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Uses of annual fiscal year consensus estimates are widely researched and used in many
investment processes. Much less time and effort has been devoted to studying the uses of
consensus growth rates, yet “growth” is what most investors are seeking.

This research project explores the accuracy and use of growth rates and changes in
growth rates as sources of relative performance. The findings are:

1) The median absolute deviation between the forecast 5 year consensus growth and
the subsequent 5 year actual growth is 10%. There is a .08 correlation between forecast
and actual growth rates. This is significantly better than using historical growth rates as a

proxy.

2) The accuracy varies significantly according to stock characteristics: bigger,
more widely covered stocks with average valuations, stable historic earnings and a
narrow dispersion of forecasts have a median absolute deviation of 5%.

3) High forecast growth names outperform at a 3 month time horizon, but
underperform over a 5 year period.

4) Growth forecasts are best used in combination with valuation — high forecast
growth combined with high valuations (Perhaps a market confirmation of the growth
story) is the best performing group over 3 month and 5 year horizons.

5) High actual growth is what the market “pays” for — the high growth companies
outperform the low growth companies by almost 25% per year. This is particularly true
in the high forecast growth area, where the spread is over 36% per year.

6) Revisions in growth rates are auto-correlated — a revision last month ups the
chances of a revision this month: 12% to 18% for positive revisions; 16% to 25% for
downward revisions.

7) Companies with positive revisions to their long-term growth rates outperform
those with negative revisions, especially when the growth rate is high.

8) A simple look at aggregate growth rate revision data as a tool for timing growth
versus value shows little promise.

9) The deterioration of “Value” as a stock selection factor has been in the high
forecast growth segment of the market.
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