Extrapolation of a past growth into the future; how it distorts long-term earnings
growth forecasts?
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a) Normalized 5-year average EPS growth rate

Q5(Low) Q4 Q3 Q2 Q1(High) Q5-Q1  Adjt-stat.
Past return (36 month) 0.12 -0.10 -0.12 -0.06 0.04 0.07 1.35
Past return (60 month) 0.11 -0.09 -0.14 -0.09 0.01 0.10 2.35
Past EPS growth (3 year) 0.28 -0.19 -0.14 -0.12 -0.11 0.39 6.56
Past EPS growth (5 year) 0.25 -0.19 -0.13 -0.14 -0.09 0.34 5.95

Q1(High) Q2 Q3 Q4 Q5(Low) Q1-Q5 Adj t-stat.
Book to Price Ratio 0.00 -0.08 -0.06 -0.03 0.12 -0.12 -1.44
Earnings to Price Ratio -0.34 -0.22 -0.12 -0.02 0.38 -0.72 -13.92
Cash Flow to Price Ratio -0.08 -0.14 -0.09 0.01 0.18 -0.26 -6.51

b) Normalized 3-year average EPS growth rate

Q5(Low) Q4 Q3 Q2 Q1(High)  Q5-Q1  Adjt-stat.
Past return (36 month) 0.11 -0.10 -0.11 -0.07 0.01 0.09 2.36
Past return (60 month) 0.09 -0.08 -0.13 -0.10 -0.01 0.10 2.13
Past EPS growth (3 year) 0.32 -0.18 -0.15 -0.13 -0.18 0.49 9.26
Past EPS growth (5 year) 0.27 -0.19 -0.14 -0.16 -0.14 0.42 5.53

Q1(High) Q2 Q3 Q4 Q5(Low)  Q1-Q5  Adjt-stat.
Book to Price Ratio -0.03 -0.08 -0.07 -0.04 0.11 -0.14 -1.53
Earnings to Price Ratio -0.41 -0.24 -0.16 -0.04 0.40 -0.80 -13.47
Cash Flow to Price Ratio -0.11 -0.15 -0.10 -0.01 0.17 -0.28 -5.70
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The most aggressive forecast

H1(high) H2 H3 H4 H5(low)  H1-H5 t-stat
Past return (36 month) -0.06 -0.10 0.00 0.02 0.17 -0.22 -4.15
Past return (60 month) -0.09 -0.09 0.00 0.04 0.19 -0.28 -6.88
Past EPS Growth (3 year) 0.08 -0.05 -0.05 -0.05 0.11 -0.03 -0.93
Past EPS Growth (5 year) 0.00 -0.03 -0.03 -0.02 0.16 -0.16 -7.01

The most conservative forecast

L1(high) L2 L3 L4 L5(low) L1-L5  t-stat
Past return (36 month) 0.24 0.05 -0.05 -0.11 -0.11 0.35 6.33
Past return (60 month) 0.28 0.04 -0.06 -0.11 -0.10 0.38 9.08
Past EPS Growth (3 year) 0.16 -0.03 -0.09 -0.05 0.06 0.10 2.46
Past EPS Growth (5 year) 0.23 -0.01 -0.09 -0.05 0.02 0.21 6.23
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a) Quintile analysis
The most aggressive forecast

H1(High) H2 H3 H4 H5(Low) H1-H5 t-stat.
CAG(5 year) 0.08 -0.03 -0.04 -0.01 -0.01 0.09 421
CAG(3 year) 0.07 -0.01 -0.03 -0.03 0.00 0.08 2.68
The most conservative forecast
L1(High) L2 L3 L4 L5(Low) H1-H5 t-stat.
CAG(5 year) 0.00 -0.02 -0.03 -0.01 0.06 -0.06 -1.91
CAG(3 year) 0.00 -0.02 -0.02 -0.02 0.07 -0.08 -2.15
b) Cross sectional regression analysis
Dependent Average coefficient Dependent Average coefficient
variables HLTG RET36 RET60 EPSG60 variables LLTG RET36 RET60 EPSG60
model 1 5 year EPS 0.06 -0.06 0.11 -0.17 model 3 5 year EPS -0.02 -0.05 0.10 -0.17
growth (5.93) (-1.83) (4.91) (-7.52) growth (-1.82) (-1.79) (4.94) (-7.34)
m_ode; © 3yearEPS 006 -004 010  -020 . 3yearEPS 002 004 003 020
growth (5.51) (-1.53) (3.06) (-7.14) growth (-1.70) (-1.40) (2.98) (-7.04)
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