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term growth accuracy. Prior research finds that analysts’ long-term forecasts are on 

average optimistically biased, with forecasted earnings growth exceeding actual earnings 

growth by a large percentage. Lin and McNichols (1998) and Dechow et al. (2000) argue 

that analysts’ long-term growth forecasts are optimistically biased because the market 

places less emphasis on the accuracy of these forecasts, and long-term growth forecasts 

are more relevant for security valuation than STE forecasts. Since an analyst’s objective 

function is also characterized by generating trading commission (Jackson 2005), analysts 

could trade off long-term forecast optimism for short-term forecast accuracy in order to 

generate research outputs that investors follow.  

Target price revisions are shown to do exactly that. Asquith et al. (2005) and Brav 

and Lehavy (2003) find significant market reactions to target prices, providing evidence 

that investors consider target price forecasts to be valuable.4 Since long-term forecasts are 

an important input to an analyst’s target price (Bradshaw 2004; Bradshaw 2002), analysts 

could trade off precision in long-term forecasts for deliberate upward bias. This bias is 

not subject to ex post scrutiny and is designed to maintain or increase analysts’ target 

prices, even though short-term forecasts may warrant a lower target price. Asquith et al. 

(2005) and Bradshaw (2002) point to the possibility that the accuracy in analysts’ STE 

forecast is lost when analysts use unsophisticated models (heuristics) to set target prices. 

An explanation for this behavior could be that long-term growth is a key determinant of 

valuation heuristics. Analysts interested in generating trading commissions may change 

their long-term growth forecasts in order for their target prices to hold / increase, 

especially when they are required to revise STE. Thus, there is a mechanical relation 

between the change in analysts’ long-term growth forecasts and analysts’ target prices. 

 

                                                        
4 Brav and Lehavy (2003) report mean five-day abnormal returns around the release of target prices range 
from –3.9% to +3.2%, depending on whether the announcement is a negative or positive revision. Asquith 
et al. (2005) find that price targets are disclosed in about 73% of the equity research reports authored by 
Institutional Investor “All American” analyst team members from 1997 to 1999. By comparison, all of the 
reports contain a summary buy/sell recommendation and nearly all reports also provide earnings per share 
(EPS) forecasts—99% for the current fiscal year and 95% for at least one subsequent year. Price targets are 
most often associated with a 12-month horizon and are on average 33% higher than the stock’s market 
price at the time the report is issued. Price targets below current market price are uncommon, and the 
tendency to disclose a price target is greater for more favorable recommendations.  
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3. METHODOLOGY: 

3.1Data 

Our sample construction begins with the list of firms included in the First Call 

target price database. First Call collects data from several sources including analyst 

research reports and daily broker notes. The First Call target price database contains 

roughly 1 Million price targets issued by 19,637 analysts affiliated with 918 distinct 

brokerage and research firms over the period January 1999 to December 2007. In the past 

using the database was problematic as First Call identified the submitting brokerage firms 

but not individual analysts. Hence, prior research could not directly match individual 

analyst data (e.g. one-year ahead earnings forecasts and stock recommendations) from 

I/B/E/S with First Call and had to fall back on brokerage codes and calendar months (see 

Bradhshaw and Brown 2006). The newly available First Call data, however, includes 

analyst identifiers, which allows for more accurate matching. 

For the individual analyst target prices in the First Call database, we obtain annual 

earnings per share forecasts as well as long-term growth forecasts from the I/B/E/S Detail 

History database. We then match each analyst’s unique identifier and broker code in the 

I/B/E/S database with the target price data in First Call. For the matched sample, we 

impose several restrictions. First, we only keep observations where target price issuance, 

one-year ahead earnings forecasts issuance, and long-term growth forecast issuance falls 

on the same day. Second, we only select analysts that also have lagged target price, one-

year ahead forecasts and long-term forecasts in relation to the matching date. With these 

restrictions, we lose 9,708 observations. 5 Our final sample includes 12,447 unique 

analyst-firm-year observations. 

Table 1 provides descriptive data on our sample. The mean target price (one-year-

ahead earnings forecasts) [long-term growth forecast} is 31.5 (1.3) [18.4], which results 

in an implied PEG ratio of 1.32 consistent with Bradshaw (2004). Panel B of Table 1 

reports a correlation table of the variables used in later tests. Short-term forecasts 

(EARN) and long-term forecasts (LTG) are negatively correlated, suggesting a potential 

trade-off forecasting behavior between the two to derive target prices.  

                                                        
5 Having a lagged target price available reduces the sample to 830,350 target price forecasts.  
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3.2 Univariate tests 

We first perform univariate tests that observe one-year ahead earnings forecast 

revision (EARN_REV), long-term growth forecast revision (LTG_REV) and target price 

revision (TP_REV) behavior for analysts at a joined event. The revision variables are 

defined as follows: EARN_REVj,t, percentage change in the analyst's projected earnings 

forecast for firm j at time t computed as [(earnings forecast at time t/earnings forecast at 

time t–1) –1]; LTG_REVj,t, percentage change in the analyst's projected long-term 

earnings  growth forecast for firm j at time t computed as [(long-term earnings growth 

forecast at time t/long-term earnings growth forecast at time t–1) –1T; TP_REVj,t, 

percentage change in the analyst's projected price target for firm j at time t computed as 

[(price target at time t/price target at time t–1) – 1]. If the difference is positive the 

change is classified as “up” and if the difference is negative the change is classified as 

“down” respectively. If the forecast did not change we classify it as “unchanged”.  

Table 2 presents a contingency table for the various combinations. As can be seen, 

in the face of a downward EARN forecast revision, 22% of LTG forecast revisions are 

upward and 18% of target prices are also revised upward. Perhaps more interestingly, 9% 

of the 18% upward target price revisions are supported by an upward LTG forecast 

revision. Conversely, in the face of an upward EARN forecast revision, 41% of LTG 

forecast revisions are downward, 32% of target price revisions are downward, and 18% 

of the 32% downward target price revisions are supported by a downward LTG forecast 

revision. Taken together, these results are not inconsistent with the suggestion that 

analysts use their LTG forecasts strategically to support a specific target price, especially 

in the face of contrary direction from the STE forecasts. 

 

4. EMPIRICAL FINDINGS 

Next we formally test the univariate findings of an offsetting effect of long-term 

forecasts to follow a specific target price agenda. In particular, we are interested in how 

analysts’ target prices influence an analyst’s decision to trade off EARN with LTG. The 

main econometric model, based on analysts’ valuation model choice literature (Asquith et 

al. 2005; Demirakos et al. 2004; Block 1999; and Bradshaw 2002), is as follows, where j 

stands for analyst j, i stands for firm i, and t stands for the revision event t: 
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€ 

TPijt = β0 + β1EARNijt + β2LTGijt + εijt                                                     (1)  

                              

€ 

ΔTPijt = β0 + β1ΔEARNijt + β2ΔLTGijt + εijt                                              (2) 

where TP is the analyst’s target price, collected from First Call’s target price data file,  

EARN  is  the  analyst’s  one‐year  ahead  earnings  forecast,  LTG  is  the  analyst’s  long‐

term forecast. All variables are measured at a joined event. The change variables (Δ) 

are measured as the lagged forecast ‐ target price, short‐term and long‐term ‐ made 

before the joint forecast event. 

The results for the equations are presented in Table 3. For the levels model, 

Panel  A  of  Table  3,  both  the  analysts’  short‐term  forecast  and  long‐term  forecast 

appears to play a role is the analyst’s target price determination. The coefficients on 

EARN  and  LTG  are  both  consistently  positive  and  significant  at  less  than  the  1% 

level. The R2  for the full model is 42% which shows that we capture a good amount 

of  the cross‐sectional variation  in  target prices. However,  the model does not  fully 

explain how analysts derive target prices and other factors found in prior research 

could also play a role. Panel B of Table 3 shows the results  for  the changes model 

(equation 2). Both, the change in one‐year ahead earnings forecasts and the change 

in analysts’ long‐term growth forecasts, explain the change in analysts target prices. 

On an individual level, changes in one‐year ahead earnings forecasts, do not explain 

changes in analysts’ target prices. Changes in long‐term forecasts on the other hand 

do.  This  confirms  prior  research  that  finds  that  long‐term  forecasts  play  a  more 

important role in the stock valuation process of analysts (Bradshaw 2004). 

In sum, it seems probable that analysts wishing to add optimistic bias to their 

reports would do so via LTG projections, which  in  turn  justify higher price  targets 

and  more  optimistic  stock  recommendations.  Since  the  rankings  of  Institutional 

Investor  and  the Wall  Street  Journal  are  primarily  based  on  short‐term  forecast 

accuracy  and  stock  recommendation  profitability,  and  not  the  realization  of  long‐

term  growth  projections,  the  results  indicate  that  long‐term  forecasts  could  be  a 

strategic  tool  for  analysts  for  their  target  price  setting  agenda.  To  provide  more 

direct  evidence  for  this  finding we  shift the focus of the study to examine analysts’ 

reaction to managements’ long-term forecasts. We are curious as to whether management 
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forecasts of long-term drives target price, or whether analysts alter long-term forecasts to 

achieve a particular target price and deviate from management forecasts. 

 

5. MANAGEMENT EARNINGS GROWTH GUIDANCE 

  This  part  of  the  study  investigates  the  role  of  direct  guidance  on  LTG, 

provided  by  a  firm’s  management,  for  analysts’  forecasting  of  LTG.  Empirical 

evidence  suggests  that  managers  can  influence  investors’  STE  expectations  by 

controlling  the  content  and  timing  of  discretionary  information  releases.  Soffer, 

Thiagarajan and Walther  (2000)  find  that  firms use pre‐announcements of  STE  to 

manage  analysts'  expectations.  They  also  find  that  managers  are  selective  in  the 

content of their disclosures and appear to receive stock price benefit from managing 

analysts  toward  beatable  targets.  Cotter,  Tuna  and Wysocki  (2006)  find  that  the 

switch to pessimistic STE forecasts appears to be concentrated around the release of 

management  forecasts.6  Using  survey  data,  Hutton  (2005)  finds  that  firms where 

managers  indicated  that  they provide active guidance  to analysts are  less  likely  to 

experience negative STE surprises. Together these papers show that managers are 

both able and willing to exercise expectations management.7 

  Based on  this evidence we shift  the  focus of  the  study  to examine analysts’ 

reaction  to LTG guidance. We consider how LTG guidance  impacts  the  issuance of 

target prices and the trade‐off effect. While it is advantageous for analysts to collect 

information from multiple data sources to reduce LTG uncertainty, it has long been 

recognized that a  firm’s management  is  the most  fruitful source of  information for 

an analyst  [e.g. Baginski  and Hassell  (1990); Previts  and Bricker  (1994);  Schipper 
                                                        

6  Cotter et al. (2006) investigate analysts’ responsiveness to explicit STE guidance provided by 
management in the form of quarterly earnings forecasts. The results of this study show that over their 
sample period 1995 to 2001, 47% of the analysts revised their STE forecasts within 5 days of public 
management STE guidance. The analysts that revised their forecasts showed a distinct movement in the 
direction of beatable targets. This finding suggests that the majority of analyst forecasting activity responds 
to earnings guidance that is publicly disclosed. 
7 Kasznik and McNichols (2002) and Bartov et al. (2002) find that the capital market provides a valuation 
premium to firms whose earnings meet or beat analysts' estimates. Specifically, Bartov, Givoly. and Hayn 
(2002, 196) find that the capital-market premium for meeting or beating forecasts remains significant after 
controlling for the overall earnings performance in the quarter and even despite the earlier dampening of 
expectations by earnings guidance.  
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(1991)].  Uncertainty  about  future  events  may  be  mitigated  to  some  extent  by 

managers providing  guidance  about LTG. However,  since  the day of  reckoning  for 

LTG  is  3‐5  years  away,  analysts  may  also  be  more  willing  to  curry  favor  with 

management submitting knowingly to an increased LTG forecast error.  

 

5.1 Earnings Growth Guidance Sample 

  Voluntary management LTG forecasts are identified using a keyword search 

of press  releases  appearing on  the Factiva database between  January 1, 2001 and 

December 31, 2005 (covering all press releases on the Dow Jones News Wires, Dow 

Jones Business News and in the Wall Street Journal).8 To be considered, the forecasts 

had  to  be  attributable  to  the  firm  or  its management  and  include  specific  search 

words  of  “earnings  growth”  appearing  in  close  proximity  to  terms  like  “expect”, 

“predict”,  “forecast”,  or  “projects”.  In  order  to  address  concerns  that  analysts 

obtained  early  access  to  information  from  managers  regarding  LTG,  the  data 

collection period starts after introduction of Regulation FD (23 October 2000).  

The  initial  search  identifies 383 press  releases  containing  the  search  terms 

(See the appendix for two sample press releases including the variable coding. The 

examples are not  the entire press  release, but only  the portion  related  to  the LTG 

forecast).  Each  press  release  is  read  to  identify  whether  it  contains  a  voluntary 

management  LTG  forecast. We  only  retain  press  releases  that  specifically  refer  to 

earnings  growth.  Hence,  articles  containing  announcements  of  sales,  revenue, 

market  share  and/or  economy  growth  are  deleted.  The  forecasts  are  made  in 

different  forms  (points,  range,  and  qualitative),  analogues  to  those  used  by 

managers when  they  forecast short‐term earnings  [see, e.g. Pownall et al.  (1993)]. 

Screening  the  initial  sample  of  press  releases  for  actual  LTG  forecasts  yields  a 

                                                        
8 Miller and Piotroski (2000) report that these wire services and the Wall Street Journal combine to 
cover 97.2% of all forecasts from all sources. Using a keyword search on Factiva is widely used, see 
for example (Hutton et al. 2003; Wasley and Wu 2006).The actual search string used  is as  follows: 
(management or manager or CEO or Chief Executive* or  company)  and  ((anticipates or  expect* or 
predict* or forecast* or see* or project* or put* or estimate) near5 (growth adj2 earning) or (growth 
adj2 earnings) or (earn* near4 long‐term) or (earn* near4 long‐term growth)) 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sample  of  368  usable  forecasts.  Due  to  certain  data  availability  requirements 

(describes below) some of the empirical tests are based on less than the full sample. 

Panel A Table 4 provides a frequency distribution of the sample management 

LTG guidance data by year of issue and classified by the form and nature of the LTG 

guidance given. As can be seen,  the  tendency  to  issue LTG  forecasts has  increased 

over the sample period. The firm‐year mean increases from 1.08 in 2001 to 1.32 in 

2005, with  a maximum  (minimum)  number  of  LTG  guidance  events  per  firm  in  a 

given year of 3  (1). The  table also  indicates  that  the actual LTG guidance estimate 

has remained relatively constant, with an overall mean value of 15.2%. Further, the 

table  reveals  that  223  out  of  the  319  LTG  guidance  events  report  quantitative 

forecasts  and  that  275  are  either  “confirming”  or  “greater  than”  LTG  forecasts. 

Finally,  an  analysis  of  the  sample  announcements  by  industry  (not  reported) 

indicates that the industry distribution of the sample data reflects that of First Call 

and thereby that the sample data do not have an apparent industry bias.  

Panel B Table 4 reports the frequency distribution of LTG guidance events by 

firm. The maximum (minimum) number of years with management LTG guidance is 

4  (1) out of  five years. On average  firms provide LTG guidance  in 1.25 out of  five 

years.  In sum, 73 % of  the  firms provide LTG guidance only once over  the sample 

period, which is a first sign of strategic LTG guidance. Further, guidance appears to 

be released fairly evenly throughout the year. 

Panel  C  Table  4  presents  descriptive  statistics  for  the  223  quantitative 

management  LTG  forecasts  relative  to  the  consensus  analyst  LTG  forecast.  The 

consensus analyst LTG forecast (prevailing when management forecast is released) 

and  management  forecasts  are  significantly  different  on  average  (p  <  .001). 

Specifically, the mean analyst LTG forecast is 13.9%, with a range of 0% to 61% and 

the mean management LTG guidance forecast is 15.3%, with a range of 3% to 60%. 

These levels imply that the average LTG forecast in the month before the guidance is 

below  the  LTG  guidance  forecast  (i.e.  the  “Forecast  News”  (Diff)  variable  1.4%). 

Hence,  the descriptive statistics clearly show that managers’ LTG forecasts deviate 

from analysts’ consensus LTG, with managers making slightly more optimistic LTG 

guidance forecasts than analysts. 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5.2 Earnings Growth Guidance, STE Forecasts, LTG Forecasts and Target Prices 

 Table  5  presents  a  contingency  table,  which  outlines  the  pattern  between 

management  LTG  guidance,  and  individual  analyst  LTG  forecasts  both  before  and 

after the guidance event. Herein, we find that in the majority of  instances, analysts 

move  in  the  direction  of  the  management  LTG  guidance  with  33.6%  of  prior 

guidance  “above”  analysts  and  44.6%  of  prior  guidance  “below”  analysts  moving 

closer  to  the  LTG  guidance  number.  However,  unlike  STE  guidance  papers which 

show, on average,  that managers guide analyst expectations downwards (Cotter et 

al.  2006),  analysts’  LTG  forecasts  remain  largely  in  the  same  position  after  the 

guidance. In excess of two‐thirds of “above” analysts remain above the guidance and 

over  three‐quarters  of  the  “below”  guidance  analysts  remain  below  the  guidance. 

These  statistics  suggest  that  on  average,  analysts  move  in  the  direction  of 

managements’  LTG  guidance  but  also  that  other  factors  likely  influence  analysts’ 

LTG forecast changes. One possible factor driving the apparent disconnect between 

analyst  LTG  forecasts  and management  LTG  guidance  is  the  analyst’s  target  price 

forecast and ultimate need to make a recommendation. 

Panel A of Table 6 presents a contingency table for the various combinations 

(similar  to  Table  3).  As  can  be  seen,  in  the  face  of  a  downward  EARN  forecast 

revision,  59% of  LTG  forecast  revisions  are  upward  and  52% of  target  prices  are 

also revised upward. Perhaps more interestingly, 45 of the 52 upward target price 

revisions are supported by an upward LTG forecast revision. Conversely, in the face 

of an upward EARN forecast revision, 32% of LTG forecast revisions are downward, 

21%  of  target  price  revisions  are  downward,  and  26  of  the  30  downward  target 

price revisions are supported by a downward LTG forecast revision. Taken together, 

these  results  are  not  inconsistent with  the  suggestion  that  analysts  use  their  LTG 

forecasts  strategically  to  support  a  specific  target  price,  especially  in  the  face  of 

contrary direction from the EARN forecasts. 

To  more  formally  consider  the  interplay  amongst  these  three  analyst‐

provided figures, we use the equation developed earlier, but include management’s 

forecasts of long‐term growth: 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€ 

TPijt = β0 + β1EARNijt + β2LTGijt + β3MANijt + εijt                                (3)  

                       

€ 

ΔTPijt = β0 + β1ΔEARNijt + β2ΔLTGijt + β3ΔMANijt + εijt                      (4) 

where TP is the analyst’s target price, collected from First Call’s target price data file, 

in the month following the management’s LTG guidance event, EARN is the analyst’s 

one‐year  ahead  earnings  forecast  in  the  month  following  management’s  LTG 

guidance  event,  MAN  is  management’s  LTG  guidance  forecast,  and  LTG  is  the 

analyst’s  LTG  forecast  in  the month  following  management’s  LTG  guidance  event. 

The change variables (Δ) are measured as the  lagged forecast ‐  target price, short‐

term  and  long‐term  ‐  made  before  the  joint  forecast  event.  For  the  change  in 

management  forecasts  a  dummy  variable  is  employed which  takes  the  value  one 

when management makes a statement that LTG guidance has increased and zero if 

LTG  guidance  has  decreased  (Confirming  guidance,  i.e.  the  LTG  guidance  remains 

the same, are not considered).  

  The  results  of  equation  (3)  are  presented  in  Panel  A  of  Table  7.  As  can  be 

seen, both the analysts’ EARN forecast and LTG forecast appears to play a role is the 

analyst’s  target  price  determination.  The  coefficients  on  EARN  and  LTG  are  both 

consistently positive  and  significant  at  less  than  the 1%  level. This  confirms prior 

work  that analysts anchor value on earnings and  the growth potential  in earnings 

(Ohlson and Juettner‐Nauroth 2005). Conversely, the coefficient on the management 

LTG guidance variable (MAN) is not significant at conventional levels. This comes as 

a surprise, as some loading on management’s LTG guidance  in explaining analysts’ 

target prices was ex ante expected. However, if analysts are interested in justifying 

‘buy’  stock  recommendations  through  optimistic  target  prices,  they  may  have  to 

deviate  from  management’s  LTG  guidance.  Adjusting  less  challengeable  LTG 

forecasts could be strategic in ensuring that analysts’ target prices to hold, especially 

when  analysts  are  required  to  revise  EARN.  The  insignificant  coefficient  on MAN 

also confirms Cotter et al’s (2006) short‐term guidance pattern, which showed that 

analysts do not merely repeat what management said when revising forecasts after 

EARN  guidance.  Moreover,  untabulated  results  show  a  correlation  of  only  0.406 

between management’s LTG guidance forecasts and analysts’ LTG forecasts. Clearly, 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analysts have something else  in mind when deriving LTG  forecasts, and  this could 

very well be to justify a target price rather than follow management’s guidance. 

  Thus,  the  results  appear  to  be  consistent  with  the  notion  of  analysts 

strategically  selecting  LTG  forecasts  that  support  their  target  price  projections 

rather than narrowly following management’s guidance, with the deviation between 

the  two  a  significant  explanatory  of  target  price.  If  analysts  have  a  target  price  in 

mind but are constrained in what they can present as an EARN forecast (since it is 

verifiable at year‐end and analysts are accountable), analysts appear to reconcile the 

target price with less challengeable LTG forecasts. Hence, they deviate strategically 

from  management‐provided  LTG  guidance,  a  finding  not  documented  in  prior 

research. The results of equation (4) are presented in Panel B of Table 7. The results 

confirm the findings in Table 3. A change in MAN does not influence target price. 

Finally, to further explore the relation, we invert the roles played by TP and 

LTG in equation (3) and re‐run the model with LTG now as the dependent variable. 

The results, presented  in Table 8,  indicate  that  the analyst’s LTG  forecast  figure  is 

positively  related  to  both  management  guidance  and  the  target  price  figure,  and 

negatively  related  to  the  EARN  forecast  figure,  with  all  relations  statistically 

significant at less than the 1% level. This finding confirms the results of Table 7 that 

target  prices  play  a  role  in  analysts’  LTG  forecast  process.  In  particular,  when 

considered jointly (Model 1), target prices add explanatory power to the regression.  

The  negative  relation  for  EARN  confirms  prior  work  showing  that  higher  analyst 

LTG forecasts are associated with lower STE forecasts (Harris 1999; Frankel and Lee 

1998).  Underwriting  relationships  seem  not  to  change  an  analyst’s  incentive  to 

deviate  from managements’ LTG guidance. This  finding has  two  implications:  (i)  it 

shows that conflicts of interest have been resolved after Regulation FD, and (ii) prior 

studies on upward LTG forecast bias did indeed suffer from endogeneity bias. Since 

the  results  suggest  that  analysts  have  increased  interests  in  generating  trading 

commission  rather  than  investment  banking  provisions,  both  implications  can  be 

justified.   

Overall, this section demonstrates that LTG forecasts are a strategic property 

for analysts for their target price setting agenda. Analysts seem not to merely follow 



Clarkson, Simon and Tutticci November, 2008   16 

LTG guidance when setting LTG forecasts. Thus, work by Brav and Lehavy (2003) is 

extended by showing an aspect of how analysts determine (bias) their target prices. 

Moreover,  it  supports  Bradshaw  and Brown’s  (2006)  finding  that  analysts  lack  of 

target price forecasting ability, potentially due to a deviation of LTG forecasts from 

guidance. Thus, it appears that both target price and management guidance play an 

influential role in the determination of the analyst’s LTG forecast.  

 

6. CONCLUSION 

Our  results  document  a  trade‐off  analysts  make  between  long‐term  and 

short‐term forecast accuracy.  In particular, it seems they are willing to submit to an 

increased  forecast  error  on  the  long‐term  forecast  in  order  to  curry  favor  with 

management, but are much less willing to do so for short‐term forecasts.  A possible 

explanation  could be  that  analysts  can afford  to be knowingly  inaccurate on  long‐

term forecasts because the day of reckoning is 3‐5 years away. 

Brav and Lehavy (2003) speculate that analysts may provide target prices to 

stimulate the purchase of stocks in conjunction with their buy recommendations. As 

short‐selling restrictions constrain trading commissions associated with target price 

forecasts in order to stimulate sell recommendations, Brav and Lehavy suggest that 

lowering  price  targets  to  stimulate  sell  orders  could  jeopardize  already  strained 

relations with managers of the followed firms. Hence, deviating from management‐

provided LTG guidance by adjusting LTG forecasts seems to be a plausible action by 

analysts to achieve a target price goal. Opening the black box containing the process 

by  which  analysts  convert  earnings  forecasts  into  price  forecasts  could  provide 

interesting  insights  into  valuation  models  most  relevant  to  investors  and  to  the 

allocation of  scarce  resources  in  capital markets.  If  analysts have a  target price  in 

mind,  but  are  constrained  in what  they  can  present  as  a  short‐term  forecast  (i.e. 

verifiable at year’s end and analysts are accountable), analysts appear to reconcile 

the  target  price  with  less  challengeable  LTG  forecasts.  Hence,  they  deviate 

strategically from management‐provided LTG guidance, a finding not documented in 

prior research. 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Table 1: Descriptive Statistics 

Panel A: Summary Statistics 

Variable N Mean P10 Median P90 STD 

TP 12,447 31.54 11 28.0 57 19.2 

EARN 12,447 1.30 0.21 1.08 2.7 1.07 

LTG 12,447 18.36 8 15 30 10.47 

ΔTP 12,447 -2.29 -9.5 -1 6 71.98 

ΔEARN 11,982 0.02 -0.2 0.01 0.28 2.06 

ΔLTG 9,966 0.05 -0.33 0 0.33 1.79 

 

Panel B: Correlation Matrix 

 TP EARN LTG ΔTP ΔEARN ΔLTG 

TP 1.00 0.59 

<0.001 

0.03 

<0.001 

-0.00 

0.97 

0.02 

0.06 

0.00 

0.07 

EARN 0.66 

<0.001 

1.00 -0.37 

<0.001 

-0.01 

0.11 

0.02 

<0.001 

0.00 

0.69 

LTG -0.02 

0.02 

-0.44 

<0.001 

1.00 0.01 

0.55 

-0.02 

0.08 

0.05 

<0.001 

ΔTP 0.27 

<0.001 

0.01 

<0.001 

0.07 

<0.001 

1.00 0.01 

0.54 

0.04 

<0.001 

ΔEARN 0.17 

<0.001 

0.11 

<0.001 

0.08 

<0.001 

0.41 

<0.001 

1.00 0.01 

0.43 

ΔLTG 0.16 

<0.001 

0.06 

<0.001 

0.22 

<0.001 

0.38 

<0.001 

0.21 

<0.001 

1.00 

This  table  provides  descriptive  statistics  for  the  target  prices  (TP),  short‐term  earnings  forecasts 
(EARN), and  long‐term  forecasts  (LTG) over  the period 1999 – 2007. The change variables  (Δ) are 
measured  as  the  lagged  forecast  made  before  the  joint  forecast  event.  Pearson  Correlation 
Coefficients above the diagonal and Spearman Correlation Coefficients below the diagonal. Prob > |r| 
under H0: Rho=0. 



Table 2: The Interplay of EARN -, LTG Forecast, and Target Price Projections 
=============================================================== 
Panel A: Downward EARN forecast revision 
Analyst LTG 
forecast revision Target Price Revision Total 

 Down Up Unchanged  

    Down 2230 281 56 2567 

 57.02% 7.18% 1.43% 65.64% 

    Up 492 334 49 875 

 12.58% 8.54% 1.25% 22.37% 

    Unchanged 351 99 19 469 

 8.97% 2.53% 0.49% 11.99% 

    Total 3073 714 124 3911 

 78.57% 18.26% 3.17% 100.00% 

Chi-square p < 0.001    

Panel B: Upward EARN forecast revision  

Analyst LTG 
forecast revision Target Price Revision Total 

 Down Up Unchanged  

    Down 1053 1075 233 2361 

 18.16% 18.54% 4.02% 40.73% 

    Up 506 1895 222 2623 

 8.73% 32.69% 3.83% 45.25% 

    Unchanged 311 436 66 813 

 5.36% 7.52% 1.14% 14.02% 

    Total 1870 3406 521 5797 

 32.26% 58.75% 8.99% 100.00% 

Chi-square p < 0.001    

The revision variables are defined as follows: EARN_REVj,t, percentage change in the analyst's projected 
earnings forecast for firm j at time t computed as [(earnings forecast at time t/earnings forecast at time t–1) 
–1]; LTG_REVj,t, percentage change in the analyst's projected long-term earnings  growth forecast for firm 
j at time t computed as [(long-term earnings growth forecast at time t/long-term earnings growth forecast at 
time t–1) –1T; TP_REVj,t, percentage change in the analyst's projected price target for firm j at time t 
computed as [(price target at time t/price target at time t–1) – 1]. If the difference is positive the change is 
classified as “up” and if the difference is negative the change is classified as “down” respectively. If the 
forecast did not change we classify it as “unchanged”. 
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Table 3: Target Price Model 
================================================================= 
Panel A: Levels Model 

Variable Sign (1) (2) (3) 
Constant  5.62*** 17.83*** 30.63*** 

  <0.001 <0.001 <0.001 
EARN + 12.48*** 10.55***  

  <0.001 <0.001  
LTG + 0.52***  0.05*** 

  <0.001  0.003 

N  12,447 12,447 12,447 

Adj R2  0.42 0.35 0.01 

Panel B: Changes Model 

Variable Sign (1) (2) (3) 
Constant  -1.66*** -2.33*** -1.6.6*** 

  <0.001 <0.001 <0.001 
ΔEARN + 0.22*** 0.21  

  <0.001 0.54  
ΔLTG ? 0.23***  0.24*** 

  <0.001  <0.001 

N  9.856 11,982 9,966 

Adj R2  0.02 -0.01 0.01 

This  table  presents  the  interaction  of  analysts’  target  prices with  analysts’  LTG  forecasts.  Panel  A 
reports results of an OLS regression estimating the effects of  individual analysts’ LTG forecasts and 
short‐term forecasts on analysts’ target price. Panel B reports results of an OLS regression estimating 
the  change  in  the  variables.  The  sample  used  for  this  test  is  the  entire  First  Call  target  price 
population. 

€ 

TPijt = β0 + β1EARNijt + β2LTGijt + εijt  

€ 

ΔTPijt = β0 + β1ΔEARNijt + β2ΔLTGijt + εijt  

where TP  is  the analyst’s  target price,  collected  from First Call’s  target price data  file,   EARN  is  the 
analyst’s one‐year ahead earnings forecast, LTG  is  the analyst’s  long‐term forecast. All variables are 
measured at  a  joined event. The  change variables  (Δ)  are measured as  the  lagged  forecast  ‐  target 
price, short‐term and long‐term ‐ made before the joint forecast event. Standard errors are adjusted 
using White (1984) standard errors. ***, ** Significance at the 1%, 5% level. 



Table 4: Descriptive Statistics of LTG guidance 
=========================================================================================== 
Panel A: Frequency Distribution for 319 management LTG guidance announcements by Year of Issue and Form and Nature of Content 
   qualitative reasons given 

Year  LTG guidance 
Point 
forecast 

Range 
forecast 

Soft 
forecast 

Greater 
Than 

Less 
Than 

Confirm 
ing 

Good 
news 

Bad 
news  organic  M&A  Other 

2001 (n=40)  14.5 (12.5) [6.6]  6  23  11  3  9  28  17  15  27  1  12 
2002 (n=18)  15.1 (13.5) [4.8]  5  8  5  2  2  14  12  4  14  1  3 
2003 (n=38)  12.7 (12.5) [4.2]  10  12  11  9  4  25  13  11  28  1  9 
2004 (n=81)  15.6 (15) [8.1]  35  23  26  23  13  45  24  31  34  3  14 
2005 n=142  15.5 (15) [8]  43  58  43  56  16  70  58  33  51  22  17 
All (n=319)  15.2 (13.5) [7.4]  99  124  96  93  44  182  124  94  154  28  55 

 
Panel B: Frequency distribution of LTG guidance events, by firm 

 

 

Number of LTG guidance events   Frequency of 204 firms issuing 
guidance  

Percent  Cumulative Frequency  Cumulative LTG events 

1  149  73.17  149  149 
2  30  14.63  179  209 
3  9  4.39  188  236 
4  8  3.90  198  268 

  5    4  1.95  200  288 
6 (9)  2 (2)   0.98  204  319 

This table provides summary information of LTG guidance events. Panel A reports descriptive statistics about the form and nature of the LTG guidance given. Column 2 reports 
the mean,  (median),  and  [Standard  Deviation]  of  the  LTG  number  provided  by  the  223  quantitative  LTG  forecasts.  Point  forecast  counts  the  number  of  single  number  LTG 
forecasts made by management. Range forecasts counts the number of range LTG forecasts made by management (LTG guidance for range forecasts is the average of the lower 
and upper range). A soft forecast counts the number of qualitative LTG forecasts made by management. Greater Than (Less Than) counts the number of LTG forecasts that, based 
on management  statement,  are greater  than  t(less  than) he  last LTG  forecast  guidance. Confirming  counts  the number of LTG  forecasts  that  are  consistent with  the previous 
guidance. Good news (Bad news) reports whether the LTG forecast guidance conveys good news (bad news) compared with analysts’ consensus LTG forecasts in the month prior 
to the guidance. The last three columns report the qualitative statements given by management to justify the LTG guidance classified in three categories: organic growth; growth 
due to Mergers and Acquisitions; and others such as refocus, economic slow down, cost cutting, restructuring, financial discipline, share buy backs, and exchange rate fluctuations. 
Panel B describes, for the population of management LTG forecasts used in our study, the number of LTG guidance events issued by firms over the sample period 2001 ‐2005. 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Panel C: Descriptive statistics for 204 sample firms (2001 ­2005) 

      Percentile   

Variable  Mean  t­test  Min  25%  Median  75%  Max  Std. Dev 

Analyst Consensus LTG Forecast (beginning of year)  14.59    1.2  11.04  13.56  16.61  89.6  6.25 

Management LTG Forecast (in guidance years)   15.26    3  10.00  13.5  19.00  60  7.53 

Forecast News (Diff)  1.39  **  ‐46  ‐1.31  0.33  2.2  45.51  7.42 

Forecast News (good news)  4.92    0.04  0.83  1.88  6.66  45.51  7.06 

Forecast News (bad news)  ‐3.19    ‐46  ‐4.2  ‐1.85  ‐0.53  ‐0.02  5.26 

Average direction of response (ΔLtgCons)   0.02  *  ‐2.74  ‐0.13  0  0.09  3.00  0.57 

Market Value of Equity ($MM)  30,125    5.56  2,829  8.724  26,711  397,831  61,640 

Beta  1.09    ‐0.41  0.66  0.99  1.49  4.37  0.78 

Market‐to‐Book Ratio  4.36    0.36  1.99  3.12  4.88  76.49  5.52 

Analyst Following  9.56    1.0  5.0  10.0  13.0  28.0  5.49 

 

 



Table 5: Nature of Analyst Forecast Revision in response to LTG Guidance 

  

  
Analyst LTG forecast relative to management LTG guidance post 

guidance   

     
Analyst LTG forecast relative 

to management LTG 
guidance prior to guidance 

equal or 
more above 

above but 
closer  equal 

below but 
closer  

 equal or 
more below  Total 

above   39  38  18  ‐  18  113 

(113)  34.51%  33.63%  15.93%    15.93%  46.96% 

Equal  9  2  17  17 

(17)  52.94%  11.76%  35.29%  7.02% 

below   10  ‐  18  49  35  112 

(112)  8.93%    16.07%  43.75%  31.25%  46.28% 

Total  96  38  108  242 

(242)  39.67%  15.70%  44.63%  100.00% 

Chi­Square  p<0.001               
This table provides a contingency table for the sign of the difference between the LTG forecast of analyst j 
compared  with  managements’  LTG  forecast  prior  to  the  guidance  date  by  the  sign  of  the  difference 
between LTG forecast of analyst j compared with the managements’ LTG forecast post the guidance date. 
The  table  provides  this  information  for  the  242  observations  in  the  sample  of  individual  analyst  LTG 
forecasts  for which an LTG forecast before and after the LTG guidance event exists  in the same years as 
the guidance. The analyst LTG forecast prior to the guidance date is classified as “above” if the analyst LTG 
forecast  from  the  I/BE/S  Detail  History  database  is  greater  than  the  management  LTG  forecast  hand 
collected  from Factiva,  “equal”  if  the analyst LTG  forecast  is  the  same as  the management LTG  forecast, 
and  “below”  if  the  analyst  LTG  forecast  is  less  than  the  management  LTG  forecast.  The  analyst  LTG 
forecast  post  the  guidance  date  is  classified  as  “above”  if  the  analyst  LTG  forecast  is  greater  than  the 
management LTG forecast, “equal” if the analyst LTG forecast is the same as the management forecast, and 
“below”  if  the  analyst  LTG  forecast  is  less  than  the management  forecast.  The  Chi‐square  statistic  and 
corresponding  probability  value  are  provided  to  test  independence  between  the  sign  of  the  difference 
prior to the guidance date and the sign of the difference after the guidance. 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TABLE 6: The Interplay of EARN ­, LTG Forecast, and Target Price Projections 
================================================================= 
Panel A: Downward EARN forecast revision 

Analyst LTG 
forecast revision 

Target Price Revision  Total 

  Down  Up  Unchanged   
    Down  25  4  3  32 
  25.00%  4.00%  3.00%  32.00% 
    Up  3  45  22  59 
  3.00%  45.00%  22.00%  59.00% 
    Unchanged  5  3  1  9 
  5.00%  3.00%  1.00%  9.00% 
    Total  33  52  15  100 
  33.00%  52.00%  15.00%  100.00% 
Chi­square  p < 0.001       

Panel B: Upward EARN forecast revision  

Analyst LTG 
forecast revision 

Target Price Revision  Total 

  Down  Up  Unchanged   
    Down  26  2  18  46 
  18.31%  1.41%  112.68%%  32.39% 
    Up  1  59  8  68 
  0.70%  41.55%  5.63%  47.89% 
    Unchanged  3  21  4  28 
  2.11%  14.79%  2.82%  19.72% 
    Total  30  82  30  142 
  21.13%  57.75%  21.13%  100.00% 
Chi­square  p < 0.001       
This table provides a contingency table for the sign of the LTG forecast revision of analyst  j around 
the guidance event compared with the sign of analysts  j’s target price revision around the guidance 
date grouped by downward one‐year ahead earnings forecast (EARN) revision (Panel A) and upward 
EARN revision (Panel B). The table provides this information for the 242 observations in the sample 
of  individual  analyst  LTG  forecasts  for  which  an  LTG  forecast,  EARN  forecasts  and  target  prices 
before  and  after  the  guidance  event  exists  in  the  same  years  as  the  guidance.  EARN  forecast 
downward  revision  is  measured  as  the  change  in  the  EARN  forecast  shortly  before  and  after  the 
guidance event. For the LTG forecast revisions rows: “Down” stands for revisions where the new LTG 
forecast  is  lower  than  the  previous  LTG  forecast  (the  data  is  restricted  so  that  the  previous  LTG 
forecast needs to be in the same year as the revised LTG forecast); “Up” stands for revisions where 
the  new  LTG  forecast  is  higher  than  the  previous  LTG  forecast;  and  “Unchanged”  stands  for  LTG 
forecasts  that  have  not  been  revised.  For  the  target  price  revision  columns:  “Down”  stands  for 
revisions where the new target price forecast  is  lower than the previous target price forecast; “Up” 
stands  for  revisions  where  the  new  target  price  forecast  is  higher  than  the  previous  target  price 
forecast;  and  “Unchanged”  stands  for  no  revision  in  the  target  price  forecast.  Panel  B  reports  LTG 
forecast  revisions  and  target  price  forecast  revisions when  the  analyst  revised  her  EARN  forecast 
downwards.  The  Chi‐square  statistic  and  corresponding  probability  value  are  provided  to  test 
independence  between  the  sign  of  the  difference  prior  to  the  guidance  date  and  the  sign  of  the 
difference after the guidance. 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TABLE 7: Target Price Model 
Panel A: Levels Model 

Variable Sign (1) (2) (3) (4) 

Constant  17.385*** 23.901*** 16.262***  

  (20.75) (14.37) (9.07)  

EARN + 9.078*** 8.552*** 9.03***  

  (20.75) (19.29) (20.66)  

MAN ? -0.13 0.05  -0.02 

  (-1.59) (0.73)  (-017) 

LTG + 0.57***  0.52*** 0.29*** 

  (6.16)  (6.03) (2.14) 

N  242 242 242 242 

Adj R2  0.43 0.39 0.44 0.22 

 
Panel B: Changes Model 
Variable Sign (1) (2) (3) (4) 

Constant  -0.296 0.012 0.31 -0.05 

  (-0.44) (0.02) (0.64) (-0.10) 

ΔEARN + 0.07*** 0.026   

  (2.34) (1.74)   

ΔMAN ? 1.832   3.02 

  (0.63)   (1.04) 

ΔLTG ? 0.01***  0.14*** 0.10*** 

  (3.36)  (2.71) (2.64) 

N  242 242 242 242 

Adj R2  0.01 0.01 0.03  

This  table  presents  the  interaction  of  analysts’  target  prices with  analysts’  LTG  forecasts.  Panel  A 
reports results of an OLS regression estimating the effects of  individual analysts’ LTG forecasts and 
management  LTG  guidance  forecasts  on  analysts’  target  price.  Panel  B  reports  results  of  an  OLS 
regression  estimating  the  change  in  the  variables.  The  sample  used  for  this  test  is  reduced  to 
guidance years only and guidance events for which individual analyst STE, LTG and target price data 
could be collected before and after the guidance event.  

€ 

TPijt = β0 + β1EARNijt + β2LTGijt + β3MANijt + εijt   where:  TPjit+g  is  analyst  j’s  target  price  for 
firm i, collected from First Call’s target price data file, in the month following the management’s LTG 
guidance event t+g; EARNjit+g  is analyst  j’s one‐year ahead earnings forecast  for  firm  j,  in the month 
following management’s LTG guidance event t+g; MANit is the management LTG guidance forecast for 
firm  i  in  the  guidance  year  t;  LTGjit+g  is  analyst  j’s  LTG  forecast  for  firm  j,  in  the month  following 
management’s LTG guidance event  t+g;  Standard errors  are adjusted using White  (1984)  standard 
errors. 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TABLE 8: LTG Forecast Model  

================================================================= 
Variable  Sign  (1)  (2)  (3)  (4) 

Constant    7.507***  12.34***  8.51***  8.55*** 

    (8.62)  (16.15)  (17.62)  (7.32) 

MAN  +  0.339***    0.378***  0.31*** 

    (9.6)    (13.47)  (6.13) 

TP  +  0.037***  0.043***    0.12*** 

    (2.56)  (2.72)    (6.13) 

EARN  +        ‐1.94*** 

          (­6.62) 

UW  ?        0.84 

          (1.57) 

N    242  242  242  242 

Adj R2    0.18  0.11  0.16  0.22 

 
Table 8 reverses regression model (3) and reports results of the effect of target prices on LTG: 

€ 

LTG jit+g = β0 + β1TPjit+g + β2MANit + β3UW jit + ε jit  

where: TPjit+g is analyst j’s target price for firm i, collected from First Call’s target price data file, in the 
month following the management’s LTG guidance event t+g; EARNjit+g is analyst j’s one-year ahead 
earnings forecast for firm j, in the month following management’s LTG guidance event t+g; MANit is the 
management LTG guidance forecast for firm i in the guidance year t; Ltgijit+g is analyst j’s LTG forecast for 
firm j, in the month following management’s LTG guidance event t+g; UWjit is a measure of analyst 
conflict of interest, calculated as a dummy variable set to 1 if analyst i works for a brokerage that has a 
Carter-Manaster underwriter reputation index greater than zero, and set to 0 if analyst i works for a 
brokerage that has no Carter-Manaster index. **, *** significant at 0.05 level and 0.01 level. Standard 
errors are adjusted using White (1984) standard errors.  

 

 
 

 

 

 

 

 




