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Affiliated and Unaffiliated Analysts’ Recommendation Performance for IPO Firms

Abstract
We examine whether unaffiliated financial analysts’ Buy recommendations after IPOs earn
higher returns than those of affiliated analysts during the 1994-2001 time period, when analysts
working at investment banks are alleged to have been influenced by conflicts of interest. We
extend the work of Michaely and Womack (1999), who studied 1990-1991 IPOs. While we
confirm their result that investors tend to discount the recommendations of affiliated analysts, we
do not find unaffiliated analyst recommendations earning higher abnormal buy-and-hold returns
than recommendations from affiliated analysts at intervals of three, six or twelve months after
the recommendation. Rather, our results show that the results vary considerably from year to
year, with no evident time trend. Overall, we find that affiliated recommendations do not
discriminate between good and bad IPO stocks, but unaffiliated recommendations generally
arrive too late to provide useful trading advice.
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1. Introduction
In recent years, regulators, investors and the media have raised concerns that analysts
issued optimistically biased recommendations to maintain investment banking ties between
analysts’ employers and the companies that analysts cover.1 While the anecdotal evidence is
compelling that investment banking ties have influenced analysts’ research in recent years, we
aim to explore the pervasiveness and nature of its influence on the returns earned by investors in
IPOs over the 1994-2001 period. We find that investors did not generally earn lower returns
following affiliated analysts' recommendations for IPO companies than they did following
unaffiliated analysts' recommendations. We find that the difference in post-recommendation
returns varies substantially from year to year, without any obvious trend, lending no empirical
support to the notion that widespread investment-banking-related conflicts of interest cost
investors substantial sums, evaluated against the benchmark of unaffiliated recommendations.
The concern that investment banking ties could taint analysts’ research has led to
significant regulatory changes, including changes in New York Stock Exchange Rule 472 and
NASDAQ Rule 2711. The revised rules aim to eliminate the influence of those involved in
investment banking over research analysts, by prohibiting supervision or control of research
analysts by any personnel engaged in investment banking activities, by prohibiting research
analysts in efforts to solicit investment banking, and by requiring review of research analysts’
compensation at least annually by a committee that has no representation of those involved in
investment banking. (NYSE, 2003) In addition, the SEC, NYSE and NASD and the New York
Attorney General reached a global research analyst settlement with ten Wall Street firms in the
amount of $1.4 billion for failing to ensure that the research they provided their customers was
1

Financial press articles include Siconolfi (1992), Siconolfi (1995a), Siconolfi (1995b), and more recently,
Feldman and Caplin (2002), Byrne (2002a), Byrne (2002b), Gasparino (2002) and Morgenson (2002). See also
speeches by Eliot Spitzer (2002) and Alan Greenspan (2002).
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independent and unbiased. The settlement requires that firms separate research from investment
banking, including physical separation, completely separate reporting lines, separate legal and
compliance staffs, and separate budgeting processes. The firms will retain an Independent
Monitor who is acceptable to the SEC to review the firms’ compliance with the structural
reforms. (Donaldson, 2003)
In light of the sweeping changes in regulation of analyst research in response to
allegations of abuse in recent years, we believe it is useful to assess how the findings of
academic research might differ for the 1994-2001 period relative to the earlier sample periods
studied. Prior research by Dugar and Nathan (1995), Lin and McNichols (1998), Dechow,
Hutton and Sloan (2000) and Michaely and Womack (1999) has documented systematic
differences between the reports issued by analysts with and without investment banking ties to
the companies they cover. These studies consistently find that analysts who serve as lead or counderwriter of an equity offering issue more optimistic earnings growth forecasts and more
favorable recommendations than unaffiliated analysts.2
Prior results concerning the implications of affiliated analysts’ optimism for investors’
returns are less consistent. Michaely and Womack (1999), hereafter MW, find that the returns
earned following lead analysts’ Buy recommendations for a sample of companies going public in
1990 and 1991 are significantly lower than those earned following non-lead analysts’ Buy
recommendations. Dechow, Hutton and Sloan (2000) find more pronounced post-offering
underperformance for firms with the highest growth forecasts made by lead analysts, for their
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These studies are less consistent in finding that analysts’ earnings forecasts differ, with Lin and McNichols (1998)
finding no significant differences for one-year and two-year ahead forecasts, but Dugar and Nathan (1995) finding
greater optimism for one-year ahead forecasts. In contemporaneous research, Bradshaw, Richardson and Sloan
(2004) find no difference between affiliated and non-affiliated investment bank recommendations after a corporate
financing event, while we find differences. As we discuss in section 2, we attribute the difference in results to their
measuring analyst recommendations later, relative to the offering, than we do.
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sample of IPO and SEO firms in the 1981-1990 period. Dugar and Nathan (1995) find no
difference in the returns earned by following the investment recommendations of investment
banker analysts and non-investment banker analysts for the 1983-1988 sample period. Lin and
McNichols (1998) find no difference in the returns earned following affiliated and unaffiliated
analysts’ Buy or Strong Buy recommendations after seasoned equity offerings from 1989-1994.
An open question regarding these different return results is whether they are due to differences in
the time periods studied, differences in the offering studied (IPO vs. SEO), differences in the
data on analysts’ recommendations or forecasts, or differences in the definition of affiliation.
The aim of this study is to examine recent evidence concerning whether the returns to
following unaffiliated analysts’ recommendations exceed those associated with following
affiliated analysts’ recommendations. If affiliated analysts systematically bias their
recommendations and investors do not correctly discount this bias, then we expect the returns to
following unaffiliated analysts’ recommendations to be significantly greater. On the other hand,
if affiliated recommendations are not systematically biased relative to unaffiliated
recommendations, or if investors undo the bias in affiliated analysts’ recommendations, we
expect returns to affiliated recommendations to be similar to those from following unaffiliated
recommendations.
Our study most closely follows MW in design, both because these are the canonical
results in this literature, and because we wish to study, as they did, the consequences for
investors of following affiliated versus unaffiliated analysts’ advice. Their study examines the
return behavior associated with Buy recommendations for a sample of 200 IPOs occurring in
1990 and 1991. Similar to their study, our recommendations data come from First Call.
Although we have the advantage of more extensive data, in terms of the numbers of years,
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analysts and offerings than MW had available, the First Call database currently available for
academic subscription begins in 1994, so it is not feasible for us to include MW’s sample period.
MW conclude that the recommendations by underwriter analysts show significant
evidence of bias. They also conclude that the market does not recognize the full extent of this
bias, because they find a significantly negative mean difference between post-recommendation
returns to the lead underwriter’s Buy recommendations and those of non-lead analysts. They
state:
For “buy” recommendations, the performance of the two groups diverges immediately.
The price impact difference after three months is 8.9 percentage points, with a t-statistic
of 2.43. This divergence continues for a year, with non-underwriter recommendations
outperforming underwriters’ by an average 18.4 percentage points after one year (tstatistic = 2.29). The median one-year size-adjusted returns are 3.5% versus 11 .6% for
a 15.1 percentage point difference.

Given the extensive anecdotal evidence concerning analyst conflicts in the late 1990’s,
we believe it is interesting to examine the effect of affiliation on returns for this later sample
period. Similar to MW, we ask whether an underwriting relationship leads to recommendations
that are more favorable, and if so whether the market correctly discounted the overly positive
recommendations of affiliated underwriters.
Iskoz (2003) examines the return implications of bias in lead analyst recommendations
for investors in IPOs and SEOs during 1993-2000. His study differs from ours in three key
respects. First, we define lead manager plus co-manager analysts as affiliated, while Iskoz
(2003) defines only lead analysts as affiliated, and co-manager analysts as unaffiliated. We
demonstrate that co-underwriters behave like lead underwriters, and different from nonunderwriters, in both timing and optimism of their recommendations, potentially reducing the
power of Iskoz’s tests. Second, we present our findings for each year of our sample period, to
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show that results vary substantially through time. Third, our study uses First Call as a source of
recommendation data, while his uses I/B/E/S. Although we have no reason to believe the data
source will affect results, we believe the timing of First Call recommendations to be quite
accurate because many investment banks use First Call as the transmission channel to
communicate research to their clients.
We find, first, that investors consistently viewed the Buy recommendations of
underwriter analysts as less favorable news than those of unaffiliated analysts, as measured by
the size-adjusted returns in the three-day period centered on the recommendation announcement.
This suggests that investors viewed Buy recommendations from affiliated underwriter analysts’
with some skepticism in our 1994-2001 sample period. Our results are substantially stronger
than those reported by MW, who find only a marginally significant difference, and they differ
from those reported by Iskoz, who finds no significant differences in investors’ reactions to lead
versus non-lead Buy recommendations, and by Bradley, Jordan and Ritter (2006), who find no
difference once they include an indicator for the quiet period.
When we pool observations across years for our full sample period, we find higher
returns following affiliated Buy recommendations than following unaffiliated. When we
examine returns year-by-year, we find substantial variation across years, and little evidence of
differential performance across groups. These findings suggest that the prior evidence of weaker
performance following affiliated recommendations vs. unaffiliated recommendations is not
robust.
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2. Hypotheses, Sample and Design
As discussed above, prior studies consistently document that affiliated analysts issue
more favorable recommendations than unaffiliated analysts do. In contrast, prior studies find
mixed evidence concerning the return implications of investment recommendations. Everincreasing media attention to conflicts of interest throughout the 1990’s may have caused greater
awareness and skepticism by investors of affiliated analysts’ recommendations. If investors
were sufficiently aware of bias in affiliated analysts’ recommendations, the response to affiliated
Buy recommendations would be less favorable than to the Buy recommendations of unaffiliated
analysts. If the response at the announcement date fully reflects the information in these
recommendations, then we would not expect a difference in post-recommendation returns to
affiliated vs. unaffiliated Buy recommendations. In contrast, if investors do not fully discount
the bias in analysts’ recommendations, then we expect that the longer-term returns to following
unaffiliated analysts’ recommendations will be greater.
Our sample includes U.S. companies that issued common stock in an initial public equity
offering between 1994 and 2001. We choose public offerings as a starting point because the
financing event allows us to distinguish affiliated from unaffiliated analysts. Consistent with the
prior literature on analysts’ banking affiliations, we use the Securities Data Corporation (SDC)
database, which excludes “best efforts” offerings, so our sample is likewise limited.
We rely on SDC’s codes to define affiliation. We classify SDC’s book manager, joint
book manager or joint lead underwriter codes as lead underwriters. We classify SDC’s comanager code as affiliated non-lead, and all others as unaffiliated.
We obtain our analyst recommendations from the First Call database. By hand, we match
SDC underwriter names to First Call broker names to link the two databases. This process
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entailed several challenges. First, First Call has recycled some of its broker codes so that
recommendations with the same broker code can relate to different brokerage firms in different
periods. We obtained a file from First Call that contains data on the reassigned codes, the
brokerage firms they relate to and the timing of reassignment. This permitted us to verify that
we attribute recommendations to the correct broker.3 Second, when brokerage firms merge, First
Call in some instances places the recommendations of the predecessor entities under the code of
the combined or surviving entity. This also required that we verify that the recommendations
attributed to a brokerage firm were in fact issued by that firm. Information about the merger
history, the extent to which the predecessor entities issued recommendations, and direct
examination of research reports in other data services such as Multex, Investext and I/B/E/S
provided assurance that we were correctly assigning recommendations to a given entity.
A third challenge in matching First Call data to SDC is that SDC records the cusip at the
issue date, while First Call changes its cusip identifier when the firm does. To ensure that we did
not omit recommendations for IPO companies due to cusip changes, we linked all SDC cusips to
CRSP perm numbers, and then identified all possible historical cusips for these permnos as of
May 2002 to search the First Call file. Fourth, we note that some brokers are not included in our
First Call database. In particular, Chase Hambrecht and Quist, DLJ, Paine Webber, Smith
Barney and Sutro have no recommendations in the May 2002 file we use. We believe that they
are included in other First Call databases at different points in time but excluded from our
database at least in part due to changes in First Call’s agreements with some brokers.
As we show in Table 1, Panel A, we drop from our sample (1) unit offerings, ADRs,
REITs, closed-end funds, offerings other than ordinary common shares, and IPOs with offer

3

We thank the referee for letting us know of this problem and the availability of the recycled code file from First
Call.
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prices below $5 per share; (2) IPOs where First Call does not include the lead underwriter and
only the lead underwriter provides coverage; (3) IPOs without data on the Center for Research in
Security Prices (CRSP) database; and (4) IPOs where the SDC issue date differs by more than
three days from the CRSP beginning price date. The first criterion ensures that we have ordinary
shares of companies. The second and third criteria ensure we have necessary data, while the
fourth omits re-issues of once-public firms that had been taken private, as well as possible data
errors.
Following MW, we examine the performance of analysts’ Buy and Strong Buy
recommendations made during the first year after the IPO. Of the 2,996 IPOs meeting the four
criteria listed above, 2,674 or 89% receive Buy recommendations from a First Call analyst
during the first year. In our tests, we use the analyst’s initial Buy recommendation, although we
also perform some sensitivity analyses using later recommendations. In no case do we include
more than one recommendation from a given broker for a given IPO.
Table 1 Panels B through D present descriptive statistics on our sample. Panel B shows
substantial offering activity in 1994-2001, with the greatest number of our sample IPOs
occurring in 1996, and the least in 2001. The NASDAQ price index rose in each year from 1994
to 1999, falling sharply in 2000. IPO activity declined along with the NASDAQ index in 2000,
and remained low in 2001. MW document a similar association between IPO activity and the
level of the NASDAQ index in their 1990-1991 sample.
Panel C of Table 1 provides the market capitalization of IPOs in our sample at the end of
the 25-day SEC quiet period. Our sample offerings are substantially larger, in terms of market
capitalization, than MW’s 1990-1991 sample. We find 50% of our sample IPOs raise $200
million or more, as compared to only 22% in MW’s sample.
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Table 1 Panel D documents that the industry composition of our sample is fairly well
dispersed, with the greatest concentration, 28%, in the Business services industry.
Approximately 10% of MW’s sample was comprised of firms in the Business Services Industry,
which was the largest single industry in their sample as well.
Table 2 justifies our definition of analyst affiliation, in relation to definitions used in
other papers. For this table, we divide unaffiliated analyst firms into investment banks and noninvestment-banks, and separate lead from non-lead affiliated analysts. We define any analyst
company that acts as a lead or co-underwriter of any offering in our sample as an investment
bank, and all others as non-investment-bank firms. In Panel A, we report the distribution of
initial recommendations across categories, from Strong Buy to Strong Sell, by analyst affiliation
and type. We find that unaffiliated analysts issue proportionally fewer initial Strong Buy and
Buy recommendations, with 79% and 88% for non-investment bank and investment bank
analysts respectively, than affiliated analysts, who have 97% and 99% from non-lead and lead
analysts respectively. In the lower portion of Panel A, we provide a within-issuer t-test of
differences in average initial recommendation across these four analyst affiliation groups. To
construct this test, we average the recommendations within each analyst category and IPO firm.
We then construct differences, within IPO firm across analyst types, and test whether this
difference in average recommendations equals zero. We thus compare analyst types only for
IPO firms where both types made recommendations, to control for differential coverage
decisions. We find that lead analysts issue significantly more favorable initial recommendations
than any other type. We find no significant difference in average recommendation between
unaffiliated investment bank analysts and non-investment bank analysts.
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In Panel B, we compare the timing of initial recommendations across these analyst types,
by reporting the mean and median number of calendar days from the IPO date to the analyst’s
first recommendation. Affiliated analysts initiate coverage quickly following the IPO, averaging
46 and 48 days for lead and non-lead respectively, with medians of 27 and 28. The medians
indicate that over 50% of affiliated analysts issue Buy recommendations just slightly beyond the
25-day “quiet period” required by law during our sample period, consistent with the phenomenon
noted by Bradley, Jordan and Ritter (2003). In contrast, unaffiliated analysts, whether at
investment banks or not, generally take substantially longer to issue a first recommendation. The
medians are 159 days for analysts employed at non-investment-bank firms and 167 days for
unaffiliated investment banks. Our within-issuer t-test of differences confirm that lead analysts
initiate coverage earlier than any other group, and that unaffiliated investment bank analysts are
indistinguishable from non-investment-bank analysts in the timing of their initial coverage.
We illustrate the timing difference in Figure 1, where we plot affiliated and unaffiliated
coverage initiations, month-by-month after the IPO date. Figure 1 illustrates both the
overwhelming numbers of affiliated analysts reporting at the end of the quiet period, and that
after a relatively modest surge in the first month, initiations by unaffiliated investment bank
analysts occur relatively evenly throughout the first year.
We conclude from the analyses in Table 2 and Figure 1 that our definition of affiliation,
which includes both lead and co-managers but excludes syndicate members and other investment
banks, separates analysts in terms of both their initial recommendation optimism and the timing
of their initial post-offering recommendation. Based on this evidence, in the remainder of the
paper we pool the lead and co-managers together as affiliated, and the non-manager investment
banks with non-investment-banks together as unaffiliated. Our sensitivity analyses indicate that
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our conclusions would not change if we disaggregated the lead and non-lead affiliated groups.4
We discuss below results in related papers that define affiliation differently, and how this may
affect comparisons across papers.
MW define only lead underwriter analysts to be affiliated, and all others to be
unaffiliated. They find substantially less separation than we do in the median timing of initial
Buy recommendations: 16 days (= 63 – 47, from MW Table 5) between lead and other analysts,
versus more than 106 days (= 133 – 27, from our Table 2 Panel B) between our affiliated and
unaffiliated analyst groups. This suggests that, by focusing only on the lead underwriter, MW
pool together unlike groups of analysts (co-managers with unaffiliated), which would reduce
their ability to discriminate between groups. Iskoz (2003) similarly compares lead analysts to all
others, in a sample period similar to the one we examine, potentially reducing the power of his
tests.
Agrawal and Chen (2005) and Barber, Lehavy and Trueman (2004) suggest that
investment banks have similar incentives, regardless of whether they were underwriters on the
last offering, because they are competing for the next. On this basis, they pool together affiliated
and unaffiliated investment banks, and compare them against non-investment-bank analysts.
Our results indicate that pooling together affiliated and unaffiliated investment banks may reduce
the power of their tests, at least in periods close to an IPO. O’Brien, McNichols and Lin (2005,
Fig. 4) provide evidence that affiliated analysts’ relative optimism, while substantial around the
time of an equity offering, dissipates within 6 months afterward. This may explain differences
between our results and those of Bradshaw, Richardson and Sloan (2004), who find no difference
between affiliated and unaffiliated analysts’ optimism following corporate financing events.

4

We performed these sensitivity analyses on the March 2006 dataset, and have not yet re-run them on the current
dataset.
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They use a definition of affiliation and time period similar to ours, but their timeline compares
the analysts four months after the fiscal year-end following the financing, which is four to
sixteen months after the financing event.
Another fact evident from our disaggregation in Table 2 is that the non-investment banks
provide relatively little coverage, representing less than 3% of analyst-issuer pairs in our data.
This relative sparseness could also reduce power in papers that compare all investment banks to
non-investment banks.
For our examination of excess returns before, at, and after the analyst recommendation,
we obtain return data from the daily CRSP files. Following MW, we calculate excess returns as
the buy-and-hold returns on the stock minus the buy-and-hold return on the appropriate CRSP
market capitalization decile portfolio for the thirty trading days prior to the recommendation, a
three-trading day (-1 to +1) window around the recommendation, and for 3, 6 and 12 month
periods following the recommendation. Specifically, we measure cumulative excess returns for
each recommendation as:
b

 b
ERai to b =  (1 + rti )   (1 + rt size )
t =a

 t =a

(1)

where rti is the day t raw return on stock i, and rt size is the day t return on the matching CRSP
market capitalization decile, matched at the most recent calendar year-end prior to t. ERai to b is
the excess return for firm i from time a to time b, where a is the beginning of the return
cumulation period and b is the earliest of: the end of the cumulation period, the delisting date, or
the date of a subsequent downgrade of the recommendation by the analyst to a category below
Buy. When the stock is delisted during the cumulation period, we incorporate CRSP's delisting
return into the cumulative return, using the procedure prescribed in Beaver, McNichols and Price
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(2006). This mimics an investor buying a stock on the date of an analyst’s Buy recommendation,
selling it if the analyst subsequently downgrades, and otherwise holding it for a fixed length of
time, or until the stock delists, whichever is earlier.5 The excess return for the recommendation
portfolio is the mean of the cumulative excess returns for the individual recommendations, ER i :

PERa to b =

1 n

  ERai to b ,
n  i =1


(2)

where n equals the number of recommendations in the event period with available returns.
Following MW, we compute cross-sectional standard errors to construct t-statistics. This
probably overstates the statistical significance because it fails to account for cross-correlations
between firms with overlapping time periods. We also disaggregate our sample period year by
year, and perform statistical tests based on the assumption that each annual average is a single
observation.
As an additional approach to controlling for cross-sectional dependence, we form
portfolios in calendar time and estimate abnormal returns using the Fama and French (1993)
three-factor model. For each affiliated or unaffiliated analyst issuing a Buy recommendation on
day t in the year after the IPO, we place the firm into the respective portfolio as of the close of
trading on day t to the earliest of: t + 252 trading days, the date of a downgrade below Buy, or
the date of delisting. We value-weight the returns for each date t, where the return for portfolio

p, Rpt , is given by
Rpt =

npt 1
 xit  1Rit ,
i =1

5

(3)

In a small number of cases, the analyst downgrades from a Buy to a Hold or Sell, and may subsequently upgrade to
Buy again, all within one year after the IPO. In these cases, we set excess returns to zero during the period when the
analyst had a less-than-Buy recommendation outstanding.
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where

xit  1 = the market value of equity for firm i as of the close of trading on
date t  1 divided by the aggregate market capitalization of all firms
in portfolio p as of the close of trading on that date,
Rit = the return on the common stock of firm i on date t , and
npt - 1 = the number of firms in portolio p at the close of trading on date t  1.
We value-weight rather than equally-weight the securities in each portfolio, to avoid overstating
returns due to equal-weighting and daily rebalancing, and to allow a better assessment of the
economic significance of the results.6
We use an intercept test to evaluate the performance of stocks recommended by affiliated
versus unaffiliated analysts using the following daily time-series regression7:

Rpt  Rft =  p +  p ( Rmt  Rft ) + spSMBt + hpHMLt +  pt ,

(4)

where
Rmt = the day t return on the CRSP NYSE/AMEX/Nasdaq value-weighted index,
Rft = the day t return on Treasury bills having one month until maturity,
SMBt = the difference between the day t returns of a value-weighted portfolio
of small stocks and one of large stocks, and
HMLt = the difference between the day t returns of a value-weighted portfolio
of high book-to-market stocks and one of low book-to-market
stocks.

The estimation results provide parameter estimates for p, p, sp, and hp for the affiliated and
unaffiliated analysts’ portfolios.

6

See Blume and Stambaugh (1983) or Barber and Lyon (1997) for a more detailed discussion.
Fama and French (1993) discuss the construction of these portfolios in detail. We thank Ken French for providing
the factor data.
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3. Results
Table 3 presents our initial replication and extension of MW, concerning returns to Buy
recommendations of affiliated vs. unaffiliated analysts. We partition analysts into affiliated (A)
and unaffiliated (U) groups, as discussed above. In Table 2, we noted the separation of A from
U analysts in terms of the timing of their initial Buy recommendation. The timing directly
affects the returns, since we measure returns from the date of the initial Buy recommendation,
and the IPOs covered by the two groups overlap substantially.
Affiliated analysts’ Buy recommendations are preceded by positive size-adjusted returns
averaging 38.5% (median 13.4%) in the 30 trading days prior to the recommendation.
Unaffiliated analysts’ Buy recommendations average a more modest 13.8% (median 2.7%) in the
prior 30 days. This does not confirm MW’s result, that excess returns average -1.6% prior to
lead analyst recommendations, and 4.1% prior to non-lead, suggesting lead analysts provide a
“booster shot” to poor-performing clients (see also Power (1993)). Our measure differs slightly
from theirs, because we exclude the first-day run-up, while they include it. Because of the
dramatic timing differences between affiliated and unaffiliated analysts in our sample period,
discussed above, this one day has an overwhelming influence on the prior-period performance of
affiliated analysts, increasing the positive return prior to affiliated recommendations. Thus,
including the first-day run-up would increase the difference between our result and MW’s.
We find positive three-day announcement returns surrounding the analysts’ first Buy
recommendation, significantly greater for unaffiliated than for affiliated analysts using both
mean and median tests (t=1.74, z=4.44). This suggests that investors view affiliated analyst Buy
recommendations as less favorable news than those of unaffiliated analysts. MW found no
statistical difference between lead and non-lead analysts in univariate tests.
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Excess returns for the three months following the analysts’ first Buy recommendation
have positive means and negative medians for both analyst categories, indicating that although
most recommendations suffer negative short-run excess returns, a few perform well enough to
make the average performance positive. Over the first three months following the analyst’s
initial Buy recommendation, we find no difference between affiliated and unaffiliated analsyts’
recommendation performance. At six and twelve months, affiliated analysts’ recommendations
earn significantly more than unaffiliated analysts’ at the median, and the same or better on
average. This contrasts with MW’s results. They found non-lead analyst recommendations
earned significantly more than lead analysts’ over three- and twelve-month intervals.
MW also examine the excess returns before, at and after the recommendations using
multivariate analysis, which we replicate in untabulated analysis.8 After controlling for size,
time since IPO and other factors, we confirm the results reported in Table 3. That is, we find
results contrary to the “booster shot” hypothesis, we confirm investors’ weaker reaction to
affiliated analysts’ Buy recommendations, and we find no difference in average 12-month
returns.
To assess the robustness of our findings in Tables 3, and to explore differences between
our results and MW’s, we next present returns separately for IPOs in each calendar year in our
sample. In Table 4, we report mean and median returns before, at, and after affiliated and
unaffiliated recommendations, similar to Table 3. The last column reports cross-sectional tstatistics and Wilcoxon rank-sum z-statistics testing the difference between affiliated and
unaffiliated, year by year. At the bottom of each panel of Table 4 we report the mean, across
years, of the annual mean returns or annual difference in mean returns, and a t-statistic based on
the eight annual observations. Overall, the results in each panel indicate considerable variation
8

These results are available on request from the authors.
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in the cross-sectional returns through time, indicating that results based on short time intervals
may not generalize to other time periods.
In Panel A of Table 4, we show returns during the 30 days prior to the recommendation.
The mean returns vary from a low of 4.7% prior to unaffiliated recommendations in 1997 to a
high of 93.4% prior to affiliated recommendations in 1999. Median returns vary from a low of 1.6% prior to unaffiliated recommendations in 1996 to a high of 47.7% prior to affiliated
recommendations in the same year. The mean returns and t-statistics across years show that,
although affiliated analysts have a higher average 30-day-prior return (30.2% vs. 10.7%), the
return prior to unaffiliated analysts is more reliably positive (t=4.14 vs. t=2.77), because of less
year-to-year variation. Overall, we find significantly (t = -2.32) higher returns in the 30 trading
days prior to affiliated recommendations, contrary to the “booster shot” hypothesis.
Table 4 Panel B presents three-day announcement returns by year. In all years where the
cross-sectional differences are statistically significant, the market reacts more to unaffiliated than
to affiliated recommendations, and generally the Wilcoxon rank-sum z-statistic confirms the tstatistic. The average difference across years of 0.7%, significant at the 11% level using a 1tailed test, provides weak support for the notion that investors viewed affiliated Buy
recommendations as less favorable news than unaffiliated Buy recommendations throughout the
1994-2001 sample period.
Though our results on investor’s 3-day reaction confirm MW’s from the 1990-91 period,
they contrast with those of Iskoz (2003) and Bradley, Clarke and Cooney (2006), whose 19932000 sample periods substantially overlaps ours, and with Bradley, Jordan and Ritter (2006),
who examine 1999-2000. All these papers conclude that investors respond similarly to affiliated
and unaffiliated analysts’ recommendations. While Iskoz’s aggregation of co-underwriter
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analysts with unaffiliated analysts may have obscured differences, the other two papers define
affiliation as we do, except that they use different analyst data sources. Bradley, Jordan and
Ritter (2006) conjecture that investors anticipate affiliated Buy recommendations at the end of
the quiet period, and find that differences disappear after controlling for this. In untabulated
analysis, we have replicated their study design as closely as we can with our data source, but
continue to find a significantly smaller reaction to affiliated analysts’ recommendations. We
have also replicated our Table 3 analysis using only initial recommendations that occur more
than 30 trading days after the IPO, with similar results.9 Bradley, Clarke and Cooney (2006)
conjecture that unaffiliated analysts’ incentives to “curry favor” grew during the 1990s, and that
investors recognized that, therefore responding similarly to both types of analysts. We find
significant discounting of affiliated recommendations in 2001, which does not support this
conjecture. In addition, our median results over the eight-year period do not suggest that
investor reactions grew more similar through time.
Table 4 Panel C presents mean and median size-adjusted returns to following the strategy
of buying at an analysts' first Buy recommendation and holding for twelve months or until the
analyst downgrades or the stock delists, by year of the IPO. We find similar results using threeand six-month returns, and so omit them. In cross-sectional two-tailed tests, unaffiliated analyst
recommendations earn significantly (at the 10% level or better) greater returns than affiliated
analysts in 1996 and 1998 based on the difference in means, and in 1996 and 2000 based on
medians, while they earn significantly lower returns than affiliated based on means in 1999 and
medians in 1997. When we aggregate across years, however, we find no significant differences
across analyst groups (t=0.62).

9

We performed these sensitivity analyses on our March 2006 dataset, and have not yet replicated them on our
current dataset.
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Our year-by-year analysis shows the difficulty in generalizing from MW’s 1990-91
sample period. Within different years in our sample, using the cross-sectional methodology, one
could find significantly superior or significant inferior performance by unaffiliated analysts, or
no difference. Thus, cross-sectional results on return performance taken from a limited time
span may not generalize to other time periods.
Tables 3 and 4 do not adjust for the possibility of differences in the risk of firms covered
by affiliated versus unaffiliated analysts other than that due to size, nor for decisions investors
make in real time. In Table 5, we report the results of calendar-time portfolios based on the
Fama and French (1993) three-factor model. The findings indicate that our inferences are not
affected by the inclusion of controls for the market excess return, size, and book-to-market. The
coefficients indicate that affiliated analysts tend to issue Buy recommendations for lower beta
stocks, larger companies and lower book-to-market companies than unaffiliated analysts.
However, controlling for these factors, we continue to find no significant difference in the
returns investors earn following affiliated versus unaffiliated analysts’ Buy recommendations.
As we discussed above, Table 2 and Figure 1 show a dramatic difference in the arrival
times of affiliated and unaffiliated analysts’ first recommendations on IPO stocks. This suggests
that unaffiliated analysts may wait for confirming information on a stock’s performance before
issuing their Buy recommendations. The timing also suggests that affiliated analysts may be
obliged, either through explicit contract or implicit understanding, to provide coverage for
companies they underwrite. In Table 6, we further investigate affiliated and unaffiliated analyst
decisions about which companies to cover, and the implications for investors.
In Table 6, following MW, we separate our sample IPOs into four mutually exclusive
groups, based on analyst Buy recommendations in the first year after the IPO: (1) IPOs with no
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Buy recommendations, (2) IPOs with Buy recommendations only from unaffiliated analysts, (3)
IPOs with Buy recommendations from both affiliated and unaffiliated analysts, and (4) IPOs
with Buy recommendations only from affiliated analysts. We then examine returns in each
group during the first, second and third years following the IPO. MW split their sample into
similar groups based on first-year coverage, but their return intervals all include the first year,
and so clearly do not reflect an implementable trading strategy. Our returns in years 2 and 3
represent returns to an implementable buy-and-hold strategy. In Panel A, for each of the three
years, we first report mean and median returns for each coverage group computed from pooled
firm-years, and then report the mean across years of annual cross-sectional averages, along with
t-statistics measured across years, computed in the same way as those we reported at the bottom
of each panel of Table 5. Panel B of Table 6 provides statistical tests of the differences between
coverage groups, using both the pooled and year-by-year approaches.
Table 6, Panel A shows that the IPOs unable to attract any Buy recommendations during
the first year perform relatively poorly in that year, while those attracting unaffiliated Buy
recommendations, whether or not accompanied by affiliated Buys, perform relatively well. IPOs
that attract only affiliated Buy recommendations perform worse than those with no Buy
recommendations during the first year, confirming the notion that affiliated analysts recommend
clients with little regard for quality. These results generally confirm MW’s.
During Years 2 and 3 following the IPO, IPOs that received no Buy recommendations in
Year 1 continue to underperform other IPOs, and reliably underperform their size deciles as well
(t=-1.91). The other portfolios earn returns that are not statistically different from zero at
conventional levels, although the group that received only affiliated coverage in Year 1 appears
to perform marginally better than the other groups in Year 3. Figure 2 illustrates these returns
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over the three-year period following the IPO. The figure shows a dramatic separation in Day 1
return between the AU group, which receives Year 1 Buy recommendations from both affiliated
and unaffiliated analysts, and all other groups. The figure also shows noticeable differences in
return patterns during Year 1, prior to portfolio formation. The returns following portfolio
formation, however, show less dramatic differences.
Panel B of Table 6 provides statistical tests of differences between these coverage groups,
based both on the pooled cross-section and time-series analyst-firm observations, and on the
eight annual mean observations. As expected from Figure 2, we observe significant differences
between groups prior to our portfolio formation date at the end of Year 1. Overall, after Year 1
we find no significant differences between affiliated and unaffiliated coverage groups in the
time-series tests, which control for cross-sectional correlation. In the pooled tests, which fail to
control for cross-sectional dependence, we find some statistically significant results. In Year 2,
these show a tendency for companies that receive Year 1 Buy recommendations only from
unaffiliated analysts to outperform other groups, including the group with Year 1 Buy
recommendations from both unaffiliated and affiliated analysts. In Year 3, the group of firms
that received Year 1 Buy recommendations only from affiliated analysts performs best in these
pooled tests. We caution, however, that these pooled results likely overstate the statistical
significance of differences by failing to control for cross-sectional dependence. Overall, we
conclude that the implementable trading strategy of buying IPOs that receive unaffiliated Buy
recommendations in the first year is unlikely to outperform the strategy of buying those with
only affiliated coverage.
Table 6 suggests that unaffiliated analysts’ Buy recommendations are good indicators of
Year 1 IPO performance, but this observation suffers from hindsight bias. We showed in Table 2
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that unaffiliated advice typically arrives later than affiliated. Moreover, in Tables 3 through 5,
we showed that unaffiliated advice does not earn investors superior returns, when we take into
account the timing of their recommendations. We conclude from these facts that affiliated
analysts make their Buy recommendations too late to capture the superior Year 1 returns.
In addition to sensitivity analyses discussed above regarding the definition of affiliation
(lead versus co-underwriters), the importance of the first-day run-up in prior-30-day returns, and
the importance of recommendations made at the end of the quiet period, we assessed our results’
sensitivity to the definition of a Buy recommendation. We do not confirm Iskoz’s (2003) result
that lead analyst recommendations underperform those of unaffiliated analysts for Strong Buy
recommendations, though not for Buy recommendations. In untabulated analysis, we replicate
our tests using only Strong Buy recommendations, and continue to find that affiliated analysts’
recommendations perform at least as well as those from unaffiliated analysts.10
In summary, our results in Tables 3 through 6 for analyst recommendations following
1994-2001 IPOs consistently show that affiliated analysts initiate coverage following superior
return performance, refuting the “booster shot” hypothesis as a primary motivation for these
analysts. We find consistent evidence that investors discount the recommendations of affiliated
analysts relative to unaffiliated. We find no evidence that following the advice of unaffiliated
analysts dominates following affiliated advice, and some evidence to the contrary. Overall, we
find wide variation across years in the profitability of either strategy, suggesting that results
based on brief time periods do not generalize out of sample.

10

We performed this sensitivity analysis on our March 2006 dataset, and have not yet re-done it using our current
dataset.
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4. Summary and conclusions
We examine whether affiliated financial analysts’ Buy recommendations after IPOs earn
lower returns than those of unaffiliated analysts during the 1994-2001 time period, when analyst
conflicts of interest are alleged to have been egregious. We extend the work of Michaely and
Womack (1999), who studied 1990-1991 IPOs. Our extensions include examining a later time
period with more years and a larger number of recommendations; examining the issue year-byyear as well as in aggregate; and studying different definitions of affiliation. Overall, we find no
support for MW’s statement that “the best indicator for long-term performance of an IPO is not
what the underwriter does or says, but what the more independent sources predict.” Rather, our
results suggest that while affiliated recommendations do not discriminate between good and bad
IPO stocks, unaffiliated recommendations arrive too late to provide useful trading advice.
We find that investors tend to discount Buy recommendations of affiliated analysts,
consistent with MW, but inconsistent with several contemporaneous studies. In contrast to MW,
however, we do not see affiliated analyst recommendations earning lower abnormal buy-andhold returns than unaffiliated at intervals of three, six or twelve months after the
recommendations. Rather, we find that Buy recommendations from affiliated analysts generally
earn returns similar to or greater than those from unaffiliated. Our year-by-year breakdown
reveals wide variation across years, from significantly superior performance by affiliated
analysts in 1999 to significant underperformance in 2000. No time trend is evident in these
results, and most years in our sample period show no statistically significant difference between
affiliated and unaffiliated analysts’ abnormal returns.
We also examine different definitions of affiliation, to test whether mixed results in the
prior literature might stem from low power from pooling unlike groups together. We find that
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co-underwriters are similar to lead underwriters and different from unaffiliated analysts, in both
the timing and optimism of their recommendations. We find that investment banks that are
neither lead nor co-underwriters initiate coverage later, and issue less optimistic
recommendations, than either underwriters or analysts employed at non-investment-bank firms.
This latter result refutes the idea that all investment banks have similar incentives regarding
future deals, and suggests rather that pooling underwriter and non-underwriter investment-bank
analysts together can reduce the power to find differences.
Our results do not mean that no investors were harmed by investment banking conflicts
of interest, nor do they necessarily imply that recent regulatory changes were unwarranted. Our
results do suggest, however, that the widely-cited MW result that affiliated analysts’ Buy
recommendations lead to lower excess returns than those of unaffiliated analysts does not
generalize outside their 1990-91 sample period. In particular, it does not generalize to the 19942001 period when affiliated analysts allegedly succumbed to conflicts of interest and egregiously
misled investors.
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Table 1: Description of the IPO sample
Panel A: Sample selection
Number of IPOs in the SDC database between January 1, 1994 and
December 31, 2001, excluding ADRs, REITs, and Closed End Funds
Less: Offerings where offer type is not Common Share, Class A
Share, Ordinary Share, Class A Ord Shs or Ord/Common Shs

3740

(59)
3681

Less: Unit Offerings

(307)
3374

Less: Offerings with offer price < 5

(69)
3305

Less: Offerings where First Call does not list the lead underwriter,
and only the lead underwriter provides coverage

Less: Offerings without CRSP data

(260)
3045
(15)
3030

Less: Issues where CRSP first price and SDC issue date differ by
more than 3 days
Number of IPOs in sample

(34)
2996

Less: Issues with no Buy recommendation on First Call within one
year of the offering, and one issue where the sole recommendation
occurred after the CRSP delisting date
Number of IPOs for the Recommendation Analysis

(322)
2674
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Table 1: Description of the IPO sample (continued)
Panel B: Number of sample IPOs with and without coverage, and the year-end NASDAQ
price index, by year

Year
1994
1995
1996
1997
1998
1999
2000
2001
Total

Number of IPOs
with at least one
Buy or StrBuy
recommendation
within first year
259
363
559
395
246
441
335
76
2,674

Number of IPOs
without a Buy
recommendation
within first year
74
56
79
45
31
19
16
2
322

Nasdaq Price
Index
911.84
1282.72
1569.79
1922.35
2672.14
4957.77
2987.63
2361.62

Panel C: Sample IPOs classified by market capitalization (price x shares) at the end of the 25-day
SEC quiet period

Market Capitalization, in millions
Less than $50
$50 - $99.9
$100 - $199.99
$200 - $399.99
$400 - $999.99
Greater than $1000
All IPO firms

Percent of
sample
12
18
23
18
17
12
100
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Number of IPOs
357
550
686
552
505
346
2,996

Table 1: Description of the IPO sample (continued)
Panel D: Industry distribution of sample IPOs, by two-digit SIC code

Business services
Electronic equipment
Communications
Instruments
Chemicals and allied products
Industrial equipment
Engineering, Accounting, Research,
Management, And Related Services
Health services
Miscellaneous Retail
Durable Goods
Non-depository Credit Institutions
Depository Institutions
Insurance Carriers
Other Industries
Sample IPOs

SIC code
(73)
(36)
(48)
(38)
(28)
(35)
(87)
(80)
(59)
(50)
(61)
(60)
(63)
(Various)
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Percent of
sample
27.1
9.4
5.9
5.4
4.7
4.7

Number of
IPOs
813
283
177
161
142
141

3.9
2.6
2.6
2.5
1.9
1.8
1.8
25.6
100.0

117
79
77
75
58
54
53
766
2,996

Table 2: Distribution and timing of initial recommendations, by analyst types. We define
analysts as Unaffiliated whose employers were not lead or co-underwriter for a given IPO.
Unaffiliated Investment Bank analysts work for companies that acted as lead or co-underwriter
on at least one offering in our sample. We classify all other Unaffiliated analysts as NonInvestment Bank. Affiliated Lead analysts work for the IPO’s lead underwriter. Affiliated NonLead analysts work for co-underwriters for the IPO. Mean rec. is the average recommendation,
across all analyst-issuer observations, within an analyst category, using the First Call numeric
coding: Strong Buy = 1 through Strong Sell = 5. We construct the t-tests of differences by
averaging recommendations or days within issuer and analyst type, and then computing
differences across types within issuer. The number of observations for each t-test equals the
number of issuers with recommendations from analysts in both types.
Panel A: Distribution of analysts’ initial recommendations within one year after the IPO, across
recommendation categories Strong Buy to Strong Sell, by analyst affiliation and unaffiliated type;
and within-issuer tests of differences across analyst types.
Affiliated

Unaffiliated

Total

Non-Investment
Bank
157
53.2%
76
25.8%
53
18.0%
6
2.0%
3
1.0%
295

Investment
Bank
2710
47.5%
2305
40.4%
662
11.6%
20
0.4%
5
0.1%
5702

Non-Lead
1490
52.7%
1238
43.8%
94
3.3%
2
0.1%
2
0.1%
2826

Lead
1041
61.0%
642
37.6%
24
1.4%
0
0.0%
0
0.0%
1707

Mean rec.

1.72

1.65

1.51

1.40

Strong Buy
Buy
Hold
Sell
Strong Sell

t-tests of within-issuer differences across types in average recommendation
N
Difference
t statistic
p-value
Lead v. Non-Lead
1124
-0.06
-3.02
0.0026
Lead v. Unaffiliated I-bank
1071
-0.18
-8.16
<0.0001
Lead v. Non-I-bank
145
-0.23
-3.18
0.0018
Non-Lead v. Unaffiliated I-bank
1415
-0.11
-6.24
<0.0001
Non-Lead v. Non-I-bank
179
-0.22
-3.03
0.0028
Unaffiliated I-bank v. Non-I-bank
223
0.00
0.02
0.9873

34

Table 2: Distribution and timing of initial recommendations, by analyst types. (continued)
Panel B: Calendar days from IPO date to analyst’s initial recommendation, by analyst
affiliation and unaffiliated type, and within-issuer tests of differences across analyst types.
Unaffiliated

Affiliated

Non-Investment
Bank

Investment
Bank

Non-Lead

Lead

Mean days

169.0

168.9

47.2

46.4

Median days

159

167

28

27

t-tests of within-issuer differences across types in average days to initial rec.
N

Difference

t statistic

p-value

Lead v. Non-Lead

1124

-6.7

-3.90

0.0001

Lead v. Unaffiliated I-bank

1071

-129.1

-44.35

<0.0001

Lead v. Non-I-bank

145

-126.1

-12.23

<0.0001

Non-Lead v. Unaffiliated I-bank

1415

-114.4

-44.55

<0.0001

Non-Lead v. Non-I-bank

179

-117.6

-13.70

<0.0001

Unaffiliated I-bank v. Non-I-bank

223

-5.6

-0.68

0.4963
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Table 3: Excess returns before, at, and after analyst initial Buy recommendations for IPO
firms, differentiated by underwriting relationships. We compute size-adjusted mean and
median buy-and-hold returns, as defined in equations (1) and (2), for periods 30 trading days
before, 3 days around, and 3, 6 and 12 months after the date of the analyst’s initial Buy or Strong
Buy recommendation. We define analysts as Affiliated (Unaffiliated) whose employers were
(were not) lead or co-underwriter for the IPO. The t-statistics and Wilcoxon rank-sum zstatistics test that the two groups are equal, assuming each analyst-firm is an independent
observation.
Excess Return,
Unaffiliated
(U)
(N = 5,298)

Excess Return,
Affiliated
(A)
(N = 4,439)

t-stat/
z-stat
U-A

Prior 30 Trading Days
mean
median

13.8%
2.7%

38.5%
13.4%

-16.63
-20.46

3-day Event
mean
median

2.8%
1.1%

2.2%
0.5%

1.74
4.44

Event + 3 months
mean
median

3.6%
-3.4%

4.1%
-3.4%

-0.44
-0.56

Event + 6 months
mean
median

-0.8%
-11.3%

1.8%
-10.6%

-1.59
-1.60

Event + 12 months
mean
median

-4.5%
-27.7%

-3.3%
-24.0%

-0.55
-2.14
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Table 4: Year-by-year examination of excess returns before, at, and after analyst Buy
recommendations for IPO firms, by analyst affiliation. We report the yearly results by the
calendar year of the IPO. We compute size-adjusted mean and median buy-and-hold returns, as
defined in equations (1) and (2), for periods 30 days before, 3 days around, and 1 year after the
analyst’s initial Buy or Strong Buy recommendation for the 9,737 observations. We define
analysts as Affiliated (Unaffiliated) whose employers were (were not) lead or co-underwriter for
the IPO. The t-statistics and Wilcoxon rank-sum z-statistics in the rightmost column test
whether the two groups are equal, assuming each analyst-firm is an independent observation.
The “Across years” mean and t-statistic treat each annual mean as a single independent
observation.
Panel A: Prior 30 days
Excess return, Excess return,
Unaffiliated
Affiliated
(U)
(A)

t-stat/
z-stat
U-A

1994 mean
median

6.9%
2.7%

8.1%
3.7%

-0.65
-0.93

1995 mean
median

6.9%
3.5%

16.6%
10.1%

-4.84
-4.44

1996 mean
median

5.1%
1.6%

14.6%
7.8%

-6.87
-6.67

1997 mean
median

4.7%
3.0%

11.9%
6.2%

-5.21
-4.75

1998 mean
median

10.8%
3.1%

20.8%
7.9%

-3.38
-4.25

1999 mean
median

24.9%
3.0%

93.4%
47.7%

-14.13
-16.82

2000 mean
median

19.0%
1.7%

62.3%
27.7%

-9.40
-11.85

2001 mean
median

7.5%
6.2%

13.5%
10.2%

-2.67
-2.59

U

A

U-A

10.7%
4.14

30.2%
2.77

-19.4%
-2.32

Across years:
mean
t-statistic
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Table 4: Year-by-year examination of excess returns before, at, and after analyst Buy
recommendations for IPO firms, by analyst affiliation. (cont’d)
Panel B: 3-day event
Excess return, Excess return,
Unaffiliated
Affiliated
(U)
(A)

t-stat/
z-stat
U-A

1994 mean
median

1.7%
0.8%

1.4%
0.5%

0.45
1.07

1995 mean
median

2.9%
1.6%

1.5%
0.7%

2.74
2.62

1996 mean
median

1.8%
1.0%

1.9%
1.0%

-0.30
0.71

1997 mean
median

2.6%
1.3%

2.0%
1.2%

1.13
1.32

1998 mean
median

3.0%
1.0%

3.6%
0.9%

-0.86
-0.64

1999 mean
median

4.4%
1.4%

3.7%
0.0%

0.62
3.97

2000 mean
median

1.6%
0.0%

2.1%
-0.2%

-0.59
0.45

2001 mean
median

1.9%
1.2%

-1.7%
-1.1%

4.02
4.00

U
2.5%
7.49

A
1.8%
3.10

U-A
0.7%
1.38

Across years:
mean
t-stat
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Table 4: Year-by-year examination of excess returns before, at, and after analyst Buy
recommendations for IPO firms, differentiated by underwriting relationships. (cont’d)
Panel C: 12 months starting at recommendation date
Excess
return,

Excess
return,

Unaffiliated
(U)

Affiliated
(A)

t-stat/
z-stat
U-A

1994

mean
median

22.6%
0.9%

28.9%
8.2%

-0.88
-0.85

1995

mean
median

4.9%
-7.5%

7.2%
-12.1%

-0.50
0.92

1996

mean
median

7.5%
-3.6%

-4.4%
-14.3%

3.46
3.25

1997

mean
median

13.7%
-11.0%

13.2%
-7.1%

0.08
-2.04

1998

mean
median

50.3%
-11.8%

23.4%
-12.7%

2.44
-0.05

1999

mean
median

-29.1%
-62.7%

-10.8%
-57.2%

-3.15
-0.32

2000

mean
median

-35.5%
-54.7%

-41.0%
-61.4%

2.07
3.42

2001

mean
median

4.0%
-1.2%

-1.3%
2.1%

0.71
-0.15

U
4.8%
0.50

A
1.9%
0.24

U-A
2.9%
0.62

Across years
mean
t-stat
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Table 5: Twelve-month calendar-time portfolio regressions, using Fama and French (1993)
factors.
This table presents percentage daily returns earned by portfolios composed of the stocks with
Buy recommendations by unaffiliated and affiliated analysts in the year following an IPO. The
results are based on a strategy of rebalancing the portfolios daily, at the close of each trading
day. The intercept for the Fama-French three-factor model is the estimated intercept from a
time-series regression of the portfolio excess return on the market excess return, Rmt-Rft, a zeroinvestment size portfolio (SMB), and a zero-investment book-to-market portfolio (HML).

Unaffiliated

Affiliated

Unaffiliated Affiliated

Intercept
-1.797
-(72.38)

Rm - Rf
1.237
(35.87)

SMB
0.977
(20.89)

HML
-0.310
-(5.39)

Adj. R2
/N
0.64
2,315

-1.796
-(73.05)

1.051
(30.79)

0.904
(19.58)

-0.393
-(6.92)

0.60
2,292

-0.016
-(0.86)

0.178
(6.93)

0.074
(2.13)

0.074
(1.73)

0.03
2,292
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Table 6: Returns before and after forming portfolios based on analysts’ first-year coverage
of IPO firms. We classify each IPO into one of four groups based on whether, during the oneyear period following the issue date, it received Buy recommendations from: no analysts (NB),
only unaffiliated analysts (U), both affiliated and unaffiliated analysts (AU), or only affiliated
analysts. We compute size-adjusted mean and median buy-and-hold abnormal returns, as
defined in equations (1) and (2), for the year before portfolio formation (Year 1), and the first
year and second year after portfolio formation (Years 2 and 3). We define Affiliated analysts as
those employed by the lead or co-underwriters for the IPO, and Unaffiliated as all others. In the
rows labeled “Pooled,” we treat each analyst-firm as an independent observation. In the rows
labeled “Across Years,” we treat each annual portfolio mean return as a single independent
observation.
Panel A: Mean and median returns for pooled data, plus the mean of eight annual average
returns and associated t-statistic, by year after the IPO. The Across Years t-statistic tests
whether the mean across years equals zero.

Firms with no
Buy recommendations
(NB)
(N=322)

Buy
recommendations by
Unaffiliated
Only (U)
(N=253)

Buy
recommendations by both
Affiliated and
Unaffiliated
(AU)
(N=1703)

Buy
recommendations by
Affiliated Only
(A)
(N=718)

mean
median
Across Years
mean
t-statistic

-8.40%
-23.48%

47.85%
13.42%

48.15%
4.65%

-12.56%
-28.26%

-19.11%
-2.32

65.75%
1.72

46.58%
3.12

-16.33%
-2.24

Year 2
Pooled

(N=307)

(N=247)

(N=1663)

(N=703)

mean
median
Across Years
mean
t-statistic

-7.33%
-30.99%

-2.26%
-21.97%

-12.38%
-27.69%

-7.09%
-27.67%

-11.44%
-0.99

-3.11%
-0.26

-6.41%
-0.85

-6.97%
-1.05

Year 3
Pooled

(N=263)

(N=226)

(N=1473)

(N=625)

mean
median
Across Years
mean
t-statistic

-20.04%
-29.68%

-2.24%
-16.22%

-2.85%
-20.30%

6.25%
-14.79%

-5.31%
-0.23

-2.55%
-0.22

-2.38%
-0.84

5.17%
0.80

Year 1
Pooled
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Table 6: Returns before and after forming portfolios based on analysts’ first-year coverage
of IPO firms. (continued)
Panel B: Tests of differences across portfolio groups, by year after the IPO. The Pooled tstatistics and Wilcoxon rank-sum z-statistics test that the two groups are equal, assuming each
analyst-firm is an independent observation. The Across Years t-statistics test whether the mean of
annual between-group differences in average returns equal zero. We define the groups in Panel A.
U-A

U - AU

AU - A

NB - U

NB - AU

NB - A

4.70
8.04

-0.02
1.47

10.74
9.95

-4.25
-6.06

-8.75
-6.15

0.80
1.11

2.04

0.71

4.45

-2.31

-5.86

-0.46

0.65
1.76

1.67
2.96

-0.95
-1.51

-0.60
-2.47

0.73
-0.29

-0.03
-1.22

0.60

0.38

0.11

-0.43

-0.36

-0.30

-1.24
0.10

0.11
1.35

-1.67
-1.81

-2.72
-3.11

-3.43
-2.70

-4.05
-3.63

-0.76

-0.02

-1.23

-0.20

-0.13

-0.52

Year 1
Pooled
t-statistic
z-statistic
Across Years
t-statistic
Year 2
Pooled
t-statistic
z-statistic
Across Years
t-statistic
Year 3
Pooled
t-statistic
z-statistic
Across Years
t-statistic
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