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The Effect of Abnormal Investment on Analyst Earnings Forecast
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Abstract In this study, targeting KOSPI and KOSDAQ listed companies, the relationship between the abnormal
investment of companies and analyst earnings forecasts was empirically analyzed. The analysis period of this study
spanned from 2003 to 2015 (with that of dependent variables spanning from 2004 to 2016) based on the variables
of interest, and among the companies whose earnings per share forecasts were announced by financial analysts, the
final sample of 4,917 companies/year that meets the research condition was selected as the target analysis. The
results of the empirical analysis are as follows. First, it turned out that the more total abnormal investment, abnormal
R&D and abnormal CAPEX investment, the more accurate were analyst earnings forecasts. Second, the more total
abnormal investment, abnormal R&D, abnormal CAPEX investment, the more pessimistic analyst earnings forecasts
tended to be. Further analysis has shown that these results came more from over investment groups than under
investment groups. The results of this study are expected to make additional contributions to the existing studies
in that the abnormal investment is considered as a determinant of analyst earnings forecasts.
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Table 1. Sample Selection
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2003 281
2004 352
2005 366
2006 373
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2008 404
2009 426
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2013 450
2014 515
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Total 4917
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Table 2. Descriptive statistics

Variables Mean Median STD Min Max

ACCR 0.782 0.334 0.132 0.000 0.860
BIAS 0.039 0.012 0.138 -0.269 0.800
NV -0.004 -0.020 0.080 -0.270 0.665
R&D -0.002 -0.006 0.030 -0.087 0.237
CAPEX -0.000 -0.017 0.071 -0.229 0.558
BG4 0.712 1.000 0.453 0.000 1.000
SIZE 19.757 19.440 1.730 15.528 25.852
LEV 0.396 0.395 0.192 0.037 0.874
LIQ 2517 1.575 2.904 0.248 21.651
GRW 0.139 0.083 0.354 -0.688 2.385
ROA 0.069 0.061 0.092 -0.472 0.403
LOSS 0.592 0.000 1.017 0.000 5,000
EXPT 0.129 0.000 0.262 0.000 0.945
INRECV 0.285 0.255 0.186 0.000 0.948
OWNER 0.390 0.376 0.146 0.074 0.798
FOR 0.132 0.079 0.140 0.000 0.551
MKT 0.454 0.000 0.498 0.000 1.000
EL 0.066 0.068 0.126 -0.597 0.438
BETA 0.925 0.910 0.518 -0.297 2.297
VOL 0.475 0.452 0.151 0.209 0.930
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Table 4. The Effect of Abnormal Investment on
Analyst’ Earnings Forecast Accuracy

Model 1 Model 2 Model 3
Variables redl
pred. £/ ACCR
sign
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