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(A) Working Title

Noriko Tanahashi (2014), Market Reaction to Management Forecasts and Actual Earnings Information, Security Analyst
Journal, 52(12), 103-112.

(B) Basic Research
Question

Is there any difference in the way Japanese investors use managerial forecasting information among each disclosed item?

(C)Key paper(s)

[1]. Darrough, M. N., and Harris, T. S., (1991), “Do management forecasts of earnings affect stock prices in Japan?”, In
William T. Ziemba, Warren Bailey, and Yasushi Hamao, Eds.: Japanese Financial Market Research (North Holland,
Amsterdam).

[2]. Beyer, A. (2009), “Capital market prices, management forecast, and earnings management”, The Accounting Review,
84(6), pp.1713-1747.

[3]. Kato, K., Skinner, D., J., and Kunimura, M. (2009), “Management forecasts in Japan: An empirical study of forecasts
that are effectively mandated”, The Accounting Review, 84(5), pp. 1575-1606.

(D) Motivation/Puzzle

The motivation of this paper is to investigate the adequacy of the Darrough and Harris’ (1991) findings that managerial
forecasts are more sensitive to earnings announcements in Japanese markets. This contrasts the theoretical prediction of
Beyer (2009), and these inconsistencies would arise from two unique managerial forecasting systems in Japan.

First, managerial forecasting information has been disclosed at more than 95 % of listed firms in the Tokyo Stock
Exchange. That is referred to as an effectively mandated disclosure system (Kato et al., 2009). In addition, Japanese
managerial forecasting has simultaneously disclosed with previous years’ information. Therefore, the paper investigates
the features of this unique setting.

THREE

Three core aspects of any empirical research project i.e. the “IDioTs” guide

(E)Idea?

(1) Under an effectively mandated managerial forecasting system in Japan, investors “easily” gain the private
information from listed firms using their managerial forecasts. Post 2000s, the number of managerial forecast
revisions increased because quarterly disclosure became a stock exchange rule. So, do the prior findings (Darrough
and Harris (1991) still still hold?

(2) One item of managerial forecasting: ‘Sale amounts’ was not analysed by previous studies. The ‘sale item’ is not
related to opportunistic earnings management. So, investors would rely more on earnings announcements.




(3) There might be the possibility that other items in the managerial forecast: ‘profit’ and ‘net profit’ would be
opportunistically managed. In this case, investors would rely more on ‘earnings information’ than managerial
earnings forecast.

(F) Data?

(1) The sample firms are non-financial firms listed at the 1% Section of Tokyo Stock Exchange. Focusing on the
announcement date of ‘Managerial Forecasts’ and ‘Earnings Announcements’.

(2) The sample size of (i) “Managerial Forecasts & Earnings Announcement “are 6552. (ii) Managerial Forecast
Revision is 8209.

(3) Data are gained from Nikkei Needs File and NPM stock return database. (Note): The sample excludes the upper and
lower 0.1% extreme values.

(G)Tools?

This paper calculates the CAR surrounding the announcement date of management forecast, forecast revision, and
financial statement. CAR is calculated by the market model. The impact of surprises in the market are calculated for each
items of announcements: (‘Sale Amounts’, ‘Ordinary Income’, and ‘Net Profit’).
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Two key questions

(H)What’s New?

This study is the first to investigate the investor response for one item of managerial forecast: “sale amounts”.

(I) So What?

This paper reveals that the forecast of “sales amounts” provide incremental information for investors. This suggests that
the item of “Sales amounts™ function as credible information for investors in Japanese financial market.

ONE

One bottom line

(J) Contribution?

The disclosure of one managerial forecast item ‘Sales amounts’, which is difficult to opportunistically manage provides
accurate information in the Japanese financial market.

(K)Three Key
Findings

(1) Managerial Forecast disclosure tends to give positive surprise in the Japanese market at 2000s consistent with
previous studies.

(2) An item of ‘Sale Amounts’ managerial forecast produces a positive market impact. On the other hand, CAR does not
respond to the announcement of an item of ‘sale amounts’ included in financial statements.

(3) The impact of a surprise at earnings announcement is larger than that at earnings managerial forecast.




