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This paper compares the information content of stock recommendations by domestic and foreign

security firms. We classify the analysts’ stock recommendation words into 5 levels and 2 changes
categories to constructs the Taiwan’ s stock recommendations database. Using the unique database, we find
some interesting results. First, we show that the recommendation changes have more robust return-

prediction power than recommendation levels, and sell and downgrades recommendations have more
significant impact than buy and upgrades recommendations. Second, we find that the market always
responds negatively to stock recommendations by domestic security firms, even if the buy or upgrades
recommendations. Finally, we find that the market responds more negatively to downgrades
recommendations by foreign security firms in the up markets, and more positively to upgrades
recommendations by foreign security firmsin the down markets.
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