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Does the Geography Matter for
Analysts’ Forecasting Abilities
and Stock Price Impacts?

Dong-Soon Kim* - Seung-Sub Eum™*

abstract

We empirically examined the forecasting abilities of analysts in the Korean stock market
with regard to their earnings estimates, and the impacts of their reports on stock prices.
Further, we also examine if there is any difference in analysts’ forecasting accuracy and stock
prices impacts depending upon the geographical distance between analysts and companies they
follow. We found the following interesting empirical results.

First, analysts have tendency to overestimate sales, operating income, and net income,
consistent with the previous literature.

Second, the degree of overestimation depends upon the geography of companies. That is, it
i1s smaller for companies headquartered in Seoul than companies in local provinces.

Third, analysts’ earnings estimates are also more accurate for companies located in Seoul.
So, we conjecture that analysts have easier access to the information for the companies.

Fourth, when analysts downgrade target prices, companies in Seoul are less negatively
affected than those in local provinces. Even when analysts revise downward stock recom-
mendations, stock prices of companies in Seoul go up. Overall, analysts’ price impacts are
more favorable for Seoul-located companies.

Last, but not least, when foreign ownership is higher, investors react less negatively to
downward revisions of stock recommendation, but react more negatively to downward revisions

of target prices.
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