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Table 1 Descriptive statistics of key variables
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Table 2 Analysts’ forecasting behavior under different investor sentiment
S, S, =5, -5
0. 891 *** 0. 661 *** 1.025*** 0. 364 ***
AFE
(82.881) (42.851) (71.189) (17.25)
0. 987 *** 0. 846 *** 1. 052 %% 0. 206 ***
InvRank
(249.871) (111.744) (231.455) (23.27)
" 0. 111 7% -0.197 0.252*** 0. 450 ***
“1
(38.975) ( —58.563) (71.422) (92.10)
AIE 0. 054 *** - 0.339 % 0. 2347 0.573***
2
(15.483) (-79.879) (55.202) (95.55)
0. 030 *** -0.5327%** 0. 199 *** 0.731***
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Table 3 Analysts’ forecasting behavior and investor sentiment
(1) (2) (3)
AFE InvRank AlE, AlE, AlE,
- 0.879 ™ -0.063 0. 008 -0.3117™
( - 4. 566) (-1.271) (0.151) ( - 5.384)
0.283 0.2727** 0. 877 *** 1.244 7% 1.3357
Sentiment
(10.651) (16.377) (119. 640) (152.532) (165.634)
6 0. 0517 0.032 7% 0. 023 %% 0. 027 7% 0. 029 ***
vlze
(6.718) (6.217) (11.940) (12.817) (12. 860)
B 0.9157 -0.017 - 0.092*** -0.119™ - 0. 138
ev
(12.008) ( - 0.426) (—5.846) (—6.755) (-7.187)
0. 003 0.071*** 0. 008 ** 0. 007 -0.0337*
AytNum
(0. 165) (7.248) (1.962) (1.505) ( - 6.885)
- 0.476™ 0. 082 0. 068 ** -0.013 - 0.237%
Complex
(- 4.103) (0.931) (2.262) ( -0.398) ( - 6.854)
Di 0. 8217 0.333 7% 0. 092 *** 0. 1247 0.107
isp
(10.872) (17.549) (13.268) (16.935) (14.678)
— 0. 044 *** —0.047 - 0.033™
TVR — —
( - 17. 346) (- 17.610) ( - 14. 858)
-0.017 0.021 7 0. 160 ™
PRE — -
(= 2.689) (2.994) (21.412)
0.012*** 0.012*** 0. 002"
VoL — —
(13.852) (13. 165) (1.779)
-0.219™* - 0.339™ —0.193™
MVOL — —
( - 42.865) (- 60.716) ( =30.510)
3.85% 3.51% 35.18% 46.70% 51.35%
Prob-+ 0.000 0.000 0.000 0.000 0.000
56 834 37 418 37 418 37 418 37 418
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Table 4 The best analysts’ forecasting behavior and investor sentiment
(1) (2) (3)
AFE InvRank AIE, AIE, AlE,
- 0.902 *** -0.078 -0.009 -0.315%
(—4.688) (-1.573) (-0.171) (- 5.440)
0. 320 *** 0.256*** 0. 894 *** 1.264*** 1. 341 %%
Sentiment
(10.619) (14.079) (111.912) (1143.588) (154. 810)
-0.126™* 0.048" - 0. 059 *** - 0. 069 *** -0.018
Sentiment x STAR
(-2.520) (1.957) (—5.834) (-6.377) (-1.613)
s 0. 052 *** 0. 032 *** 0. 024 *** 0. 028 *** 0. 030 ***
ize
(6.840) (6.154) (12.175) (13.061) (12.909)
. 0.913*** -0.016 - 0.093*** -0.120*** -0.138***
ev
(11.985) (-0.398) (-5.913) (- 6.826) (-7.204)
0. 005 0. 070 *** 0.010™** 0. 009" -0.033™**
AytNum
(0.241) (7.148) (2.348) (1.921) (-6.710)
- 0. 474% 0. 082 0. 068 ** -0.013 -0.237 %
Complex
( —4.089) (0.939) (2.263) (-0.395) ( -6.853)
Di 0. 822*** 0.333*** 0. 093 *** 0. 124 *** 0. 107 ***
isp
(10.897) (17.552) (13.291) (16.951) (14. 683)
— 0. 044 - 0. 047 *** -0.033%*
TVR — —
(-17.307) (- 17.569) (- 14.843)
-0.016™* 0. 021 *** 0. 160 ***
PRE — —
(-2.551) (3.143) (21.432)
0.012*** 0.012*** 0. 002"
VoL — —
(13.890) (13.183) (1.757)
-0.218*** -0.338** - 0. 1937
MVOL — —
( —42.780) (- 60.618) (-30.474)
3.86% 3.51% 35.29% 46.75% 51.35%
Prob+ 0.000 0. 000 0.000 0.000 0.000
56 834 37 418 37 418 37 418 37 418
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1 0. ( Sentiment x Dummy) .

1%



3.3

1%

@ 2001 -2002

30%

5
Table 5 Analysts’ forecasting behavior and investor sentiment
(1) (2) (3)
AFE InvRank AlE, AlE, AlE,
-0.931** -0.081" 0. 007 -0.270***
(-4.814) (-1.652) (0.136) (—4.594)
0.257*** 0.259*** 0. 801 *** 1. 1157 1,204
Sentiment
(8.764) (12.895) (101.531) (122.763) (135.842)
i 0. 064 *** 0. 057 *** 0. 028 *** 0. 031 *** 0. 035 ***
vlze
(7.523) (8.014) (12.158) (13.709) (13.937)
. 1. 005 *** -0.034 -0.075*** -0.105*** -0.126™**
ev
(11.235) (-0.518) (—5.541) ( -6.326) (-6.572)
0. 002 0. 059 *** 0.007" 0. 006 - 0. 041
AytNum
(0.077) (6.755) (1.720) (1.381) (-6.754)
- 0.390*** 1.132" 0. 078 *** -0.029 - 0.259 ***
Complex
(-3.784) (1.641) (2.592) (-0.503) (-7.144)
Di 0.916*** 0.278*** 0. 1157 0. 1347 0.116 ™
isp
(11.512) (15. 620) (15.176) (17.349) (15.900)
-0.032% - 0. 041 *** -0.030***
TVR — —
(- 15.348) (- 18.233) (- 12.407)
-0.014™* 0.019** 0. 1727%**
PRE — —
(-2.176) (2.315) (18.360)
0. 017 *** 0.016*** 0. 002 **
VoL — —
(14.753) (15.732) (1.980)
- 0. 196 *** -0.289*** -0.180***
MVOL — —
(-37.642) ( - 56.606) (-25.439)
3.63% 3.30% 34.55% 44.63% 50.04%
Prob—+ 0.000 0.000 0.000 0.000 0.000
53 558 35099 35 099 35 099 35099
2)
1) 1 6
o
1 3
10%. 2002
20% 2007 —




Table 6 The best analysts’ forecasting behavior and investor sentiment

(1) (2) (3)
AFE InvRank AlE, AlE, AlE,
—0.942*** -0.084" 0.010 —0.281 %
( - 4.935) (-1.676) (0.153) (- 4.924)
0. 348 *** 0. 242 %% 0. 788 *** 1.203 *** 1.239 ***
Sentiment
(7.983) (11.730) (96.224) ( 115. 460) (127.598)
- 0.097** 0.063" - 0.073*** - 0.079*** -0.026"
Sentiment x STAR
( -2.239) (1.774) (-6.562) (- 6.748) (- 1.646)
. 0. 061 *** 0. 058 *** 0. 029 *** 0.030*** 0.0337**
Lze
(7.478) (8.135) (12.321) (13.415) (13.742)
. 1. 006 *** -0.035 -0.076*** - 0. 1127 - 0. 127
ev
(11.324) (-0.542) ( -5.556) (-6.632) ( - 6.598)
0.003 0. 060 *** 0.007" 0. 005 —0.0327%
AytNum
(0.085) (6.761) (1.739) (1.298) (-6.251)
- 0.387 1.129 0.076** -0.030 - 0.260***
Complex
( - 3.646) (1.637) (2.567) (-0.671) (-17.169)
i 0.917*** 0.279*** 0.117*** 0.137*** 0. 115%**
isp
(11.542) (15.717) (15.320) (17. 683) (16.002)
-0.033*** - 0. 042 - 0.0327%**
TVR — —
( - 15. 645) (-18.517) (- 12.563)
-0.014** 0.020** 0.1707**
PRE — —
( -2.210) (2.374) (18.015)
0.016*** 0.015%** 0.002**
IVOL — —
(14.547) (15.642) (1.975)
- 0. 195 *** - 0.295*** - 0. 177
MVOL — —
(-37.302) ( -55.783) ( -25.091)
3.64% 3.33% 34.76% 44.80% 50. 14 %
Prob—+ 0.000 0.000 0.000 0.000 0.000
53 558 35 099 35 099 35 099 35 099
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“Changed face” phenomena of security analysts’ forecasting behaviors: A
reputation game model and evidences
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Abstract: The analysts’ forecasting behavior often has bias. In the stock market bubble period the analysts
are often irrational and over-optimistic. When the bubble crashes the analysts issue the opposite earnings
forecasts and downgrade stock recommendations. Traditional theories can’t explain this fact clearly. This pa—
per tries to introduce the catering theory and applies a reputation game model to analyze the analysts’ catering
behavior. The theoretical model shows that because investors can’ t obtain the feedback timely they will in—
fer analysts” reputation according to their prior beliefs and the analysts’ forecasts. In order to build a good
reputation the analysts are likely to cater investors’ prior beliefs and issue biased forecasts. The evidence
based on China also shows that analysts’ forecasts are affected by the investors’ prior beliefs i.e. senti-
ment which exhibits obvious catering behavior. This supports the theoretical expectations of the reputation
game model.

Key words: catering behavior; earnings forecast; stock recommendation; reputation game



