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Summary

This paper compares the appropriateness of three earnings forecasts available in Japan, namely
I/B/E/S forecast, Toyokeizai forecast and management forecast, as a proxy for next period’s expected
earnings. The results show that I/B/E/S forecasts are inferior to Toyokeizai forecasts and
management forecasts in terms of both forecast accuracy and value relevance, while little difference
is observed between Toyokeizai forecasts and management forecasts. However, when these three
forecasts are compared with random-walk forecasts, they all show great improvement over
random-walk forecasts and the differences between the three forecasts appear to be trivial. Therefore,
using any one of the three forecasts will not materially affect the outcome of research.

Considering that management forecasts are available for free in Japan as public information, the
results of this paper cast doubts on the value of costly analyst forecasts such as I/B/E/S forecasts and

Toyokeizai forecasts.

The author gratefully acknowledges the contribution of Thomson Financial for providing earnings per share
forecast data, available through the Institutional Brokers Estimate System. This data has been provided as part of a

broad academic program to encourage earnings expectations research.
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1
Panel A:
1Qr 3Qr
RWERR, 14836 380%  8.07%  0.00%  035%  1.03%  3.02% 80.39%
IBESERR, 14836 298%  624%  0.00%  032% 091% 2.42% 57.17%
MFERR, 14836 288%  627%  0.00%  027%  0.82%  2.22% 55.85%
TOYOERR, 14,836 2.85%  6.19%  0.00% 027%  0.82%  2.22%  55.34%
Panel B:
(%)

RW IBES MF TOYO RW IBES MF TOYO

ERR, ERR, ERR, ERR, ERR, ERR, ERR, ERR,
0.0 ~0.5% 4,745 5,079 5,605 5,574 32.0% 34.2% 37.8% 37.6%
0.5~1.0% 2,556 2,740 2,593 2,611 49.2% 52.7% 55.3% 55.2%
1.0~1.5% 1,564 1,664 1,625 1,643 59.8% 63.9% 66.2% 66.2%
1.5~2.0% 1,067 1,053 945 952 66.9% 71.0% 72.6% 72.7%
2.0~2.5% 704 677 686 682 71.7% 75.6% 77.2% 77.3%
2.5~3.0% 472 511 447 470 74.9% 79.0% 80.2% 80.4%
3.0~3.5% 388 377 367 349 77.5% 81.6% 82.7% 82.8%
3.5~4.0% 299 275 241 235 79.5% 83.4% 84.3% 84.4%
4.0 ~4.5% 250 239 210 208 81.2% 85.0% 85.7% 85.8%
4.5~5.0% 207 196 181 187 82.6% 86.4% 87.0% 87.0%
Over 5.0% 2,584 2,025 1,936 1,925 100.0% 100.0% 100.0% 100.0%
Total 14,836 14,836 14,836 14,836

RWERR,=|E,~E, |/ SP, IBESERR,=|E,~ IBES, |/ SP, TOYOERR,= |E,~ TOYO, |/ SP,

MFERR, = |E,— MF, |

/SP, E,=t IBES,=t 6 +1 I/B/E/S
T0Y0,=t 6 t+1 MF,=t 5
t+1 SP,=t
2
Parametric Nonparametric
t - z
IBESERR, — MFERR, 0.10% 7.00%** 1623 16.6**
IBESERR, — MFERR, 0.13% 9.40** 1905 20.5%*
MFERR,— TOYOERR, 0.03% 4.09** 394 9.3%*
Parametric Paired #-test Nonparametric Wilcoxon signed rank
sum test Bonferroni
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3
Panel A:
1Qr 3Qr
P,/P, 13,892 0.9580 04355 0.2743 1.1777  0.8601 0.6380 3.4615
B,/P, 13,892 0.6575 04229 0.0212 0.8219 0.5622 0.3743  2.9817
E, /P, 13,892 0.0102  0.0606 —0.6762 0.0323  0.0191 0.0081 0.1617
IBES, /P, 13,892 0.0249  0.0241 -0.1186 0.0355 0.0227 0.0126  0.1645
MF,/P_, 13,892 0.0257  0.0234 —-0.0963 0.0354 0.0226  0.0128  0.1707
TOYO,/P, 13,892 0.0251 0.0237 -0.1010 0.0352  0.0224 0.0125 0.1701
Panel B:
P,/P., B,/P,, E,/P IBES, /P, , MF,/P,, TOYO,/P,,
P,/P, 1.000
B,/P., 0.261 1.000
E,/P., 0.069 —0.025 1.000
IBES, /P, , 0.293 0.288 0.404 1.000
MF,/P_, 0.323 0.329 0.306 0.909 1.000
TOYO,/P,, 0.320 0.312 0.348 0.928 0.978 1.000
P,=t 6 B, =t E =t IBES,=t 6
t+1 I/B/E/S TOYO;=t 6 1
MF,=t 5 +1 SP,=t
4
Constant B,/P, E, /P, Forecast adj R #obs.
0.775 0.271 0.540
0.720 0.193 —0.201 4.530
0.714 0.177 —0.068 5.007
MFMODEL (106.7)%*  (1817y*  (-0.93)  (23.11yx 01310 13,892
0.715 0.180 —0.158 5.013
3
RWMODEL Pt/Ptfl =qy+ alBt/PH + azEt/PH +é&
IBESMODEL :  P,/P, = Po+ B\B./P,\ + BoE,/P, | + BIBES,/P, | + ¢,
MFMODEL . P,/P,, = 0o+ 6,B,/P,y + 8,E, /P, + ;MF,IP,; + ¢
TOYOMODEL - Pt/Ptfl =% + let/Ptfl + yZEt/Ptfl + }@TOYO,/P;,I + &t
Forecast IBES,/P,_1 MF,/P,_, TOYO,/P,,
White ¢ * 5 *x ]
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Vuong (1989) Overlapping

® (i)
IBESMODEL vs MEMODEL 211.7%* —5.86%*
IBESMODEL vs TOYOMODEL 238.8%* —5.40%*
MFMODEL vs TOYOMODEL 58.7%* —0.22
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