














INFORMATION COEFFICIENT (IC} RANKINGS FOR DIFFERENT FORECASTING CAPABILITIES
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Information Coefficients (IC's) measure the degree to which predicted security returns correlate
with actual returns. An information coefficient of 1.0 -would indicate perfect ability to forecast
returns, a coefficient of zero would indicate no ability.

IC's for institutional money managers have been found to average between .10 and .15. Importantly,
studies by Messrs. Hodges, Brealy and Ambachtsheer indicate that an investment strategy encompassing
information coefficients of between .10 and .15 can provide a portfolio return of 1%-2% (after
transaction costs) above a simple "buy and hold" strategy. Again, these numbers should be viewed from
the perspective that institutional portfolios with returns of 1.0% per year above the S&P 500
consistently ranked in the first performance quartile over the last decade.
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