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Precision of Forecast Earnings and Value Relevance by Firm Size:

With a Focus on Management Forecast and Analyst Forecast
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Summary

We examine the precision and value relevance of management forecasts and analyst forecasts. We find week evidence
that the precision of management forecasts is higher than analyst forecasts in total. But when we examine by firm size,
the precision of management forecasts is higher than analyst forecasts for smaller firms and the precision of analyst
forecasts is higher than management forecasts for larger firms.

Next we examine value relevance of management forecasts and analyst forecasts by firm size. And we find that value
relevance of management forecasts is higher than value relevance of analyst forecasts for smaller firms but value
relevance of analyst forecasts is higher than value relevance of management forecasts for larger firms. From this
analysis, we conclude that since the coverage of analysts is fewer for smaller firms, the value of analyst forecasts is
lower for smaller firms. Instead, the value of management forecasts is relatively better for smaller firms. Hence, because
of better analyst coverage in larger firms, the value of analyst forecast is increased. Correspondingly, the value of
management forecasts is lower for larger firms.
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