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Chapter ll

l181 lntroduction

A IIIaiOr disclosure difference between】apan and other cOuntries is that man―
agement of allnost a11 listed ttrIIIs in Japan provides forecasts of next period's
earnings,This practice was initiated by the stock exchanges in 1974,during

which a letter was sent to listed ttrIIIs requesting them to disclose forecasts ofkey

accounting inforl■ation.Although』 he fOrecasts are technically voluntary,most

)apanese firms coIIlply with the request and prOvide them.As a consequence,

management forecasts of the upcOrrling period's sales, Ordinary income, net

income tearnings),earnings per share,and dividends per share are annOtLnced

silnultaneously x/rith the lnOst recently GOmpleted periOd's actual accOllnting fig‐
ures in annual press releasesl.This unique setting inチapan lnakes it possible to
cOnduct a large―scale study on lnanagerrlent forecasts over a long period of time.
h/Vhile lnanagement forecasts are IIILICh less cOrlI■ ollin the USA,a number of

recent stlldies have investigated arld fOund several FactOrs that are associated

with systelIIlatic bias in management earnings forecasts(ふ在EFs〕.For exaIIlple,

Frost(1997)and Koch(2002)found optimistic bias in MEFs issued by finaIIcially

distressed firIIIs,Choi and Ziebart(2000)and lrani(2000)doculnented that firln

size,生rm performance,abnormal earnings grO1/rth,etc.are all related tO tte bias

in MEFs,In corltrast to the USA,there has been little research in】apan that
exarlines the properties of management fOrecasts,despite the fact that their pro―
vision is a ma,or feature of the Japarlese disclosure system.This lack Of research
On Japanese management forecasts is partly because tte datas6t is not readily
available in e19ctronic forttl and needs to be collocted lnarlually for each forecast.
The ttrst ob,ectve Of ttis chapter is to investigate tte determinants of bias in
MEFs.This chapter invesdgates the effects of 10 factOrs on bias in MEFs using a

saIIIPle of 28,000 forecasts almounced by )apanese irFrIS OVer tte period

1979-1999.They are IIIacroeconoEttC inttuence,indlls裏 、 止rェェュ size,OxchaIIge/

OTC, external ttnaIIcing, 最narlcial distress, prior inanageIIlent forecast errOrs,

groMtth,losses,alld lnanagement forecasts Of dividends.The results Of bOdh uni―

variate arld multivariate analyses shOw that these factOrs are all assOciated with

forecast errors.The mttor ttldings of these arlalyses are:〔1)yearly mearl marlage―
ment earnings forecast errors are highly correlated with annual GDP gro私たh rates

(r=0.863);〔2)firrns in the price―regulated irldustries issue pessilnistic MEFs;(3)
M□ Fs ofsmall irlns arld OTC tt..ェls are optimistic;〔 4)MEFs ofequi呼 ―iSSuing irms

are pessimistic,(5)崩 narldally disむessed ttrェェェs aIId loss―making且 ュェェAS almOllnce

OptlEliSdC httEFsi t6)畳■■ェis whose p減or ttFs were pessinisuc(。 ptimistic〕 tend to
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remttn pessimistic〔optimistic〕in ttdr cllrrent forecasts,and(7)ヽ 妃Fs that are

accomparlied by an increase in forecast divideIIds are pessimistic.
The second ob,ectiVe Of this chapter is to exaIIIine the extent to x/vhich the

aforementioned systematic bias in MEFs is renected in share PriCes.Because of

the inforIIlation asyIIIInetry that exists between managers and outsiders abOut

綸uture perforIIlance of firlIIIs,it iS both rational and Practical for investors to txse

MEFs as a basis for their owII forecasts,Ifinvestors fixate on MEFs,share prices
of ttrIIIs that issue optimistic earnings forecasts will be Overvalued while those

血at issue pessilnistic earnings forecasts will be undeⅣ ahed.Then,a trading

strategy taking a long position in l五e stock of irlms reporting relatively pes‐
siIIlistic MEFs and a short pOsition in the stock of fi=ェェ.s reporting relatively opti―

IIlistic MEFs will generate positive ab■orlnal stock returns, To test the

hypothesis, predicted management Forecast errors are estiElated for each ttrm

using a fよed effects lnodel wil士L panel datasets.Only θヌα理をθ factors are used as

independent variables to lnake』 he strategy actually implementable.The hedge

pOrtfollo strategy based on the predicted management forecast errors produces

positive ablxormal retuFnS in 14 ofthe 15 years exallined,with a 15-year average

return of 4.5%, suggesting the possibility that information about systematic

errors in MEFs may not be良 還ly incorporated into shtt「9 PriceS,

T h e  p r o v i s i o n  o f  n e x t  p e r i o ば
' s  e a r n i n g s  f o r e c a s t s  b y  m a n a g e m e n t  i s  a  m t t O r

feature of dheダapanese disclosllre system.Despite this fact,little research has
been conducted on the nature of the infor]matioI■,Pardy due tO ditticulties in

obtaining the data.This study is probably the ttrst to investigate the properties
Of Japanese ttFs, Its indings suggest the exttstence of syste】matic bias in

rapanese management forecasts.Furtherrnore,investors appear to nxate onヽ電Fs

and do not FLlly incorporate systematic forecast errors intO share prices.
The re3mainder of the chapter is organized as fo1lows. The next section

describes tte backgrOuIId On JapaneSe management fOrecastso Section ll.3

describes the data and Sectiolx ll.4 investigates the deterttlinants of bias in

MEFs.The IIlarket awareness of systematic bias in MEF is exarnirled iII Section

ll,5 and Section ll.6 concludes the chapter.

11。2 Background on Japanese rrlanagement forecasts

The tiFrling arld extent of corportte disclosure in)aparl is affected by legal and

stock excharlge policies,The Sec■lrities and Exchange L通 、which cOvers cOmpa―

nies listed on the sectlrity excharlges,requires firlns to file annual secllrities

reports(挽 魚I Shοkθn ttkθ ttusho)with the Ministry of Finallce wlthin three
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months of the fiscal year end.The Ministry of FinaIIce Ordinance prescribes the

forIIl arxd content of the arlnual secLLrities report,and the report provides detailed

inforrrxation on the business activities and financial colldidOn of an enterprise in

a ttscal yeart Although the scOpe and arnount ofinforIIlation being disc10sed in the

annual secllrities report is extensive aIId comprehensive,there is a three―I■Onth

tilne lag between the disclosllre Of the report arld the end of dhe宜=上11'S fiscal year,
In order to supplement the lack OftiHleliness in statutory disc10sllre ullder the
Sectlrities alld Excharlge Lawv,デapallese stock exchttges,which are self―regulatory

organizations,request that listed firins publish colldensed ttnancial statements

(Kessan 7とnュh読〕iIIIInediately upon board of director approval of a draft of
financial statements2.As a result,carnings figures are lnade public wvell befOre
the three―month legal deadline.For the vast ma,ority of Japanese companies,

earnings announcements take place 25-40 trading days atter the ttscal year end.

This practice oftilnely disclosure was illitiated by the stock exchanges in 1974,

at which tilne a letter was sent to listed nrIIIs requesting then■tO disclose key

accounting inforIIlation, Management earnings forecasts for the upcOming

period are provided in the cOndensed ttnancial statements,together with cur‐

rent inancial results(sales,ordinary incoELe,net incolxle,earnings per share,

and dividends per share)3.ThuS,technically speaking,the prOvision of MEFs is

voluntary without any legal backing.In fact,some financial institutions,esPe‐

cially securities firIIIs, do not provide management forecasts,citing the diffi…

culty of predicting the future busirless environment.However,on the wh010,

compliance has been sO high ttat allnost all firIIIs provide earnillgs forecasts4.

This is partly due to contin■lous efforts made by stock exchanges to comply with

the request and partly due to the guidelines prescribed by the Ministry of

Financo Ordinance regarding revisions of MEFs.Under the guidelines,firms are

required to announce revised forecasts iHェInediately when a significant change

in previously published forecasts arises te.8・±10°/O of sales,±300/O of ordinary

income,± 30°/O of netincome).As far as irms fOl10w the guidelines,they are not

to be held responsible for failing tO IIleet their initial forecasts,This is in cOn‐

trast with the safe harbor for forward-10oking statements in the UsA tthe Private

Securities Litigation Reform Act of 1995〕.The Reform Act was intended to

encollrage companies to make good―faith pro;eCtiOns without fear of a securities

lax/vsuit,bllt has been said to be ineffective due to ambiguity in interpretation

(Rosen,1998).In addition,shareholder litigations against companies and lnan―

agement are traditionally less common in】apan.These factOrs seem to have con‐

tributed to create the favorable environment in 1/vLich lnost firlns issLle earnings

forecasts in Japan.
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11.3 Data

ll.3.l  Sample selection

The sarnple is selected fro五l the 1979 to 1999 tirrle period using the following

criteriat

l. The firIIls are listed OI1 0ne ofthe eight stOck exchanges inダapan Or traded
on the over‐the―cOunter(OTC)market.

2. The accOunting period erlds in March(78° /O of listed firIIIs).
3. Banks,securities firlns,and insllraIIce丘キmS are excluded(50/O of listed
血rms).

There are eight stOck excharlges in)apan,nalxlely TOkyo,osaka,Nagoya,
Sapporo,Niigata,Kyoto,Hiroshirrla,and Fukuoka.The TOkyo StOck Exchange

〔TSE)is by far the largest arLong them,As ofメune 1999,2433鼠 膝ms were listed
on the stock excharlges in Japarl,Of which 1854生 rIIIs were listed orl the TsE.In

terlns of volume and value,the TSE accounts fOr 80-900/O of he nattton's trading.

Tho OTC market〔currently called theメASDAQ market atterthe NASDAQ mar…

ket in the USA)consists of sllall arld newly listed ttrIIIs,As ofメune 1999,the
number Ofissues listed on the OTC IIlarket st00d at 853.However,it accounts fOr
IIlerely 2-4%of the trading voluIIIe arld value inメapan,

Annual accOunting data arld stock price data were extracted fromハ 正文そθF―
Zaim口 Dαをα and Kαわ腹艦α GD―P記{9ルイ2θθθ.MEFs were lnanually c01lected from the
ぶ″れon kね彦aF S上抗あ複n(the leading business newsPaper in Japan).Other lleces―
sary data,such as stOck splits,capital reductiO■,and changes in par vallles,were
collectedぶom KαrsPla 5挽ゴkゴゑοu CDttROAtt The selectiOn process yielded 29,177
止r正1-year observatOns.

41.3.2 Management forecast error

The MEF error is dettned as the difference between actllal earnings arld lnallage―
merlt forecast Of earnings scaled by the share price at the beginning of the fiscal

year.It is calculated for each firIIl―year observation as:

MFE鴫声=生ギ鐘,
コvherei

MFERRゴ ′̀=]management forecast error for ttHn r irl periodサ
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亀′̀=aCtual oarnings per share fOr irmゴ in periodを
MF】,と
=marLagement forecast Of earnings per share fOr fimゴ in periodを,which

is llsually annoLLnCed Within lo weeks into the accOunting periodを

鳥,と
=Share price ofttrm r at the beginning of periOdを,

〔The subscript r,which denotes a salnple firm,will be omitted in the f0110wing
sections for clarity.)

A pOsitive MFERR ilnplies a pessix■istic forecast,while a negative MFERR
indicates an optttIIistic forecast.To ensure that the results are nOt sensitive to
extreIIle values,observations in the top arld bottoII1 10/O of MFERR are reH10ved5・
This results in a ttnal sample Of 28,593血rin―year observatiOns6.

1々.4 Deterrninants of bias in「lanagement earnings
forecasts

11,4.1  じnivariate analysis

T h i s  s e c t i o n  t r i e s  t o  i d e n t i t t  f a c t O r s  t h a t  a l r e  a s s o c i a t e d  w i t h  b i a s  i n  m a n a g e m e n t
forecastse Since there are alIItxOSt rLO prior studies investigating systerrLatiC bias in
】apanese marlagement forecasts,many factOrs examined in this sectiOn are based
onthe US l主terature orL InaIIagement fOrecasts.Although the twO disc10s■ Lre Sys_

tems are quite di」絶rent,One is effectively lnandatOry and the otter is v01untary,

I believe that the ttguments used in the US research can help IIlake predictiOns
of bias in Japanese IIIanagement fOrecasts,

すす. 4 r .ア 川崎c r O e c o n o何たわf r g e n c e

Previous research in the USA on bias in IIIanagement forecasts has prOduced
varying results,Studies using IIlanagement forecast data released in the 1960s
and early 1970s found evidence of Optilrlism in marlagement fOrecasts

(McDonald,1973;Basi et al.,1976,Patell,1976;PeIIInarl,1980,A〕 inkaya arld
Gift,1984,VVayIIlire,1984),However,studies using managen■ eI■t forecast data
±om tte late 1970s and early 1980s found no evidence Of Opti正主主sln in lnanage白

ment forecasts(McNichols,1989;Frankel et alt,1995).Bamber and cheon(1998)

collectedヽ 狙EFS dllring the 1981-1991 period alld fO■Lnd dhat IIlanagement fore―
casts were optimistic.Irarli(2000)also repOrted optimism in MEFs during the
1990-1995 period,Thus,these resllits appear to be driven by the tilne periods
血at were exarnined,
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Figllre ll.l plots the yearly lneaFI MFERR■ oII1 1979 to 1999,C)fthe 21 years

exarnined, 17 years have negative l「Ilean MFERRs and fo■lr years have positive

mean MFERRs,They are all significantly ditterent館 oIIl zerO at the 50/0 1evel or

higher except for two years,nalnely 1979 arld 199o.One noticeable inding is that

the rnearI MFERR is signincarltly positive for the 1987-1989 period.This period

coinddes with』he alleged econoIIlic bubble period of the late 1980s inデapall,

Figllre ll.l a160 prOVides tilne―series plots of the armual real GDP growth rate for

曲91979-1999 period.The yettrly IIlean 在ヽFERR arld the real GDP gro私たh rate are

observed to peak and bottolIII out at the salne period,arld the correlation coe倒駐cient

between dhe two variables is o.863 and is statistically significant at the l%leve17,

Thus,the yearly〕阻ean MFERR appears to be largely inttuenced by a rrLacro‐

econolrlic factor.This indicates that lnanagers are IIot able to predict accurately

dhe macroeconoIIlic trelld for the coHling period and issue earnings forecasts

based on the previous year's econoIIlic situation.TherefOre,MEFstend to be pes―
simistic when the economy is boo正述ng arld optilnistic wvhen the ecolxomy is

declining8.

0,08

0,06

0,04

0.02

0

-0,02

-0.04

-0.06

■  Mean MFERR

□  GDP 9rowth rate

r=0.863

Fi9ure ll.l  Yearly rrlean management forecast error and real GDP growth rater 1 979-1999.

This f19ure depicts the yearly rnean MFERR and the real GDP 9rowth rate for the 1 979-1999

pettod.MFERRt=(ft一 MFt1/Pr′Where f`is actual earnin9s per share for pe高od 4 MFti5

management forecast of earnings per share for period r′and PriS Share price at the be9inning

of period F.The totai nurnber of obsewationsis 28′593

1979  1981  1983  1985  1987  1989  1991  1993  1995  1997  1999
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f fi4,f.2 rnJwstリ

The cross―industry variation in MFERR is exanlined with particular emphasis on

price―regulated industries.The positive accounting theory sLlggests that IIlan―

agers in oriCeぃregulated industries have incentives to decrease reported earnings
to avo主d appearing overly Pro丘table tllVattS and Zilnmerrrlan,1986).In a silnttlar
argument,曲 ey may not vrant to look prO生table even at the fOrecast stage and

may announce relatively pessilnistic earrLings forecasts,

Figure ll.2 depicts cross―industry variation in the xlleaII MFERR.Ofthe 29

industries exarnined,27 industries have negative lnean MFE革 頓Rs and two indus―

tries,EFecをガがヶ anど Cas arld COmm複 盟ゴcαjοn,have positive rllean MFERRs,

They are all signiicarltly different宜 om zero at dhe 5°/O leve1 0r higher.BOth the

EPθtta1/α 妃ど GαS and CθmmLInゴ Cαすθn industries are in the price―reglllated

category.Thus,firrls in price―regulated industries appear to publish pessiIIlistic

earnings forecasts,

MFERR

0,01

0.005

0

‐0.005

‐0,01

‐01015

‐0.02

‐0.025

Figure l l,2  Cross―industry variation in mean management forecast error.This figure

depicts cross‐industry variation in mean MFERR.Sample firrns are classified into 29 indus―

tries according to Toyokeizai industry c18SSification.MFERR〔=(どr一 MFr)/Pt,whereどt is

actual earnings per share for period t″X/1FriS rnanagement forecast of earnin9s per share for

period Fr and tt is share price at the be9innin9 of pettod古̀The totai number of observa‐
tions is 28,593
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rT,4.ア,3 5たe,舟 ゴexchange/OTc e最こcts

Previous stlldies On analysts'fOrecasts have shOwn that ttrln size is related t0
bias in analysts'earnings forecasts(Browll,1997:Das et al.,1998:MatsuII10to,
2002〕 ,They found less OptiIIlisrrl in analysts'carnings forecasts fOr large firIIIs.

Choi and Ziebart〔2000)also repOrted a similar size effect fOr MEFs without proぃ
viding a theOretical explanatiOn for their ttndings,
I hypOthesize that marLagerS of large firlns may regard published earnings
forecasts as cOIImitments tO interested parties,Their prO,ectiOns therefOre

tend tO be conservative in order to avOid HLiSSingせ澄 fOrecasts.on the other
hand,managers of small fir]ms lnay cOnsider earnings forecasts as their targets
for the upcoming period.As a result,their prOjections tend tO b0 0ptiIIlistic,
This IIlay be partictllarly true fOr oTc firェ■s that are not Only small but als0
young.
To investigate the size effect,the f0110wiIIg regressiOn equaton is estiIIIatedi

MFERRを =aO+て 礼LNMVEを +島 ,

where:

LNMVEr=10g Ofthe innation_adiusted market valu0 0fequity three mOnths after
the beginILing Of periodを .

Table ll,1(A)reports the results Ofthe regressiOn equadon,It shows thatthe
estiIIlated coefficient Of LNMVE is o,oo55 and is statistically signittcaFlt,Which
suggests that MEFs of large ttrlns are rrlore pessi】nistic thaFl thOse Of sllall
firtlrls.

Next,the exchange/oTc effect is examined by testirlg the difference in the
mean tmediarl〕 MFERR between exchange ttrms arld OTc ttrms.Table ll.1(B)

presents the restlltse The lnean〔 正ledian〕 MFERRs fOr exchange ttrrls allld oTc
firins are-0.ol10(―o.0011)and―o.o189〔-0.0045)respectivelye The difference
in the twO Ineans〔rxlediarls〕is statistically significant at the l% level,
ThLls,MEFs of OTc firIIIs appear to beェ ■Ore optimistic thaII those Of exchange

生rrrls,

Lastly,the size effect,the exchange/oTc effect,and the interactive eFfect are
examilled silnultarleously using the fol10wing regression eqllationt

MFERRを 主 て祐 十 銑LNWttr十 て梅OTCと キ て名OTCttLNMVEむ 十 島,
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wherei

°TC子 =1告

 &魯 ま蝦播sど

an oTc firIIlin periodを
, and

OTC☆ LNMVE[
LNMVEと  主f a firm is an OTC ttrin in period
O         otherwise

The estiELatiOn results reported in Table ll.1(C)show that all estiELated COef―

品cients are statistically significant.This indicates that sIIla11 0TC ttrIIIs

announce the lnost optiIIlistic lnanagement forecasts,

′f,4,f.イ Fx終 打a′れ",百 ng

Frankel et al.(1995)docuElented a positive association bet、〃een ttrlns'tenden―

cies to access capital lnarkets and to disclose earnings forecasts.However,they

did not find statistically signittcant bias in MEFs of ttnalrlcing ttrllrls and argued

that potential legal liability and reputatiolx costs deter management of financing

irms from issuing optinistic forecasts.SiIIlilarly,Irani(2000〕 hypothesized that

managers lnay exhibit optilnism in their forecasts if their nfins are planning to

access capital markets in the near 3utllre,However,he also did nOt ttnd Optilnism

in MEFs of financing firIIIs.

One potential lilnitation of both studies with regard to research design is that

they treated debt finarlcing and eqllity ttnancing equally.RichardsOn et al,(2004)

argued that analysts obtain much Of their inforIIlation about earnings prospects
directly± oIII ttrln lnanagement,and that firiェェs issuing nettv equity guide analysts

toward beatable forecasts to avoid earnings disappointtnents. Thus, IA/hile

equity‐financing fttms are sensitive to investors'perceptions of thett prontabil_
ity,debt―上nancing ttrェェis lnay nOt be as sensitive because investors are probably
more concerned about their default risk.

Based on the foregoing reasoning,I treat debt ttnancing aFld equity financing

separately nnd exalnine bias in MEFs announced by debt―inancing ttrIIIs arld

equity―inancing firェns.

Table ll.2(A〕shows that the mean(Inediarl〕 MFERR of debt―flnarlcing ttrms is

hgher ttan ttat Of nOn…debt―finarLCing ttHェェs, 一o,o061(-0,0003)vs -0.0135

(-0.0017),and the ditterence in the two meaIIs(mediaIIs)is statistically sig述豊―

carltt Similar results are obtained between equi呼―畳narlcing血 岡芯 alld non‐equity―

最naIIcing inns,o.0028(0.0020)vs-0.0126(-0,0015),thouぶ the ditterence in

the twO means(mediarls)is larger.These results indicate relative pessimism in

MEFs for bo血 debt―arld equity―生nancing ttrms,HOweve「 ,debt‐止IhaIIcing firェ上S

tend to be large firms,stlch as utilites and public trarlsport,alld previOus results

〓
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Table ll.l  Size and exchange/tDTC erects

名偽 A d i . 解    付

Re9ression model      MFほRR:=鈍 十銘とNMVEttt gr

Coetticient

(r―statistic)

-0,0692 0.0055

(-39,33)求
☆
      (32.85)★

★

0.036       28,593

Panel Ai Size erect.

肘       Mean MFERR  Median   DifFerence in  Di軒erence

MFERR      meansa    in rmediansb

Exchange firms     24′738       -0.0110    -0.0011       0.0079      0,0034

0TC firms          3855       -0.0189    -0.0045     (8.73)十
★
   (12,42)★

求

Panel B:Exchangeメ OTC ettct.

銘   A d i . 解  肘

Regression   MFERRr=鈍 十αlとNMVEFtt q2°TCr tt a30TCキ とNMVEt tt ct

modet

Coefficient    -0,0643       0.0051     -0,0540     0,0058    0.039   28′593

(F―statlsdc)  (-32.95)求
★
    (27.61)☆

求
   (_8,65)求

★
   (8.66)★

★

ettc低 .Pallel C:Size arld exchange/OTC

The dettnidons ofthe variables are:ヽ営
｀
ERRr=lFr古 M『 p/Pr,L帥 品電子

=lllt―
/ConSulner Price hdex),

OTq=恰
艦 鮮品 」

狙 °TC ttIIn hpedod 
t

… h J― ど
=件

Ⅳ

を

濫 品 ま

a n° T C鮨 的
叫

艦盤無号,督退麒 慰逮薔宮私軽1此鑑
ri者雷鑑隅替雷療を結齢乳鵡龍3

months atter the bettnning of periOdを。
a The unequal variances t―test is used and itsかstatstic is reported in parentheses in this c01umn.

1枇韻艦督置晋古跳樹品だ畿鮒攻各温督艦がこ齢8fl錨,総穏l乱ド
S∞hm・

残名亀
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Table ll.2 External financing

肘 Mean

MFERR

Median

MFERR

Ditterence   Difference

in rneansa   in rnediansb

Debi―finandng firrns

Non―debt―financin9

firms

Equityhfinancing fi「lns

Non―equityttfinancin9

有rms

5754

22′839

1072

27′521

-0,0061

-0.0135

0.0028

- 0、0126

-0.0003

-0.0017

0`0020

-0.0015

0.0074

(14.37)オ
求

0,0154

( 2 9 . 2 1 )☆
★

0.0014

(10.48)求
★

0.0035

(17.02)★
★

PaneI A:Exteェ ょ.al&狙 nchg.

Firrn size(lP iS the sma'lest and 5P is the targest quintile)

lP Ｐ２ 3P 4P 5P Tctal

Number of debt―financing

firms

Nurnber of equity…

financin9 firrns

365

118

602

278

912

266

1 3 9 5

2 3 9

2480

1 7 1

5754

1072

PaneI B:IInpact of size oll extex■al血 ョnc遠昭.Quintile portfol10s are consttucted accOrding to
脚 舟既 W i t h  t h e  t t r s t  q u i n t i l e  p o r t f 0 1 i o ( l P ) c o m p r i s i n g  t t e  s m a l l e s t  a r m s  a n d  t h e  f i m  q u i n t i l e  p o r t _
folio(5P)coIIlprising he largest nrms,

鴫 Adi.帰 2 肘亀亀偽

Re9resslon model

Coetticient

(F―Statistic)

MFERRr=て ‰ 十 αlとNMVEtキ q280NDSi+々 30FFERど十阜
-0↓0693    0,0055   0.00o4   0.0151    0.040   28r593

(-37.98)★
☆
  (30.63)★

★
  (0.52)   (11,09)☆

☆

Panel C:Exterllal ttancing alld size eaおcts,

The dentttions of the variables aret MFERRr=(島 ~MFr)/Pr,LNMVE!=lntprvEノ
Consumer Price

lndex),

BONDSr  
=|; 

ま景品 ま

Sued either sttaighi bOIlds Or cOnvertible bonds in PeriOdど

OFFE、  
=捻

統 畳品 FadeaSeasOnedptthcttringhpe五

od 
4

where tt is aCtual earnings per share fOr periodを ,MItFt is IIIanagement forecast Of earnings per share
f o r  p e r i o卓を, P r i S  s h a r e  p r i c e  a t  t t e  b e g i l l l l i n g  o f  p e r i o dど, a l l d  M V E r i S  t h e  m a r k e t  v a l u e  O f  e q u i t y  t h r e e
mondhs after the beginnittg Of period i
a The unequal vttriances r‐test is used and its F―stadstic is reported in Parentteses in this c01uEln.
じ
The XrFilcoxoa raIIk‐sum test is used alld its z‐statistic is reported故 l pareIItheses iII this c01ulnn.★★Signincant at the o,01 level(hrO―tailed).
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suggest that large iェェェュs tend to armounce pessiIェistic IIlarlagement forecasts.To

investigate dhe influence of size effect,all firェェ■‐year observat±olls are classined int。

quintile portfolios according to LNM島 旺]arld tte number of debt― arld equity‐

銃温ncttg irms is tallied for each portfollo.Table ll.2(B〕reveals ttat the n― ber

of debt―finalrlcing ttrltrls increases rapidly as the quintile portfollo based on LNMVE

becomes larger.Such aむend is not observed for equity‐finaIIcing ttrェェェs,

To control for the impact of ttrIII size on MFERR,the following regression

equation is estilnatedi

MFERRを =q。 +晩 LN― を十α2B°NDSと 十 a3°FFERr tt Et,

where:

BONDSt=二

|キ告 li:(f寺景倍よ

Sued either straight or converdble bonds in periodを
,

arld

OFFER` =|; 

ま|&景語亀」

nde a Seasoned Public offering in periodサ

The estimation results reported in Table ll.2(C)indicate that AttEFs of equity―

畳nancillg fifrIIIs are pessiIIIistic even after controlling for the size effect,while

MEFs of debt―finaIIcing nrrrls are not. These indings suggest the different

ilnpacts of different types of ttnancing on bias in lnanagement forecasts.

r ra4.7.5 FinancFar distress

Prior research has documented optilnisn■iII financial disc10sures released by

IIIallagers of fillancially distressed fir】ns.Using a sarnPle of 81 UK ttrrIIs that

received IIxoditted audit reports,Frost(1997)found that managers of distressed

f由ェェis lnake disclosures about expected」 純lture perforェュance that are Overly opti―

王IiStic relative to actual financial outcoELeS,Koch(2002)found thatl旺EFs issued

by distressed ttrins exhibit greater optilnislrl nTld are viewed as less credible by

analysts than silnilar forecasts IIlade by■ onttstressed飾 ]ms,While bOth Frost

(1997〕and Koch〔2002)conduCted univariate aIIalyses,Iralli(2000)perfOrined a

multivariate analysis and found a positive linear correlation between optilnism

in MEFs and the degree of firlancial distress.

In Koch(2002)and lrani(2000,2001〕,the probability of bankruptcy is used

as a proxy for ttnancial distress,which is derived from the coo且&cients provided
by Ohlson(1980〕.However,these coen&cients carknot be appltted to】apanese

firlrls without IIIOdification to estiIIlate the intensity of ttnancial distress,
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M o r e o v e r , P e r l m a r x〔20 0 1 ) s u g g e s t e d  t t n t血o O h l s o n ( 1 9 8 0 ) e s t i m a t e s  w e r e  m a d e

quite a while ago arld the coe3ほcients should be retestttlnated鮎om more recellt data,

Therefore,I employ l品e principal components lnettod of factor allalysis tO con―

dense the variables used iII the OhlsOn t1980)bankruptcy probabi主 主ty IIodel.The

factor scores ttom tte ttst component are used as a proxy for finarlcial disttess.

The following nine vattables are included in the OhlsOn(1980〕bttkruptcy

probability lnodeli

ЫZ E = h , ( 雨
畿 盤 議 蔽 ) T L T A = ( 堵 繊 韻 罪 〉

llVCTA= 
(

CLCA=( 

             ),

ａｐａＣｇｎ座ｒ晩
Total Assets ''

NITA=(在簿盤慾)FUTL=(豊増辞畿謙態
些
)

INTWVOま|: 号倍岳魯i静]揖∫
Were negative for the last two periods,

C)ENEG= 
|:  :告告書[||:8bilitiesexceedtotalassets,

and CHIN=…
司言十:暑声析

―・

re乱盤謎恐繰,'揺号品播督途艦独登『鮮盤ま鯖鮮魂蒼獄督灘
吾挺:∬統鮒協撒路艦督鑑鮒粧替裾鮒告縄枇
憾辞総 書岳書]蚤軽乱f謎程重:告盤貯鑑紺鎌猛撤路貴殺SI苦
f」li告書81iモ:慧畳暑啓ithefirstprincipalcompOnentaredeinedasanex/F vari―
able,DIST,and the folloH/Fing regresslon equation is estimatedi
MFERRを =町 3キ て名DIST七 十島,

w、「here:

DISTと =the factor scores登 om the principal componerlt allalysis on the variables

used in the Ohlson(1980)banttruptcy probability lnOdel,
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Table ll,3 Financial distress

Variables Expected sign  Factor ioading Score coetticient

TLTA

WCTA

CLCA

NITA

FUTと

IN恥ハ/0

0ENEG

CHIN

E19envalue

(%Of Variance exp13ined)

Correlatton between factor score and MFERR

＋

　

一　
　
十

　

一　

　

一　
　
＋

　

十

　

一

0.833

- 0 . 8 7 8

0.844

-0.531

-0.304

0.350

0.371

-0.087

0.296

-0,312

0.299

- 0 , 1 8 8

- 0 . 1 0 8

0.124

0.132

- 0 . 0 3 1

2 . 8 1 8

( 3 5 . 2 % )
-0.120☆求

Paneユ A:PrhciPal cOmponent andysis,The variables used tO perfoだェェェthe principal component
a n a l y s i s  a r e  t t o m  t h e  O h l s o n  t 1 9 8 0 ) b a n k r u p t c y  p r o b a b i l i t y  m o d e l . T h e  d e t t n i t i o n s  o f t t Ю v a r i a b l e s 営9 :

TETA=( WCTA=(戦盤緊隷斗),CLCA=(染器鎌繋盤
埜
),

ｅおＬ組ｍ

Total Assets メ

NITA=(ギ辞熊絲),FUTL=(と考龍品繍播鉾
里
),

IBFrVVO  =|: 

 濫 登3i亀暑

S Were negative for tte last two years,

OENEG  =|: 

甘古景営|!:を

bllities exceed total assets,and 
CHIN=

E:一El_1

名偽 A萌をR2 肘

Re9ression model

Coefficient

(F―statistic)

MFERRr tt αO+α l DiSTr

- 0 , 0 1 9 6

( - 2 6 . 9 8 )★
十

キ E F

- 0 . 0 1 4 2

( - 1 9 . 4 8 )★
★

0,014 26′176

Panel B:Ettct of anallcial disttess.The dettnidOns of the variables are:MFERRr=(島 ~ヽ 官 r)/Prand
DISTr=the factor scores館 oIIIthe principal compOnellt analysis On the variables used in the OhlsOn

(1980)bankruptcy probability model,where FriS actual earllings per share fOr periodを ,MFriS man―
agement forecast of earnings per share for periodを ,and Pris share price at the begiming of period r.
★本signiicant at the o,ol level【two―tailed).
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The results reported in Table ll.3(B)shoW that the coefficient on DIST is sig―

nificantly negative, -0.0142. This indicates that ttrins in financial distress

measured by DIST tend to issuo optiIIlistic earnings forecasts.

イア.イ.イ.6 Persなtence orpricr Fttanagettent rbrecast errors

Several studies have presented evidence of the persistence of mallagement fore―

cast errors,W主主liarns(1996)found thatthe accllracy of a prior management earn‐

ings forecast serves as an indicator to analysts of the believability of a c■Lrrent

Elanagement forecast,Hirst et al。(1999)conducted an experimental study ttid

found that prior forecast accuracy by manageELent affects investOrs'earnings preL
dictions when current management forecasts are given to them.Al血 ough these

results do not provide direct evidence ofthe persistence of management forecast

errors,they suggest that arlalysts and investors be主主eve in this persistence.

To exalnine the persistence of IIxanagement forecast errors, the f0110wirlg

regression equation is estilnated:

MFERRを =て‰ 十αlMFERRを -1+q2MFERR声 2+α 3MFERRⅢ 3+gt.

The results reported irLモ臨b1911.4(A〕 show that the estilnated coe」阻cients OII

lagged lnarlagement forecast errors are all signittcarltly pOsitive arld becOme

smaller as the lags get longer,0。3480,0。 1030 alld o.o368 respectivelys This indi―

cates that Sims whose pre戒 ous forecasts were optimistic tpessimistic)tend to

remain optimistic(pessimistic)in their current forecasts.

fr,4B ri夕 cr。販 h

Previous research suggests that high‐grOwth ttrms have more incentives to

announce pessittlistic forecasts.MatsuIIIoto(2002)alld RichardsOn et al.(1999,

2004)investigated the properlsity for止=ェェis tO aVOid negative earnings surprises

and found that high―growth ttrIIIs are more l主kely to guide analysts'forecasts

down恥 「ard to lneet their expectations at the earnings an■ouncerllent.Choi and

Ziebart t2000)alSO found sOme l距eak evidence that high―groMtth firまnS tend to

release pessimistic marlagement forecasts. One possible explanatiOn for these

findings is that the stock lnarket leaction to negatttve earnings sllrprises is par忠
ticularly pronounced for high―gro鵡 fiェ上iS〔Skinner and Sloan,2002).These

results suggest that high―grOwth ttrIIIs are inclined to issue IIlore pessilnistic
earnings forecasts in order to avoid earnings disappointtnents.
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Tabie ll,4 Persistence of prior management forecast errors,growthf and iosses

亀 Adi.R2 肘晩名偽

RegresSon model MFERRt=鈍 十名MFERR卜1+ 晩M F E R R F - 2 +亀 M F E R R r - 3 +

0.1030     0.0368

(10.68)★
★
    (3,76)☆

☆

Coefficient

(卜StatiStic)

C t

O.114   21′761
-0.0087     0.3480

(-2フ .77)★
★
   (43.98)★

☆

Panel A:Persistence of prevlous MFERRs,

名％ A d i , 解 肘

Re9ression rnodel

Coefictent

(F‐Statistic)

MFERRr=α b+α lGROuttHょ キ阜
- 0 . 0 7 2 0

( - 3 1 . 3 7 )★
求

0.0569

(25.79)★
☆

0.025 25′652

Pallett B:Grol劇 出.

肘 Mean

MFERR

Median

MFERR

Ditterence  Difference

in rneanse in『nediansb

Ne9ative earnings firms

Positive and zero

earnin9s Rrrns

-0.0482  -0.0164

-0.0081  -0.0011

-0.0401   -o.0153

(-25。13)求
★
 (_26.20)★

求

2942

25,013

PaneI C:Losses.

The deinitions of the variables aret MFERRr=〔 島
~MFp/Pt and GROVVTHr=salesr-1/Sales,_2'

where tt is aCtual earllings per share for periOdを ,瞬 r iS nanageIIIent forecast of earllings Per share

for pげよod r,and Pris share price at tte beginning of period古.
a The unequal varinnces 卜test is used and its r‐statistic is reported in parentheses in this
column.

b 
The VVilcoxon rank‐ sum test is used and its z―statistic is reported in parenth9ses in this

coluIIIII.

☆求Signittcant at the O.ol level ttwo‐tailed).

To exarnine whether MEFs alxnounced by

Si正liStic, 血e fol10wing regression equadon

grou「th rates as an indicator of growthi

MFERRと =名 〕キて払GROWTH七 十 gr,

wheret

GROh/VTHを =Salest_1/Salesr_2・

high―grOwth firms are more pes―
is estilnated using tttrlnual sales
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The results reported in Table ll,4(B)show thatthe coe瑠品cienton GROWTH is

signittcantly positive,0.0569.Thus,MEFs of high―growth irlns appear to be

more pessiIIIistic.

ff,4f,8 たosses

Evidence鯨om the analyst forecast literatllTe indicates that analysts'fOrecasts

are more optimistic for loss ttrms than for prottt tt「ms〔Richardson et al.,1999,

2004;Brown,2001).ChOi and Ziebart〔2000)also found that fttms with losses

tend to announce optiIIListic earnings forecasts for the llext year,These reSults

suggest that inanagers reporting losses for the current period are inclined to

issue rnore optilnistic e倒臣述ngs forecasts than thOse reporting pro上ts.To inves―

tigate whether earnings forecasts issued by ttrHtt with losses are lnore optilrlistic

than by those with prottts,the mean〔 median)fOrecast error for loss irIIIs is

compared with that for prottt firIIIs.

Table ll.4(C)shOWS thatthe mean(mettan〕 MFERR is-0.0482(-0.0164)for

loss ttrlns and-0,Oo81〔 -0.0011)for prOfit firins.The difference in the two

means(medians〕 主s statistically signittcaIIt.Thus,management forecasts of firms

with losses appear to be lnore optilnistic than those軸注th prottts.

rイ,4.″.9 5ゥnattng erttct。すmanagement前ピヽdQnJ forecast

Modern corporate ttnance theory initiated by MOdigliani and M位1ler prOposes
that,in the presence of perfect capital lnarkets,the dividend P01icy Of a ttrttI Per
sθ is irrelevant to its valuation(the dividend irrelevance hypothesis〕.On t輝

other hand,the FilxfoHnation content of dividends'hypothesis asserts that IIlan―

agers use dividends to signal changes in their expectaはons about ttture

prospects of the ttrm〔Aharony nnd swary,1980,Healy arld Palepu,1988;Harld

a n d  L a l l d s m a r l , 2 0 0 5 〕. A  m a i o r  d i n t t c u l t y  i n  a s s e s s i n g  t h e  i m p a c t  o F  d i v i d e n d s  O n

share prices lies irl disentarlgling these tx/vo effects,the dividend irrelevance

effect and the dividend signaling effect.CoIIroy et al,(2000)exploited the unique

setting in Japan,where rrlanagers silnultaneOusly anlxounce the cl■rrent year's
dividends alld earnings as well as forecasts of next year's dividends arld earn―

ings,to provide a strong test for the two effects,They found that unexpected

chattges in forecasts of next year's dividends are valued by the)aparlese market

(the diVidend signaling effect〕,while unexpected changes in cllrrent dividends

are not tthe diVidend irrelevarLCe effect).The res■llts hold after cOnむolling for the

effects of cllrrent arld futllre earniIIgs inforrllation,
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Based on these stlldies,I hypOthesize that all increase〔decrease〕in]mallage―
ment forecast of next year's divttdends froIIfl cllrrent dividends signals the strOng
(Weak)future performance of the ttrm.

Table ll.5〔A)shows that ttrms witt increased management fOrecasts Of divi―
dends舟 OHl current dividends have higher IIlean(median〕MFERR, 一o.o0995
(-0.00038),than those that did■Ot change or decreased marlagement fOrecasts
of dividends ttOm cllrrent dividellds,A marginal difSerence in lrlearl(median〕
MFERR is observed between nr]ms without change in folecast divideFldS aIId
血ose with decreased forecast dividends, 一o.o1271(-0,00152〕 and-0.ol126
(-0.00153)respectively,The result Oflhe Onedway ANOVA re,ectS the nul1 0f I10

difference in the three mean(mediarl〕MFERRs,Table ll.5〔B)repotts the results
of the IIxultiple cOmparison analysis,It shOれ げs that ttrIIIs with iIIIcreased forecast

dividends have signittcantly higher mearl and lnedian MFERRs than thOse withぉ
out change in forecast dividends,and have significantly higher lnedian MFERR
than thOse 1/vith decreased forecast dividends,

These results are thus cOnsistent with the hypothesis that tt increase in lnan‐
agement forecast of next year's dividends念 Ol「rL Current dividends possesses sOme
inforrnation about strollg itttlre perforIIlance of ttrIIIs beyOnd that cOnveyed by
MEFs.However,there appears to be little infOrmation in a decrease in manage―
ment forecast Of next year's dividends.

11.4.2 Muitivariate analysis

To provide a mOre compreheIIsive analysis Ofthe deterIIlinants of bias in MEFs,
a multivariate IIlodel is estimated using the lo factOrs identified irL the univari―
ate arlalysis as independent variables.The regression lnOdel is:

MFERRだ 島 十ゑLNMVEを 十ゑOTCF+鳥 OTCキ LNMVE古 +ゑ OFFERを キ鳥DIST`
十 鳥MFERR`_1+あ MFERRを -2+ゑ GROWTH・ +ゑ LOSSを キ ゑoDIVUPFキ
βMINDUSTl-28古 +ゑ 2YEAR81-98を 十島,

wherei

LOSSと==|を ti岳』ょ|:還
egatiVe,

DrVUPr= =|: 
:告岳品 FCreasedforecastdividendsfOrperiodを

,



Chapter ll

Table ll,5 Signaling etted of management forecasts of dividends

N       Mean    Median   Ditterence    Ditterence

MFERR    MFERR    in rneansd    in rnedianse

increase in MF

dividends3           2634    -0`00995   -0,00038

No change in

MF dividendsb    22,240  -0.01271  -O.00152 F12,27952)5.35★☆  %2像)34.69キ
★

Decrease in

A/1F dividendsC         3081    -0,01126   -0,00153

PalleI A:Oneoway ANOVA.

Ditterences between three groups    Ditterence in Flleansf    Diference in rnedians9

increase in A/1F dividends―

No change in MF dividends

increase in MF dividends―

Decrease in MF dividends

No change in MF dividends一

Decrease in MF dividends

0.00276(2,98)★ ★         0.00114(5.87)★ ★

0.00131(1.10) 0,00115(3,75)ナ ★

-0.00145(-1.67) 
       0.00001(-1.12)

Panel B:臣 Illltiple comparisons.

The dennitions of tte variables are:MFERRセ =(島 一 MFr)/Pr,Where tt is aCtual earnings per share for

periodを ,MFr iS manageIIlent forecast Of earnttgs per share for periodす ,and PriS Share price at the

begiIIning of periodを .
a lncrease in WEF dividellds comprises firm―year observations that increased lnAnagement forecasts of

dividends for the next year compared to cllrrent year dividendst
b No change in WEF dividends comprises irln‐year obseivations tとat did■ot change IIlanagelnent fore…

casts of dividends for the next year from cLlrrent year dividends,
C Decrease in MF divideIIds coEIpriSes flrHl‐year observatioIIs that decreased management forecasts

of dividends for the next year compared to current year dividends.
d  T h e  o n e ‐w a y  a n a l y s i s  o f v a r i a n c e  t A N O V A ) i s  u s e d  t o  t e s t  d i f f e r e n c e s  h  t h e  t t r e e  m e a I I s  a n d  i t s  F ‐

statisdc is reported ill this coluIBIl.
e The KHskal― WVallis one‐way analysis of variance tANOVA)by ranks is used to test differeIIces in

dhe ttee lnedians and its χ
2_statistic is reported in dlis colum.

f For parnmetric tests,Tukey's llultiPle comparison lnettod is employed and its tttadstc is reported

in parentheses in this columnt

g For■ onparanetric tests,the Kruskal― Wallis IBultiple compariso■ method is employed and its

z―statistic is reported in parentheses in this column.
☆☆Signittcant at the O.ol level(twO― tailed).
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1NDUSTl-28を =a Set ofindustly dumHlies,and

YEAR31-98と =a set of ycar duIIIIrlies,

The resuits are reported in Table ll,6.The expected signs are based on the uni―

vttdate arlalysis,The signs of thゃestiIIlated coefficients are all consistent with

those from the univariate analysis and they are statistically sigII主畳cant at the 50/0

19vel or highe■ Overall,the xmodel explains 20.60/O ofthe variation in MFERR.

Thus,the IIlultivariate analysis reconfirェns the tlnivariate results that the lo fac―

tors,m「 hich are macroeconoIIlic inttuence,industry,fiェ ェ上 SiZe,exchange/OTC,

oxternal ttnnncing,financial distress,prior marlagement forecast errors,grox/vth,

losses,and management forecasts of dividends,are all assOciated with bias in

MEFs,

1135 Market awareness of biasin management
earnings forecasts

This sectton investigates the extent to which systeFrlatic errors in MEFs are

renected in share prices,Managers usually have access to inside inforIIlation

that is not availab10 tO outsiders.TherefOre,managers are cOnsidered to have aFl

inforlnational advantage over lnarket particiPantS・Because of this informatiOn

asylnHletry, it、vill be both rational and practical for IIlarket participants to

regard management forecasts as a prilrlary source of info■ニュation about JttLture

performance of firIIIs,If the stock lnarket fixates on earnings forecasts released

by management and does not correctly adjust for systematic errors in the fore‐

casts,share prices of irms that issue optimistic earllings forecasts will be over‐

valued while those that issue pessil■istic earnings forecasts will be

undervalued.However,as the eFld Of the accOunting period nettis,infOrIIlation

about the actual perforllrlance of firIIIs will be disse正Iinated in tte IIlarket and

PriCe reversals wi11 0ccllr, Then, a hedge portfollo strategy of buying ttrIIs

reporting most pessilnistic MEFs and selling shOrt thOse reportillg most opti―

正liStic MEFs at the titll「le oftheir release would generate positive ab■ orIIlal stOck

retllrns.

To test whether systematic errors in MEFs are impounded intO share prices,
the predicted MFERRを iS Calculated for each firm using the estimated ParaEXeterS
缶om the following ttxed effects lfrlode19:

MFERR岸 1=挽 FIRMDUM卜 1+推 LNMVE卜 1+掩 DISTr-1+/4GROWTH卜 1+

祐LOSSr_1+‰ DIVUP卜 1+衿 YEARDUMを -1+Cr'



Chapter ll

Table ll.6 Muitivariate analysis of the deterrninants of bias in『nanagement earnings

forecasts

Variables Expected sign    Coettitient     ■statistica      みstatistica

Re9resSon model   MFERR:主 I祐十βlとNMVEt十 ゑOTCr十 島OTC★ LNMVほ r十 ゑOFFERr十

鬼DiST!キ ゑMFERRど_1+ん MFERRr 2+ゑ GROX/VTHt十 島LOSSt十

βloDIVじPr tt βlllNDUSTl-28t tt β12YEAR81-98r tt Ct

CONSTANT

とNMVE

OTC

O T C☆LNMVE

O F FこR

DiST

MFERRr-1

MFERRr-2

GROWTH

とOSS

DIVUP

INDUSTl-28

YEAR81-98

Adj.景2

N

?

十

十

■

十

十

十

十

0.206

24′023

- 0、0 5 3 4       - 9 . 5 5☆★

OH001 6         8.98★ヤ

ー01 0 2 6 3       - 2 . 5 3☆

0.0029         2.68★☆

0.0035         4.60★☆

-0,0016      -3.75★★

0.1852         11.42★求

0.0463         4.36☆★

0.0180 6.80+★

-010093      -5.27★ ★

0,0023 2.70★求

7.36☆★

67.27☆★

The dennitions of the variables aret MFERR古 妻 〔島
一 MFp/Pr,LN― F=1・ 0匹VIを/C°nSulner Price

lndex),

OTCt=|: 
ま量ど:|▼亀」

an oTc ttrIIl in period古
,

OTCttLNMVEl=恰
剛 Ⅶ を

温記貫 &ょ

観 °TCttmtt pdod 
i

OF距 氏
=艦

漁 ま品 Fadeaseason,d 

PtthC offettngね pe五 od毛

播猛路1齢憾 欝瑞撤す塩謎idガ
∞mpO亜nt ana呼立s on tte vttables used瓶

G R O W戦 =1肇
鎌藁在才
'LO S軌‐

艦 猛監 艦

ega前
乳

DいAJPと=惜
 :&猟 :ncreaSed 

forecast dividends for periodを
,

盟掲:品:登言景:謎鞘縄F鞘縄鮎盤艦講還t稲盟艦盤盤選盤繊
島 i S  S h a r e  p r i c e  a t  t h e  b e g i n n i n g  o f  p e r i o d を, a n d  M V E t i s 』 h e  m a r k e t  v a l u e  o f  e q u i t y  t h r e c  I I l o n t l s

after the beginniI18 0f period古.

To control for outliers,observations with studelltized residual greater than twp are removed.
a卜statistics and F‐statistics are based o■コVhite's heteroskedastic―consistent standard error,
十signiicallt at the O.05 1evel〔twoitailed).★★Signittcant at the o.ol level o、げo―tailed).
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x/Fheret

FIRMDUMI=a set of ttrln duttllnies aIId

YEARDUM士 =a Set of year dumm■ ies.

TO make tte strategy actually implementable, o■ly ex αrlをθ factors that are

related tO managerllent forecast errors are used as independent variables.The

model is estilnated arlnually froEl 1984 to 1998 11sing parlel datasets with at least

上ve口year data ava主lable for each firm,arld tte estimated coeFFicients are used to

obtain the predictedヽ 仁FERRt,For exalnple,t00bt〔 述n the predicted lxallagement

earnings forecast error for a irm in the year 1990,the predicted MFERR199。 ,a Set

of esdmated coettcients derttved最oHl data for the 1979-1989 tilne period are used.

Atthe end of)une fOr each year froII1 1985 to 1999,firrns are ranked accOrd‐

ing to their predicted MFERRr and assiglled in equal■ umbers tO quintile porth
folios.The toP quintile portfollo comprises firIIIs with the highest predicted
MFERR↓ (predicted tO be lnost pess山田正stic ilx their earnings forecasts)and the

bottom portfollo comprises ttrms with the lowest predicted MFERRt〔 predicted
to be I■ost optiHlistic in their earnings forecasts),The strategy is to take a 10ng

position in the top quintile portfolio and a short position in the bOttOIn quintile
portfollo and maintain these investments until the end Of september tfor a
three‐Inonth periOd)10.The results ofthe salle stategy based On the actual fore―
cast errors are also reported for comparison ptLrpOses.
Fig■lre ll.3(A〕plots the abnoHnal returns登 olrl the hedge portf01io strategy
based on the actual forecast errors for the 15 years.The retuFnS are positive in all

years,with a 15…year average retlLrn Of 8,0%.This suggests that having perfect
foresight on management forecast errors ca■ produce cOnsistent abnorllal
returns.Figure ll.3(B〕plots the abnorュェal retllrns缶om the salne strategy based
on the predicted forecast errors.The returns are positive in 14 of the 15 years,
with a 15-year average retllrn of 4.5%.Thus,the hedge pOrtfoliOもtrategy based
O n  θX P O Sを fo r e c a s t  e r r o r s  c a r l  g e n e r a t e  a b n o r I I l a l  r e t l l r n s  O f  a s  m u c h  a s  8 . 0 % ,魚 In d

the same sむategy based on θx anどθ fOrecast errors can still produce abIIorllal

retlLrnS Of 4.5%.These ttndings lnay suggest that the stOck ttlarket fixates On

manageIIlent forecasts and does■ Ot completely impound systematic errOrs iII

MEFs into share prices.

11口6 Conclusion

The first objective of this chapter was to investigate the deterlnillarlts Of bias主ュ
management earnings forecasts(MEFs)an■ounced byメapanese FirIIIs over the

period 1979-1999,The results ofbot■univariate nTld multivariate arlalyses show
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Return
16°/。

91 92 93 94 95 96 97 98 99 Year

Return

16°/。
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望 °/。

( B )

91 92 93 94 95 96 97 98 99 Year

Figure l l.3 (AI Abnormalreturns prOduced by the hedge portfOI,o strategy based on the actu31
managernent forecast errors(MFERR).(B)Abnormal returns prOduced by the hedge portfOli0
strategy based on the predicted management fOrecast errors(MFERR).ln both cases,lrrrls are
ranked according to the MFERR at the end of」une frorn 1985 to 1999 and assigned in equal
numbers to quintile portfolios.The top quirltile pOttfO1lo cOrnprises firms with the hi9hest MFERR
and the bottorn quintile portfOliO、γith the lowestかMFERR,The strategy is tO take a 10n9 pOsitiOn
in the top quintile portfoliO and a shO☆ pOsitiOn in the bOttorYl quintile portfoliO and maintain
these investments until the end Of septerrlber

軌
　
ω

that the lo factOrs,which are rllacrOeconOrrlic inttuence,industry,血 rHI size,
exchallge/OTC,external ttnancing,financial distress,prior management fOrecast
errors,growth,losses,alxd marlagement fOrecasts of dividends,are all assOciated
with bias in MEFs,The secOnd objective of this chapter waS tO
extent to which systematic forecast errors are reflected in share

exalnlne

prices,
曲
Ｔｈｅ
０



international Accounting

results ofthe hedge portfollo strategy show that ab■orrrlal returns can be earned

by predicting errors in】Ⅶ『s,suggestillg ttat share prices lnayュot飽 1ly reflect

information about systematic errors in MEFs.

The provision ofthe next period's earnings folecasts by IIlanagement of alIIxOst

all listed irms is a ma,or feature of tte】apanese ttnarlcial disclosLLre System.

Despite that,there has been little research so far on the properties of Japanese

management forecasts,partly due to diltticulties in obtaining the data,This st■ldy

is probably the first to investigate the properties ofJapanese wIEFs.The nndings

in this chapter suggest the existence of systematic bias ilrlJapanese lnallagement

forecasts and also provide some evidence ofthe stock lnarket's ttxation on lnan―

agement forecastso Perhaps future research on the impact of lnanagemeIIt fore―

casts on analysts' forecasts 巾7ould likely shed ll「Iore light on the natuF0 0f

IIlarlagement forecast inforination and its inttuence on the stock IIlarket.
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Notes

l. The term`earnillgs'used in this chapter indicates`net incoIIte'1lnless Ottettse stated.

2.The condensed ttnaIIcial statements tKessan Tanshin)are avaiユ able壺 。In the TokyO stOck

Exchange website mttP:〃w鴻的転tse,or.jp〕`

3t  All forecasts are published in the forln of polnt forecasts except for dividends per share,which

are sometilnes provided in the forIII of range forecastst

4・  A sllrvey reports that,by 1980,more than 9o°/O ofよisted ttrttis,eXCIuding thOse in the financial

sector,provided IIIanagement forecasts,

5.  The results presented later are qualitatively sttnllar when observat主ons iII the extreme O.50/c and

l.5°/o are remOved.

6=  VVhen the analysis requttes first―differellced valriables and/Or iagged variables,the sarnple size

becomes smaller accordingly`

7.  Using the yearly lnedinnふ江FERR instead of meanヽ 在FERR produces silnilar results.The correla‐

tion coefficient between the yearly lnedian MFERR and the real GDP gro酌だh rate is o.826.

8.ふ 江cNichols〔1980)repOrts a large xlegative meaII(median)ヽ 江FERR forthe year 1982.The US econL

omy posted-2.0%in real GDP gro和成h rate il1 1982,コ↓hch was tte worst in the last 50 years.

9.  A ttxed effects estiIIlation uses the tilne―demeaned data.TherefOre,any variable that is constnnt

or has littie variation over tilne is excluded ttom the lnodel.
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l o . T h e  r e t u r n  c u I I l u l a t i o n  p e r i o d  i s  l i m i t e d  t o  a  t h r e e ―m o n d h  p e r i o d  f r o m  t h e  e n d  o f J u n e  t O  t h e  e n d

o f  S e p t e m b e r , T h i s  i s  b e c a u s e  t h e  s倒 皿
ple  
f i . 1担 S u S e d  i n  t h i s  s t u d y  a r e  a l l  M a r c h  t t s c a l  

y e a r―
en d

firms and ttey publish new forecasts for f411‐year earnings at the salne tilne as they report

selni―annual earIIings,at tte end of September.The analysis(nOt repotted here)indicates that

higher ab■oど..ial retums canュot be earned by extending the returII cumulation period to nine

and 12 111olld■S々
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