WHERE DO ANALYSTS AND THE
MARKET DISAGREE RIGHT NOW?

Following the release of fiscal year 2023 earnings, analyst target price
revisions show optimism towards health care & technology, and
pessimism towards energy & telecommunications

Research tells us that analyst price targets have investment value, provided they are timely,
based upon sophisticated valuation methods and unbiased. The latter two criteria could
jointly be labelled as diligence. Investors will achieve higher returns by paying most attention
to analyst projections that are updated in a timely manner, and for which analysts and the
market disagree on price.

To identify disagreement between the market and the most diligent analysts, | compiled
individual analyst price targets and fiscal year 2024 earnings per share forecasts for analysts
who made these projections just before fiscal year and who revised those projections within
the last 60 days. This means stripping out stale information that often forms part of consensus
analyst forecasts. 305 ASX-listed stocks and 817 analyst projections met these criteria.

Then, from 30 June to 18 September, | measured share price change and target price
changes to identify industries with the largest disagreement on the importance of recent
earnings. Compared to the market, analysts are optimistic towards health care and technology
stocks, and pessimistic towards telecommunications and energy. In these four industries,
analysts consider recent share market changes to be an over-reaction (falls in health care and
technology and rises in telecommunications and energy). The over-reaction is about 7 per
centin all four industries.
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Introduction

Systematic investing is making a series of educated bets in a well-diversified portfolio, in the
expectation that, on average, investment signals are persistent. One investment signal worthy
of attention is analyst target prices. Research tells us that analyst target prices have investment
value,! provided they are timely, 2 based upon sophisticated valuation methods? and
unbiased.*> The latter two criteria could jointly be labelled as diligence. With a vast array of
research ideas available to investors, can we systematically filter the most value-relevant
output from analysts and incorporate this into stock selection? One approach is to only pay
attention to analyst output that is updated frequently, because this signals a timely response of
analyst target prices to new information.

The 2023 fiscal year reporting season provides an opportunity to measure disagreement
between the market and analysts for selected industries and stocks. If we isolate the analysts
who estimated target prices and earnings just before the end of the financial year, and
promptly revised those projections after reporting season, we can compare the market
reaction to that of the analysts. We will have a signal of where the market has over-reacted and
under-reacted to earnings, relative to analyst views. This means that for those following analyst
research in portfolio formation, they will have the most value-relevant information.

Method

| compiled individual analyst target prices and fiscal year 2024 earnings per share forecasts for
analysts who made timely revisions to their prior view. The analyst must have released a target
price and fiscal year 2024 earnings per share forecast within 60 days of 30 June 2023, and
then revised both of those projections within 60 days of 18 September 2023. This generated a
dataset of projections for 305 ASX-listed companies and 817 analyst forecasts. This allows a
comparison of share price changes to target price changes. If for a given industry or company
analyst target prices change by less than the share prics, analysts consider the share market to
have over-reacted; if analyst target prices change by more than share price changes, analysts
consider the share market to have under-reacted. What follows should not be considered
investment recommendations, but merely one issue to be considered by investors in forming
their portfolio.

In aggregate for the market, analysts revised up their target prices by 0.1 per cent and revised
down their FY2024 earnings forecasts by 0.3 per cent. The premium of target prices to share
prices decreased from 7.2 per cent to 6.5 per cent. The target price premium is at the lower
end of the normal range. The average target price premium since the start of 2013 is 10.8 per
cent. Over this time period, the target price premium has been 5 per cent to 16 per cent, 95
per cent of the time. In other words, analysts are a little more pessimistic than in recent years,
but within a typical band.

Target price revisions by industry

The figure below shows the percentage change in share price on the horizontal axis and the
percentage change in target price on the vertical axis for ICB industries, weighted by market
capitalisation. ICB industries for which analysts are more optimistic than the market plot above
and to the left of the orange line; industries for which analysts are more pessimistic than the
market plot below and to the right of the orange line.

Health care and technology stand out as industries which experienced material share price
declines - with falls of 4 per cent to 10 per cent - but which analysts considered to be an over-
reaction. Analysts only revised down their target prices by 3 per cent for health care and
revised upwards their target prices for technology by 2 per cent. In contrast,
telecommunications and energy stocks rose by 7 per cent, but analyst target prices for
telecommunications only increased by 1 per cent and target prices for energy stocks were
unchanged.
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Figure 1. Share price change and target price change by industry
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Analyst and market disagreement for individual stocks

To illustrate analyst and market disagreement, | considered individual stocks which had
market capitalisation of at least $2 billion on 30 June 2023 (128 stocks out of 305 in the analyst
revision sample). | selected stocks for which there was a large divergence between the share
price change and the target price change, and for which the company currently pays fully-
franked dividends. The table below shows selected stocks next to their industry, sorted by
industry according to analyst optimism compared to the market, with relative analyst optimism
and pessimism illustrated in Figure 2. Think of these as examples of material disagreement
between analysts and the market. The evidence is that analysts have a small edge in
identifying mispriced securities, so there will certainly be instances in which target prices
converge to share prices, rather than the other way around. Compared to the market, analysts
are optimistic towards Sonic Healthcare (SHL), Domain (DHG), Ventia Services (VNT),
Woolworths (WOW), REA Group (REA), Tabcorp (TAH) and Sims (SGM); and pessimistic
towards HUB24 (HUB), Incitec Pivot (IPL), Beach Energy (BPT) and TPG Telecom (TPG).

Table 1. Large divergences between share price change and target price change by industry for
stocks with market capitalisation of $2 billion or more and which pay franked dividends

Changes (%) Notable divergence Changes (%)
Price Target Target Ticker Company Price Target Target
- price - price
Health Care -9 -3 +7 SHL  Sonic Healthcare -13 -6 +23
Technology -4 +2 +6 DHG Domain +4 +19 +15
Industrials +1 +5 +4 VNT  Ventia Services -1 +24 +35
Consumer Staples -7 -4 +3  WOW Woolworths -5 +2 +7
Real Estate +4 +6 -+2 REA  REA Group +11 +24 +13
Consumer Discretionary +6 +7 +1 TAH  Tabcorp -10 +1 +11
Utilities -0 -1 -1 SGM  Sims -13 -5 +8
Financials +3 +1 -2 HUB HUB24 +34 +10 -24
Basic Materials -1 -4 -3 IPL Incitec Pivot +13 -4 -17
Energy +7 +0 -7 BPT  Beach Energy +23 -1 -23
Telecommunications +8 +1 -7 TPG  TPG Telecom +15 +3 -12
All industries +0 +0 -0

The Hamilton12 Australian Shares Income Fund holds SHL, VNT, REA, SGM, HUB, IPL and TPG.
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Figure 2. Share price change and target price change for selected stocks
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Conclusion

According to prior research, analyst target prices have value-relevant information for investors.
But this comes with a caveat: research must be timely, performed in a sophisticated manner
and unbiased. For analysts making timely changes to their target prices and earnings
forecasts, compared to the market, analysts are optimistic towards health care and
technology, and pessimistic towards telecommunications and energy. In these four industries,
analysts consider recent share market changes to be an over-reaction (falls in health care and
technology and rises in telecommunications and energy). The over-reaction is about 7 per
cent in all four industries.

References

Da, Z., K.P. Hong, and S. Lee, 2016. What drives target price forecasts and the investment
value? Journal of Business, Finance and Accounting, 43, 487-510.

Da, Z., and E. Schaumburg, 2011. Relative valuation and analyst target price forecasts, Journal
of Financial Markets, 14, 161-192.

Dechow, P.M., and H. You, 2020. Understanding the determinants of analyst target price
implied returns, Accounting Review, 6, 125-149.

Hao, J., and J. Skinner, 2023. Analyst target price and dividend forecasts and expected stock
returns, Journal of Asset Management, 24, 108-120.

Kerl, A.G., 2011. Target price accuracy, Business Research, 4, 74-96.

Endnotes

' Da and Schaumburg (2011)
2 Hao and Skinner (2023)

3 Da, Hong and Lee (2016)

4 Kerl (2011)

5 Dechow and You (202)



https://doi.org/10.1111/jbfa.12176
https://doi.org/10.1111/jbfa.12176
https://www3.nd.edu/%7Ezda/TargetPrice.pdf
https://www3.nd.edu/%7Ezda/TargetPrice.pdf
https://doi.org/10.2308/TAR-2015-0265
https://doi.org/10.2308/TAR-2015-0265
https://doi.org/10.1057/s41260-022-00283-z
https://doi.org/10.1057/s41260-022-00283-z
https://link.springer.com/article/10.1007/BF03342727

Where do analysts and the market disagree right now?

Disclaimer

The information contained in this paper is produced by Hamilton12 Pty Ltd (H12) ABN 72 626 045 412, AFS
Representative #001298730, Corporate Authorised Representative of K2 Asset Management Ltd (ABN 95 085
445 094), AFS License #: 244393.

Its contents are current to the date of the publication only and whilst all care has been taken in its preparation,
H12 accepts no liability for errors or omissions. The application of its contents to specific situations (including
case studies and projections) will depend upon each particular circumstance. The contents of this website
have been prepared without taking into account the objectives or circumstances of any particular individual or
entity and is intended for general information only.

Any opinions contained within this paper are the author's own and should not be considered the opinion of
H12 or as advice.

Any H12 funds referenced in this paper are issued by K2 Asset Management Ltd unless otherwise stated. An
information memorandum for the funds referred to on this website can be requested at www.hamilton12.com
or by contacting H12. You should consider the information memorandum before making a decision to acquire
an interest in a fund.

H12 does not accept any responsibility and disclaims any liability whatsoever for loss caused to any party by
reliance on the information in this paper. Please note that past performance is not a reliable indicator of future
performance. Any advice and information contained in this paper is general only and has been prepared
without taking into account any particular circumstances and needs of any party. Before acting on any advice
or information in this paper you should assess and seek advice on whether it is appropriate for your needs,
financial situation and investment objectives. Investment decisions should not be made upon the basis of its
past performance or distribution rate, or any rating given by a ratings agency, since each of these can vary. In
addition, ratings need to be understood in the context of the full report issued by the ratings agency
themselves.

The content of this paper is not to be reproduced without permission.
All rights reserved Hamilton12 Pty Ltd (ABN 72 626 045 412).
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