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Analysts’ Forecast Revisions and Errors around Executive Turnover:
Do Japanese Firms Manage Earnings around Turnovers?

Naoyuki Kaneda

1．Introduction

Existing literature about earnings management examine the accounting variables to find the earnings 
management in U. S. firms. Pourciau (1993) finds some inconclusive evidence. Murphy and Zimmerman 
(1993) conclude that turnover-related changes in several accrual and expenditure accounts are due 
mostly to poor performance. Since CEO turnovers are typically preceded by poor performance (Warner 
et al. 1988, Weisbach, 1988), it is difficult to distinguish the earnings effect due to poor performance and 
management discretion. It is unlikely to be fruitful to use more elaborate accrual estimation model such 
as model used in Jones (1991), because Dechow et al. (1995) show that discretionary accruals estimated 
from such models are also correlated with firm performance.

In this paper, we take an indirect approach by examining the earnings expectation change around CEO 
turnover for Japanese firms. An advantage of this approach is that such an analysis effectively controls 
the confounding effects of firm performance. Analyst earnings forecasts prior to the turnover 
announcements should have already incorporated the poor firm performance over a relatively long 
period. Thus, any systematic abnormal forecast revisions during the short window around turnover 
announcements can be attributed to the expected discretionary behavior of the new manager.

An assumption in the above discussion is that analysts rationally expect any possible earnings 
management related to CEO turnovers and incorporate such information in their earnings forecast 
revisions in a timely fashion. The validity of the analyst rationality assumption is itself of interest and 
subject to empirical testing. Past studies have found evidence of systematic forecast errors inconsistent 
with rational expectations. Although various rationality-based explanations have been proposed (Francis, 
1997; Gu and Wu, 2002), no single factor, or factors, has been able to fully explain the systematic 
forecast errors.

An advantage of our event approach is that it is relatively easy to isolate the turnover-related effects, 
and any systematic patterns of forecast revisions or forecast errors around turnovers can be used to draw 

＊） Supported in part by Grants-in-Aid for Scientific Research (c) (15530296), the Ministry of Education, Culture, Sports, 
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inferences on analysts’ forecast behavior. Based on a priori predictions of CEO turnover-related 
management discretionary behavior, we can differentiate analysts’ behavior under different assumptions. 
In particular, if the new CEOs systematically manage earnings downward, we expect rational analysts to 
revise their earnings forecasts in the same direction. However, if analysts are irrational in that they either 
cannot understand the implications of CEO turnovers, or they do not update their forecasts in a timely 
fashion, then both their forecast bias and forecast accuracy will deteriorate. On the other hand, if 
earnings management is more active after CEO turnovers but not in a particular direction, we will not 
observe systematic revisions or increase in forecast biases, but forecast accuracy will be worsened. 
Finally, if there are no earnings management related to CEO turnovers, neither analyst forecast revisions 
nor forecast bias/accuracy will be affected.

Kaneda (2002) examine analysts’ earnings forecast revisions and errors around CEO turnovers for 
U. S. firms. They do not find the significant downward revisions around CEO turnovers. They do find the 
optimistic forecast biases for the event year. Analysts might make the optimistic forecasts before 
turnover announcements. It might be an indication that managements manipulate earnings downward in 
the event year.

Existing literature of earnings management use accrual estimation models to examine accounting 
variables in Japanese firms. Shuto (2001) examines discretionary accruals using Jones model and 
modified Jones model. It is important to examine analysts’ forecast around CEO turnovers to eliminate 
the confounding effect of firm performance.

Kang and Shivdasani (1995) examine the role of corporate governance mechanisms during top 
executive turnovers in Japanese firms. They find that firm performance improves significantly after 
outside succession. Following Shuto (2001), we examine the data for the sub sample of firms whose top 
executives are replaced by outsiders. 

The remainder of the paper is organized as follows. Section 2 describes hypothesis development. Section 
3 describes the research design and data. Section 4 presents the results. Section 5 concludes the paper.

2．Hypothesis Development

Following Kaneda (2002), we have two major issues in this research, the behavior of CEOs and the 
behavior of analysts. We analyze several situations considering these two major issues in the hypotheses 
development.

First, we analyze a situation where CEOs manage earnings downward after turnovers. If CEOs 
manage earnings downward, what do analysts observe? If analysts are rational, they expect that CEOs 
manage earnings downward in the transition year. Thus, analysts revise their earnings forecast 
accordingly in the short period to reflect their judgment. On the other hand, analysts revise their forecasts 
less optimistically even without such judgment toward the end of fiscal year in general. Considering the 
nature of forecast revisions, we expect larger negative forecast revisions right after turnover 
announcements. 

When security analysts get new information about the firm, they may reflect that information 
immediately or on a relevant future date. We have two hypotheses as follows:
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H1a: Forecast revisions around the announcement of CEO turnovers for earnings of the transition years are 
not statistically larger than those in the non-event years. 
H1b: Forecast revisions around the expected date of CEO turnovers for earnings of the transition years are 
not statistically larger than those in the non-event years. 

H1b is also tested, because analysts in Japan might reflect the turnover related information around the 
expected date of turnover rather than the date of turnover announcement.

If CEOs manage earnings downward and analysts are not rational, they do not revise their forecast 
accordingly. And if analysts do not revise their forecast with turnover announcement, their forecast 
errors will deteriorate accordingly. This analysis leads us to the following hypotheses.

H2: Forecast biases do not deteriorate for the event year. 
H3: Forecast accuracies do not deteriorate for the event year.

“Forecast bias” is defined as the difference between the actual earnings and earnings forecast deflated 
by stock price one month before a turnover announcement. If the earnings forecast is optimistic, the 
forecast bias is negative. Forecast accuracy is the absolute value of forecast bias. 

If CEOs do manage earnings but not in a particular direction, what kind of revisions do analysts 
observe? Even if analysts are rational, we should not see systematic revisions in their forecasts. If CEOs 
do not manage earnings in a particular direction, analysts’ forecast bias should not deteriorate. In this 
case, we would observe the larger forecast errors in absolute magnitude and a decline in forecast 
accuracy. We also test H2 and H3 about analysts forecasts around the expected turnover in addition to 
the date of turnover announcement. 

Following the existing literature, we also test the hypotheses with the subset of data of voluntary and 
non-voluntary turnovers. Furthermore, we test the hypotheses with the subset of data of turnovers whose 
CEOs are replaced by outsiders/insiders. Shuto (2001) finds the significant results with sample whose 
CEOs are replaced by outsiders. We also examine this sub-sample.

3．Research design

We took a sample from both around turnover announcements and around the expected turnover dates 
and found that we do not find the significant results for the forecast revisions around turnover 
announcement. Thus, we decided to focus on the results surrounding the expected turnover date in the 
following sections.

We define the “event year” as the year when the newly hired CEOs can manipulate earnings. Since 
listed firms publish their audited financial statements a few months after the fiscal year-end, we include 
turnover dates within two months after the fiscal year-end into that fiscal year1）.

We begin our analysis by taking the forecast frequencies around the expected turnover dates for each 
analyst. If analysts revise their forecasts after turnover dates, we expect to observe more forecast 

1） Most listed companies release their financial results in two months after the end of fiscal year. This disclosure is 
officially required by Tokyo Stock Exchange. It is quite rare to make changes in the audited financial statements. 
Investors consider these changes as a result of poor internal control.
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revisions after that dates. We compare analysts’ forecast revisions and forecast errors in event years with 
those in non-event years. We considered two windows for analysts’ forecast revisions: one month and 
three month. We find few analysts’ revisions for one-month window. Thus, we concentrate on the 
analysis in three-month windows in the following sections.

Following Kaneda (2002), we estimate “normal revisions” using the method of Jain (1992). If analysts 
are rational and new CEOs indeed manage earnings downward, we should see the larger downward 
revisions in the event year than those in non-event year. If we regress forecast revisions on dummy 
variables and abnormal returns in Jain’s model, we can test the hypotheses in terms of coefficients on 
dummy variables. We make the cross-sectional regression in the following form:
(1)　∆ FREV=f(Dummy, ABEVT, ABPRE, ABPOST),
where ∆ FREV means forecast revision, ABEVT, ABPRE, and ABPOST are abnormal stock returns in a 
period surrounding the announcement date, abnormal stock returns in a pre-event period and a post-
event period.

Regarding the tests for forecast bias and forecast accuracy, our tests are also based on both non-
parametric tests and multi-variate analysis. We use the model of Gu and Wu (2002) for the analysis of 
forecast biases. We use the model of Brown (1999) for the analysis of forecast accuracy. We choose the 
TRAC model in Brown (1999). We also examine the forecast biases before turnover announcements.

Following Jain (1992), we include the abnormal return prior to the turnover and after the turnover, 
because the stock market tends to reflect new information prior to the event and it might take time for 
investors to digest the new information. We calculate the abnormal return using a market model with 
equally weighted market return including all distributions. In the expression (1), ∆ FREV is the mean of 
the last forecast revision made by analysts for each firm in the event window. The event date is the top 
executive turnover announcement date or the expected turnover date on the Nikkei Telecom database. 
More details of the search process will be given at the start of the next section.

The abnormal return (ABEVT) is abnormal stock return derived from the market model from day-2 to 
day+28. The pre-event period consists of a 120-day period from day-3 to day-122. The post-event period 
consists of a 120-day period from day+29 to day+148. The subperiods are defined as follows:

  ABPRE1: abnormal returns from day -3 to -32 
  ABPRE2: abnormal returns from day -33 to -62
  ABPRE3: abnormal returns from day -63 to -92
  ABPRE4: abnormal returns from day -93 to -122
  ABPOST1: abnormal returns from day +29 to +58
  ABPOST2: abnormal returns from day +59 to +88
  ABPOST3: abnormal returns from day +89 to +118
  ABPOST4: abnormal returns from day +119 to +148
We take forecast revisions as the difference of mean earnings forecasts before and after the 

announcement. We use 250 days (day -373 to day -123) to estimate the market model for the purpose of 
abnormal returns. We make the regressions of expression (1) for a whole sample with a turnover dummy 
and with voluntary and non-voluntary dummies. We also make regressions for a whole sample with a 
turnover dummy and with ‘outsider turnover’ dummies. We consider firms whose CEOs are replaced by 
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outsiders as “outsider turnover” and other firms as “insider turnover.”
Following Shuto (2001), we consider CEOs as “outsiders” if they had taken the positions in the firms 

during the four-year period prior to taking the positions of CEOs. We consider other cases as “insider” CEOs.
To obtain forecast bias and forecast accuracy, we use the actual earnings per share (EPS) by I/B/E/S. 
We get the stock price information from Toyokeizai Kabuka CD-ROM and stock return information 

from Nikkei Portfolio Master. We take the data of firms’ financial statements from Nikkei NEEDS. To 
avoid small deflator problems, we require that stock prices be larger than or equal to 100 YEN.

4．Data Collections, Analyses, and Results

4.1.Table 1, Selection of Sample of CEO Changes: In this section, we shall elaborate on the process 
of data collections, analyses, and results. 

We use the term, CEO turnover announcement, to mean the announcement of top executive 
turnover. We searched the top executive turnover in Nikkei Telecom database. A keyword search of the 
database was conducted for ‘Shacho’ (president) or Kaicho (chairman of the board) with the descriptions 
of ‘Kotai’ (turnover) or ‘Kainin’ (dismissal) or ‘Jinin’ (resignation) or ‘Tainin’ (retirement) or ‘Shunin’ 
(appointment) or ‘Shokaku’ (promotion) and so on. The search provides 1,240 companies from 1993 to 
2000 as shown in Table 1. (We use the term turnover to mean “CEO turnover” and turnover 
announcement to mean “CEO turnover announcement.”)

We employ the data of Nikkei Needs and I/B/E/S database. If some data are unavailable for one 
turnover, it is excluded from the final sample.

Table 1 shows the sample selection. We get 1,817 reports in a Nikkei Telecom search. But some of 
them are multiple-cites and others are non-turnover events. Some are for non-profit organizations. 
Eliminating those irrelevant or redundant samples, the total number of firms is 1,250. We also exclude 
10 events because of non-executive turnover. Price data of some samples is not available in the 
Toyokeizai Kabuka CD-ROM. In addition, for the analysis of analysts’ forecast revisions, we need 
forecast revisions both in pre-turnover windows and post-turnover windows and the final sample size is 
smaller. Thus, the number of CEO turnovers in the sample is 123.

4.2.Table 2: Industry Composition: Here, 123 sample firms are shown in Table 2. Although we see 
more observations in some industries such as ‘Food and kindred products,’ ‘Chemicals and allied 
products,’ and ‘Electronic and other electrical equipment and components,’ the sample is fairly 
diversified.

We refer to the date in which the turnover announcement was made as the event date. The expected 
turnover date or, omitting “expected,” turnover date is the date mentioned in the announcement as the 
date the CEO is expected to take over. (Actual turnover dates were not traced since the publicly 
announced turnover dates are most likely be the actual turnover dates.) We use the term turnover year 
or transition year to mean the fiscal year that includes the expected turnover date stated in the 
announcement, i. e., the expected date on which the transition from the old to the new CEO takes place. 

As mentioned in Section 3, only the results from the samples obtained using the expected turnover 
dates will be reported, even if those using the turnover announcement dates have been prepared but 
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found to have insignificant results. We also define the event year to mean, as mentioned before, the first 
fiscal year that includes the turnover date if extended by two months into the future. For a calendar-year 
company, if the turnover date is February 28, 1998, the event year is 1997 while if it is March 1, 1998, 
the event year is 1998. Note that all earnings and forecast data dealt with in this study are annual data.

4.3. Table 3, Abnormal Returns: Following Kaneda (2002), we provide a table to show the top 
executive turnovers as well as their announcement timing. The table shows that during the 270 days 
(nine 30 day periods) from 122 days before the turnover dates and 148 days after the turnover dates, 
firms having top executive turnovers had negative abnormal stock returns in the periods of ABPRE4, 
ABPRE1, ABEVT and ABPOST2. The most significant negative returns appeared in the first 30-day 
period (from day -122 to day -93; -0.0158). The return is significantly negative at 5% level.

We do not provide data for the non-voluntary and voluntary samples, since we do not find significant 
results for voluntary and non-voluntary samples. We do not provide the abnormal stock returns around 
turnover announcement, since we do not find the significant results for multivariate analysis using the 
method of Jain (1992) for the forecast revisions around turnover announcement.

Outsider turnover sample shows larger negative abnormal returns in ABPRE1, ABPRE2, ABPRE3, 
ABPOST1 and ABPOST2. In the second to last 30-day period, the largest positive return shows up for 
outsider sample (0.1283). 

Even CEOs who had apparently resigned involuntarily tend to remain on the board in Japanese firms. 
Thus we conclude that Pourciau’s definition of non-voluntary turnovers is not suitable for the executive 
turnovers in firms in Japan. We have the following definitions for non-voluntary and voluntary turnovers. 
Voluntary turnovers include 1) apparent retirement which includes completion of a few terms of office, 
2) top executive replaced by direct descendents, 3) CEOs older than the age of 65 years and 4) holding 
the title of Representative Director after turnovers, even if we do not have the description of turnover. If 
the article of Nikkei Telecom mentions the poor performance of the firm, we classify the turnover as 
non-voluntary. We exclude sample with the death of top executive from voluntary and non-voluntary 
sub-sample. We did not eliminate financial institutions and the regulated companies from our sample.

4.4. Table 4, Forecast Revision Frequencies: After the above overview, we now begin our analysis 
with the frequencies of earnings forecasts for each firm. Following Kaneda (2002), these analyses focus 
on the frequency of earnings forecast revisions for each firm during the pre-turnover three month period 
and the post-turnover three month period (Panel A).

These forecast data and frequencies were obtained from the I/B/E/S database for the period of 1993-
2000. We collected data and grouped for each of the firms in the sample, counting the number of 
forecasts made by analysts during the pre- and post-turnover periods. Multiple forecasts by a given 
analyst in a three-month period are counted as one forecast. The ratio of the post- turnover forecast 
frequency over the pre-turnover forecast frequency was taken for each firm. Number of sample is larger 
than 123 firms for the most categories, because we need forecast revisions both in pre-turnover windows 
and post-turnover windows and stock price to deflate the revisions in Table5.

Next, the same analysis was done using the data one year earlier than the event year, taking the 
corresponding three month periods before and after the expected turnover date moved backward by one 
year. The difference between the two ratios for each firm provided a basis for 1) Wilcoxon one-sided 
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signed-rank test and its p-value and 2) a paired t-test and its t-values. They are listed in Table 4 as the top 
number in Panel A under the Wilcoxon test column and under the Paired t-test column. The same 
analysis was done comparing the event year and one year subsequent to the event year and p- and 
t-values are given as the bottom numbers in the panel under the Wilcoxon test and t-test columns. 

Panels B shows results from the same analyses carried out for 3 month periods, not for the entire 
sample firms but only to those firms where CEO turnover was judged to be replaced by outsiders, where 
the criteria for outsiders/insiders classification was explained earlier in Section 3. Panels C shows results 
from the same analyses carried out for 3 month periods, not for the entire sample firms but only to those 
firms where CEOs are judged to be replaced by insiders.

One point should be pointed out. Mean ratio for “outsider 3 month” sub-sample is 1.75. On the other 
hand, mean ratio for prior year and subsequent years are 0.910 and 0.788 respectively. Although the 
difference is not statistically significant at 5%, ratio for the event year is larger than those in non-event 
years. We do not find the significant difference between the ratios for event-year and non-event years for 
the whole sample (panel A) and sub-sample for “Insider 3 month.” Kaneda (2002) find the significant 
difference in ratios between event-year and non-event years in the non-voluntary sub-sample. The 
executive turnovers seem to provoke the interests of analysts but the result is not statistically significant.

4.5. Table 5, Forecast Revision Amounts: Next we make analyses of forecast revisions after the 
expected turnover date. Descriptive statistics of forecast revisions around turnover dates are shown in 
Table 5. Unlike Table 4 which focuses on frequencies, Table 5 focuses on the amount of revisions around 
the expected turnovers. Here, we take an analysts’ per-share earnings forecast for a given firm made 
during the three-month window immediately after the expected turnover date and a forecast made by the 
same analyst for the same firm but during the three-month window immediately before the expected 
turnover date. If an analyst makes more than one forecast in a three-month window, the latest one is 
chosen. If an analyst makes forecasts only in the pre-turnover period or only in the post-turnover period, 
the forecast is thrown away. 

These forecasts are then averaged for the post-turnover window for a given firm and the same is done 
for the pre-turnover three-month period. The post-turnover average amount less the pre-turnover average 
amount is then divided by the firm’s stock price at the beginning of the fiscal year. It is expressed in a 
fraction, indicating the level of forecast revisions.

The same analysis is carried out for the data one year before the turnover date. The result is then 
paired with the event year data and the Wilcoxon one-sided signed-rank test is applied to the pairs of 
data and p-value is computed as well as the paired t-test and the t-value. The same series of analysis is 
done comparing the event year fraction with the fraction developed for the period one year after the 
expected turnover date. We expect that the executive turnover is a bad news, especially if the CEOs are 
replaced by outsiders and that analysts will revise forecasts downward, hence a one-sided test was 
applied.

We do not find significant results for the three-month whole sample (panel A). Mean forecast revisions 
in the event-year shows larger negative revisions (-0.00553) compared to the mean forecast revisions in 
the prior year (-0.00252). On the other hand, mean forecast revisions in the subsequent year shows larger 
negative revisions (-0.00601) than the mean forecast revisions in the event year (-0.00553). Wilcoxon 
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one-sided signed-rank test and paired t-test do not indicate the significant differences. We do not find 
significant results for voluntary and non-voluntary subsample. Shuto (2001) does not find the significant 
results for non-voluntary sub-sample. It might imply that management does not manage earnings 
downward in non-voluntary turnovers in Japanese firms.  

We have more interesting results for three-month outsider sub-sample. Mean forecast revisions in the 
event year is -0.01233. On the other hand, forecast revisions in the prior year and the subsequent year 
are positive and the magnitude of the revisions is much smaller (0.00079, 0.00131). Paired t-test 
indicates that event-year revisions have larger negative revisions at five percent level. Wilcoxon one-
sided signed rank tests do support this observation. Outsiders tend to replace the existing CEOs when 
firms have very poor performance. It might imply that management manages earnings downward for 
‘outsider turnovers.’ 

Panel C shows that mean forecast revisions in the event year (-0.00483) have larger negative revisions 
than those in the prior year (-0.00320). The non-parametric tests do not indicate that their difference is 
significant. The mean forecast revisions in the subsequent year for “insider” sample show larger negative 
revisions than those in the event year. Although we search for specific reasons, we do not find convincing 
explanations for these results.

4.6. Table 6, Forecast Biases: Next we examine earnings forecast errors. The univariate analysis for 
forecast biases, defined as actual earnings less forecasted earnings, divided by the stock price at the 
beginning of fiscal year, is shown in Table 6. 

We do not have particularly significant results for forecast biases presented in Table 6. For example, 
we have larger negative mean forecast biases in the prior year (-0.031900) than those in the event year 
(-0.019800) in the three-month window. If management manages earnings downward and analysts do 
not make sufficient downward revisions in the event year, we are supposed to have negative (i. e. 
optimistic) forecast biases. The results do not match with this hypothesis. We do not find the larger 
negative forecast biases in the event year either in the outsider sub-sample or in the insider sub-sample. 
We have larger forecast revisions in the outsider sub-sample but do not find the overly optimistic forecast 
in the same sub-sample. Kaneda (2002) find the overly optimistic forecast in the event year for non-
voluntary sub-sample. Our results show a contrast with their results in the univariate analysis.

4.7. Table 7, Forecast Accuracies: We examine the forecast accuracy next. Table 7 shows the results 
of univariate analysis for forecast accuracies, defined as the absolute value of the forecast biases.

Mean forecast accuracy in the event year is not significantly different from those in non-event years 
for three-month whole sample. Non-parametric tests do not indicate the statistically significant 
difference. If management manages earnings downward but analysts do not reflect the information 
effectively, analysts’ forecast accuracy deteriorates. Panel A does not show the forecast accuracy 
deteriorates in the event year. Panel B shows that forecast accuracy improves in the event year compared 
to the forecast accuracy in the prior year. The results do not match with this story either. 

4.8. Table 8, Forecast Revision Regressions: As previously mentioned in Section 3, we take 
advantage of the method of Jain (1992) to make multi-variate analysis. In essence, we consider the 
“normal revision” to consider the other information reflected in the forecast revisions.

Table 8 shows the results for multi-variate analysis in three-month window. Model 1 uses the dummy 
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variable for turnover year. Model 2 uses dummy variables for turnover year and a dummy of turnover 
year multiplied by a dummy of “outsider” turnover (TNS). In this way, the coefficient of turnover 
dummy shows the effect of “insider” turnover in the event year. The coefficient of TNS dummy shows 
the effect of “outsider” turnover in the event year. Sum of the coefficient of turnover dummy and the 
coefficient of TNS dummy shows the effect of turnover year.

First of all, both of Model 1 and Model 2 are statistically significant. (In Model 1, p-value is 0.0001. 
p-value for Model 2 is 0.0001.) At least one coefficient of the independent variable is significant to 
explain the change in forecast revision.

Following Kaneda (2002), we find the significant relationship between change in earnings variable 
and abnormal return around the announcement. Coefficients of ABPRE3 and ABPRE1 are statistically 
significant. The coefficient for dummy variable is not statistically significant. 

The second column of Table 8 shows the results for Model 2. As in Model 1, at least one independent 
variable is statistically significant to explain the change in forecast revisions. The coefficient of TNS 
dummy is statistically significant at 5% level. It implies that analysts’ forecast revisions around “outsider” 
turnovers shows statistically significant negative forecast revisions. If management in the firms where 
the top executives are replaced by outsiders manages earnings downward and analysts reflect that 
information in a timely manner, we observe the negative forecast revisions around turnovers. The results 
match with this story. Since multi-variate analysis around turnover announcements does not show the 
statistically significant results, it might imply that financial analysts reflect the information in their 
forecast when the executives take office.

4.9. Table 9, Forecast Bias Regressions: Following Gu and Wu (2002), we use mean-median 
difference, skewness, natural logarithm of market value, and number of analysts making annual forecasts 
for the multi-variate analysis. Results are presented in Table 9. 

Table 9 presents the results for three-month window. Model 1 represents the results with a dummy 
variable for event year. Model 2 represents the results with a dummy variable for turnover year and a 
dummy of turnover year multiplied by a dummy of “outsider” dummy (TNS). Gu and Wu (2002) used 
two different parameters for skewness (MNMD and SKEW), and we have two different regressions for 
each model.

First of all, p-value for Model 1 regressions using parameter MNMD and SKEW are statistically 
significant (0.0028 and 0.0033, respectively) at 1% level. The coefficients for skewness (SKEW and 
MNMD), LGMV and LGFLLW are not statistically significant. The coefficient of turnover dummy is 
not significant.  

Results for regressions for Model 2 are right-most two columns in Table 9. First of all, two regressions 
for Model 2 are statistically significant at 1% level. p-values are 0.0065 and 0.0001 respectively. The 
coefficients of TNS dummy are not statistically significant. In the analysis of forecast revisions for the 
“outsider” sample, we do find the significant revisions in the event year. We do not have some negative 
forecast biases in the event year for “outsider” sample. Analysts might revise their forecasts of the firms 
where CEOs are replaced by outsiders and their forecasts are not statistically optimistic. 

4.10. Table 10, Forecast Accuracy Regressions: We follow Brown (1999) for the multi-variate 
analysis of forecast accuracies. Following Kaneda (2002), we use two-factor TRAC model. The results 
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of regressions using TRAC model are presented in Table 10.
Data for model 2, which includes turnover dummy and TNS dummy, are not shown in Table 10, since 

we do not have enough data for “outsider” sample. Hence, only the results for Model 1 are shown in 
Table 10.

Regression results of Model 1 are statistically significant (p-values being 0.0001.) As in the previous 
multi-variate analysis, Model 1 uses dummy variable for turnover years. As shown in Table 10, the 
coefficient of turnover dummy is not significant at ten percent level. It implies that forecast accuracies in 
event years do not deteriorate significantly with respect to the forecast accuracies in non-event years. 

The results may be more compatible with non earnings management for the whole sample, since we 
do not have significant ones for forecast accuracy.

4.11. Forecast Biases before Turnover date: We conducted the univariate analysis and multi-variate 
analysis of forecast biases before expected turnover dates. If management manipulate earnings 
downward and analysts revise their forecasts, we have even more optimistic forecasts in the period 
immediately before the expected turnover dates. But we do not find the significant results in these 
analyses. (Results are not shown in tables.) 

4.12. Table 11 Unexpected Earnings, Accruals, Cash Flows, and Special Items: We also replicate 
the results of Pourciau for sub sample of ’outsider’ turnover. The results are shown in Table 11. Since we 
do not need forecast revisions both in pre-turnover windows and post-turnover windows for this 
replication, the sample size in Table 11 is larger than that in Table 5 Panel B. Similar to Pourciau (1993), 
we have mixed results. Mean and median unexpected earnings are significantly negative and consistent 
with expectations. Mean and median unexpected accruals are negative, but they are not statistically 
significant. We also have income decreasing special items in turnover year.

We find income increasing accruals in year T-1. They are statistically significant. The results are 
harmonious with the poor performance of the sample firms. 

5．Concluding Remarks

Following Kaneda (2002), we extend and elaborate the results of Pourciau (1993) for Japanese firms. 
Overall, we do not find significant evidence of earnings management in analysts’ earnings forecast. We 
use Jain (1992)’s method in the multi-variate analysis. We did not find the significant downward 
revisions in the event year.  

We found the significant results of forecast revisions for “outsider” sample. Multi-variate analysis does 
confirm this observation. These results enhance and support the results of Shuto (2001). Shuto (2000) 
finds that existing CEOs tend to be replaced by outside CEOs when the large percentage of shares is held 
by small number of shareholders and firms perform poorly. Our results might imply that managements 
manipulate earnings downward when CEOs are replaced by outsiders. We refine the research method in 
the important issues in the existing literature.
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Table１: Selection of Sample of Top Executive Changes, 1993-1998

Keyword search of Nikkei Telecom: 1,817
Multiple cites for same company （136）
Unlisted companies （253）
Miscellaneous event （102）
Non-profit organizations （50） 
Foreign companies （21） 
Mutual companies （5）
Total companies from search 1,250
Non-executive change （10）
Available sample 1,240
Sample whose data are not available in Nikkei Needs and I/B/E/S 1,117
Total sample 123

Table２: Industry Composition of Samples

Toyo Keizai
Code Industry name Number of observations Percentage

1050 Mining 1  0.81
2050 Building construction and general contractors 4  3.25
3050 Food and kindred products 8  6.50
3150 Paper and allied products 1  0.81
3200 Chemicals and allied products 13　 10.57
3250 Pharmaceutical Industries 1  0.81
3300 Petroleum refining and related industries 2  1.63
3350 Rubber and miscellaneous plastic products 2  1.63
3400 Stone, clay, glass and concrete product 3  2.44
3450 Steel Industries 4  3.25
3500 Non-steel metal products 4  3.25
3550 Fabricated metal products 2  1.63
3600 Industrial machinery and computer equipment 8  6.50
3650 Electronic and other electrical equipment and 

components
17　 13.82

3700 Transportation equipment 5  4.07
3750 Precision instruments 1  0.81
3800 Miscellaneous manufacturing industries 5  4.07
4050 Electric and gas services 4  3.25
5050 Motor freight transportation 4  3.25
5100 Maritime transportation 3  2.44
5150 Transportation by air 2  1.63
5200 Warehousing 1  0.81
5250 Communications 5  4.07
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Table２: Industry Composition of Samples

Toyo Keizai Code Industry name Number of observations Percentage

6050 Wholesale trading 5 4.07

6100 Retailing industry 5 4.07

7050 Banking industry 1 0.81

7100 Security and commodity brokers 2 1.63

7150 Insurance carriers 3 2.44

7200 Other financial industries 1 0.81

8050 Real estate industry 3 2.44

9050 Service Industries 3 2.44

Total 123

Table３: Abnormal Stock Returns for Firms Announcing Top Executive Turnovers

Variable name Whole sample
Mean (SD)
[Median]

Outsider
Mean (SD)
[Median]

Insider
Mean (SD)
[Median]

ABEVT
(day －2 to day +28)

－0.0058 (0.094)
[－0.0037]

－0.0013 (0.102)
[ 0.0352]

－0.0050 (0.095)
[－0.0032]

ABPRE1 
(day －3 to day －32)

－0.0116 (0.095)
[－0.0115]

－0.0144 (0.175)
[ 0.0137]

－0.0109 (0.084)
[－0.0158]

ABPRE2
(day －33 to day －62)

0.0057 (0.110)
[ 0.0023]

－0.0244 (0.105)
[ 0.0136]

0.0173 (0.109)
[ 0.0025]

ABPRE3
(day －63 to day －92)

0.0349 (0.123)
[ 0.0250]

－0.0236 (0.121)
[－0.0326]

0.0511 (0.120)
[ 0.0337]

ABPRE4
(day －93 to day －122)

－0.0158 (0.113)
[－0.0101]

0.0583 (0.159)
[ 0.0397]

－0.0244 (0.106)
[－0.0101]

ABPOST1
(day +29 to day +58)

0.0138 (0.093)
[ 0.0075]

－0.0011 (0.104)
[－0.0283]

0.0201 (0.093)
[ 0.0206]

ABPOST2 －0.0082 (0.085) －0.0623 (0.141) 0.0060 (0.071)

 (day +59 to day +88) [－0.0098] [－0.0253] [－0.0052]

ABPOST3
(day +89 to day +118)

0.0061 (0.109)
[－0.0009]

0.1283 (0.170)
[ 0.0836]

－0.0172 (0.088)
[－0.0164]

ABPOST4
(day +119 to day +148)

0.0054 (0.122)
[－0.0080]

 0.0427 (0.206)
[ 0.0175]

－0.0027 (0.107)
[－0.0116]

∆ EPS －0.01433 (0.037)
[－0.00196]

－0.03108 (0.014)
[－0.02418]

－0.01382 (0.039)
[－0.00184]
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Table４: Forecast Frequencies for Each Firm

year sample 
before/after

Before event 
mean median

After event 
mean median

Ratio 
mean

Wilcoxon one- 
sided signed-rank  

test (p-value)
Paired t-test 

(t-value)

Panel A. 3 month

Prior year 104/113 4.25962 3.0 4.63717 4.0 1.33753

0.0361** －0.79　
Event year 129/137 4.20155 3.0 4.28467 3.0 1.32714

0.6046　 　0.27　
Subseq. year 144/151 3.97222 3.0 3.96026 3.0 1.28944

Panel B. Outsider 3month

Prior year 14/16 3.00000 2.5 2.81250 2.0 0.91026

0.5781　 　1.17　
Event year 19/16 1.78947 2.0 2.12500 2.0 1.75238

0.2969　 　1.46　
Subseq. year 19/20 2.36842 2.0 1.70000 1.0 0.78810

Panel C. Insider 3 month

Prior year 85/91 4.40000 3.0 4.89011 5.0 1.40407

 0.0116*** －1.74**

Event year 105/115 4.60000 4.0 4.49565 3.0 1.26423

0.9270　 　0.20　
Subseq. year 121/126 4.17355 3.0 4.27778 3.0 1.31618

*, **, ***, and ****: Significant at .1, .05, .01, and .001 levels, respectively.
^Ratio medians are all 1.0’s, hence the median column has been omitted.
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Table５: Forecast Revisions around Expected Turnover Date

year sample mean median

Wilcoxon one- 
sided signed-rank 

test (p-value)
Paired t-test 

(t-value)

Panel A. 3 month

Prior year 92 －0.00252 －0.00032

0.9190　 －0.14 　
Event year 115 －0.00553 －0.00028

0.3418　 1.03　
Subseq. year 123 －0.00601 －0.00041

Panel B. Outsider 3month

Prior year 13 0.00079 －0.00000

0.0742*　 －1.86**　
Event year 14 －0.01233 －0.00542

0.0195** －2.95***

Subseq. year 14 0.00131 0.00000

Panel C. Insider 3 month

Prior year 74 －0.00320 －0.00051

0.4507　 0.69　
Event year 96 －0.00483 －0.00020

0.0427**  1.91**

Subseq. year 105 －0.00713 －0.00041

*, **, ***, and ****: Significant at .1, .05, .01, and .001 levels, respectively.
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Table６: Forecast Biases around Expected Turnover Date

year sample mean median

Wilcoxon one-
sided signed-rank

test (p-value)
Paired t-test

(t-value)

Panel A.3 month

Prior year 85 －0.031900 －0.001228

0.4961 0.08

Event year 101 －0.019800 －0.000326

0.2943 －0.19

Subseq. year 108 －0.015040 －0.000135

Panel B.outsiders 3 month

Prior year 9 －0.089069 －0.011702

0.8125 0.97 

Event year 11 －0.048776 －0.016143

0.8750 －0.92

Subseq. year 10 －0.001868  0.000142

Panel C.insiders 3 month

Prior year 72  －0.025429 －0.000545

0.6712 －1.03

Event year 86  －0.016682  0.000124

0.4879 －0.05

Subseq. year 94  －0.015855 －0.000385

*, **, ***, and ****: Significant at .1, .05, .01, and .001 levels, respectively.
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Table７: Forecast Accuracy around Expected Turnover Date

year sample mean median

Wilcoxon one-
sided signed-rank

test (p-value)
Paired t-test

(t-value)

Panel A. 3 month

Prior year 85 0.03780 0.00549

0.3893 0.16

Event year 101 0.02760 0.00602

0.1968 0.22

Subseq. year 108 0.02304 0.00755

Panel B. Outsider 3month

Prior year 9 0.08907 0.01170

0.8125 －0.97

Event year 11 0.05274 0.01919

0.2500 1.07

Subseq. year 10 0.00630 0.00446

Panel C. Insider 3 month

Prior year 72 0.03220 0.00486

0.1972 1.31

Event year 86 0.02485 0.00505

0.1283 0.18

Subseq. year 94 0.02435 0.00755

*, **, ***, and ****: Significant at .1, .05, .01, and .001 levels, respectively.
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Table８: Cross-Sectional Regressions of Change in Forecast Revisions
within Three Months after Expected Turnover Date　

Dependent variable
Explanatory variables

Model 1
( ∆ REV)

Model 2
( ∆ REV)

Estimated coefficients and t-statistics

Intercept －0.00428 (－2.79) －0.00425 (－2.64)

TN 0.00048 (　0.18) 0.00239 (　0.84)

TNS －0.01426 (－2.13)

ABPRE4 0.01922 (　1.38) 0.02427 (　1.69)

ABPRE3 －0.07369 (－5.62) －0.07691 (－5.70)

ABPRE2 －0.01063 (－0.80) －0.01498 (－1.07)

ABPRE1 0.03023 (　2.15) 0.03272 (　2.25)

ABEVT 0.02076 (　1.28) 0.02075 (　1.24)

ABPOST1 0.01644 (　1.17) 0.01286 (　0.88)

ABPOST2 －0.00651 (－0.41) －0.01191 (－0.71)

ABPOST3 0.00542 (　0.45) 0.01015 (　0.82)

ABPOST4 －0.00012 (－0.01) －0.00303 (　0.24)

 N
R2 (adjusted)
p-value

330
0.1012
0.0001

313
0.1143
0.0001

TN: dummy variable for turnover year
TNS: TN multiplied by a dummy variable of “outsider” turnover
NVOL: dummy variable for non－voluntary turnover
VOL: dummy variable for voluntary turnover
ABPRE1: abnormal returns from day －3 to －32 
ABPRE2: abnormal returns from day －33 to －62
ABPRE3: abnormal returns from day －63 to －92
ABPRE4: abnormal returns from day －93 to －122
ABPOST1: abnormal returns from day +29 to +58
ABPOST2: abnormal returns from day +59 to +88
ABPOST3: abnormal returns from day +89 to +118
ABPOST4: abnormal returns from day +119 to +148
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Table９:Cross-Sectional Regressions of Forecast Bias after Expected Turnover Date

Model 1:MNMD　Model 1:SKEW　Model 2:MNMD　Model 2:SKEW

(Estimated coefficients and t-statistics)

Intercept －0.38426 (－0.41) －0.45796 (－0.45) －0.37445 (－0.39) －0.63734 (－0.83)

TN 0.01422 (　0.22) 0.00851 (　0.13) 0.01660 (　0.22) 0.00614 (　0.13)

TNS －0.01113 (－0.08) 0.02508 (　0.29)

MNMD 0.00972 (　0.64) 0.01000 ( 0.63)

SKEW －0.00103 (－0.04) －0.00673 (　0.35)

LGMV 0.01650 (　0.41) 0.01900 (　0.43) 0.01618 (　0.39) 0.02479 (　0.75)

LGFLLW －0.02514 (－0.36) －0.02331 (－0.32) －0.02571 (－0.36) －0.01499 (－0.27)

DISP －1.90960 (－4.24) －1.92151 (－3.96) －1.91508 (－4.12) －1.83529 (－4.72)

CV －0.02646 (－1.17) －0.02725 (－1.19) －0.02629 (－1.13) －0.02886 (－1.53)

N 35 35 35 35

R2 (adjusted) 0.3783 0.3692 0.3554 0.4115

p-value 0.0028 0.0033 0.0065 0.0001

TN: dummy variable for turnover year
TNS: TN multiplied by a dummy variable of “outsider” tunrover
NVOL: dummy variable for non-voluntary turnover
VOL: dummy variable for voluntary turnover
MNMD: mean-median difference of earnings deflated by price 
SKEW: skewness coefficient
LGMV: average of the natural log of market value of common equity across different quarters
LGFLLW: number of analysts making annual forecasts
DISP: standard deviation of all forecasts issues within 90 days before the earnings announcement
CV: coefficient of variation of quarterly earnings for each firm
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Table 10: Cross-Sectional Regressions of Forecast Accuracy 
　　　　 within Three Month after Expected Turnover Date

Model 1
 

Estimated coefficients and t-statistics

Intercept  0.00098(　0.14)

TN －0.00091(－0.10)

FAGE  0.00022(　10.02)

LRERR  0.34180(　2.00)

 N 162

R2(adjusted) 0.4272

p-value 0.0001

RERR: dependent variable; the individual analyst’s forecast error that year minus the mean of all analysts’ 
forecast errors following the firm that year.

FAGE: number of days between the analyst’s last annual forecast and the fiscal year end minus the average 
 ‘forecast age’ of all analysts following the company that year.

LRERR: RERR last year minus average RERR last year of all analysts following the company that year.
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Table 11: Mean and Median Statistics for Unexpected Earnings, Accruals,
Cash Flows, and Special Items for the Years Surrounding Executive Turnovers

Unexpected
earnings

Unexpected 
accruals

Unexpected
cash flows

Unexpected
special items

Year T-1

Predicted sign 　＋ 　＋ 　? 　?

Mean 　0.01176 　0.06170 －0.04993 　0.00929

(p-value) 　(0.7623) 　(0.1079)* 　(0.3774) 　(0.8297)

Median 　0.00000 　0.02474 －0.01515 －0.00021

(p-value) 　(0.9625) 　(0.0249)** 　(0.1973) 　(0.9875)

n 　23 　23 　23 　23

Year T

Predicted sign 　－ 　－ 　? 　－

Mean －0.08855 －0.05346 －0.03508 －0.06332

(p-value) 　(0.0418)** 　(0.1457) 　(0.3540) 　(0.0499)**

Median －0.01420 －0.02053 　0.00037 －0.00085

(p-value) 　(0.0014)*** 　(0.1481) 　(0.9531) 　(0.0359)**

n 　23 　23 　23 　23

Year T+1

Predicted sign 　＋ 　＋ 　? 　?

Mean －0.00599 　0.00685 －0.01284 －0.01066

(p-value) 　(0.3433) 　(0.7542) 　(0.6054) 　(0.2186)

Median 　0.00025 　0.01353 －0.01200 －0.00148

(p-value) 　(0.2439) 　(0.4777) 　(0.6371) 　(0.2068)

n 　23 　23 　23 　23

*, **, ***, and ****: Significant at .1, .05, .01, and .001 levels, respectively.
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