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ABSTRACT

This research aimed to empirically investigate the following: (i) information content
of analyst report on stock return; (ii) degree of informativeness in analyst report; (iii)
accuracy of analyst recommendation; and (iv) enhancement of information disclosure
in the analyst report. Samples of analyst reports collected for the purpose of analysis
were 657 daily basis reports dating from January 4th, 2010 to December 24th, 2015.
The study employed a market-adjusted method for the calculation of cumulative
abnormal return (CAR) and panel regression to test the research objectives. Based on
the models developed, the empirical finding revealed the following outcomes: (i)
model one showed that 66.67% of the variables had significant relationship with the
return (target price or TP, and earnings forecast or EF) out of three information
contents, (ii) model two hypothesised that only 16.67% of the variables had
momentous explanatory power (return of equity or ROE, and market capitalization or
MC) over the CAR, and (iii) finally, model three which was a combination of model
one and model two showed that 33.33% of the variables (target price or TP, earnings
forecast or EF, return on equity or ROE, cash flow to price or CFP, and sales to price
ratio or SPR) had substantial relationship with the CAR. Therefore, it was concluded
that not all of the information contained in the report had explanatory power in
explaining returns. The result remained the same even though the models were
controlled according to different segmentations such as industries, age, and beta
classifications. In terms of accuracy of recommendation, the study found that the
percentage of accuracy was 57% based on selected report, evidenced by the differing
target price and ending price. Hence, it can be concluded that analyst reports possess
less informational role among investors. With respect to the enhancement of
information disclosure, the current study found that Malaysian analysts tended to rely
heavily on statistical justification alone in making recommendations. The qualitative
result suggested that analysts should consider incorporating both quantitative and
qualitative information which will lead to a fuller disclosure of information, an
improvement which is deemed necessary as the analyst report continues to constitute a
salient agent in the investors’ decision-making repertoire in the local context.
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CHAPTER ONE

INTRODUCTION

1.0 INTRODUCTION

This chapter explicitly discusses the background of the study. The first section
provides an overview with regards to the subject matter. The next section explains the
problem statements, objectives, and research questions in order to describe the current
research’s nature in an in-depth manner. Finally, this chapter also addresses the scope

and contribution of the study.

1.1 BACKGROUND OF THE STUDY

The role of financial analysts in the security market seems to be very important in
promoting market efficiency as they are bringing in new information to market players
pertaining to a company’s financial and management highlights. The usual practice
among analysts is to use certain key information to decide whether to recommend the
buying, selling, or holding of shares. Information which are commonly disclosed in
the report consist of target prices, earnings forecasts, and managerial information. A
majority of literatures claim that by disclosing such information, analysts help in
speeding up price discoveries (Baule & Wilke, 2004; Haely & Palepu, 2003).
Furthermore, one of the reasons why investors place assurance in analyst
reports is because they believe that analysts typically have a strong relationship with
the company. This subsequently increases the investors’ confidence level towards the
information shared in the report. This is also consistent with the view that analysts in

general are well-informed in assessing information related to a company. Although a



significant advantage of the analyst report is that it helps investors in outperforming
the market by using the information given, it nevertheless still contradicts to the
Efficient Market Hypothesis (EMH). This contradiction is due to the analyst reports’
tendency in speeding up price discovery, obviously conflicting with the theory of
informationally-efficient markets. As stated in the EMH, stock prices always
incorporate all of the available information which are appropriate to the investors. By
taking this consideration into account based on the view of an informationally-
efficient market, the role of analysts appears to be insignificant as an information
intermediary since each and every information relevant to the investors have been
incorporated into the stock prices (Baule & Wilke, 2014).

According to the basis of EMH, the market is assumed to be efficient, in which
stock prices incorporate all available information that can then be used to determine
the intrinsic value of the stock prices. Given this, should any new information is made
available and is then processed further by market players, this causes share prices to
reach another level of equilibrium. The Capital Market Theory (CMT) requires certain
conditions to be met in order to fulfil its criteria. For one, all market players must have
equal knowledge or the same information, and there must be an ease of access to all
available information. If we are to follow the EMH, the role of the analyst report is
insignificant. However, this does not mean that the analyst reports should be totally
ignored as some investors still make use of the reports as one of their sources of
information. This is evident in many literatures such as those by Womack (1996),
Frankel et al. (2006), and many others. Closer inspection of the empirical literature
makes noticeable that one of the major questions which studies have often posed is to

what degree analysts are able to accomplish their role as market intermediaries and in



supplying all information related to firms to the investors. This matter remains
unambiguous and vigorously discussed and debated among scholars in the field.

Various empirical investigations are carried out to capture the significant
extent to which the analyst influences stock price movements, as well as to see
whether the analyst report distributes all of the information needed by investors and
vice versa. A majority of the investigations, such as but not limited to Ryan and
Taffler (2006), Altinkilic and Hansen (2009), and a more recent study by Gerritsen
and Lotter (2014) focused their analysis on price discovery and the movement of share
prices a day before and after an analyst recommendation takes place by using a
sophisticated methodology known as the “Event Study” in order to elucidate the
contents of the analyst report.

Another research scope on the use of analyst report concerns information
content, which has also been explicitly researched by many scholars in the past. From
a theoretical paradigm, the informational content in the analyst report influences a
change in stock prices due to the arrival of new information in the market. For
example, if a company announces the firm’s recorded positive earnings, this
information will lead to a positive change in stock prices. This announcement does not
only affect the positive direction of share prices, but may also lead to an adverse
direction if the information related to a company is negative. Negative information
may be in terms of mismanagement and the company encountering a reduction in
sales revenue, which may signal undesirably to the investors and subsequently lead to
a decrease in share prices.

The importance of information content has been extensively disclosed in
various literatures and not limited to Frankel et al. (2006). Several identified key

importance of the analyst report such as: (i) analyst report tends to promote



