) 

Recommendations No. % Ave No. % Ave No. % Ave No. % Ave No. % Ave 

Buy 755 44.1 75 562 33.25 47 562 38.36 47 124 29.18 31 2003 37.92 53 

Hold 908 53.04 91 1081 63.96 90 852 58.56 71 282 66.35 70 3123 59.13 82 

Sell 49 2.86 5 47 2.78 4 41 2.82 3 19 4.47 5 156 2.95 4 

Total 1712 100 171 1690 100 141 1455 100 121 425 100 106 5282 100 139 
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Table 4.3: Transition Matrix: Number of ......... ul~"'" in Consensus Recommendations 

This table shows the number of changes in or recurrences of the analysts' consensus recommendations over the 38 months 
from March 2000 to 2003. The first row displays the recurrence of the buy recommendations and all the from 
recommendation of buy to hold and sell. The last column shows all the buy, hold and sell recommendations that are 
from the database of analysts' consensus recommendations over the sample The last two rows report 
recommendations for fums that: (1) were previously and reappear later and (2) are first covered by brokers. 

To Recommendation of: 

From Recommendation of: Hold Sell Total 

1645 260 1 1906 69 

Hold 226 2721 32 2979 115 

Sell 1 16 111 128 20 

Total 1872 2997 144 5013 

from 19 55 4 
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S The first appearance of a company or the reappearance of a previously dropped company on the database is considered as a change in 
recommendation. 

Finance Research Laboratory, School of Management Studies at the University of Cape Town, subscribe to the real-time 
Datastream database. 
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I This chapter is the originating work for the article: "Accuracy of Security Analysts' Earnings Forecasts: The South African case ", 
Investment Analysts Journal, This article was also at the 13th Annual Southern African Finance Association 
(SAFA) Conference, Graduate University of Cape (January 20(4). 
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was It is {\h,~pl"'vpli consensus are 

to next announcement 
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2 Since semi-annual realised earnings have been used to compute the semi-annual forecasts from the time-series model and these 
forecasts do not until the next realised semi-annual earning is known, it is assumed that the computed semi-annual forecasts have 
a 6-month forecast 
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3 The calculation of Theil's inequality coefficient for each time horizon as earnings announcement date approaches is shown in more 
details in Appendix A,3. 
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Table 5.1: The Trend ofthe Error in lUl:arll'lIlli ....,"'1 .. 1U~~" Forecasts as the "''''10,10",,'' 

A l-month time horizon represents a to the earnings announcement date. The average absolute 
percentage error and Theil's inequality coefficient are calculated for each time horizon to the announcement date, 
from the year 1990 until the year 2002. Theil's coefficient measures the rIDS in relative terms, 
where a U=O will imply a fit while a U=l will that the model is as bad as it could be. Sample 1, which 
has 669 earnings forecasts is used. 

Time horizon 12-moDth 2:m.2ru.h 5:.m.Imth !l:mJmdl :!:.m.muh Z::m.!mtb 1.:.m.!mm 

Mean forecast error 
9.40 6,46 4.65 2.27 0.85 -0.25 -1.85 

C%) 

absolute 
23.62 16.66 14.29 11.75 9.81 9.16 7.95 

percentage error (%) 

Theil's 
coefficien t (U) 

0.17 0.1 0.09 0.08 0.08 0.07 0.07 

uu' ...... ,1'i> c,orreSt)OfldS to 

DelcOlne more accurate as announcement 

sources error 

10Ir'ecas1[S as announcellD 

It is nOl1ce:d 

to 

no 

announcement 

are it 

as announcement is 
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mean 

announcement mean peI'cerlta~~e 

mean 

error is it is not to 

announcement is 

.... u' .... ~ ............... is to 

to 

announcement 

announcement 

sources, 

Table 5.2: lJec01npose:d lj,a,rtlJln~:s Forecasts as 

announcement date, U is Theil's inequalit}i 

coefficien t and UM
, ate the bias, the variance and the covariance proportions of U Theil', inequality 

coefficient U is into its characteristic sources for each horizon to the announcement date, from the yea 
1990 un til the year 2002, Sample 1, which has 669 earnings forecasts is used. 

Time horizon 12-mQlub !i:mJmth ~ ~ l:::mml1Il 2::m.w;uh l::mJm.t.b 

U 0,17 0,10 0,09 0.08 0,08 0.07 0.07 

0.16% 0,58% 0.50% 0.42% 0,24% 0,04% 0,00% 

US 25,54% 6,27% 3,90% 2.03% 1.29% 1.62% 1.20% 

74.46% 93,31% 95.76% 97.70% 98,62% 98.49% 98,95% 
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Therefilre, il' ilnillyst,' earnings filrecil,ts hecome more accurate. i,e. Theil's U becomes 

smililer, the proportions of the error representing the s),tematie bias (U") ~nd the level of 

variilbilil y (U') eventually decrease, 

5.3.3 AnalysIs' earnings ro~asts vs. earnings eslimaled lIsing a time-

series model 

As mentioned earlier. three samples "'ere considered "'hereb) in each one the relevant SCI 

of analysts' e~rnings forecasts. with a 6-month horizon. was compared to the estimated 

earnings [{,recasts from the milO regressive time-series model. with the aim of assessing 

their relative accuracy rhe accuracy of these two pro>.jc, of earning' estimates i, 

ev~lumed using (i) the a \'erage ah,olute percerltilge error: (ii) nei I' s i ""qual ity coefficient; 

and (iii) regression analysis 

H~",'< j, Th, T",nd "ftl>< D=mp""d Th,;]', 1""~,,,l;ry C.dfi,·;,~r .. <h< An.."",,m<nt D,,< 
Apl""",b,,, 

., 1_,..,." ,..., .~,~ ''P''~'' r-><~ ,,' 1 ~""" r.'" m ", ,~"" .~,,~,.~,_, u..,. ',._·1, "OK" "" ,",' 
".,~" ._.." r~.,,, ,,~,.j L .... , "" ..... , ,,~r"'· ... u , ok,~,,,,,~J •• " ,. "'_""""" .~" [' K "" ...,'" 

~"' ,", ___ J..k,'~ ''"',.., ",'" ~., ". ,.,_ OM. " ., C,' .. , ,," ,,, " . .... , '"' ,." .. ~,.~" 

,·_x. ",,,, .. ~ ,,' c' """""", T~'l"'1"-""_"'" " ", u' '''" u' • ~~'""'" _,,1 " "" "";W>,'. '" " .. " 
"",~" ,~.o<l •. ~, .... ,. ,. 
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5.3.3.1 Average absolute perceotage error 

Table 53 .ummari~e . the avemge ab.olute percentage error under each of tile three 

samples for both the analy.ts' earning. forecast. and the forecast. estimated using the 

ti me-series model. The mean forecast value and the mean ClCtllJl value are al so disclosed 

for each earnings forecast. model url<kr the three sample. , 

The results tabulated reveal that analysts' earnings forecasts aTe on average more accurate 

than earnings forecasts estimated by the time-series IllOdel. In the first sample considered, 

over the years 19'1(1-2002, the average absolute percentage error reflected by analysts' 

eamings forecast. is 16 .66~o, compared to a considerably higher 98.96% achieved by the 

earnings forecasts which were estimated by the first-order auto regressive model over too 

SJIlle years. The notably higher level of error computed for the time-series model, which 

refl ects very poor performance, can be partially explained by the fact that 1693 earnings 

forecasts were used for the time-serie. model compared to a mere 669 analysts' eamings 

forecasts. 

,-
'hble :'1.3, Ce><np"';' on of the Ave,a!:e Ab. o]ute Pe",entllg< Error between An~" '" Eamio.;:. 

Foteca.ts and Foree .... E.tlmated uomg" Time_Series Model (6_month time bori2on) 

I '" , , , .b.olut< £"'''''''''8< moc .. tb< "'~ fo<=>< <> ,)' ",.J1'~ .oJ ,,';,n>ted 
, " ,~, ,h_ ' '''''rle:< ""< , 0"",,",,,J. " 

, , 
" . """B' n"", .. "", mu.lol, i< "'" ,b< )'''''' 1!9<J.1OO2 ,0<1 ~ ~ . ' 

S,~." 2, "",h ~ t 9 ' 0.11"'" .. m"'tl' 10"",,, and 110 """"It' ["'''''". ,,"""""'~ "" to, -
1·'..Je~' ' ",>«n""" on ,ho )'=' 1,),/1_1OOt ,m! io ~"J ,joc, moce t;.,,,. h>J ,n ,,,,,ty" '" """"'S' """,,,t ""': -:~, 

And fio.~, .. rope J h .. 460 """!y'!>' ,,,,_ r",,,,,,,,,.n.:I <!6{J """" t .. ""nl th, nm.-."", • .",-,,)d. I'.,W." , 
, wit~ ,]'" , rirruI" n,ml><, of ",m,,,!:' fo.""",~ r'' '_ to ,b< ""'" 1;'_ .no , 

",:,: 
, , ,~I"" "" ,ho ""hm,,", """'" of d th< 

Tho 'ompo'~"";, rcrfocmcd , , , 
, ~ ~ ~ 

h.",~,,"boaI.",, 
t6.66 .. 

P<""""~ '''0' ("0) 
0--" C". " n -rJ ,.." 

."""n fo"","~l"" 
(,,,,,,. ) 

225."» t24,!5 241_74 H!' J1 2·1"" 2~." 

M...n ""hi ,~Iu, 
218.'>'1 . 21,14 C-<O.12 1 '_'.Ii .'-h ' l' 1<.6.6< 

---------- - -- -
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Restricting the time horilOn over the period where more firms had earnings forecasts (i.e. 

Sample 2 with forecasts from years 1997 to 2001) shows little change from the previous 

results. In this case. the analysts earnings forCl:asts reflect an average absolute percentage 

error of 9.53% compared to the figure of 65.81 % that is observed in the earnings forecasts 

estimated by the time-series model. This again implies that analysts provide more accurate 

forecasts than the time-series model. 

When the accuracy is evaluated using matched observations (Sample 3), the forecasts made 

by analysts again show a lower average absolute percentage error than that returned by the 

first-order auto regressive model (11.79% vs. 14.59"/0). This confirms that analysts' 

earnings forecasts are more accurate than those estimate<.! by the time-series model. 

Interestingly. malChing the number of observations in each model has resulted in bringing 

the level of error more in line, although analysts still outperform the time-series mooei. 

The lower level of error calculated for the time-series model is partly due to the removal of 

highly dispersed earnings forecasts with regard to the actual mean values of earnings. 

5.3.3.2 Theil's incllualit~ cuefficicnt 

As a meanS of corroborating the result discussed above, the relative accuracy of the two 

sources of earnings forecasts is further evaluate<.! using Theil's inequality coefficient4 (U). 

Table 5.4 displays over each period, Theil's inequality coefficient for analysts· earnings 

forecasts and forecasts estimated by the time-series model. The bias (If'), the variance 

(If' ) and the covariance (Uc ) proportions of U for each model are compared Over each 

sample. 

Theil· s inequality coefficient also re,cals that the earnings forecasts estimated by the time­

series model lead to mOre error than analysts' earnings forecasts. In each of the samples 

considered, the analysts' earnings forecasts achieved a less significant value of U relative 

to the value of U attained by the time-series model. Theil's inequality coefficient was 

thereafter decomposed into its respective bias, variance and covariance proportions and 

compared across the two forecasting approaches, 

'Tho ,,~""'''', ofT""', .,.,.,.....,. ,,,,IT',," .. "" MOll''''' """"'s' _,,~ ,,,., _ .. ~ ,~.",,'" "'''' • Ii,.. ...... ,,.,.,., (0· 
"-' t;_ ""'_) ~ o~.; ., "" '" _,~ j. ArI",,,,j. A.< 
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Tneil's inequal ity coefficient also reveals that the earnings forecasts estimated by the time­

series modd lead to moce error than a!lalysts' earnings forecasts. In each of the samples 

co~sidered, the analysts' earnings forecasts achieved a less sig~ificant value of U relative 

to the value of U attained by the time-series model. Theirs inequality coefficient was 

thereafter decomposed into its respective bias, variance and covariance proportio~s and 

com rar~d acr"", the two forecasti~g approaches. 

The bias proportion (U M
) is larger for the analysts' earnings forecasts than for the time­

series model. This is the ca>e within each sample, Although, for the analysts' earnings 

foreca,ts., the 0.01% of bias proportions is acceptable in sample 2 and 3, a 0.58°;' ofbia, 

proportion in ,ample I is somewhat high', However, it was observed earlier -from Table 

5.2 that as the reporting date approaches, the bia, component in the analyst,' earning' 

forecasts decreases considerably from 0.580/0 in !he 6-month horizon to 00 systematic bias 

at all i~ the I_month horizon. The time-serie, model achieves the ideal proportion of bias 

(close 10 Cl%) and this may be explained by the fact that it is a mechanical model. 
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The analysts earning, lorec~sts resulted in lower v~lue. oftne variance (Us) proportion in 

ea~n of the threc sampics. i.c. 6.27~', vs. 28.09':'0. 9.2~',!/, v,, lJ.60',!/, and 7.9J~'o v •. J9.24~', 

respectively. Ihc largc varian,cs ubs.crv.d lor earnings estimates from the time"series 

model are e xplai~d b~ the fact that in predicting these estimates, the model makes use of 

movement in past earnings L'e~li,ations. which seldom reoccurs. As sud,. analysts come 

dmer in reproducing the degree of variability obse .... ed in tI", "c\ual earning". 

Finally, the value of the covarian,e proportion (u'-) for the analy,t,,' earnings fore<:a"ts is 

closer lO I()()~'o than for the time-serie, m(xkl and thi. ohservation is true in eacn of the 

three ,ample:;, Indecd, for any value of 1I ;> O. the ideal distribution of inequality over tne 

tnree .ourees i, U"= u S= 1)% ~nd CC = l~'" 

As ,u~h. e>.cept lor thc first samplc in which a considerably nigh systematk bi~s level was 

detected, ,.,alysls' earnings lorecasts appear to be derived from a better model than 

earnings fore~ast. estimated using thc lirst order auto regressive timc-series model. 

5,3_3.3 Forecast accuracy using regression analysis 

In Tables 5.5, 5,6 and 5.7, re gre"ion analysi, is performed for the change in lore<:asl 

earn ings and change in rcponed earning" DilTerent forecfI'ot horizons of ,.,alysls' earning, 

~re examined. Regressing Ihe percenlage growth in analysIs' 12, (, and I-month earnings 

I(lre~asl. aga,mlthe percentagc growth in rcported earning:; re,ult, in dedining values or 

tlx: intercept (approaching zero) and values of the slope closer to one ~s tlx: earning, 

announcement dale get. closer. This b evideoce of increa"ing accuracy a" the e~rnings 

announcement dalc approaches, 
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The percentage growth in the for~casls eSlimated by the auto regressive time-series model 

is al:;l) regressed against the percentage gro ..... 111 in reJXlrted earnings. The scatter plot and 

regresskm analysis ar~ displayed in Table 5.8. The inte~epts and slope coeffici~nts of the 

percentage growth in analysts' 6-month earnings forecasts and the perc~ntage growth in 

the foreca.<ts e,timated by the auto regressive time-seri~s model are t~sted to se~ how 

different they are from zero and one respectively. Testing the values of the intercept in 

each case reveals Ihat they are significantly diff~r~nt from zero. Similarly, testing for the 

slope coefficients shows that they are signifICantly different from one in each scenario. 

The implication is that both analysts and the auto "'gr~ssive time-series model used fail 10 

significantly forecast the exact change in the reported earnings. [I is diffICult to 

differentiate which is a better predictor using regression analysis. 
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5.3.4 Over-uptimism in analysts' earnings forecasts? 

Over-oplimi<;m on the part of analyst, in making fo,,"ca,ts is apparent from the results that 

have ken reported. It can be observed from Table 5.3 that the mean forecast value of the 

analysIs' earnings forecasts in each (}f the three samples c(}nsider.m is grealer than the 

mean actual value. In addition, the analysts' earnings forecasts have resulted in positive 

errors. This means that on average analysts tend to make earnings forecasts. which are 

m(}re often greater than the actual earnings and this is apparent when considering the 

relative freq'Klncy of cases of underestimation or overestimation in the numbc". of analysts' 

earnings forecasts. The results reported in Table 5.9 focus on this issue. 
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A t -month time horizon represents :it ofl month to the announcement date. 1, which has 669 forecasts for the years 1990-2002, is use 
for this The in the column entitled No. represent the number of overestimates or underestimates whereas the percentages of the number of overestimates 0 

underestimates are exhibited under the column entitled %. 

Time horizon 12-mQntb 6-month 5-mQnth 4-month 3-month 2-month I-month 

No. % No. % No. % No. 0/. No. % No. 0;' No. % 

Forecast> Actual 384 57.4 371 55.5 371 55.5 370 55.3 366 54.7 355 53.1 334 49.9 

Forecast<Actual 283 42.3 296 44.2 295 44.1 295 44.1 299 44.7 310 46.3 329 49.2 

Forecast:::: Actual 2 0.3 2 0.3 3 0.4 4 0.6 4 0.6 4 0.6 6 0.9 

Total 669 100 669 100 669 100 669 100 669 100 669 100 669 100 
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I The raw return includes the share price appreciation or depreciation plus any dividend declared. 
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on 

.. Hun" .. "" mean pClrcenUlLIle 

consensus 6.1. 

are Su.!mrlca~ntIY 

mean raw return. 

a mean raw is zero. 

is 

earn 

mean returns. 

1 The mean raw return is the arithmetic mean of the monthly raw returns. 



Univ
ers

ity
 of

  C
ap

e Tow
n

________________________________ ~V~al~u~e~~~~~~~~~~~~~6:7 

This table displays the percentage rronthly returns achieved by acting on fO%ln'X.l on the basis of analysts' consensus ~oos. 
rrem mw return is the arithmetic rrem of the rronthly returns achieved by each Ciltegory of recornnendations. The rmrket-adjusted return is 
arithmetic rrem of the taW returns less the return on the All-share Index. The CAPM intempt is the estimated intercept from a tirre-serie.; ~on 0 

the portfolio return on the market (AlSI) excess return The intercept for the APT two-filctor rmdel is the from 
tirne-series on the exoo;s return of (1) the All-share ex-Resources Index (2) the Resoorces 
Each I-statistic in bmckets below each return) relates to the null that the associated return is =0. The returns and respective t 

statistics that are significant at a level or better are shown in bold 

t 

(0.10) 

0.19 

6.1 return 

consensus 

return o. a return 

3 The mean market-adjusted return is the arithmetic mean of the monthly market-adjusted returns. 
• The or abnormal retum, under each asset pricing model is obtained by estimating the intercept terms from the time-series 
re""essiions illustrated as equation (2) and (3). 
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6.2: Raw Returns Achieved in or Recurrences of Aoalvsts' t.;o:OSC:nsllJS 

This table shows the ooe, tim and lIm:e-mooth pem:ntage raw returns achieved by acting on ~ in 0< recurrences of ~' consensus ~ R:ow rerums "'" the lI1"ithmeric mean of the lTlOO!hly ",rums (shan: 
~0!1 or depreciation plus ""Y dividend dedo.red) """" the period March 2000 10 Ap<il 2003. The fust row dis~ the ooe, tim and lIm:e-month raw pen-.entage retwns associared with the recun:ence of the 
reoommendations and all the changes from. rerommendation of buy to hold, sell or discooI:inuatioo of~. The bst twO rows r:c:port ooe, twO and 1Im:e-mooth raw pcteentage rerums associared with rerommendations fur Ii 
tIw: (1) were previously dropped and ""'I'P""'" bter and (Z) "'" fust COIIt!red by brokers. Portfolios are rebalanced at the end of each month I-statistics of the retwns (displayed in backelS below elICIt retum) are c:olcubted for 
cat<gol)' of ~ in 0< recurrences of omIysts' <:OnSe11SUS reoommendations with sufficient observations """" the sample period Each l-statistic: is based on the hypothesis that the mean retum is zero and return that is signilicam at 

Ievd of 10 percent or better is shown in bold For those c:otegories of changes in 0< rea:ureoces of omIysts' consensus ~ that hme no ot insufficient data points, 'nJi has boen displayed 

Period One-month Two-month Three-month 

To Recommendation of. To Recommendation of. To Recommendation of. 

m Recommendation of. Hold Sell Hold Sell Hold Sell 

-1.26 3.85 -0.25 206 -1.39 3.85 8.44 3.28 0.01 111.54 
(0.01) 

Hold 0.46 -6.05 1.44 -9.53 259 -3.34 
(0.50) 

Sell 0.00 1.93 3.52 3.94 8.20 11.95 10.50 3.08 
(0.70) (Q.Z7) 

2.27 0.22 -10.03 266 -0.01 -19.82 206 4.17 -16.80 
from (0.70) 

FIrst appearance -0.54 6.48 5J)4 

(-0.14) (n/a) (0.71) 
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Table 6.3; in or Recurrences of Analvsts' Consensus Recommendations 
This tII* sbows theone, IWO ond tlmee-1lIIiJIIlIh ~ ....u.et-adjusred """"'" ~ by octingon c!Janges in or """"""'" of amlyslll' """'"""US~. MuIret-adjusred _ are the aridm>ctic """" of the IIZW _less the return 

the AO-shaJ:e I.odex """" the period Much 200010 Apil2003. The li<st row displaY" the on<; IWO ond thme-1lIIiJIIlIh ....u.et-adjusred """""tag<: _ associated with """"""'" of the buy ~ ond.n the c!Janges from a recOOlll101dation 
buy 10 bold, sell 0< discOlllimDtion of~ The last IWO rows "'fl'l'1 on<; IWO ond tlmee-1lIIiJIIlIh ....u.et-adjusred ~ __ ... sociated with ~ for firms tIut: (1) li<st 

by broIto:s. ptJ<tfubos are RI>aIm::cd at the end of ""'" moolh t-swistics of the returns (dispayed in ~ bdow ""'" return) "'" coIcuIarod foe ""'" cat<go<y of c!Janges in or """"""'" COOS<llSUS ~ with ruf 
absa:wtions """" the sml{lk period. Eadl t-SI:Illstic is based OIl that the mean return is """ ond return that is significont at a level of 10 pm:ent or betmr is shown in bold For those ~ of c!Janges in at ~ of amlyslll 

One-rronth Two-rronth 1bree-rronth 

To Recommendation of: To Recomnendation of: To Recommendation of: 

Hold Sell Hold Sell Hold Sell 

0.10 -2.19 5.70 -1.84 0.23 -3.22 7.07 5.32 058 -269 118.80 3.87 
(0.14) (-2.39) (-0.6) (0.21) (0.81) (0.40) (-1_27) (n/a) (0.57) 

Hold 0.33 -0.47 -5.25 0.48 -0.73 -0.39 -10.49 204 -216 -0.12 -5.75 -0.46 
(0.27) (-0.74) (-1.72) (0.30) (-0.53) (-0.39) (-2.21) (101) (-Ul9) (-0.10) (-1.02) (-0.12) 

Sell -9.84 1.16 259 9.21 -3.95 256 6.38 -1.85 -244 9.66 7.80 0.31 
(n/a) (0.23) (1.12) (0.40) (o/a) (0.55) (1.87) (-0.27) (o/a) (0.68) (1.94) (0.03) 

245 -1.39 -14.58 1.83 -2.37 -21.05 -0.07 -0.37 -17.60 
from database) (0.55) (-0.72) (0.33) (-0.65) (-242) (-0.01) (-0.06) (-267) 

Fttst appearance -5.43 -2.22 -8.05 1.79 -10.46 -252 
(-1.23) (-0.51) (-181) (0.24) (n/a) (-1.69) (-0.31) (n/a) 



Univ
ers

ity
 of

  C
ap

e Tow
n

Value 

on mot 

pen:ent:oge ask-adjusted returns adtieved by acting on changes in or rewrren<:es of analysts' consensus ~ Based on the CAPM,Jensen's alpha is used It is represented 
of the portfolio retum (Rp-Rf) on the market (ALSI) excess rerum (Rm-Rf). The fitSt row displays the one, two and tIu.e-month ask-adjusted pen:ent:oge ret;ums associated 

recw:rence of the buy recommendations and all the changes from. recommendation of buy to bold, sell or discontinuation of coverage. The last two rows report the one, two and three-month ask-adjusted petceot:oge returns ass . 
with ~ foe fixms thai: (1) were previously dropped and reappear Iatet and (Z) are fust covered by brokers. Portfolios are rebabnced at the end of each month. t-swistics in bclckets below each alpha) 
coIcuiated foe e:ach catego<y of changes in or recurrences of analysts' consensus recommencbtioos with sufficient obse",arions over the sample period Each t-swistic is that the estimated alpha is :l>!tO and aI 
that is significant at .levd of 10 percent or better is shown in bold For those categories of changes in or recurrences of ..-..lysts' consensus recommencbtioos that have 00 or insufficient data points, • of a' has been displ.yed 

Hnlt11,..a Period One-month Two-month Three-month 

To Recommendation of: To Recommendation of. To Recommendation of: 

From Recommendation of. 
Hold Sell Hold Sell Hold Sell 

-218 -1.63 -3.21 5.08 -269 4.96 

(0.75) 

Hold -0.46 -5.38 0.47 -0.37 -10.72 1.79 -0.12 -5.88 -1.29 
(-0.84) 

Sell 1.08 2.61 9.14 2.66 6.39 -265 9.52 7.80 0.58 

(-0.39) 

-1.27 -14.82 -234 -20.30 0.47 -16.66 

from 

First appearance -1.37 

12 
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6.5: Kemrns. Estimated under 
Recommendations 

This table shows the pero:ntage risk-adjusted returns (alpha), estimated under a two-facto< APT model The alpha is the estimated intercept from a time-series regression of the portfolio return on the excess retum of (1) 

AD-share ex-Resources Index (2) the Resow:a:s Index as independent v:uiables. "The fItS! row displays the one, two and three-month percentage risk-adjusted retum. associated with recurrence of the buy recommendati 

and all the ch""S"S from a recommendation of buy to hold, sell or discontinuatioo of covecage. "The last two ~ report the one, two and three-month pero:ntlige risk-adjusted retums associated with recommendations 

fums that: (1) were previously dropped and reappear later and (2) are first covered by brokers. Portfolios are rehalanced at the end of each month t-statistics (displayed in brnckets helow each alpha) are ,caIolJiau:d fix '" 
category of changes in or recu<rences of analysts' consensus recommendations with suffIcient observations over the sample period. Each t-statistic is based on the hypothesis that the estimated alpha is zero and alpha that 

significant at a level of 10% or better is shown in bold For those categories of changes in or <ecu1tt!1Ces of analysts' COOsellSuS recommendotioos that have no or imufficieot data points, 'o/a' has been displayed. 

One-month 1bree-month 

To Recommendation of. To Recommendation of: To Recommendation of. 

From Recommendation of. 
Hold Sell Hold Sell Hold Sell 

-0.60 -2.39 -1.29 1.34 8.37 

(-0.77) 

Hold -0.44 -1.99 -3.83 1.28 -8.32 2.47 -4.78 2.42 

Sell -4.24 4.71 2.30 4.50 17.86 4.95 6.04 

0.70 -0.52 1.39 
from the aat:aOllSe) (n/a) 

First apt>ealcant:e -2.04 -5.23 1.32 0.05 6.73 

(-0.39) (-1.10) (n/a) (0.01) 
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Appendix A.I: Descriptive Statistics ofthe SlImple of Anlllysts' Earnings FORcasts for each FORCllst Horizon IS 

Announcement Dllte Approaches 

The descriptive statistics oflhe sample of analysts' eomings forecasts fur each forecast horizon are provided. In addition, the descriptive statistics of the sample of 
the reported eomings .re displayed. 

Time horizon ll-mooth 6-month 5-month .... month 3-mooth 2-mooth I-month 
Reported 
EarDinp 

Mean 22483 225.90 224.16 223.81 22234 220.20 218.71 21895 

Standard ErrOf 13.10 15.11 15.36 IS.5S 15.69 15.61 15.72 15.99 

Median 123.00 121.00 117.00 115.00 113.00 113.00 11 LOa 110.10 

Mode 88.00 30.00 19.00 49.00 48.00 27.00 20.00 112.00 

Standard Deviation 338.92 390.77 391.38 402.92 405.13 405.19 406.60 413.68 

Sample Variance 11486341 152704.82 157913.11 162340.51 164614.05 164175.47 165324.06 171129.94 

Kurtosis 75.17 121.38 127.53 135.21 137.19 139.41 136.68 120.63 

Skewness 6.65 8.90 9.10 9.39 9.49 9.59 9.55 8.97 

Range 5238 6802 1121 7334 7402 7380 7335 7269 

No. "fOb.ervation. 669 669 669 669 669 669 669 669 
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I Allpendb; A.l: Descriptive Statistics of Analysts' Earnings Forecasts lind Forecasts Estimated Ilsing a Time-Series 
Model (6-montb Time Horizon) 

ITho descrip'ti"" sIllti'tics, under each sample~ of analystsl earnings forecasts and forecasts estimated using a first order auto regressive time--series model are 
provided. Sample I. with 669 analysts' earnings foreca.ts and 1693 earnings forecasts .. timated using a tim ... series model, i. for the years 1990-2002 and is the 
originlll sample resulting from the sample requirements. Sample 2, with 419 analysts' earnings f"""",,,ts and 179 earnings forocaals estimated by the tim ...... i .. 
model, concentra"", on the year. 1997-2001 and i. consid .. ed .ince more firm, had an Malyst,' earnings forecast 0_ this period. And finally, sample 3 has 460 
analysts' earnings forocaats and 460 .. timat .. using th.tim .... eri .. model. Period 3 i. constructed with the .im of comparing similar number of earnings 
forecasts, pertaining to the same finns and earnings announcement dates. The comparison is performed using tAming! forecasts estimated 6 months prior to the 
announcement date. 

Sam pl. I (19911-1001) 1 (1997-1001) 3 (19911-1001) 

Model Analy.'" Tim e-series Analyse TI ........ ri •• Analyse Time-series 

M_ 225.90 124.85 241.74 148.91 241.47 248.48 

Standard Error 15.11 9.54 22.85 14.63 18.55 23.20 

Median 121.00 52.04 112.00 64.51 140.50 131.69 

Mode 30.00 187.99 105.00 187.99 30.00 nl. 

Standard Deviat;on 390.77 392.42 461.61 408.25 397.76 497.61 

Sample Variance 152704.82 153995.41 218719.49 166666"95 158214.63 247611.37 

Kurtosis 121.38 219.41 93.04 300.14 146.11 220.20 

Skewness 8.90 5.05 8.11 14.41 9.89 12.90 

Rang. 6802.00 16769.18 6802.00 10004.84 6802.00 9361.46 

iNa" of Observ.tions 669 1693 419 179 460 460 
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Fonnula 

Numerator 147.95 91.49 82.54 75.63 69.94 66.63 64.71 

Denominator 874.27 918.89 924.06 928.44 930.17 928.66 929.20 

Theil's ,nAnll<.IIN 
0.17 0.10 0.09 0.08 0.08 0.07 0.07 
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A A.4: Calculation of Theil's 
a Time-Series Model 

The to calculate Theil's coefficient under each sam for 
estimated a time-series model are . The numerator of 

ean-square and the denom itor is scaled in such a way that Theil's in 
between 0 and 1. Sam 1, with 669 forecasts and 1693 

is for the years 1990-2002 and is the sam. Sam 2, with 419 
s forecasts estim ated the tim e-series m concentrates on the years 1997-2001 and is 

since m ore firm s had an forecast over this And sam 3 has 460 
s forecasts and 460 estimates using the time-series model. Period 3 is constructed with the aim of 

to the sam e firm sand announcem ent dates. The 
to the announcem ent date 

Sample 1 (1990-2002) 2 (1997-2001) 3 (1990-2002) 

Model Analysts Time-series Analysts Time-series Analysts Time-series 

Formula 

Numerator 91.49 159.37 104.79 112.72 97.24 115.61 

Denominator 918.89 744.35 1079.95 817.44 959.08 1046.86 

Theil's 
0.10 0.21 0.10 0.14 0.10 0.11 

coefficient 
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J1.1"l"'''U'''' A.S: The Trend of the Error in "' .. Jr ...... ,~ Forecasts as the K~,nl1,riiin 

I·month time horizon represents a period of 1 monlh prior 10 the earnings announcement date.The average absolute percentage forecast error and 
quality coefficient have been calculated for each horizon prior to the announcement date, from the year 1990 until the year 2002. Sample 1. which 
9 analysIs' e'mlinl~s j'on:castsis IJsed.A :graphiicall display (lflhe trend in the error using both measures is hereby provided. 
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IE 0.12 

~ 
i::' 0.1 

t 0.08 
.~ 
~ 0.06 

~ 0.04 

0.02 
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12-month 6-month 

Accuracy 
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Time horizon 
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In each consensus 
recommendation is made up of different in or recurrences consensus recommendati 
from the month. This table breakdowns consensus hold and sell recommendations into 
constituents. The recurrence of a recomr.lendation is the reiteration of a firm's recommendation over two successi 
months. An and a is a and a in recommendation resoec:tivelv. 
reappearance occurs when a firm's recommendation is from the database and then reappear in a later mon 
either as a same or a different recommendation. A first appearance refers to a firm 

it may that a firm with a or hold or sell recommendation is from the database. 

Hold-Hold Sell-Sell 

Sell-Hold Hold-Sell 

RellPp'earanc:e as Reatpp(:arance as Hold RealPpt:arance as Sell 

First appearance as First appearance as Hold First appearance as Sell 
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________________________________________________________ ~~~B;2 

........ d';'" B.2.1: HVIDothesis of the Level 0 

mal,ket-adllll~t,~d returns 
~'O'UU\"W""Y different from zero. 

llnn.r .. """Wm or any dividend declared Raw returns are the arithmetic mean of the 
over the March 2000 to 2003. Market-aclJusted returns are the arithmetic mean of the raw returns less the return 0 

the All-share mdex over the 

Portfolio of 

Hold 

Sell 

Time Horizon 

Return 

Std. Deviation 

Mean 

t-Statistic 

P-Value 

Std. Deviation 

Mean 

t-Statistic 

P-Value 

Std. Deviation 

Mean 

t-Statistic 

P-Value 

2003. 

I-month 

Raw 

5.8959 

0.8287 

0.8665 

0.3918 

5.541 

0.1944 

0.2163 

0.83 

11. 7809 

0.4606 

0.241 

0.8109 

Market-

4.1282 

0.0899 

0.1343 

0.8939 

3.7453 

-0.5444 

-0.8961 

0.376 

IUI23 

-0.2783 

-0.1516 

0.8803 

Raw 

8.2337 

1.6381 

1.2264 

0.2278 

8.2158 

0.9466 

0.7102 

0.482 

17.8426 

3.8346 

1.3248 

0.1934 

6.4302 

0.0449 

0.043 

0.9659 

5.9197 

-0.6467 

-0.6734 

0.5049 

16.6203 

2.2414 

0.8313 

0.4111 

3-montb 

9.089 

2.7716 

1.8798 

0.068 

9.2166 

2.2639 

1.5142 

0.1385 

22.2342 

7.3247 

2.0308 

0.0495 

Market-

8.6418 

0.1809 

0.129 

0.898 

7.7226 

-0.3269 

-0.2609 

0.7956 

21.6007 

4.734 

1.351 

0.1849 
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This table the results of the w .. "y .... ,"'" 

two-metar APT model. The alpha, based on the CAPM, is 
. aled from a time-series of the 

"'"u .. ,~,. of Portfolios Formed on tbe 
Consensus Recommendations 

"'o\"_arli".t, .. rl return (alpha), under the CAPM and 

th 

alpha, based on a two-metor APT model, is the estimated from a time-series regres!lion 
excess return lEU,"-",'}. 

return on the excess 
return the All-share ex-Resources Index (2) the Resources Index as variables. 

Time Horizon I-month l-montb 3-montb 

Portfolio of Risk-adjusted 
Return 

CAPM APT CAPM APT CAPM APT 

Coeff. 0.0596 0.9848 -0.0927 2.0065 -0.1097 3.2761 

Std. Error 0.6101 0.4812 0.9116 0.6651 1.1412 0.8482 

Buy t-Statistie 0.0977 2.0465 -0.1016 3.0169 ·0.0962 3.8622 

P-Value 0.9227 0.0483 0.9196 0.0047 0.9239 0.0005 

0.5941 0.7869 0.5356 0.8071 0.4031 0.7652 

Coeff. -0.5770 0.1662 -0.7084 1.1338 -0.6444 2.3465 

Std. Error 0.5315 0.4446 0.8649 0.6910 1.0376 0.8408 

Hold t-Statistie ·1.0856 0.3739 -0.8190 1.6409 ·0.6211 2.7909 

P-Value 0.2849 0.7107 0.4182 0.1098 0.5385 0.0085 

0.6508 0.7938 0.5846 0.7931 0.5223 0.7767 

Coeff. -0.3218 -0.7264 2.1149 1.0250 4.3902 2.5925 

Std. Error 1.8241 2.0080 2.7031 3.0899 3.4712 4.1533 

Sell t-Statistic -0.1764 -0.3617 0.7824 0.3317 1.2648 0.6242 

P-Value 0.8610 0.7197 0.4391 0.7421 0.2141 0.5365 

0.0956 oms I 0.1381 0.1211 0.0907 0.0731 



Univ
ers

ity
 of

  C
ap

e Tow
n

______________________ ~~~B:4 

A ... ,. B.3.1: Testing of the Return of Portfolios Formed on the Basis of the ChAn!,!'"'' in or . . ... 
Recurrences of flUS Consensus Recommendations 

This table summarises the results of the hypothesis test performed to determine whether the mean raw and market-adjusted returns 0 

portfolios formed on the basis of changes in or recurrences in analysts' consensus recommendations are significantly different from zero 
Raw returns are the arithmetic mean of the monbly returns (share price appreciation or depreciation plus any dividend declared) over thl 
period March 2000 to April 2003. Market-adjusted returns are the arithmetic mean of the raw returns less the return on the All-share Inde~ 
over the same period. 

I-month t ~~.=-t 3-month 

Portfolio of Market-
adjusted adjusted 

Std. Deviation 55793 4.0843 7.8460 6.5618 8.9953 8.7679 

Mean 1.0212 0.0968 2.0555 0.2299 3.2838 0.5753 
Buy-Buy 

t-Statistic l.l \34 0.1441 1.5935 0.2122 2.2205 0.3991 

P-Value 0.2729 0.8862 0.1198 0.8332 0.0328 0.6921 

Std. Deviation 5.5255 3.8555 78834 6.0143 9.1159 7.6040 

Mean 0.4550 -0.4695 1.4418 -0.3848 2.5858 -0.1226 
Hold-Hold 

t-Statistic 0.5009 -0.7407 1.1125 -0.3892 1.7254 -0.0981 

P-Value 0.6195 0.4637 02733 0.6994 0.0930 0.9224 

Std. Deviation 13.8654 140721 20.8104 20.7244 25.8287 24.4273 

Mean 3.5150 2.5906 8.2033 6.3768 10.5037 7.7953 
Sell-Sell 

t-Statistic 1.5420 1.1 198 2.3978 1.8716 2.4737 1.9411 

P-Value 0.13\8 0.2702 0.0218 0.0694 0.0182 0.0601 

Std. Deviation 9.3646 7.3844 11.2820 8.4171 13.2842 12.0665 

Mean 1.2530 0.3285 1.0963 -0.7302 0.5487 -2.\598 
Hold-Buy 

t-Statistic 0.8139 0.2706 0.5911 -0.5277 0.2512 -1.0888 

P-Value 0.421 \ 0.7882 05581 0.6009 0.8031 0.2835 

Std. Deviation 20.2768 20.6586 22.6017 18.4916 57.2822 56.9216 

Mean 1.9346 1.1624 3.9369 2.5631 11.9464 9.6618 
Sell-Hold 

t-Statistic 0.3816 0.2251 0.6967 0.5544 0.8342 0.6790 

P-Value 0.7081 0.8250 0.4966 0.5875 0.4172 0.5075 

Std. Deviation nla n/a nla n/a n/a nla 

Mean 0.0000 -9.8350 3.8462 -39483 3.8462 -2.4432 
Sell-Buy 

t-Statistic n/a nfa nfa n/a nla n/a 

P-Value o/a o/a nla nla nla nla 

Std. Deviation 6.6653 5.5575 10.6825 8.4756 12.0894 12.8744 

Mean -1.2614 -2.1859 -1.3892 -3.2157 0.0142 -2.6943 
Buy-Hold 

t-Statistic -1.1512 -23925 -0.7910 -2.3079 0.0071 -1.2730 

P-Value 0.2572 0.0221 0.4341 0.0269 0.9944 0.2112 

Cont. on nut page 



Univ
ers

ity
 of

  C
ap

e Tow
n

__________________________________________________ ~~~B:5 

Cont. from previolls page 

Std. Deviation 15.5434 14.3610 23.0109 22.2398 26.6822 26.5262 

Mean -6.0514 -5.2525 -9.5277 -10.4920 -3.3374 -5.7447 
Hold-Sell 

t-Statistic -1.8261 -1.7155 -1.9421 -2.2128 -0.5867 -1.0158 

P-Value 0.0821 0.1010 0.0657 0.0381 0.5637 0.3213 

Std. Deviation nla nla nla nla nla nla 

Mean 3.8462 5.7040 3.8462 7.0742 111.5380 118.8026 
Buy-Sell 

t-Statistic nla n/a n/a nla nla nla 

P-Value nla nla nla nla nla nla 

Std. Deviation 17.3458 16.8119 37.4725 35.901 I 36.3814 36.9151 

Mean -0.2518 -1.8404 8.4379 5.3160 8.2113 3.8694 
Blly-Dropped 

t-Statistic -0.0795 -0.5996 1.2333 0.8110 1.2362 0.5741 

P-Value 0.9372 0.5534 0.2274 0.4240 0.2263 0.5703 

Std. Deviation 10.1819 8.3994 12.6612 10.5186 19.7913 19.2894 

Mean 0.8299 0.4815 1.9453 2.0402 0.3081 -0.4564 
Hold-Dropped 

t-Statistic 0.4235 0.2979 0.7983 1.0078 0.0809 -0.1229 

P-Va1ue 0.6754 0.7682 0.4319 0.3228 0.9361 0.9031 

Std. Deviation 23.0149 21.8869 21.2479 23.1942 37.9453 41.1204 

Mean 8.7802 9.2136 -0.9078 -1.8523 3.0806 0.3076 
Sell-Dropped 

t-Statistic 1.2653 1.3962 -0.1417 -0.2649 0.2693 0.0248 

P-Value 0.2345 0.1929 0.8901 0.7965 0.7932 0.9807 

Std. Deviation 14.9481 14.8871 23.2297 18.4520 28.5173 26.0385 

Mean 2.2732 2.4488 2.6605 1.8337 2.0574 -0.0670 
Reappear liS Buy 

t-Statistic 0.5044 0.5456 0.3799 0.3296 0.2393 -00085 

P-Value 0.6249 0.5973 0.7120 0.7485 0.8157 0.9934 

Std. Deviation 8.9717 7.4934 16.4828 14.0906 23.1694 22.7913 

Mean -0.1329 -1.3900 -00085 -2.3699 4.1712 -0.3669 
Reappear as Hold 

t-Statistic -0.0574 -0.7184 -0.0020 -0.6514 0.6973 -00623 

P-Value 0.9551 0.4843 0.9984 0.5253 0.4971 0.9512 

Std. Deviation 14.3928 0.9330 26.8817 12.3163 33.4781 9.3302 

Mean -10.0318 -14.5803 -19.8162 -21.0542 -16.7966 -17.5970 
Reappear as Sell 

t-Statistic -0.9857 -22.0998 -1.0425 -2.4175 -0.7095 -2.6672 

P-Value 0.5046 0.0288 0.4868 0.2497 0.6071 0.2284 

COIlt. 011 lIext pllge 
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Std. Deviation 15.9489 15.9790 16.5592 16.0607 19.0302 223012 

Mean -3.9338 -5.4324 -4.7540 -8.0474 -3.7127 -10.4604 
First appearance as Buy 

t-Statistic -0.8893 -1.2258 -1.0351 -\.8066 -0.7034 -1.6912 

P-Value 0.3913 0.2438 0.3210 0.0959 0.4952 0.1166 

Std. Deviation 12.4183 14.3499 23.8440 24.8743 23.5863 27.2831 

Mean -0.5427 -2.2220 6.4832 1.7936 5.0388 -2.5180 
First appearance as Hold 

t-Statistic -0.1449 -0.5136 0.9018 0.2391 0.7085 -0.3061 

P-Value 0.8876 0.6187 0.3884 0.8158 0.4948 0.7658 

Std. Deviation nla nla nla nla nla nla 

Mean nla nla nla nla nla nla 
First appearance as Sell 

t-Statistic nla nla nla nla nla nla 

P-Value nla nla nla nla nla nla 
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"PP""ltdh: B.3.2: R~",!>!uUlI Performed to Estimate the of Portfolios Formed on the Basis 
of the C'han!!H in or Recurrences 'Analysts' Consensus Recommendations 

This table displays the results of the regression analysis perfonned to estimate the riSk-adjusted return (alpha), under the CAPM and a two-

factor APT model. The alpha, based on the CAPM, is given by the Jensen's differential return measure, It is represented by the estimated 
intercept from II time-series regression of the portfolio return (Rp-Rf) on the market (ALSI) excess return (Rm-Rf), The alpha, based on a 
tWl)-factor APT model, is the estimated intercept from II time-series regression of the portfolio return on the excess return of (I) the All-share 
ex-Resources Index (2) the Resources Index as independent variables. 

Time Horizon I-month 

-0.6045 I O.24{), ........ 

l-month 
Portfolio of Rlsk-lIdjllllted 

CAPM APT CAPM APT 

Cooff. 0.;066 2.2188 0.5762 3.7430 

Std. Error 0.5854 0.7845 0.9106 0.6244 1.1460 0.8058 

Buy-Buy t-Statistic 0.1821 -0.7705 0.2644 3.5533 0.5028 4.6453 

P-Value 0,8565 0.4463 0.7930 0.0011 0.6183 0.0000 

0.5936 0.3060 0,5041 0.8151 0.4030 0.7870 

Cooff, -0.4601 -1.9879 -0.3743 1.2838 -0.1219 2.4666 

Std. Error 0.5503 0.7420 0,8458 0.6551 1.0234 0.8040 

Hold-Hold t-Statistic -0.8360 -2.6791 -0.4425 1.9596 -0.1191 3.0680 

P-Value 0.4088 0,0113 0.6609 0.0583 0.9058 0.0042 

uare 0.5337 0.4550 0,5768 0.7987 0.5382 0.7943 

Cooff. 2,5075 4,7048 6.3904 4.4960 7.7956 4.9495 

Std. Error 2,2688 1.7582 3.3839 3.7970 4.0588 4.7721 

Sell-Sell t-Statistic 1.1493 2.6759 1.8885 1.1841 1.9207 1.0372 

P-Value 0.2582 0,0114 0.0673 0.2446 0.0629 0.3070 

A 0,0145 0.4777 0.0326 0.0342 0.1015 0.1037 

Cooff. 0.3314 -0.4365 -0.7250 1.2011 -2.1591 0.6272 

Std. Error 1.2269 1.4660 1.3776 1.3350 1.8801 2.0163 

Hold-Buy t-Statistic 0.2701 -0.2977 -0.5263 0.8997 -1.1484 0.3111 

P-Value 0.7886 0.7677 0.6020 0.3746 0.2586 0.7576 

Adj. R-Square 03668 0.1316 0.4489 0.5896 0.2571 0.3834 

Cooff. 10842 -4.2434 2.6620 2.2951 9.5235 17.8573 

Std. Error 52283 6.7202 4.7411 5,6855 14.7000 18.1262 

Sell-Hold t-Statistic 0.2074 -0.6314 0.5615 0.4037 0.6479 0.9852 

P-Vaiue 0.8387 0.5387 0.5834 0.6930 0.5276 0.3425 

A -('.0594 -0.0211 0.3051 0.2408 -0.0504 -0.0771 

Cooff. nla nla nla nla nla nla 

Std. Error nla nla nla nla nla nla 

Sell-Buy t-Statistic nla nla nil! nla nla nla 

P-Value nla nla nla nla nla nla 

Adj. R-Square nla nla nla nla nla nla 

Cont. on next page 
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Coeff. -2.1756 -2.3900 -3.2079 -1.2892 -2.6933 1.3407 

Std. Error 0.8527 0.9515 1.3557 1.3096 1.8482 1.7389 

Buy-Hold t-Statistic -2.5516 -2.5118 -2.3662 -0.9844 -1.4572 0.7710 

P-Value 0.0152 0.0169 0.0236 0.3319 0.1540 0.4460 

Adj. R-Square 0.3922 0.3063 0.4025 0.5579 0.1304 0.4445 

Coeff. nla nla nla n/a nla nla 

Std. Error nla nla nla nla nla nla 

Buy-Sell t-Statistic nla nla nla n/a nla nla 

P-Value nil! nla nla n/a nla nla 

Adj. R-Square nla nla nla n/a nla nla 

Coeff. -5.3796 -3.8338 -10.7203 -8.3218 -5.8800 -4.7789 

Std. Error 3.2460 3.4664 4.8498 5.3940 5.6560 7.3027 

Hold-Sell t-Statistic -1.6573 -1.1060 -2.2105 -1.5428 ·1.0396 -0.6544 

P-Value 0.1131 0.2825 0.0389 0.1394 0.3109 0.5207 

Adj. R-Square 0.1053 0.1262 0.0337 0.0441 0.0170 -0.0252 

Coeff. -1.6343 -0.5013 5.0758 9.9294 4.9551 8.3654 

Std. Error 3.1197 3.2753 6.7349 6.8000 6.8041 7.6372 

Buy-Dropped t-Statistic -0.5239 ·0.1531 0.7537 1.4602 0.7283 1.0953 

P-Value 0.6045 0.8795 0.4573 0.1558 0.4725 0.2830 

0.0408 0.0476 0.0521 0.1637 -0.0247 -0.0218 

Coeff 0.4701 0.7895 1.7868 2.1925 -1.2877 2.4237 

Sid. Error 1.6561 1.8623 2.1095 2.5419 3.7326 4.6546 

Hold-Dropped I-Statistic 0.2839 0.4239 0.8470 0.8625 -0.3450 0.5207 

P-Value 0.7788 0.6754 0.4050 0.3969 0.7330 0.6073 

Adj. R-Square 0.2915 0.2682 0.2934 0.2620 0.0709 0.0925 

Coeff. 9.1427 0.0000 -2.6471 7.6591 0.5808 6.0415 

Std. Error 7.0667 5.2803 6.7629 6.5191 11.9469 19.5838 

Sell-Dropped t-Statistic 1,2938 2.5700 -0.3914 1.1749 0.0486 0.3085 

P-Value 0.2280 0.0331 0.7046 0.2738 0.9623 0.7656 

Adj. R-Square -0.0056 0.4795 -0.1109 0.3321 -0.0900 -0.2130 

Coeff. 1.9485 8.3627 2.5649 10.8147 -0.1244 26.0999 

Std. Error 4.6243 3.8000 5.4531 7.1133 8.2675 12.7577 

Reappear as Buy t-Statistic 0.4214 2.2007 0.4704 1.5204 -0.0150 2.0458 

P-Va1ue 0.6834 0.0589 0.6493 0.1669 0.9883 0.0750 

Adj. R-Square -0.0291 0.5004 0.4046 0.5245 0.0828 0.4218 

Cont. on next page 
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Coeff, -1.2735 0,7026 -2.3411 -0.5206 0.4678 1.3910 

Sid. Error 1.9116 2.0406 3,7831 4.4073 6.0012 8,7240 

Reappear liS Hold t-Statistic -0,6662 0.3443 -0.6188 -0,1181 0.0779 0,1594 

P-Value 0,5169 0.7366 0,5467 0.9079 0,9391 0.8760 

Adj, R-Square 0.3149 0.4340 0.2148 0.2240 0,0215 -0.0491 

Coeff. nla nla nla nla nla nla 

Std. Error nla n/a nla nla nla nla 

Reappear liS Sell t-Statistic nla nla nla nla nla nla 

P-Value nla nla nla nla nla nla 

nla n/a nla nla nla nla 

Coeff, -5,1200 -4.4733 -7,4337 -5.2263 -6,3191 0,0541 

Std, Error 4,5431 4.4619 46132 4,7358 5,7479 5.5079 
First a ppearallce liS 

t-Statistic -1.1270 -1.0025 -1.6114 -1.1036 -10994 0,0098 
Buy 

0,2837 0,3397 0.1354 0,2956 0.2951 0,9924 P-Yalue 

Adj, R-Square -0,0502 0,0186 0,0082 0,0980 -0,0904 0.2426 

Coeff, -1.3707 -2,0372 4.3293 1,3227 5,3605 6,7310 

Std. Error 3,9817 5,2103 8,1267 9,7242 8.3579 9,4286 
Fint IIppearance IS 

t-Statistic -0.3442 -0,3910 
Hold 

0.5327 0,1360 0,6414 0,7139 

P-Value 0.7386 0,7060 0.6071 0,8952 0,5373 0.4956 

Adj, R-Square -0,1107 -0.2420 -0,1084 -0.1731 -0.0516 -0.1474 

Coeff. nla nla nla nla nla nla 

Std. Error nla nla nla nla nla nla 
Fint appearaDce IS 

I-Statistic nla nlil 
Sell 

nla nla nllI nla 

P-Yalue nla nla nllI nllI nllI nla 

Adj, R-Square nla nla nllI nla nllI nllI 
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AppelllOIX B.4: P ... • ...... ot ...... Returns Earned Iln"" .. , .... , • .t .. Portfolios Formed on the Basis "-'''' .... I!'i'''~ in Ih,,,I'lld,,' Consensus Recommendations 

This table displays lhe one, two and lhn»month percentage montly returns achieved bY upgrade and downgrade portfolios fonned on lhe basis of changes in analysts' consensus recommendations. Only shares wilh a r 

in !he previous month, are considered (Reappearances and first appearances are ignored). The mean raw return is lhe arithmetic mean of the monthly returns achieved by eadI category of changes in recommendations. 

market-ruljusted return is !he arithmetic mean of the raw returns less the return on lhe All-share Index. The risk-adjusted return under CAPM is the estimated inlercept from a time-series regression of !he portfolio return (Rp-Rf) 0 

the market (ALSI) excess return (Rm-Rf). The risk-adjusted return WIder !he two-tactor APT model is lhe estimaJed intercept from a time-series regression of the portfolio return on !he excess return of (I) the All-share ex-Resources 

Index (2) the Resources Index as independent wriables. Each I-statistic (displayed in brackets below each return) relates to the null hypothesis thai lhe associated return is =0. The t-statistics for returns lhat are significant at a leve 

of 10 percent or better are shown in hold. For those categories of changes in analysts' consensus reaJmmendations that have no or insuffICient data points, a 'nfa' has been displayed. 

Holding period One-month Two-month Three-month 

Intercept from Intercept from Intercept fro m 

Mean M~1l M~n 

Portfolios Changes ill RKo_daooos 
Mf:llIlRaw Marke .. MealiRaw Market- M~nRaw Market-

Retu", adjllSted 
CAPM APT Return adjusted CAPM APT 

Return adjusted CAPM APT 

Return Return Return 

From Hold to Buy 1.25 0.33 0.33 ~.44 1.10 ~.73 ~.73 1.20 0.55 -2.16 -2.16 0.63 

(0.81) (0.27) (0.27) (~.30) (0.59) (~.53) (~.53) (0.90) (0.25) (-109) (-1.15) (OJ I) 

Upgrades 
From Sell to Hold 1.93 1.16 1.08 -4.24 3.94 2.56 2.66 2.30 11.95 9.66 9.52 17.86 

(OJ8) (0.23) (0.21) (~.63) (0.70) (0.55) (0.56) (0.40) (0.83) (0.68) (0.65) (0.99) 

From Sell to Buy 000 -9.84 nIl! n/a 3.85 -3.95 n/a n/a 3.85 -2.44 nIl! n/a 

(n/a) (n/a) (n/a) (n/a) (n/a) (n/a) (n/a) (n/a) (n/a) (n/a) (n/a) (n/a) 

From Hold to Sell -'.OS -5.25 -5.38 -3.83 -9.53 -10.49 -10.72 -8.32 -3.34 -5.75 -5.88 -4.78 

(-1.83) (-1.72) (-166) (-1.11) (-l.94) (-2.21) (-2.11) (-1.54) (~.59) (-1.02) (-1.04) (~.65) 

Downgrades 
From Buy to Hold -1.26 -U9 -1.18 -2.39 -1.39 -3.22 -3.21 -1.29 0.01 -2.69 -2.69 1.34 

(-LIS) (-1.39) (-2.SS) (-2.51) (~.79) (-1.31) (-2.37) (~.98) (0.01) -\.27 (.1.46) ~.17 

From Buy to Sell 3.85 5.70 n/a n/a 3.85 7.07 n/a n/a II \.54 1\8.80 n/a n/a 

(n/a) (n/a) (n/a (n/a) (n/a) (n/a) (n/a) (n/a) (n/a) (n/a 




