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Earnings model or Mean-variance Lambda Annualized Standard Sharpe Information

Tracking
component methodology return deviation ratio ratio error
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5 10.11 19.36 0.440 051 881
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GLER EAWTaR2 1000 14.80 21.96 0.600 094 11.07
500 14.30 21.65 0.590 0.80 10.87
200 14.15 20.92 0.600 0.85 10.04
100 13.49 20.82 0.570 0.80 984
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GLER model
Simulation period: Jan. 1999-Dec. 2011
Transactions costs: 150 basis points each way, respectively
Return Risk  Tracking No AAF AAF
model model error
Sharpe Information  Ann. active Ann.active N Sharpe Information Ann.active  Ann, active N
ratio ratio return risk ratio  ratio return risk
GLER STAT 4 0.448 1.247 8.72 6.99 216 0290 1159 479 4.14 516
5 0511 1.119 10.52 8.77 204 0359 1230 6.37 5.18 442
6 0516 1.089 11.02 10.12 188 0397 1145 743 6.49 383
7 0.552 1.074 12.29 11.44 185 0464 1179 9.09 771 340
8 0.605 L1111 14.14 1273 177 0532 1236 10.94 8.86 304
FUND 4 0.286 0.882 4.97 5.63 221 0.230 1.009 353 3.50 488
5 0.320 0.841 584 6.94 199 0269 0971 445 459 414
6 0.356 0.827 691 6.91 196 0306 0952 5.39 5.66 357
7 0414 0.885 8.45 8.45 188 0344 05946 6.36 6.72 318
8 0.427 0.845 8.99 8.99 182 0407 1.012 7.97 7.88 291
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IBES global universe with at least two analysts
Axioma statistical risk model

Earnings model or Risk model  Targeted Annualized Standard Active Active Sharpe Information Number
component tracking error return deviation return  risk ratio ratio stocks
CTEF Fundamental 3 6.02 18.63 474 3.21 0.323 1478 1423
4 7.64 19.03 6.36 4.16 0.402 1578 1647
5 7.85 19.77 6.57 498 0.397 1321 1737
6 9.78 20.15 850 5.78 0485 1470 1884
7 1056 20.74 9.28 651 0.509 1426 1978
8 1171 2064 10.43 6.90 0.567 1511 2035
9 1245 21.02 1117 7.21 0.593 1550 2097
10 12.82 20.90 1155 7.67 0614 1504 2108
CTEF Statistical 3 8.75 19.47 7.47 4.60 0.449 1624 1694
4 9.85 20.16 857 5.62 0.489 1526 1740
5 11.21 20.79 9.93 6.26 0539 1586 1909
6 13.67 21.04 12.39 6.84 0.650 1817 1956
7 1472 21.36 13.44 7.97 0.689 1.687 2072
8 1481 2122 1353 8.44 0,698 1.602 2112
9 16.35 21.30 15.07 8.55 0.768 1.764 2129
10 16.11 21.05 14.83 8.56 0.765 1.733 2133
CTEF Statistical 3 569 18.28 441 3.39 0.312 1302 129
4 7.09 18.55 5.81 443 0.382 1312 73
5 748 18.22 6.20 461 0411 1343 70
6 8.60 18.87 7.32 5.48 0.456 1335 70
7 9.13 19.21 7.85 573 0474 1370 70
8 11.50 19.04 10.22 6.98 0.604 1464 70
9 10.79 19.15 951 654 0.563 1454 70
10 10.16 19.59 8.88 7.30 0.519 1.216 70
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Abstract

Stock selection models often use analysts’ expectations, momentum, and fundamental data. We find support for
composite modeling using these sources of data for global stocks during the period 1997-2011. We also find
evidence to support the use of SunGard APT and Axioma multi-factor models for portfolio construction and risk
control. Three levels of testing for stock selection and portfolio construction models are developed and
estimated. We create portfolios for January 1997-December 2011. We report three conclusions: (1) analysts’
forecast information was rewarded by the global market between January 1997 and December 2011; (2)
analysts’ forecasts can be combined with reported fundamental data, such as earnings, book value, cash flow and
sales, and also with momentum, in a stock selection model for identifying mispriced securities; and (3) the
portfolio returns of the multi-factor risk-controlled portfolios allow us to reject the null hypothesis for the data
mining corrections test. The earnings forecasting variable dominates our composite model in terms of its impact
on stock selection.

Keywords: Earnings forecast, I/B/E/S, Portfolio optimization, Information ratio, Effective boundary, Active
return.
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