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1997; Jelic et al., 1998; Cheng and Firth, 2000; Clarkson, 2000; Lonkani and 
Firth, 2005; Ström, 2006; Siougle, 2007). The most widely used forecast 
errorr metrics are forecast error, absolute forecast error, and square forecast 
error. Forecast error is defined as the difference between the actual earnings 
and the forecast earnings and then divided by absolute value of the actual 
earnings. Thus, we calculate the forecast error as follows:                                

itititit APAPFPFE                                         (1) 

Where; 
FEit : Forecast error of the company i, 
APit : Actual earnings of the company i for the period t, 
FPit : Forecast earnings of the company i for the period t. 
The mean forecast error is a measure of bias in a forecsat. It examines 

whether company management systematically overestimates or 
underestimates earnings for firms. The signed forecast error shows that 
whether a company is optimistic or pessimistic about its future earnings. A 
positive mean value for forecast error implies that, on average, IPO 
companies have a pessimistic bias indicating firms underforecast. On the 
other hand, a negative mean value for forecast error implies an optimistic 
bias indicating firms overforecast. 

However, Jaggi (1997) insists that the average forecast error based on 
the signed error measure does not provide reliable information on the 
average size of the error since negative and positive errors cancel each other 
out. Therefore, according to Jaggi (1997), in order to determine the accuracy 
of forecasts on an average basis, either of overestimation or underestimation 
of the forecasts should be included in the calculation. Under this Formula, 
the absolute forecast error measure is considered to be appropriate. 

The mean absolute forecasts error indicates the overall level of 
accuracy (Chen and Firth, 1999: 208). Jelic et al. (1998) specify that the 
mean absolute forecast error provides an indication of how close the 
forecasts were to actual earnings in absolute terms. Jelic et al. (1998) insists 
that it is, therefore, an important indicator of forecast accuracy.  

The absolute forecast error is given by; 

itititit APAPFPAFE                                                       (2)                                

Where; 
AFEit : Absolute forecast error for the company i, 
APit : Actual earnings of the company i for the period t, 
FPit : Forecast earnings of the company i for the period t 
We combine equation 1 and 2 and then the absolute forecast error 

bcomes as follows: 

                                                                      (3)                                              
  

itit FEAFE



 

 
           
            


         

        


          


 
 
 
          








   

   





       
       
       

 

 

      
      
      
      

            




  





          






 



         
           
    


        




            











           








           
         


       
      
          
           



    
    

    
    

  

  
  



 























     
     
     
     
     
     
     
     
     
     
     
     
     









       
         




         

       
         
       
       
         




   
         





 


         



         

          
           
       
         


         
        
         


         


         



      
       
        



          

           
 
            
          
           



    

   
           

        
         





 

 


         


         



         

          



             

           

           
           


            
         
        
         
          



          


         



        




          
 
        
         


           



 






          
         
         
          

         

         
          


         


         



   

       





         
 

         
          

    
            

 

          

         







 


         

          
       
         

  
         

         




         


         







         

         
       
         
   
  
           
            


     
    
          
        


   


        


          




 







































































































































































































































































































































































































































































































































































































































































































































































































































































































































































 















































































































































































































































































































































 

         
    













        

           

        



         
           




 

 

 

      

        



 
           




 

 

 

 
 



 



 



              









       


                 




          

           


          
        

           





      


   

         
  
   


        

           
       



   
   

      
      
      
      
      
      
      



 










       


                 














           


        


           



           

  


        

            
          

       





       
       
       
       
       
       
       
       



 





  
  

    
    
    
    
    
    
    
    
    
    
   
    


                 
                 


                  

 



         

         
           

    
          


         


           

         

         
       








 


          
             


          
          
           
        


          
           
          

        
    
 




       
      
          
        
            
           


       


 
         
            





           

        
        
           
           
          



 


        
         
       
 





  
  
  
  
  
  
  
  









              



            

           
          

         



       
         
          
         
         


          
   
        









 


           


            


           








    




     





         





         


             



              



          


          


          














             


               
         


              







 


             


 


          
        


           









           
         



         


   



          
          






            







 


           


 


          


           


             


           



          


             
  




 

       
          


           


            


            


             










         
           
      
             
             
           
          
           


          







