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ABSTRACT 

Keywords: Earnings guidance, predictability, information asymmetry, signalling 

Aim: The aim of this paper is to document the earnings guidance phenomenon and to 

investigate the relationship between earnings guidance and predictability on the Stockholm 

Stock Exchange during the period 2005-2014. 

Theoretical framework and hypotheses: The efficient market hypothesis argues that a 

market is inefficient when prices do not reflect all available information. The asymmetric 

relationship between company and investors, as described by agency theory, illustrates this 

market inefficiency. Forward-looking information from companies to investors is believed to 

mitigate the asymmetric relationship and improve the market efficiency. The first hypothesis 

examines the tendency to issue forward-looking information on the Stockholm Stock 

Exchange by testing if the proportion of companies that issue earnings guidance has 

decreased between 2005 and 2014. Meanwhile, the second hypothesis tests if companies that 

provide earnings guidance on the Stockholm Stock Exchange experience less forecast error. 

Methodology: This thesis adopts a combined exploratory and deductive approach in which a 

t-test and a regression model are used to test the hypotheses. The sample is constituted by 

8,087 manually reviewed quarterly financial reports and 262 companies and used for testing 

the hypotheses. 

Findings: The results show that the proportion of companies that issue earnings guidance on 

the Stockholm Stock Exchange has diminished between 2005 and 2014. More specifically, 

the drop in EG frequency between 2005 and 2014 equals 16.5 percentage points. The results 

also indicate, whilst moderate, that earnings guidance is negatively related to forecast error. 

Thus, companies that provide earnings guidance are more predictable. 
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1. Introduction 

The first chapter problematizes the practice of earnings guidance and presents the polarizing 

debate that surrounds it. This is followed by a theoretical positioning of earnings guidance 

and is concluded by a presentation of the aim of the thesis and a disposition.  

1.1 The Earnings Guidance Conundrum  

“You’re damned if you do and damned if you don’t. You’re stuck in a Catch-22”. The 

expressive depiction is accredited to Jules Fisher, CFO of U.S. medical device maker Possis 

Medical, and illustrates the earnings guidance conundrum (Johnson, 2007, para. 2). In 2007, 

David Hirschmann, senior vice president of the U.S. Chamber of Commerce, elaborated on 

this statement and gave his brief but explicit view on the same subject: “Quarterly earnings 

guidance has outlived its usefulness” (Johnson, 2007, para. 5). 

  

Earnings guidance (EG), the voluntary disclosure of predicted future earnings, continues to be 

an essential part in the communication between companies and investors (Hu, Hwang & 

Jiang, 2014; Choi, Myers & Zang, 2011). According to a survey from McKinsey in 2006 

(Hsieh, Koller & Rajan, 2006), U.S. corporate executives attribute several benefits to EG e.g. 

an improved and extended communication between the company and its stakeholders. The 

extended communication is believed to contribute to a heightened perception of predictability 

since it reduces the discrepancy between analysts’ forecasts and the company's reported 

earnings (Lansford, Lev & Tucker, 2013; Choi et al., 2011; Houston, Lev & Tucker, 2010). 

  

Whether a company’s reported earnings are in alignment with its forecast is often subject to 

media criticism following the disclosure of a financial report. “Betsson lives up to the 

expectations” (di.se, 2015) and “Tesla better than expected” (di.se, 2015) are examples of 

headlines from financial media that focuses on the accurate alignment of reported earnings 

and forecasts. Meanwhile “Getinge’s result was clearly below expectations” (di.se, 2015) and 

“Ericsson does not live up to expectations” (svd.se, 2014) are the products of disappointing 
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and unexpected reported earnings. This illustrates, to some extent, why corporate executives 

continue to value EG and its role in communicating with the capital market.  

  

However, according to Hu et al. (2014) and Hsieh et al. (2006), the practice of EG is facing 

criticism. In the U.S., advocates are battling with opponents surrounding the future of EG in a 

polarized debate (Houston et al., 2010; Choi et al., 2011; Burns, 2007). Condensed, the 

argument that EG is a means of adding information to the capital market is refuted by the 

claims that it causes managerial short-termism and earnings management (Hu et al., 2014; 

Houston et al., 2010; Choi et al., 2011). In Sweden however, debates and argumentations are 

conspicuous by their absence, despite the fact that Swedish executives also have to consider 

the EG conundrum. 

1.2 Problem Statement 

Jensen and Meckling (1976) describes the asymmetric relationship between agents and 

principals. Information asymmetry arises because the level of information differs between the 

managers (agent) and the investors (principals) (Leuz & Verrecchia, 2000; Hu et al., 2014; 

Choi et al., 2011). Information asymmetry is, according to Harris and Raviv (1979) and Healy 

and Palepu (2001), aggravating the process of allocating savings to investment opportunities. 

Investors are faced with a risk of misallocating their resources since managers have incentives 

to overstate the value of investment opportunities (Lambert, Leuz & Verrecchia, 2011; 

Constantinidis & Grundy, 1989). Furthermore, Healy and Palepu (2001), Choi et al. (2011) 

and Houston et al. (2010) argue that additional information disclosure will mitigate the 

asymmetric relationship between managers and investors. This reasoning is in alignment with 

Morris (1987), which claims that all additional information holds value for the investors since 

it improves the process of allocating resources.  

  

Financial reporting is the regulatory means to decrease the information asymmetry between 

managers and investors (Fu, Kraft & Zhang, 2012). Moreover, it facilitates to distinguish 

between an inferior and a superior investment opportunity (Choi et al., 2011). However, 

Francis and Schipper (1999) argues that the content of the financial reports is not aligned with 
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the forward-looking focus of the investors. The issue, according to Francis & Schipper 

(1999), is that financial reports have a recital and historical construct whilst investors seek to 

estimate future changes in earnings. To aid the investors and align their interests with the 

content of the financial reports, companies can issue forward-looking information that aims to 

predict future earnings e.g. EG (Hu et al., 2014; Houston et al., 2010; Choi et al., 2011). 

 

EG is a debated and polarizing subject and has been so for the last decade (Lansford et al., 

2013; Houston et al., 2010; Hsieh et al., 2006). Advocates assert that EG provides additional 

information to the capital market - information that is only made available to analysts and 

investors through the EG disclosure (Hu et al., 2014; Choi et al., 2011; Yan & Zhang, 2009). 

EG is also, according to Choi et al. (2011) and Matsumoto (2002), the most effective tool for 

influencing analysts and thus reducing the discrepancy between reported earnings and 

analysts’ forecast. An aligned outlook for the future reduces the risk of earnings surprises 

(Kasznik & Lev, 1995) and imposes a conception of increased predictability and credibility 

(Houston et al., 2010). Meanwhile, the opponents argue that EG entails increased corporate 

short-termism and earnings management (Hu et al., 2014; Houston et al. 2010). According to 

Graham, Harvey and Rajgopal (2006, p2) there is “a willingness to routinely sacrifice 

shareholder value to meet earnings expectations or to smooth reported earnings”.  

 

No consensus has been reached in the polarizing debate but the tendency during recent years 

amongst U.S. companies has been to discontinue providing EG (Hu et al., 2014; Chen, 

Matsumoto & Rajgopal, 2011). Meanwhile, results from searching for empirical evidence and 

theory regarding EG in Sweden are scarce. This is an interesting notion considering that 

Swedish companies has been and continue to issue EG on a regular basis (affarsvarlden.se, 

2015; di.se, 2015; di.se, 2008). Additionally, the lack of research in a Swedish context calls 

for an investigation of the claim that EG entails increased predictability.  
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1.3 Aim 

This thesis aims to document the earnings guidance phenomenon and investigate the 

relationship between earnings guidance and predictability on the Stockholm Stock Exchange 

during the period 2005-2014. Our findings should be of interest for companies, analysts, 

investors and academics since we extend the understanding of earnings guidance in a Swedish 

context. 

1.4 Disposition  

The paper is structured as follows; chapter two presents the theoretical framework that 

constitutes the foundation of this thesis. The theoretical framework is based on the efficient 

market hypothesis, agency theory and signalling theory and leads up to the creation of two 

hypotheses. In the third chapter the methodology is presented. The chapter contains 

discussions on methodological decisions, the operationalization of our hypotheses, the 

presentation of our model and a description of our statistical tests. The fourth chapter is 

dedicated to our results and analysis, whilst we discuss the gathered findings in the fifth 

chapter. The thesis is ended with our conclusions as well as our suggestions for future 

research and a discussion regarding limitations.  
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2. Theoretical Framework 

In the following chapter the theoretical framework is presented and the hypotheses 

constructed. The thesis is rooted in the efficient market hypothesis and agency theory but also 

incorporates theories regarding signalling and earnings guidance.  

2.1 Efficient Market Hypothesis 

In 1970, Fama published his hypothesis on the efficient market. The hypothesis claims that 

market efficiency is achieved when prices fully reflect all available information and respond 

to information without delay (Fama, 1970). Fama (1970) implies that additional information 

moves the market closer to efficiency since it removes biased and incorrect estimations. 

Beaver (2002) and Patell (1976) elaborate on Fama (1970) and reason that additional 

disclosed information, e.g. earnings guidance (EG), is acknowledged by the market and 

subsequently reflected in the pricing of securities. Striving towards the idea of an efficient 

market, Fama (1970) argues, is essential considering that the principal role of the capital 

market is to allocate capital to ownership positions and investment opportunities. 

  

The efficient market hypothesis has been under continuous scrutiny since its introduction 

(Malkiel, 2003). Critics argue that the market is in fact biased and predictable, and that 

technical and fundamental analysis could explain changes in future price (ibid.). In such a 

scenario, investors could select undervalued securities and achieve better returns than the 

overall market (ibid.). However, the underlying idea of a market where the availability of 

information is emphasised and prices reflect new information gives merit to this thesis, since 

it investigates the effects of added information to the capital market. 

  

The capital market considers additional information since its behaviour is chaotic and 

nonlinear (Peters, 1996). Even though economic models are constructed to bring order to the 

capital market, the understanding and predictability is lacking (Peters, 1996). Fama (1970), 

Beaver (2002) and Patell (1976) suggest that additional information and added transparency is 

a means to add orderliness to the complex and chaotic capital market. Furthermore, Fishman 
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and Hagerty (1989) asserts that additional information is not solely beneficial for the 

company-specific ownership but for the market as a whole, since it improves the overall 

process of resource allocation. Thus additional information replaces the biased estimations 

with unbiased predictions. 

2.2 Information Asymmetry 

Jensen and Meckling (1976) describes the asymmetric relationship between agents and 

principals. Information asymmetry arises because there is a separation of ownership and 

control (Jensen & Meckling, 1976). More specifically, the agents (managers) possess more 

knowledge and information about the company than the principals (investors) (Leuz & 

Verrecchia, 2000; Hu et al., 2014; Choi et al., 2011).  

  

According to Harris and Raviv (1979) and Healy and Palepu (2001), information asymmetry 

increases the market inefficiencies since it aggravates the process of optimally allocating 

resources. In general, an asymmetric relationship illustrates a biased situation. Investors are 

exposed to the risk of misallocating their resources since managers have incentives to 

overstate the value of the investment opportunity (Lambert et al., 2011; Constantinidis & 

Grundy, 1989). The managers meanwhile also face issues stemming from information 

asymmetry when evaluating the use and distribution of intra firm resources (Harris, Kriebel & 

Raviv, 1982). If the intra firm resources are not used in an optimal fashion, the owners should 

consider reallocating their resources (Healy & Palepu, 2001). Owners need to control and 

monitor activity since managers have incentives to expropriate the allocated resources for 

own benefit (Constantinidis & Grundy, 1989).  

 

However, monitoring managerial activity induces costs for the owners - often referred to as 

agency costs (Jensen & Meckling, 1976; Leuz & Verrecchia, 2000). Healy and Palepu (2001) 

argues that large shareholders or institutional owners most likely will demand a place on the 

board of directors. This will, according to Healy and Palepu (2001), mitigate and reduce the 

asymmetric information. Developing optimal contracts, involving disclosure clauses, between 

the company and its owners is an additional solution to reduce the asymmetric relationship 
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(ibid.). Additionally, Diamond and Verrecchia (1991), Leuz and Verrecchia (2000) and Choi 

et al. (2011) suggest that information asymmetry is reduced when companies commit to 

increased disclosures e.g. EG. Fu et al. (2012) and Brown and Hillegeist (2007) support this 

notion and find that information asymmetry is reduced as a consequence of higher financial 

reporting frequency and higher quality of content. 

2.2.2 Signalling Theory 

Signalling theory, as established by Akerlof (1970) and later modified by Spence (1973) and 

Morris (1987), amplifies the value for a company to provide additional information to the 

market. Signalling theory emanates from the assumption that “sellers” have complete 

information whilst “buyers” have to make due with limited information (Akerlof, 1970; Bergh 

& Gibbons, 2011). Through additional information disclosure, managers signal and separate 

their company from others (Morris, 1987).  

  

Signalling is beneficial since it distinguishes the company and reduces uncertainty 

surrounding its future earnings (Spence, 1973; Choi et al., 2011). Investors will most likely 

divert from an investment if the evaluation process is overly uncertain (ibid.). Healy and 

Palepu (2001) therefore suggests that signalling is a strategic trade-off between disclosing and 

withholding information regarding the company's future performance. Whilst disclosed 

misaligned information regarding the future is often problematic and induces scrutiny - 

withholding too much information will lead to uncertainty and anonymity and thus, a reduced 

firm value (ibid.). Signalling theory states (Morris, 1987), supported by Diamond and 

Verrecchia (1991), Leuz and Verrecchia (2000) and Choi et al. (2011), that companies are 

rewarded for disclosing high quantities of relevant and accurate information.  

 

Information (signals) is often concretized and contextualized before reaching investors 

(Givoly, 1985). The rational expectations hypothesis, as described by Givoly (1985), states 

that expectations are revised when new information becomes available. It is the financial 

analysts that are commonly acting as intermediaries between companies and investors. 

According to Muth (1961), it is in the best interest of rational analysts to provide as accurate 
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predictions as possible. Libby, Tan and Hunton (2006) validates this reasoning and asserts 

that analysts acknowledge new signals and information when forecasting future earnings.  

2.2.3 Corporate Communication 

The most common means for companies to disclose information is through financial reports 

(Gigler & Hemmer, 1998), which are restricted by legal obligations (Fu et al., 2012). The 

capital market reacts to the financial reports by evaluating the information and subsequently 

translating it into an adjusted perception of the company (Fu et al., 2012, Sloan, 1996; Beaver 

& Morse, 1978). Furthermore, financial reports primarily describe and recite recent and 

historical financial information (Beaver & Morse, 1978). Following this claim, Gigler and 

Hemmer (1996) and Francis and Schipper (1999) argue that the recital and backward-looking 

nature of the financial reports have removed some of its relevance. Relevance is lost because 

the recital content of the financial reports is misaligned with the forward-looking focus of the 

capital market (ibid.).  

 

Forecasting errors, which is the difference between reported earnings and analysts’ forecast, 

illustrates a discrepancy in information (Givoly, 1985; Gigler & Hemmer, 1996). A company 

can improve the capital market’s ability to estimate future earnings (Gigler & Hemmer, 1996) 

by voluntarily disclose forward-looking information and signal predicted earnings (Beretta & 

Bozzolan, 2008; Hu et al., 2014). Forward-looking earnings predictions reduce uncertainty by 

that it align information disclosure with the capital market’s ambition to estimate future 

earnings (ibid.).  

2.3 Earnings Guidance 

EG is a company’s voluntary disclosure of future earnings and it is, by definition, forward-

looking information (Lansford et al., 2013; Houston et al., 2010; Choi et al., 2011; Anilowski, 

Feng & Skinner, 2007). In theoretical terms, companies issue EG to signal future earnings 

(Choi et al., 2011; Lansford et al., 2013; Houston et al., 2010) and to reduce uncertainty 

surrounding the company (Mittendorf & Zhang, 2005). Disclosing predictions regarding 

future earnings holds value considering that the company, according to agency theory (Jensen 
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& Meckling, 1976) and signalling theory (Spence, 1973; Akerlof, 1970), has more 

information than the capital market (Mittendorf & Zhang, 2005, Libby et al., 2006).  

 

Companies issue EG to practically manage the capital market’s expectations and to reduce 

surprises and forecast errors (Matsumoto, 2002; Houston et al., 2010; Anilowski et al., 2007; 

Beccalli, Bozzolan, Menini & Molyneux, 2015). Therefore, EG helps to avoid the heightened 

risk perception that falls on companies that appear “not to be on top of things” (Houston et al., 

2010, p. 144). Additionally, surprises and forecast errors negatively influence companies’ 

stock prices (Skinner & Sloan, 2001) - illustrating a penalizing response to unexpected 

reported earnings. Companies therefore issue EG to influence the analysts’ forecasts (Kasznik 

& Lev, 1995; Anilowski et al., 2007). Matsumoto (2002) argues, in alignment with Kasznik 

and Lev (1995), that managers purposefully issue downward EG to lower analysts’ forecasts 

prior to the financial reports. Moreover, Baginski and Hassell (1997) suggests that EG can 

reduce market reactions to negative reported earnings, since it can manage the underlying 

forecasts and expectations.  

2.3.2 Earnings Guidance Characteristics 

As a concept, EG has an elusive nature due to that the frequency, precision and horizon is 

discretionary (Lansford et al., 2013). For instance, Choi et al. (2011, p. 149) states that EG 

frequency is correlated with market reaction, meaning that higher frequency of EG will 

“improve perceived forecast credibility and help investors to update their future earnings 

expectations”.  Matsumoto (2002) argues, in alignment with Choi et al. (2011), that frequency 

is closely associated with forecast credibility. Moreover, Rogers, Skinner & Buskirk (2009) 

asserts that routinely issued EG is more influential than sporadic EG. This notion suggests 

that increased EG frequency enables the market to more accurately forecast future earnings 

(Matsumoto, 2002; Rogers et al., 2009; Skinner & Sloan, 2001). 

 

Determining the precision of EG is made on the basis of comparing the cost and benefit of the 

disclosed information (Baginski & Hassell, 1997; Brown & Hillegeist, 2007). According to 

Choi et al. (2011), EG is less precise when uncertainty is high - leading to less accurate 



 
 

10 

analyst forecasts. Meanwhile, Libby et al. (2006) disputes the claim that precision holds any 

significant signalling value and states that the precision of the EG will not affect the analysts’ 

forecasts. Furthermore, the EG horizon is categorized as quarterly and annual EG (Choi et al., 

2011). Cotter, Tuna & Wysocki (2006) and Matsumoto (2002) state that shorter EG horizons 

improve the alignment between reported earnings and analysts’ forecasts but may not assist in 

predicting long-term earnings.  

 

According to Houston et al. (2010), differences in EG characteristics could be explained by 

sectorial and industrial behaviour. This means that whether a company issues EG is 

influenced by its peers and not by own preferences or prerequisites (Houston et al., 2010). 

This reasoning is validated by the institutional theory (Kondra & Hinings, 1998), which states 

that peers influence organizational decision-making. Brouthers, Brouthers and Werner (2002) 

and Allee, Christensen, Graden & Merkley (2014) support this reasoning and state that 

industry differences entail variations in organizational behaviour. Institutional theory also 

explains (Kondra & Hinings, 1998), supported by Houston et al. (2010), similarities in overall 

inclination to issue EG within sectors and industries.  

2.3.3 Earnings Guidance - a Polarizing Subject  

EG is a debated and polarizing subject and has been for the decade (Lansford et al., 2013; 

Houston et al., 2010; Choi et al., 2011; Burns, 2007; McCafferty, 2007; Hu et al., 2014). 

Companies that issue EG are believed to better manage the market’s expectations and are 

therefore expected to experience a reduction in earnings surprises (Matsumoto, 2002; Houston 

et al., 2010; Anilowski et al., 2007). Meanwhile, the opponents of EG argue that it entails 

increased corporate short-termism and earnings management (Houston et al., 2010; Graham, 

et al., 2006; Choi et al., 2011; Fuller & Jensen, 2002; Hu et al., 2014). This is, according to 

McCafferty (2007), because EG imposes more scrutiny on the company and managers. 

Furthermore, according to Fuller and Jensen (2002) and Graham et al. (2006), managers are 

willing to sacrifice shareholder value and to engage in earnings management to align reported 

earnings with analysts’ forecasts.  
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Chen et al. (2011) and Hsieh et al. (2006) argue that the tendency to engage in earnings 

management has increased opposition and initiated the trend to discontinue providing EG 

amongst U.S. companies. This is illustrated by a study from the National Investors Relations 

Institute in 2009 (Hu et al., 2014), which shows that EG frequency in the U.S. is down 18 

percentage points as compared to in 2003. From an exploratory point of view it is of interest 

to study if the tendency to discontinue providing EG in the U.S. (Chen et al. 2011; Hu et al. 

2014) can be translated into a Swedish context. This since it will partially explain and 

determine the Swedish relevance of the discussions regarding EG in the U.S. Considering the 

exploratory nature of this thesis, no cultural differences have been acknowledged. This 

reasoning leads to the first hypothesis: 

  

H1 The proportion of companies that issue earnings guidance on the Stockholm Stock 

Exchange has declined between 2005 and 2014. 

2.3.4 Earnings Guidance and Increased Predictability 

The rational expectations hypothesis states that forecasts are revised when new information 

becomes available (Givoly, 1985; Libby et al., 2006). The hypothesis also assumes that the 

level of revision stands in parity with the quantity and quality of the disclosed information 

(ibid.). Libby et al. (2006) examines the validity of the rational expectations hypothesis and 

finds that analysts adjust their forecast in response to EG. Furthermore, Houston et al. (2010) 

implies that companies that initiate EG will experience an increase in analyst coverage and 

thereby enjoy decreased discrepancies between analysts’ forecast and reported earnings.  

  

The discrepancy between reported earnings and analysts’ forecasts increase when the capital 

market becomes more uncertain (Choi et al., 2011; Kasznik & Lev, 1995). Beccalli et al. 

(2015) supports this reasoning and finds that European banks experienced substantially higher 

discrepancies between analysts’ forecasts and reported earnings during the financial crisis of 

2008. Increased discrepancies entail a perception of decreased credibility and confidence in 

the management’s ability (Anilowski et al., 2007; Choi et al., 2011). A discrepant outcome, 

especially when negative, also indicates that the managers are “not on top of things” (Houston 
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et al. 2010, p. 144). Managing a company to closely align analysts’ forecasts with reported 

earnings (earnings management) is therefore, according to Lansford et al. (2013) and Choi et 

al. (2011), common practice for companies that have initiated EG. This behaviour follows the 

managerial desire to be considered credible (Houston et al., 2010).  

 

According to Kasznik and Lev (1995), Anilowski et al. (2007), Choi et al. (2011) and Beccalli 

et al. (2015), additional information prior to financial reports leads to a reduction in surprises 

surrounding reported earnings. Issuing EG prior to the report allows analysts’ forecasts to be 

revised and improves the prerequisite to achieve a reduced discrepancy (ibid.). Furthermore, 

Beccalli et al. (2015) finds that banks are perceived as more predictable and credible when 

reported earnings meat the analysts’ forecasts. Beccalli et al. (2015) assert that the benefits 

from meeting expectations increases as uncertainty mounts, e.g. during a financial crisis. 

Consequently, Houston et al. (2010) argues that companies that discontinue providing EG 

experience an increased discrepancy between reported earnings and analysts’ forecast. Chen 

et al. (2011) and Matsumoto (2002) argue in alignment with Houston et al. (2010) and suggest 

that companies that discontinue providing EG will experience an aggravated asymmetric 

relationship between the company and its investors.  

 

The assumption that EG entails a reduced discrepancy between reported earnings and 

analysts’ forecasts is also substantiated by the claim that analysts on occasion use EG as a 

benchmark for their own forecasts - thus aligning the company’s reported earnings with the 

analysts’ forecasts (Choi et al., 2011; Anilowski et al., 2007; Cotter et al., 2006). However, 

EG can also cause greater uncertainty amongst investors if the revised forecast fails to align 

with the reported earnings (Kasznik & Lev, 1995).  

 

Hesitation to issuing EG is common practice amongst managers since added transparency 

leads to increased scrutiny (Baginski & Hassell, 1997; Choi et al., 2011; McCafferty, 2007). 

Companies that do not provide EG will therefore not be obliged or drawn to commence in 

earnings management since no disclosures have been issued. Companies that do not issue EG 
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will therefore, according to Anilowski et al. (2007) and Cotter et al. (2006), present earnings 

that are less aligned with analysts’ forecasts. This reasoning leads to the second hypothesis. 

 

H2 Companies that provide earnings guidance experience lower forecast errors 
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3. Methodology 

We begin this chapter with a description of the research design. This is followed by a 

description of the operationalization, model and data collection. The chapter is ended by a 

review of tests, sample adjustments and methodology discussion.  

3.1 Research Design 

To answer the hypotheses we implement a combined exploratory, deductive and quantitative 

approach. Exploratory means that we translate empirical findings to a new and unexplored 

context, whilst a deductive approach implies that we draw conclusions and make assumptions 

based on established theory (Saunders, Lewis & Thornhill, 2009).  

 

H1 has an exploratory and descriptive construction, in alignment with Cotter et al. (2006) and 

Choi et al. (2011), since the aim is to document the EG phenomenon. More specifically, H1 

aims to determine if the proportion of companies that issue EG on the Stockholm Stock 

Exchange has declined between 2005 and 2014. Through employing a t-test, we accept or 

reject H1. Furthermore, H2 aims to investigate if companies that provides earnings guidance 

experience lower forecast errors. We employ an ordinary least squared (OLS) regression 

model to test H2.  

3.1.2 Defining Earnings Guidance 

In accordance with Choi et al. (2011) and Lansford et al. (2013), we define EG as the 

disclosed information regarding the company’s future profitability. EG should therefore not 

be mistaken for financial targets or market outlooks. Financial targets have a long-term 

horizon and market outlooks have a more general and elusive construct, EG on the other hand 

is based on profitability predictions for a certain time period and a specific company 

(Lansford et al., 2013; Houston et al., 2010; Choi et al., 2011). To add clarity and 

transparency to the concept, we illustrate different types of EG as well as examples of 

forward-looking information that should not be regarded as EG (Table I).  
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Table I. Earnings Guidance Clarification i 

 

3.2 Operationalization - Earnings Guidance Development and 

Predictability 

We conduct exploratory research to determine if the tendency in the U.S. to discontinue 

providing EG, as described by Hu et al. (2014) and Chen et al. (2011), can be translated into a 

Swedish context. This is examined by comparing differences in tendency to issue quarterly 

EG during the time period 2005-2014. The tendency to issue EG is measured both in absolute 

terms and by dividing the number of issued EG observations with the number of financial 

reports for a specific year.  

 

We operationalize forecast error (ERR) as the difference between analysts’ consensus and 

reported earnings before interest and taxes (EBIT), in accordance with Lys and Soo (1995) 

and Choi et al. (2011). The consensus is the combined estimate of the analysts that cover a 

specific company (Lys & Soo, 1995). To calculate the consensus forecast we adopt a sample 

mean equation where CONSjt represent the consensus forecast mean for company j during 

financial quarter T, N represents the number of included forecasts and FORCijT the 

accumulated analysts’ forecasts (Lys and Soo, 1995). The equation is presented below: 

 

Classification Company/report Examples Comment

Alfa Laval presents financial targets over a business 
cycle. Targets are not estimations and should 
therefore not be classified as EG.

Even though Lucara Diamond discloses guidance 
on operating cash costs and CAPEX for it's Karowe 
mine, stakeholders are not presented with estimates 
regarding future profitability.

No EG Alfa laval
“The Board has reviewed the Group’s financial targets and 
decided to change the target for the operating margin (EBITA) 
to 15 percent over a business cycle, from 12-15 percent”

No EG Lucara Diamond

“Karowe’s operating cash costs are expected to be in the order 
of $23 per tonne treated, in-line with previous guidance. 
Capital expenditures for 2013, excluding any final project 
retention payments are expected to be approximately $5m…”

EG Autoliv
“For the third quarter of 2014 we expect organic sales to 
increase by around 6 percent, and an adjusted operating margin 
of around 8.5percent”

EG Retail and Brands
“In the opinion of the Board of Directors the results will 
improve marginally during the financial year 2011/2012 
compared to last year”

This information will enable stakeholders to gather 
an improved understanding of the future adjusted 
operating margin.

Even though there is a lack of a quantitative 
estimation, stakeholders will know that the Board of 
Directors estimates that the profitability will be 
marginally improved as compared to last year.
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CONSjT = FORC!"#
!!! ijT 

                                                                                     NjT 
 

The ERR is calculated by subtracting the consensus forecast from the reported EBIT for each 

financial quarter (Lys & Soo, 1995). The ERR arises because analysts construct forecasts that 

differ from the reported earnings (Libby et al., 2006; Givoly, 1995). We deflate the ERR with 

total assets to enable comparisons between companies and financial quarters (Arthur, Cheng 

& Czernkowski, 2010).  

 

ERR is calculated for companies that issue EG and for companies that do not, in accordance 

with Cotter et al. (2006). This approach allows us to compare forecast errors between issuing 

and non-issuing companies. To measure the effect of EG on ERR we have to compare 

historical information with current reported earnings. For instance, if a company issues EG in 

its second quarter report that estimates earnings for the third quarter, it is the ERR in the third 

quarter that is subject to research. The issued EG informs the market of the future 

performance and therefore, in theory, aligns analysts’ forecasts with reported earnings (Choi 

et al., 2011).  

3.3 The Predictability Regression Model 

We employ an OLS regression model to investigate the relationship between EG and ERR. 

This is in line with previous research that has investigated similar phenomenons (Choi et al., 

2011). We employ the following model:  

 

Forecast Error (ERR) =𝛽0 + 𝛽1EG + 𝛽2SIZE + 𝛽3INDUSTRY + 𝛽4HORIZON + 𝜀 

3.3.2 Control Variables 

It is important to control for variables that might impact the dependent variable when 

employing a regression model (Saunders et al. 2009). By doing this, the risk of receiving 

biased results is reduced (ibid.). We control for horizon and size effects, in alignment with 

Choi et al. (2011), and for industry effects, in accordance with Houston et al. (2010). 
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Horizon 

We differ between annual and quarterly horizons, in alignment with Choi et al. (2011), to test 

for horizon effects. We test for annual effects to potentially observe a trend in how ERR has 

developed during our time period. The variable is only relevant if there is an observable trend 

in annual effects on ERR. Furthermore, Choi et al. (2011) implies that predictability differs 

between quarters. We control for this effect.  

 

Industry 

Houston et al. (2010) argues that predictability varies between industries - implying that ERR 

could be affected by industry. We control for industry effects by including data on the 

financial, service and manufacturing industry. 

 

Size 

Size is operationalized as the quarterly total assets for each company. Bhusban (1989) shows 

that the size of the company is related to the number of analysts covering the firm. 

Differences in analysts coverage could influence the overall ERR for different companies -

thus we control for this effect. Furthermore, Lindsey and Shrives (2006) argues that there are 

more risk disclosures available for larger companies, which means that smaller companies are 

associated with more uncertainty. Following this reasoning, we control for size since more 

information improves the prerequisite to achieve a diminished ERR (Fu et al., 2012; Bergh & 

Gibbons, 2011). 

Table II. Summary of Variables i 

 

Variable name Variable Type Definition Proxy for

Forecast Error [ERR] Dependent Analysts'  EBIT consensus /
Actual EBIT Predictability

ISS_EG [NO_EG] Test Variable
A dummy that is assigned the value 1 if  ISS_EG, 
and 0 if NO_EG. Information

Industry Control Variable
A dummy that is assigned the value 1 if the 
company belongs to that industry.

Year Control Variable
A dummy that is assigned the value 1 when the 
observation is found during year x.

Quarter Control Variable
A dummy that is assigned the value 1 when the 
observation is found during quarter x.

TOT_ASSETS Control Variable Total quarterly assets. Size
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3.4 Data Collection  

3.4.1 Earnings Guidance Development 

The EG population for H1 includes 262 Swedish firms listed on the Stockholm Stock 

Exchange (Appendix II). Observations are gathered for the period 2005-2014 and include, 

dependent on availability, three quarterly reports and one year-end report for each year for all 

companies. The foundation of this research is constituted by 8,087 quarterly financial reports. 

Moreover, the data collection approach is a product of the pilot study we conducted prior to 

this thesis (Appendix I). We focused on one period, the third quarter report for 2014, and 

gathered data regarding EG, revenue and sector for all companies subject to research in this 

report. We observed a limited tendency to issue EG, which illustrated a need for conducting 

further research on the subject (Appendix I). 

 

Data regarding EG is collected manually from quarterly financial reports via the companies’ 

homepages. We manually review the 8,087 quarterly reports through a content analysis, 

searching for keywords (EG, guidance, outlook, forward-looking statement, estimates, 

prognosis, future etc.) as well as reviewing the CEO comments. We recognize that this 

process of collecting data regarding EG is associated with subjectivity. As shown by the 

listing agreement for the Stockholm Stock Exchange (Stockholmsbörsen, 2003) there is no 

legal obligation to issue EG. Different companies therefore issue EG in different ways and 

discloses information under varied sections in the quarterly report. This increases the 

complexity associated with our process of collecting data since several observations have to 

be weighed and discussed. However, this approach is chosen since no, to us, known database 

can offer an automatic, reliable and more time efficient solution. Moreover, the manual 

research approach is an aspect that separates this thesis from its U.S. counterparts (Houston et 

al., 2010; Choi et al., 2011; Cotter et al., 2006), which use U.S. databases such as First Call. 

3.4.2 Analysts’ Forecasts and Predictability 

The sample of analysts’ forecasts is collected via the Institutional Brokers’ Estimate System 

(IBES) Thomson Reuters database. The time period subject to research is 2005-2010 and data 
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is gathered on a quarterly basis. The reason for the discrepancy in time periods between H1 

and H2 is unavailability of required data. The lack of analysts’ forecast data for the period 

2011-2014 prevents us from coordinating the two time periods. 

 

Table III displays an overview of the requirements for analysts’ forecasts. The initial sample 

includes approximately 109,000 individual forecasts. The final sample consists of 34,752 

individual forecast. Requirement 1 (accessibility) means that we require data on the analysts’ 

quarterly EBIT forecast, the forecast announcement date and the company's reported EBIT. 

Requirement 2 (data requirement) means that analysts’ forecasts need to be issued for at least 

8 different quarters for each company to be included.  

 

Table III. Sample Overview and Requirements i 

 

    

We set the requirements at a low level to maximize the inclusiveness of the sample of 

consensus forecasts. Consequently, if only one individual forecast is issued during the 

observation period, that single forecast constitutes the consensus forecast. If the same analyst 

issues several forecasts during a specific observation period, we only include the most recent 

forecast. We adopt this approach as a means to counteract the possibility of 

overrepresentation of one analyst expectation.  

 

 

 

Requirements

Requirement 1: Accessibility -55 780

N Individual Forecasts

Initial Sample 109 000

Requirement 2: Data requirement -18 468

Final Sample 34 752
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3.5 Tests, Sample Adjustments and Methodology Discussion 

Deflation and Winsorizing 

We deflate the absolute ERR by total assets (TOT_ASSETS), instead of e.g. prior stock price 

(Lys & Soo, 1995), to enable comparisons between companies and financial quarters across 

the whole sample. We use TOT_ASSETS as a scaling tool considering that the measurement 

is quite stable over time and thus suitable for scaling (Arthur et al. 2010). Moreover, as a 

result of scaling the ERR data, we improve homoscedasticity (Arthur et al. 2010).  

 

To limit the extreme and/or incorrect values in our OLS regression model, we treat ERR and 

TOT_ASSETS with winsorizing. This allows us to eliminate outliers whilst maintaining the 

primary data size. Capstaff, Paudyal & Rees (1995), which conducts similar research, set the 

requirement for ERR within 100 percent - meaning that all ERR surmounting 100 percent will 

be replaced with the cut-off value (ibid). However, we set the ERR at 50 percent considering 

that our means of deflating ERR with TOT_ASSETS limits the effects of outliers and 

improves the homoscedasticity. This approach reduces data skewness and gives the adjusted 

ERR a more plausible value. The ERR subject to the cut-off are placed above the 99th 

percentile (1230/1242) and adjusted to 49,1 percent. We observe the increase in randomness 

by visually studying a P-P plot.  

 

We winsorize TOT_ASSETS below the 5th percentile (61/1242), and set the minimum 

observations at 100 million SEK, and above the 95th percentile (1181/1242), and set the 

maximum observations at 37 billion SEK. As a result the homoscedasticity is improved and 

the effects of outliers is reduced. 

 

Despite winsorizing measures, the ERR sample does not show normal distribution 

characteristics. For instance, the ERR data shows high levels of both kurtosis and skewness. 

However, according to the Gauss-Markov theorem (Puntanen & Styan, 1989), the errors do 

not have to be normal for the OLS regression model to be considered BLUE (best linear 

unbiased model). The remaining conditions, following the Gauss-Markov theorem, regarding 

homoscedasticity, linearity, exogeneity and full rank are assumed (ibid.).  
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Mann-Whitney 

Considering that our ERR sample does not show the characteristics of normal distribution, we 

complement our OLS regression model by employing a Mann-Whitney test to test the 

significance of the mean difference between ISS_EG and NO_EG (H2) (Körner & Wahlgren, 

2006). The test is employed since the two samples are independent from each other and that 

the sample is not normally distributed. Moreover, considering that we have two variables 

subject to research (ISS_EG and NO_EG), the Mann-Whitney test is better suited than for 

instance the Kruskal-Wallis test (ibid.). The Mann-Whitney test is presented in Appendix II. 

 

Multicollinearity 

We investigate if the independent variables correlate by conducting a variance inflation factor 

test (VIF). The test shows if there is a risk that the independent variables share the predicting 

power of the dependent variable. The VIF test concludes that all independent variables have a 

value less than four, meaning that multicollinearity is not an issue. The VIF test is presented 

in Appendix II. 

 

Survivorship Bias 

This thesis is subject to a survivorship bias (Elton, Gruber & Blake, 1996) considering that 

only companies that are listed on the Stockholm Stock Exchange at the end of 2014 are 

included in the study. This explains why there are fewer observations at the beginning of the 

time period. However, this is not believed to lead to false conclusions considering that we 

compare changes in tendency for the same companies. This is a suitable approach for 

observing a possible tendency to discontinue EG considering that no trend can be established 

for a company that has been delisted or have filed for bankruptcy. Additionally, we mitigate 

the survivorship bias by combining and reviewing both relative and absolute data.  
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4. Empirical Results 

The first part of this chapter is dedicated to presenting the results regarding the proportion of 

companies that issue earnings guidance on the Stockholm Stock Exchange. It is followed by 

the results on the relationship between earnings guidance and forecast error. Both parts are 

summarized in the context of previous empirical findings.  

4.1 Earning Guidance on the Stockholm Stock Exchange 

We study and document the EG development on the Stockholm Stock Exchange to answer 

H1: The proportion of companies that issue earnings guidance on the Stockholm Stock 

Exchange has declined between 2005 and 2014. In total, we identify 8,087 quarterly financial 

reports from 262 companies listed on the Stockholm Stock Exchange during the time period 

2005-2014. In total, 1,191 (14.7%) of the 8,087 quarterly financial reports contain EG. 

 

Table IV illustrates the annual and quarterly development of EG between 2005 and 2014. As 

shown by the results, there is a tendency to discontinue providing EG on the Stockholm Stock 

Exchange between 2005 and 2014. In 2005, 151 (25.3%) quarterly financial reports contain 

EG as compared to 90 (8.8%) in 2014. Through employing a t-test, it is determined that the 

mean difference between 2005 and 2014 is statistically significant (p<0.01) (Appendix III). 

Therefore, we accept H1. 

 

Table IV. Descriptive Statistics, Earnings Guidance Development i 

 

 

Figure I illustrate the tendency to discontinue providing EG. The dotted line shows the 

fluctuations in EG average between the years. As highlighted by the solid line, EG is most 

frequently issued in the third quarter report and least frequently issued in the year-end report 

 Q total

Q1 36 24,3% 34 22,1% 35 21,1% 28 15,7% 24 12,3% 29 14,0% 33 15,0% 25 10,8% 22 9,2% 23 9,3% 289
Q2 39 26,4% 38 24,5% 34 20,5% 31 17,3% 32 16,3% 30 14,3% 34 15,2% 27 11,6% 22 9,1% 22 8,8% 309
Q3 40 26,7% 41 25,9% 36 21,6% 31 16,9% 29 14,5% 33 15,3% 35 15,5% 31 13,2% 26 10,7% 25 9,6% 327
Q4 36 23,8% 33 20,5% 27 15,9% 22 11,8% 25 12,4% 30 14,0% 28 12,2% 20 8,4% 25 10,3% 20 7,6% 266
Annual total 151 146 132 112 110 122 130 103 95 90 1191

Nr. Observ. 597 628 669 729 794 847 900 937 967 1019 8087
EG (%) 25,3% 23,2% 19,7% 15,4% 13,9% 14,4% 14,4% 11,0% 9,8% 8,8% 14,7%

2011 2012 2013 20142005 2006 2007 2008 2009 2010
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(Q4). Furthermore, the tendency to discontinue providing EG has been on going, with the 

exception of 2010 and 2011, and appears to be continuing (Figure I).  

 

Figure I. Earnings Guidance Development  i 

 

4.1.2 Earnings Guidance - Industry and Sector 

As shown by Table V, the tendency to issue EG during the time period differs between 

industries and sectors. EG is most frequently issued in the basic industry and least frequently 

issued in the trade industry. More specifically, the number of EG observations in the basic 

industry is 499, which represents 42 percent of all EG observations. Meanwhile, the basic 

industry represents 50 percent of all companies subject to research. The number of EG 

observations in the trade industry is 150 (13%). The trade industry represents 10 percent of 

all companies subject to research. 

 

In relative terms, the service industry is most inclined to issue EG. The aggregated number of 

EG observations in the service industry equals 389 (33%), whilst representing 24 percent of 

the companies. Furthermore, Table V shows that 26 companies (42%) in the service industry 

have issued EG at least once during the period. The respective number for the financial 

industry is 12 (29%).  
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The tendency also differs between sectors (Table V). The other services sector is most 

inclined to issue EG. The aggregated number of EG observations in the other services sector 

is 227 (19%), whilst representing 13 percent of the companies. In contrast, the industrial 

conglomerates sector is least inclined to issue EG (0). In general, there are large deviations in 

both EG observations and number of issuing companies between the different sectors (Table 

V).  

 

Table V. Earnings Guidance – Industry and Sector i 

 

 

Table VI shows the difference in EG, industry and sector for the two years 2005 and 2014 

(including four quarters for each year). This provides contextualization to the EG 

development. The largest deviation in EG observations is observed in the basic industry. In 

Nr of firms %
Companies issuing 

EG / sector
% EG observations %

Basic industries
Industrial conglomerates 5 2% 0 0% 0 0%
Industry-oriented prod. 40 15% 17 43% 179 15%
Consumer-oriented prod. 14 5% 4 29% 38 3%
Product development 6 2% 2 33% 14 1%
Commodities 23 9% 7 30% 49 4%
Pharmaceutical and biot. 28 11% 7 25% 129 11%
Chemicals 2 1% 2 100% 6 1%
Construction 7 3% 1 14% 12 1%
Other basic industry firms 7 3% 5 71% 72 6%
Total 132 50% 45 34% 499 42%
Trade
Industrial trade 7 3% 1 14% 29 2%
Consumer goods 19 7% 9 47% 121 10%
Total 26 10% 10 38% 150 13%
Services
Consulting 6 2% 1 17% 2 0%
IT-services 19 7% 7 37% 128 11%
Transport 3 1% 2 67% 32 3%
Other services 34 13% 16 47% 227 19%
Total 62 24% 26 42% 389 33%
Financials
Investments 15 6% 1 7% 7 1%
Bank and insurance 5 2% 1 20% 1 0%
Other financials 2 1% 1 50% 6 1%
Real-estate 20 8% 9 45% 139 12%
Total 42 16% 12 29% 153 13%

Total 262 93 1191
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2005, we observe 79 EG observations in the basic industry, representing 52 percent of all 

observations. In 2014, the corresponding number is 34 (38%). Meanwhile, all industries 

experience a decrease in the number of EG observations. The overall decrease in the number 

of EG observations from 151 to 90 should be considered in a context where the number of 

companies subject to research has increased with 77 percent between 2005 and 2014.  

  

The industry-oriented production sector has experienced the largest decline in inclination to 

issue EG (Table VI). For instance, 14 companies (58%) in the industry-oriented production 

sector issue EG in 2005 whilst 4 companies (10%) issue EG in 2014. In general, the tendency 

to discontinue EG is observed in the majority of all sectors but is primarily apparent in the 

industry-oriented production sector and the other services sector. 

 

Table VI. Earnings Guidance – Industry and Sector (2005 and 2014) i 

 

 

[2005] [2014]

Nr. Firms %
Company EG/

sector %
EG obser.
per sector % Nr. Firms %

Company EG/
sector %

EG obser.
per sector %

Basic Industries
Industrial conglomerats 3 2% 0 0% 0 0% 5 2% 0 0% 0 0%
Industry-oriented prod. 24 16% 14 58% 35 23% 40 15% 4 10% 12 13%
Consumer-oriented prod. 7 5% 2 29% 8 5% 14 5% 0 0% 0 0%
Product development 2 1% 0 0% 0 0% 6 2% 1 17% 2 2%
Commodities 9 6% 5 56% 15 10% 23 9% 1 4% 4 4%
Pharmaceutical and bio. 14 9% 5 36% 17 11% 28 11% 3 11% 9 10%
Chemicals 2 1% 0 0% 0 0% 2 1% 0 0% 0 0%
Construction 5 3% 1 20% 2 1% 7 3% 0 0% 0 0%
Other basic industry 2 1% 1 50% 2 1% 7 3% 3 43% 7 8%
Total 68 46% 28 41% 79 52% 132 50% 12 9% 34 38%
Trade
Industrial trade 6 4% 1 17% 4 3% 7 3% 1 14% 2 2%
Consumer goods 11 7% 2 18% 8 5% 19 7% 3 16% 6 7%
Total 17 11% 3 18% 12 8% 26 10% 4 15% 8 9%
Services
Consulting 6 4% 0 0% 0 0% 6 2% 0 0% 0 0%
IT-services 12 8% 4 33% 16 11% 19 7% 3 16% 11 12%
Transport 2 1% 1 50% 4 3% 3 1% 1 33% 1 1%
Other services 17 11% 9 53% 25 17% 34 13% 5 15% 23 26%
Total 37 25% 14 38% 45 30% 62 24% 9 15% 35 39%
Financials
Investments 10 7% 0 0% 0 0% 15 6% 0 0% 0 0%
Bank and insurance 4 3% 0 0% 0 0% 5 2% 0 0% 0 0%
Other financials 2 1% 0 0% 0 0% 2 1% 0 0% 0 0%
Real-estate 10 7% 6 60% 15 10% 20 8% 4 20% 13 14%
Total 26 18% 6 23% 15 10% 42 16% 4 10% 13 14%

Total 148 51 34% 151 262 29 11% 90
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4.1.3 A Tendency to Discard Earnings Guidance 

Our results show that the proportion of companies that issue EG has declined during the time 

period 2005-2014. We observe a tendency on the Stockholm Stock Exchange to discontinue 

providing EG, in accordance with Hu et al. (2014), Chen et al. (2011) and Hsieh et al. (2006). 

Figure I shows a general reduction in providing EG over the time period. However, the trend 

of discontinued issuance of EG subsides during the most recent financial crisis (Figure I). The 

findings do not support the claims as made by Choi et al. (2011) and Rogers et al. (2009) that 

EG is primarily discarded when uncertainty increases. As illustrated by Figure I, EG is 

discontinued to a larger extent preceding and following the financial crisis as opposed to 

during. 

 

Whilst opposing the claims that EG is discontinued when uncertainty increases (Choi et al., 

2011; Rogers et al., 2009), the findings do however support the assertion that companies issue 

EG to manage expectations (Kasznik and Lev, 1995; Anilowski et al., 2007; Beccalli et al., 

2015). As illustrated by Beccalli et al. (2015), the need for managed and downward guided 

expectations increases when uncertainty prevails. Furthermore, Beccalli et al. (2015) claims 

that companies are rewarded with a conception of high predictability if expectations are met 

during a financial crisis. Therefore, to maintain and/or increase the perception of 

predictability (Houston et al. 2010; Beccalli et al. 2015), companies issue EG during 

increased uncertainty. This reasoning is supported by our findings.  

 

Our results also show that the tendency to issue EG, and to discontinue providing EG, differs 

between industries and sectors. Houston et al. (2010) supports this result and finds that 

companies are influenced by its sectorial and industrial peers. For instance, Houston et al. 

(2010) finds that companies discontinue providing EG when the EG frequency amongst its 

industry peers diminishes. This result also finds support in institutional theory (Kondra & 

Hinings, 1998). Another possible explanation, which is supported by Choi et al. (2011) and 

Hu et al. (2014), is that certain sectors are more predictable. Therefore, different levels of 

uncertainty entails a varied approach and inclination to issue EG between industries and 

sectors.  
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4.2 Earnings Guidance and Forecast Error 

We study the relationship between EG and ERR on the Stockholm Stock Exchange to answer 

H2: Companies that issue EG experience decreased forecast errors. Out of the total sample of 

1,242 financial reports subject to research, 194 (15.6%) contain EG.  

 

Table VII displays the descriptive statistics and correlations for the variables used to answer 

H2. The average ERR is 4.1 percent and median ERR is 1.5 percent - with a maximum and 

minimum ERR of 49.1 percent and 0 percent. Our dependent variable, ERR, is negatively 

correlated with EG and significant at the highest level (-0.105)(p<0.01). The results indicate 

that there is a negative relationship between EG and ERR. Moreover, ERR is also negatively 

correlated with TOT_ASSETS (-0.158) and significant at the highest level (p<0.01). This 

indicates that higher value of assets are associated with lower ERR. ERR is positively 

correlated with SEC_SERV (0.195), indicating a high ERR in the services sector, and 

negatively correlated with SEC_MANU (-0.093) and SEC_FIN (-0.120). Moreover, Q1 (-

0.055), Q2 (-0.040) and Q3 (-0.057)(p<0.05) are negatively correlated with ERR whilst Q4 

(0.148)(p<0.05) is positively correlated with ERR.  

 

Table VII. Pearson Correlations and Descriptive Statistics i 

 

 

ERR EG SEC_SERV SEC_FIN SEC_MANU Q1 Q2 Q3 Q4 TOT_ASSETS

ERR 1 -,105** ,195** -,120** -,093** -,055 -,040 -,057* ,148** -,158**

EG -,105** 1 -,193** ,008 ,165** -,022 -,027 -,003 ,051 -,035

SEC_SERV ,195** -,193** 1 -,194** -,758** -,002 -,003 -,002 ,006 -,273**

SEC_FIN -,120** ,008 -,194** 1 -,494** -,007 -,004 ,003 ,007 -,027

SEC_MANU -,093** ,165** -,758** -,494** 1 ,006 ,004 -,001 -,009 ,260**

Q1 -,055 -,022 -,002 -,007 ,006 1 -,312** -,318** -,319** -,002

Q2 -,040 -,027 -,003 -,004 ,004 -,312** 1 -,347** -,348** ,005

Q3 -,057* -,003 -,002 ,003 -,001 -,318** -,347** 1 -,354** ,000

Q4 ,148** ,051 ,006 ,007 -,009 -,319** -,348** -,354** 1 -,003

TOT_ASSETS -,158** -,035 -,273** -,027 ,260** -,002 ,005 ,000 -,003 1

Mean 0,041 ,156 0,23 ,112 0,658 ,222 ,255 ,261 ,262 6061

Standard deviation ,079493 ,3632 ,4208 ,3164 ,4746 ,4159 ,4357 ,4393 ,4402 9282

Minimum 0 ,000 ,000 ,000 ,000 ,000 ,000 ,000 ,000 100

Maximum 0,491 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 37000

N 1242 1242 1242 1242 1242 1242 1242 1242 1242 1242

**. Significant at the 0.01 level (2-tailed).

*. Significant at the 0.05 level (2-tailed).
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Table VIII shows a statistically significant difference in mean and median ERR between 

companies that issue EG (ISS_EG) and companies that do not (NO_EG). The mean ERR for 

ISS_EG and NO_EG is 2.2 percent and 4.6 percent, which equals a difference of 2.4 

percentage points (Panel A). Furthermore, the median ERR for ISS_EG and NO_EG is 0.8 

percent and 1.7 percent, which equals a difference of 0.9 percentage points. The differences 

are significant at highest level (p<0.01). Table VIII also shows how the ability to meet the 

analysts’ forecasts differs between ISS_EG and NO_EG (Panel B). For instance, 9.3 percent 

of ISS_EG have no ERR, whilst the corresponding number for NO_EG is 4.3 percent. The 

findings indicate that the forecast errors are lower for ISS_EG compared to NO_EG. 

 

Table VIII. Descriptive Statistics ISS_EG and NO_EG i 

 

The results from the OLS regression model are displayed in Table IX. We control for 

quarterly and industry effects through the usage of dummy variables. We do not include the 

dummy for annual effects since there are no observable trends. The significance value (F = 

17.176) and the P value (p<0.01) indicate that the regression model is significant (Appendix 

III). The adjusted R2 value is 0.084. Moreover, the negative value of the EG coefficient shows 

that EG negatively and significantly affects ERR by -0.020 (2%) (p<0.01). More specifically, 

companies that issue EG experience lower forecast errors. This supports the results from the 

correlation analysis. Moreover, the results regarding quarterly effects and industry effects are 

aligned with the results from the correlation analysis. However, we do not observe any effects 

from TOT_ASSETS. In conclusion, although the results are moderate, we accept H2.  

Difference

Panel A

Mean ERR 2,4***

Median ERR 0,9***

Mean TOT_ASSETS 894***

Median TOT_ASSETS 2675***

General characteristics N % N % Difference

Panel B

ERR = 0% 18 9,3% 45 4,3% 5,0%

ERR = 0-1% 106 54,6% 396 37,8% 16,9%

ERR = 0-5% 171 88,1% 819 78,1% 10,0%

*** significant at the 0,001 level.

5303 6197

4600 1925

ISS_EG NO_EG

2,2 4,6

0,8 1,7
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Table IX. Regression Analysis  i 

 

4.2.2 The Relationship Between Earnings Guidance and Forecast Error  

The results indicate that earnings guidance is negatively related to forecast error, or in other 

words, that earnings guidance is positively related to predictability. Our findings are in 

alignment with Matsumoto (2002), Choi et al. (2011), Beccalli et al. (2015) and Anilowski et 

al. (2007), which find that EG increases the predictability surrounding the reported earnings. 

However, we cannot determine causality as to why the predictability is increased. One 

possible explanation, as asserted by Choi et al. (2011), Anilowski et al. (2007) and Cotter et 

al. (2006), is that predictability is increased since the analysts’ forecasts are revised in 

accordance with EG. Libby et al. (2006) supports this argumentation and claims that analysts 

adjust the forecast in direct response to the issued EG. This relates to Cotter et al. (2006), 

which states that analysts issue more meetable and beatable forecasts for companies that issue 

EG.  

 

Another explanation for the increased predictability could be the tendency, as described by 

Lansford et al. (2013) and Choi et al. (2011), for managers to engage in earnings management 

following the issued EG. Thus, predictability is increased since managers take measures to 

reduce the discrepancy between reported earnings and analysts’ consensus. This is also 

(Constant) 0,040*** (7,546)
EG -0,020*** (-3,336)
SEC_SERV 0,022*** (4,097)
SEC_FIN -0,024*** (-3,554)
Q2 -0,028*** (-4,469)
Q3 -0,030*** (-4,785)
Q4 0,028*** (4,644)
TOT_ASSETS 0,000*** (-4,599)
N 1242
F 17,176
Adj. R2 0,084
*p<0,10; **p<0,05; ***p<0,01 (2-tailed).
(T-statistic in parentheses)

Model 1
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substantiated by the fact, as explained by Cotter et al. (2006) and Anilowski et al. (2007), that 

managers that discard EG do not engage in earnings management. 

 

The observed differences between the financial industry (-0.024) and service industry (0.022) 

in regards to ERR find support in theory. According to Brouthers et al. (2002) and Allee et al. 

(2014), different industries are subject to different levels of uncertainty. Considering that the 

service industry is positively related to ERR – indicating low predictability – and that the 

financial industry is negatively related to ERR, the results indicate that uncertainty is higher 

in the former.  
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5. Discussion 

In this chapter we intertwine the findings and analyses from our result in a broader 

discussion. The findings are discussed and reflected upon with support from our theoretical 

framework.  

 

The efficient market hypothesis, as established by Fama (1970), argues that a market is 

inefficient when prices do not reflect all available information. The asymmetric relationship 

between company and investors, as described by agency theory (Jensen & Meckling, 1976), 

illustrates and contextualizes this market inefficiency. Forward-looking information, which 

aligns the interest of the company with its investors, is therefore believed to mitigate the 

asymmetric relationship and improve the market efficiency (Peters, 1996). Additional 

forward-looking information moves the market closer to efficiency since it removes biased 

estimations.  
 

Signalling theory is addressing information asymmetry by highlighting the value of providing 

additional information to the market (Spence, 1973; Morris, 1987). Signals are beneficial for 

the market since they reduce the uncertainty associated with predicting future earnings (Choi 

et al., 2011). Our results add to this theoretical reasoning by indicating that earnings guidance 

(EG), the most common means of disclosing forward-looking information, is associated with 

higher predictability. The findings further support the claim, as offered by Choi et al. (2011), 

Healy and Palepu (2001) and Morris (1987), that EG is a way to signal and reduce the 

inherent information asymmetry in the market. More specifically, EG assists the market by 

signalling the predicted future earnings (Leuz & Verrecchia, 2000).  
 

As presented by Beccalli et al. (2015), the discrepancy between analysts’ consensus and 

reported earnings increases during a financial crisis. Beccalli et al. (2015) also shows that 

companies are rewarded with a conception of increased predictability and credibility if the 

issued EG reduces uncertainty during the financial crisis. Our results indicate, in alignment 

with Beccalli et al. (2015) and Peters (1996), that companies recognize the value of EG 

during uncertain times. Furthermore, the findings on the EG development on the Stockholm 

Stock Exchange show that the tendency to discontinue providing EG is subsiding during the 
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most recent financial crisis (Figure I). It also displays that the trend to discontinue providing 

EG continues in the aftermath of the crisis. The findings suggest that companies, to some 

extent, regard EG as a means to communicate and mitigate the asymmetric relationship 

between companies and the capital market. This reasoning is also supported by Choi et al. 

(2011), which claims that companies issue EG to manage expectations. As illustrated by 

Beccalli et al. (2015), forecasts are more misaligned with reported earnings during a financial 

crisis - indicating an increased need for managing expectations.  
 

The observable difference in the tendency to issue EG between industries and sectors, as well 

as the different levels of predictability (ERR), could be explained by the indication that 

companies adjust to uncertainty. Illustrations of this phenomenon are observed when 

comparing the industries’ inclination to issue EG and the effects on ERR. For instance, our 

results shows that the service sector has the highest inclination to issue EG whilst being the 

sole industry that has a positive effect on ERR (Table V). The results indicate that companies 

in the service industry respond to high levels of uncertainty and information asymmetry by 

issuing EG. Brouthers et al. (2002) and Allee et al. (2014) supports this reasoning and finds 

that different industries and sectors are associated with different levels of uncertainty. This 

could entail that the differences in tendency to issue EG is derived from the variations in 

uncertainty. Deriving from Beccalli et al. (2015), we argue that an overall inclination to issue 

EG in a sector or industry could signal that the level of uncertainty and information 

asymmetry is high.  
 

It should be noted that this research does not conclude that EG is a viable tool for increasing 

predictability but instead an indicator of it. This reasoning derives from an inability to 

determine causality. Whilst the results suggest that EG is a means to increase predictability, 

whether as a result of revised forecasts or earnings management, we should not disregard the 

assumption that EG is issued by companies that are already predictable. More specifically, the 

decreased discrepancy between analysts’ consensus and reported earnings might not be the 

result of issued EG but instead a product of already high predictability. This could also imply 

that EG is not a means to decrease discrepancy for a company that is inherently unpredictable. 

However, regardless of causality, the results from this thesis indicate that EG is a means to 

increase predictability and reduce information asymmetry. If in fact EG does not increase 
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predictability, thereby contradicting several findings (Choi et al., 2011; Lansford et al., 2013; 

Houston et al., 2010; Anilowski et al., 2007; Cotter et al., 2006), the actual issuance of EG 

will signal that a company is predictable (Spence, 1973; Morris, 1987). Consequently, not 

issuing EG will signal that a company’s future earnings is affected by too much uncertainty to 

merit an issued prediction.  
 

In summary, we observe that there is a tendency to discontinue providing EG on the 

Stockholm Stock Exchange. The results also indicate, whilst moderate, that earnings guidance 

is positively related to predictability. In theory, this is a concerning development considering 

that information asymmetry and market inefficiencies increase as companies continue to stop 

issuing EG.  
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6. Conclusion 

In the following chapter we present our conclusions as well as answer the aim of the thesis. 

We also state suggestions for future research and discuss the limitations of our thesis. 

 

This thesis set out to enhance the understanding of earnings guidance in a new contextualized 

setting, i.e. on the Stockholm Stock Exchange. The aim was to document the earnings 

guidance phenomenon on the Stockholm Stock Exchange and to investigate the relationship 

between earnings guidance and predictability. This thesis is generally rooted in the efficient 

market hypothesis and in agency theory. Following a combined exploratory and deductive 

approach, we constructed two hypotheses. We expected a decline in the proportion of 

companies that issue earnings guidance on the Stockholm Stock Exchange during the time 

period 2005-2014. We also expected companies that issue earnings guidance to experience 

lower forecast errors.  
 

The results show that the proportion of companies that issue earnings guidance on the 

Stockholm Stock Exchange has diminished between 2005 and 2014. This development 

follows the documented trend in the U.S. to discontinue providing earnings guidance. More 

specifically, the drop in EG frequency between 2005 and 2014 equals 16.5 percentage points. 

We also observe differences between sectors and industries in inclination to issue earnings 

guidance. Following this reasoning, we accept H1. Regarding earnings guidance and forecast 

errors, we find, whilst moderate, that earnings guidance is negatively related to forecast 

errors. We moderately accept H2.  
 

Our findings have implications for companies, analysts, investors and academics since we 

extend the limited understanding of the earnings guidance phenomenon on the Stockholm 

Stock Exchange. Moreover, we extend understanding regarding the relationship between 

earnings guidance and predictability. Following the results of our thesis, we conclude that 

earnings guidance is a diminishing but still relevant phenomenon on the Stockholm Stock 

Exchange.  
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Future Research 

Considering the lack of research on earnings guidance in a Swedish context, we want to 

emphasise the importance of continued research on the subject. Furthermore, additional 

research should focus on determining why earnings guidance positively influences 

predictability. Is the increased predictability in fact a product of earnings management or can 

it be attributed to revised analysts’ forecasts?  
 

Moreover, future research should extend the understanding of how analysts use earnings 

guidance in forecasting future earnings. Whilst this thesis finds support for the rational 

expectations hypothesis, following an inability to determine causality it cannot validate its 

relevance. Both quantitative and qualitative research would add interesting and relevant 

insight to the rational expectations hypothesis. Additionally, research in the U.S. has focused 

on possible effects earnings guidance might have on stock volatility and cost of capital. 

However, the research is inconclusive and can perhaps not be translated to a Swedish context. 

This research would scrutinize these alleged positive effects of earnings guidance.  

 

Additionally, future research should differentiate the earnings guidance concept by looking at 

quantitative and qualitative EG. This is a common approach in U.S. research and would add 

insight and contextualization to the concept. For instance, it is rational to assume that 

different categories of EG would have different relationships to forecast errors.  
 

Limitations  

Considering that the explanatory power of the regression model is moderate, there are other 

variables that are currently unaccounted for that will influence the relationship. For instance, 

we argue that a growth variable should be included as a control variable in future research. 

Growth would be an interesting variable to incorporate to the model since growth probably 

affects fluctuations in ERR.  
 

Furthermore, as our thesis focuses on measuring the benefits of providing earnings guidance 

we do not measure the possible associated costs. The possible costs could be attributed to 

neglecting long-term growth, earnings management as well as the cost of resources utilized 

for providing or revising earnings guidance.  
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Appendix I. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 Sample <1 000 MSEK 1 000 - 15 000 MSEK >15 000 MSEK Manufacturing Services Financials

Nr. of companies not issuing EG 234 106 100 33 139 70 50

Nr. of companies issuing EG 25 4 12 9 11 10 4

Companies issuing EG (%) 10,7% 3,8% 12,0% 27,3% 7,9% 14,3% 8,0%

[Revenue] [Sector]

Earnings Guidance Pilot Study Q3 2014
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Appendix II. 
Mann-Whitney 

 
 

 
 
Multicollinarity 
 

 
 
 
 
 
 
 
 
 
 
 
 

N Mean Rank Sum of Ranks
,0 1048 645,83 676831,50

1,0 194 490,06 95071,50

Total 1242

Ranks

Guidance
ERR

ERR
Mann-Whitney U 76156,500

Wilcoxon W 95071,500

Z -5,557

Asymp. Sig. (2-tailed) ,000

a. Grouping Variable: Guidance

Test Statisticsa

Tolerance VIF

(Constant)

EG ,950 1,053

Services ,844 1,184

Financials ,954 1,048

Q2 ,625 1,599

Q3 ,622 1,607

Q4 ,621 1,611

TOT_ASSETS ,911 1,098
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Appendix III. 
T-test 
 

 
 

 
 
 
Regression model 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

N Mean Std. Deviation Std. Error Mean
2005 595 ,252 ,4346 ,0178
2014 1019 ,088 ,2839 ,0089

Lower Upper
2005 14,150 594 ,000 ,2521 ,217 ,287

2014 9,931 1018 ,000 ,0883 ,071 ,106

Test Value = 0

t df Sig. (2-tailed) Mean Difference
95% Confidence Interval of the Difference

R R Square Adjusted R Square
Std. Error of the 

Estimate Durbin-Watson

,298a ,089 ,084 ,076119 1,187

Model Summary
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Appendix IV.  
Companies included 
AAK, ABB, Acando, Active Biotech, Addnode Group, Addtech, Aerocrine, Africa Oil, Alfa Laval, Allenex, 

AllTele, Anoto Group, Arcam, Arctic Paper, Arise, Aspiro, Assa Abloy, Astra Zeneca, Atlas Copco, Atrium 

Ljungberg, Autoliv, Avanza Bank, Avega Group, Axfood, Axis, B&B Tools, Bactiguard, BE Group, Beijer 

Alma, Beijer Electronics, Beijer Ref, Beijer Timber, Besqab, Betsson, Bilia, BillerudKornäs, BioGaia, 

BioInvent, Biotage, Björn Borg, Black Earth, BlackPearl, Boliden, Bong, Boule Diagnostics, BTS Group, Bufab 

Holding, Bure Equity, Byggman Group, Castellum, Catena, Cavotec, CDON Group, CellaVision, Cision, Clas 

Ohlson, Cloetta, Com Hem Holding, Concentric, Concordia Maritime, Consilium, Corem Properties, Creades, 

CTT Systems, Cybercom Group, Dedicare, DGC One, Diös Fastigheter, DORO, Duni, Duroc, East Capital 

Explorers, Elanders, Electra Group, Electrolux, Elekta, Elos, Endomines, Enea, Eniro, Episurf, Ericsson, Etrion, 

eWork, Fabege, Fagerhult, Fast Partner, Fastigheter Balder, Feelgood, Fenix Outdoor, Fingerprint Cards, 

FinnvedenBulten, FormPipe, G5 Entertainment, Getinge, Geveko, Global Health Partners, Gränges, Gunnebo, 

Haldex, Havsfrun, HEBA, Hemfosa Fastigheter, Hemtex, Hennes & Mauritz, Hexagon, Hexpol, HiQ, HMS 

Networks, Holmen, Hufvudstaden, I.A.R. Systems, IFS World, Industrivärden, Indutrade, Intellecta, Intrum 

Justitia, Investor, Inwido, ITAB Shop, JM, Kabe, KappAhl, Karo Bio, Karolinska Development, Kinnevik, 

Klövern, Knowit, Kungsleden, Lagercrantz, Lammhults, Latour, Lindab, Loomis, Lucara Diamond, 

Lundbergföretagen, Lundin Mining, Lundin Petroleum, Malmborgs, Meda, Medivir, Mekonomen, Melker 

Schörling, Micro Systems, Midsona, Midsona, Midway, Millicom, Moberg Pharma, MTG, MQ Holding, MSC 

Konsult, MultiQ, Mycronic, NAXS, NCC, Nederman, Net Entertainment, Net Insight, NeuroVive, New Wave, 

NGEx Resources, NIBE, Nobia, Nolato, Nordea Bank, Nordic Mines, Nordic Service Partners, Nordnet, Note, 

Novestra, Novotek, Oasmia Pharmaceuticals, Odd Molly, OEM Industrial, Opcon, Opus Group, Orexo, 

Oriflame, Ortrivus, PA Resources, PartnerTech, Peab, Platzer Fastigheter, Poolia, Precise Biometrics, Prevas, 

Price, Proact IT, Probi, Proffice, Profilgruppen, Ratos, RaySearch, ReadSoft, Recipharm, Rederi, Rejlers, 

Rezidor, RNB, Rottneros, Rörvik Timber, SAAB, Sagax, Sandvik, Sanitec, SAS, SCA, Scandi Standard, 

Seamless, SEB, Sectra, Securitas, Semafo, Sensys Traffic, Shelton Petroleum, SinterCast, Skanska, SKF, 

SkiStar, Sobi, Softtronic, SSAB, Stockwik, Stora Enso, Studsvik, Svenska Handelsbanken, Svedbergs, Svolder, 

Sweco, Swedbank, Swedish Match, Swedol, Systemair, Tele2, TeliaSonera, Tethys Oil, Tieto, Traction, 

TradeDoubler, Transcom, Transmode, Trelleborg, Tribona, Trigon Agri, Unibet Group, Uniflex, VBG Group, 

Venue, Victoria Park, Vitec Software, Vitrolife, Volvo, Vostok Nafta, Wallenstam, Wihlborgs, XANO, ÅF, 

Öresund. 

 


