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Investars.com Rating Return Methodology 

 

1. Performance of the Ratings  
 
This algorithm is used to evaluate performance of stock ratings issued by research firms. 
Synthetic returns are calculated for individual stocks and a portfolio of stocks based on 
research firms ratings. During calculation, returns of “Buy”, “Neutral”, and “Sell” ratings are 
calculated separately and then aggregated. Rating performance can also be evaluated for 5 
rating system, including “Buy”, “Outperform”, “Neutral”, “Underperform”, and “Sell”. 
 
The rating returns can be calculated in either absolute terms or relative terms with respect to a 
benchmark, e.g., S&P 500 index, for up to four years to date. The following metrics are 
provided to quantify the rating returns: 
 

 Rating lifetime returns  
 Daily returns 

 
In order to calculate the returns, all issued ratings for stocks in a given period are collected 
and the rating lifetime periods are determined. A rating lifetime period is from the date when 
the rating is issued (rating start date, Ts) to the date when next rating is issued or the rating is 
dropped (rating end date, Te). For example, Figure 1 shows the following ratings for one 
stock, between T0 and Tn.   

T0:  “Buy”  
T1:  “Neutral” 
T2:  “Sell” 
Tn,  “Neutral” 

Since the second “Neutral” rating is issued at the last day of the evaluation period, it is not 
included in calculations. The rating lifetime periods for the other three ratings are shown in 
Figure 1.  
 

Buy rating period:   T0 to T1
Neutral rating period:  T1 to T2
Sell rating period:    T2 to Tn

 

 
Figure 1. A sample rating and rating periods 

 
If a rating is issued before the evaluation period (t<T0), the rating start date is set to the first 
day of the period (Ts=T0). It is called “carryover rating”. For example in Figure 1, if the 
“Buy” rating is issued before T0, its rating period is still from T0 to T1.  
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If a rating is issued during the period but is ended after the period (t>Tn), the rating end 
date is set to the last day of the period (Te=Tn). For example in Figure 1, if the “Sell” rating is 
changed to “Neutral” after Tn, the rating period for “Sell” is still from T2 to Tn. 
 
Once the rating lifetime periods are determined, rating returns are first calculated for each 
rating issued for each stock in the corresponding rating lifetime period. Then, the average 
rating return on each stock and the average rating return on each rating category can be 
determined. As a consequence, the daily returns can be calculated for individual stocks and 
portfolios. Next, the rating returns are defined in the absolute terms and the relative terms, 
respectively.  

1.1 Rating Returns in Absolute Terms 
 
1.1.1 Rating Lifetime Return 
 
A. Returns of a Stock Rating 
 

For any stock, the rating return of a single rating in its rating lifetime period is calculated 
using the stock closing prices at the rating start date and the rating end date (See Figure 2 for 
an example): 
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where: 
 : jjrt th rating in rt rating category, { }, ,rt buy neutral sell∈  

st , : the rating calculation start date (the day after the rating date)  and end date (the day 
of next rating date) for a rating 

et

( )i jR rt , ( )i jRW rt : rating lifetime return and weighted return of jth rating in rt rating 
category for stock i  , respectively 

iP : the closing price of stock i  
If the closing price of the start/end date is not available, the closing price of the next trading 
day is used. The weighted return of a rating for a stock is equal to the rating lifetime return.  

For a good “Buy” rating, the return is positive. People should long the stock. For a good 
“Sell” rating, the return is negative. People should short the stock.  

 

 
Figure 2. A sample of the rating lifetime returns of ratings for a stock 

 
If a stock has been rated with the same rating, e.g., “Buy”, for more than once in the 

evaluation period, the rating lifetime and weighted returns of the stock rating are equal to the 
sum of the stock’s rating lifetime returns divided by the number of the ratings in the same 
rating category in the evaluation period (See Figure 3 for an example). It is noted that the 
rating lifetime periods could be different for the ratings in the same category. 
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where: 
( )iN rt : the number of ratings in the rt rating category for stock i 

( )iR rt , ( )iRW rt : the rating lifetime return and weighted return of the rt rating category 
for stock i , respectively 

 
The total rating life return for a stock is equal to the return on the “Buy” rating category 
minus the return on the “Sell” rating category (See Figure 3 for an example). The “Neutral” 
rating return is not included. 

( ) ( ) ( )i i iR Long Short R Long R Short+ = −       (3) 
 

 
Figure 3. A sample of the rating life time return for a stock  

 
 

B. Returns of a Rating Category 
 
The return of all stocks in a rating category is equal to the sum of the returns of all the ratings 
for all stocks divided by the total number of the ratings in the rating category (See Figure 4 
for an example).  
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where: 
SN : the number of stocks covered by the firm or analyst 

( )R rt , ( )RW rt : the average rating life time return and average weighted return of the rt 
rating category, respectively 

 
 
C. Overall Rating Lifetime Returns of a Firm  
 

The rating lifetime return achieved by a firm or an analyst in the evaluation period is the 
total return for both “Buy” and “Sell” rating categories. It is equal to the return of the “Buy” 
rating category minus the return of the “Sell” rating category (See Figure 4 for an example). 
The “Neutral” rating category is not included.  

( ) ( ) ( )R Long Short R Long R Short+ = −       (5) 
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Figure 4. A sample of the rating lifetime returns for “Buy”, “Neutral”, and “Sell” rating categories and overall 

rating lifetime return for a firm/analyst with 13 stocks 
 
1.1.2 Daily Returns  
 
A. Returns of a Stock Rating 

 
The daily return of a rating issued by a firm or an analyst for a stock is equal to the rating 

life time return calculated in (1) divided by the number of weekdays in the rating lifetime 
period (See Figure 5 for an example). The public holidays are included in the rating lifetime 
period because it is difficult to obtain all public holiday information for different countries. 
The notation “trading day” in the INSIGHT is NOT true.  
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where: 
(i j )RD rt : the daily return of jth rating in the rt rating category for stock i  

 
If a stock has been rated with the same rating for more than once in the evaluation period, 

the daily return of the rating category for the stock is equal to the sum of the stock’s rating 
lifetime returns divided by the sum of weekdays in the rating lifetime periods. 
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where: 
( )iN rt : the number of ratings in the rt rating category for stock i 

( )iRD rt : the daily return of the rt rating category for stock i  
 

The total daily return for a stock is equal to the daily return of the “Buy” rating category 
minus the daily return of the “Sell” rating category.  

( ) ( ) ( )i i iRD Long Short RD Long RD Short+ = −      (8) 
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Figure 5. A sample of the daily return for a stock  

 
B. Returns of a Rating Category 
 
The daily return of all ratings in a rating category issued by a firm or an analyst is equal to the 
sum of the rating lifetime returns of all the ratings for all stocks divided by the sum of the 
number of weekdays in all rating lifeline periods in the rating category (See Figure 7 for an 
example).  
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where: 
( )RD rt : the daily return of the rt rating category for all covered stocks by the firm or 

analyst 
 
C. Overall Returns of a Firm or an Analyst 
 

The daily return achieved by a firm or an analyst in the evaluation period is the total daily 
return for the “Buy” and “Sell” rating categories. It is equal to the daily return of the “Buy” 
rating category minus the daily return of the “Sell” rating category (See Figure 6 for an 
example).  

( ) ( ) ( )RD Long Short RD Long RD Short+ = −      (10) 
 

 
Figure 6. A sample of the daily returns for “Buy”, “Neutral”, and “Sell” rating categories and overall daily 

return for a firm 
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1.2  Rating Returns in Relative Terms 
 

The rating performance of firms and analysts can also be evaluated in relative terms against 
benchmarks. Four types of benchmarks are defined and used.  
 

1. DJ Industry Average  
2. S&P 500 index 
3. NAS/NMS Composite  
4. Russell 2000 index 

 
The analyst performance index for any rating is defined as average return of all stocks 
covered by the firm or analyst during the rating lifetime period of the stock rating  
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where:  
( ,APT j )R i rt : the API for jth rating in the rt rating category for stock i 

 
Similarly, the S&P 500 index and Russell 2000 index are defined as the returns of the indexes 
during the rating lifetime period of the stock rating: 
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where:  
( ),SP jR i rt : the S&P 500 index for jth rating in the rt rating category for stock i 

( ,RU j )R i rt : the Russell 2000 index for jth rating in the rt rating category for stock i 
 
The rating lifetime return in relative terms is defined as the rating lifetime return in absolute 
terms from (1) minus the benchmark in the same rating lifetime period (See Figure 9 for an 
example): 

( ) ( ) ( ),BN
i j i j BN jR rt R rt R i rt= −        (14) 

where: 
 { }, & ,BN API S P Russell∈ :  

(BN
i )jR rt : the relative rating life time return of jth rating in the rt rating category for stock 

i with respect to an benchmark BN 
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Figure 7. A sample of the relative rating lifetime return with respect to S&P index for a stock  

 
The calculation of other returns in relative terms follows the similar calculation of the 
performance in absolute terms with the rating life time return being represented in relative 
terms as (14). 
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