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On the Revision of Earnings Forecasts

by Managers in Japan

Michio Kunimura
Mitsuru Kubo

This paper examines the revision of earnings
forecasts by top management in Japan. In July
2010, Keidanren (Japan Business Federation)
was worried about disclosure costs increasing
since 2003 under the quarterly financial report-
ing rules. Many companies have begun to link
external earnings forecasts disclosure with in-
ternal budgetary systems. This linkage has
become tight and produced implicit benefits.
Keidanren has over looked these benefits. This
paper will show the disclosure process with
three steps. The first step is an innovation stage
which evaluates the difference between initial
earnings forecasts and actual performance of
the previous fiscal year. The second is a revision
stage measuring the difference between present
earnings forecasts and previous earnings fore-
casts, and the last is a surprise phase which
examines the difference between actual perfor-
mance and the latest earnings forecasts. For
example, the three steps of Toyota Motor Cor-
poration for fiscal year 2009 can be identified
as follows: “The innovation stage is conserva-
tive, the revision stage is upward, and the
surprise phase is positive.” This process is one
of the typical paths of an excellent company.
Finally, this paper examines the target revision
hypothesis. This new hypothesis asserts that
“ceteris paribus, there exists a positive relation-
ship between earnings revision at the revision

046

stage and discretionary accruals at the follow-
ing phase because the upward revision firm has
to keep a tighter target than the downward re-
vision firm. This different condition results in
more discretionary accruals in the upward revi-
sion firm at a following surprise phase.
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