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ACCOUNTING, CORPORATE GOVERNANCE & BUSINESS ETHICS |
RESEARCH ARTICLE

Investor use of revised analyst information
following management disclosures
Kyunbeom Jeong*

Abstract: This study investigates the use of revised analyst forecast information that is
released following management disclosures. I extend the prior literature by examining
the relationship between the contents of analyst forecast revisions and the content of
management disclosures. I provide evidence that investor reaction is greater in
response to analyst revisions that are consistent with prior management disclosures.
I also find that the amount of new information is greater in the analyst revisions that
are inconsistent with management disclosures, which suggests that the inconsistency
of analyst information is a result of the new information. Additionally, I find that the
new information causes a more significant effect if the analyst revisions are historically
more accurate than the management forecasts. These results suggest that investors
consider not only the timing sequence of analyst information with respect to the
corporate disclosures, but also the relationship between the analyst information and
the corporate disclosure in their use of revised analyst information.

Keywords: analyst forecast revision; management disclosure; investor reaction; timing
sequence of information

1. Introduction
Analysts play two significant and different roles with respect to the capital market, information
discovery and information interpretation (e.g., Chen et al., 2010; Ivkovic´ & Jegadeesh, 2004;

ABOUT THE AUTHOR
Kyunbeom Jeong is an Assistant Professor at
Hansung Unversity, Korea. He received his
Ph.D. degree from Korea Advanced Institute of
Science and Technology(KAIST). His areas of
interest include financial accounting, manage-
ment accounting and accounting audit.

PUBLIC INTEREST STATEMENT
Investors are interested in the information of the
firms that can be the candidates of their invest-
ment. Two major information for them are man-
agement disclosures and analyst forecasts. There
are many studies that each of them has an effect
on investors’ decisions, however there is no study
that empirically compare them. This study figures
out the effect of analyst revision information after
the corporate disclosures. I find that investors
react greater in the analyst revisions that are
consistent with prior management disclosures.
Additionally, I demonstrate that inconsistent
analyst revisions contain a greater amount of
new information than consistent analyst revi-
sions. These results are consistent with the con-
jecture that investors simultaneously consider
firm characteristics, analyst characteristics, the
timing sequence, and the contents of analyst
information.

Jeong, Cogent Business & Management (2020), 7: 1757843
https://doi.org/10.1080/23311975.2020.1757843

© 2020 The Author(s). This open access article is distributed under a Creative Commons
Attribution (CC-BY) 4.0 license.

Received: 04 March 2020
Accepted: 13 April 2020

*Corresponding author: Kyunbeom
Jeong, School of Business
Administration, Hansung University,
116, Samseongyo-ro 16-gil,
Seongbuk-gu, Seoul 02876, Korea.
E-mail: kbjeong@hansung.ac.kr

Reviewing editor::
Collins G. Ntim, Accounting,
University of Southampton, UK

Additional information is available at
the end of the article

Page 1 of 24

http://crossmark.crossref.org/dialog/?doi=10.1080/23311975.2020.1757843&domain=pdf&date_stamp=2020-04-01
http://creativecommons.org/licenses/by/4.0/


Ramnath et al., 2008). Analysts can discover new information utilizing their privileged private or
timely information production capability concerning the firms that they follow and, at the same
time, can apply their expertise to interpret publicly disclosed information for investors. The prior
evidence with respect to these two roles is inconsistent and controversial. Some studies show
that the market reaction to earnings announcements tends to be lower for firms that are
followed by a higher number of analysts, which is consistent with the information discovery
role (e.g., Dempsey, 1989; Shores, 1990). However, Francis et al. (2002) and Frankel et al. (2006)
found that analyst reports and subsequent earnings announcements complement each other,
suggesting that the information interpretative role of analysts is dominant. Recently, however,
Chen et al. (2010) noted the sample selection bias of Francis et al. (2002) and found
a conflicting result implying that analyst revisions preempt subsequent earnings announce-
ments. Overall, the evidence suggests that the information discovery role is dominant if analyst
information is provided before the earnings announcements, whereas the information interpre-
tative role is dominant for analyst information that is released following the earnings
announcements.

These prior studies focus on the timing sequence of analyst forecast revision information with
respect to earnings announcements. Livnat and Zhang (2012) examined the relationship between
the promptness of analyst revisions and investor reaction to the revisions. They found that
investors perceive promptly issued revisions following corporate public disclosures to be more
valuable than late revisions. However, the promptness in their study does not seem to differ
significantly according to the timing measure.

This study focuses on the content of analyst revisions with respect to corporate disclosures
released prior to analyst revisions. The study examines the relationship between the content of the
analyst revisions and the content of prior management disclosures. The subsequent effect on
investor reaction to analyst revisions and the timing sequence is examined as in previous studies.
I first examine whether investor reaction to the analyst revisions differs depending on the
consistent nature of the information in the analyst revisions with the management disclosures.
An analyst revision is considered consistent with a management disclosure if both are revised in
the same direction, either upwards or downwards. Revisions that are in opposite directions are
considered inconsistent. The results show that investor reaction to analyst revisions is greater
when the revisions are consistent with management disclosures. Second, I investigate the differ-
ences in the amount of new information that is available in consistent and inconsistent analyst
revisions. I conjecture that the inconsistency between analyst revisions and prior management
disclosures is a result of the new information. This would provide evidence of the discovery role of
information that has been claimed in existing studies. If this theory is accurate, the amount of new
information would be greater for the inconsistent analyst revisions. Using the information content
as a measure of new information, the results support this conjecture. Moreover, I test whether the
quality of information affects the information content of new information and find that for the
inconsistent analyst revisions, the new information has a greater effect when the analyst revisions
are historically more accurate than the management forecasts.

This study contributes to the existing financial analyst literature in the following ways. Prior
studies have focused on the timing sequence of analyst forecast revisions with respect to corpo-
rate disclosures. However, prior studies have not considered the content of the analyst forecast
revisions or the corporate disclosures and claim that the role of information is predominantly one
of interpretation or discovery. This study shows that the role of information is not determined
solely by the timing sequence of information but also by its contents. An examination of investor
reaction to analyst revisions and the relationship between the revision content with prior manage-
ment disclosure content implies that the content should be a factor for consideration in addition to
the timing sequence. This evidence contributes to the explanation of the investor decision making
process.
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The remainder of this study proceeds as follows. Section 2 presents related research and
develops the hypotheses. Section 3 explains the sample and research design used in this study.
Section 4 describes the hypotheses test results. Section 5 reports additional analyses, and Section
6 concludes the study.

2. Related research and hypotheses
Prior studies have investigated the two main roles of analysts with respect to capital markets. The
analyst roles are based on different theories. The studies that support the information discovery
role (e.g., Dempsey, 1989; Shores, 1990) explained their results based on the Holthausen and
Verrecchia (1988) or Demski and Feltham (1994) model. Holthausen and Verrecchia (1988) showed
that an increase in the quality of the first public information signal leads to a decrease in the ex-
ante variability of price change to the second signal, suggesting that the first public information
announcement preempts the second public information announcement (i.e., substitution). Demski
and Feltham (1994) analytically modeled the market reaction to financial reports conditional on
a certain prior information signal and found a similar substitution. These models concluded that
analyst revision information and the subsequent earnings announcements substitute for each
other. In this situation, analysts fulfil an information discovery role.

However, Francis et al. (2002) and Frankel et al. (2006) provided evidence that the information
content of analyst research and earnings announcements complement each other. Although not
based on any theoretical underpinnings, these results provide an alternative explanation. For
example, Kim and Verrecchia (1994) argued that market participants have different abilities in
the interpretation of public announcements. Financial analysts typically possess experience and
expertise with respect to the firms or industries and are better able to process a substantial
amount of information. This can assist investors in the interpretation of the information contained
in corporate disclosures.

Chen et al. (2010) clarify when one of the two analyst roles dominates the other. Analyst reports
that are disclosed before an earnings announcement preempt the earnings announcements that
follow, whereas analyst reports that are disclosed after an earnings announcement can be more
informative if they effectively interpret the earnings announcement information. The authors find
that the analyst reports disclosed before an earnings announcement reflect a dominant information
discovery role of analysts, whereas the information interpretative role is dominant in the analyst
reports issued after an earnings announcement. The study, however, only examines the relationship
between the timing of the release of the analyst research reports and the earnings announcements
and the role of the analyst information. Livnat and Zhang (2012) attempted to expand their study
using the promptness of analyst revisions with respect to corporate public disclosures. The authors
argued that because analysts compete for trading volume (Cooper et al., 2001), and possess incentive
to process the information and issue early revisions, the investors value this interpreted information.
The authors found that promptly revised analyst forecasts are valuable to investors. However, the
promptness measure can be considered another type of timing measure. This study suggests the
existence of other important factors that can affect investor reaction to analyst research—the
content of analyst revisions compared with corporate disclosures. The prior studies imply that the
analyst revisions that follow management forecasts predominantly fulfil an information interpreta-
tive role. However, among the analyst revisions that are issued after the management forecasts,
certain analyst revisions would be interpreted differently by investors depending on the content
compared with the corporate disclosures. For example, if corporate disclosure is downwardly
adjusted in nature, and analysts revise their forecasts in a consistently downward manner, investors
would perceive the analyst interpretation as confirmation of the management disclosure and would
react more significantly than if the management disclosure and analyst revisions were inconsistent.
This is because investors are confused, and uncertainties are created if the two information events
are inconsistent. In such a case, even if the timing sequences of the two information events are the
same, investors can react differently to the analyst revisions according to the contents of the
information events. Therefore, I hypothesize the following:
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Hypothesis 1: Investor reaction to analyst forecast revisions is greater when the direction of the
analyst revisions is consistent with the direction of prior management disclosures.

The first hypothesis suggests that the interpretative role of analyst revisions following
management disclosures is manifested when the analyst revisions are consistent with the prior
management disclosures. The second hypothesis proposes that certain analyst revisions predomi-
nantly fill an information discovery role despite their release following management disclosures
and possible inconsistency with prior management disclosures. Analyst revisions can be incon-
sistent with management disclosures for many reasons. One significant reason is that analysts
may possess new information that differs from the management disclosures. In such a case, if the
new information that is in conflict with prior management disclosures is reflected in the forecast
revisions, it represents new information for investors. This is similar to the information discovery
role referenced in the prior studies. The information discovery role is explained in prior studies as
the preemption effect of initial information on the second public information announcement. For
example, Holthausen and Verrecchia (1988) showed that the first public information announce-
ment preempts the second announcement. Prior analyst research can preemptively discover
information that will appear in later management disclosures. Chen et al. (2010) also used the
term information discovery role when referring to the analyst forecasts issued before the earnings
announcements. This study examines analyst revisions following the management disclosures and
posits that an information discovery role is also evident in the analyst revisions that are incon-
sistent with the prior management forecasts.1 If analysts possess new information with respect to
management disclosure, the revisions released after the management disclosure will serve an
information discovery purpose for the investor. The role of analysts in this situation can be
measured by the relative information content of analyst revisions with respect to management
forecasts (e.g., Chen et al., 2010; Francis et al., 2002). I propose that when the analyst revisions are
inconsistent with prior management disclosure, the revisions provide new information to a greater
extent than revisions that are inconsistent with management disclosures. Therefore, the relative
information content of the analyst revisions with respect to management disclosures is greater if
the content is inconsistent with prior management disclosures, as proposed in Hypothesis 2.

Hypothesis 2: The relative information content of analyst revisions to management disclosures is
greater when the analyst revisions are inconsistent with prior management disclosures.

Hypothesis 2 suggests that analyst revisions contain new information to a greater extent
than management disclosures when the two are inconsistent. The effect of the new information
would, therefore, differ depending on the quality of this new information. Abarbanell et al. (1995)
predicted that the investor reaction increases according to the expected accuracy of the analyst
forecasts. Prior empirical studies also demonstrate results consistent with this theoretical predic-
tion (e.g., Gleason & Lee, 2003; Park & Stice, 2000; Stickel, 1992). Therefore, I predict that the
relative information content of the new information would depend on its quality. As a proxy for
new information quality, I use the historical accuracy of analyst revisions with management
disclosures because investors can easily evaluate the quality based on past accuracy.

Hypothesis 3: Given Hypothesis 2, the relative information content of analyst revisions compared to
management disclosure content is greater when the analyst reviews are historically more accurate
than the management disclosures.

3. Sample and research design

3.1. Sample and data
The sample consists of firms from the Compustat, CRSP, IBES, and FirstCall databases for the period
1995 to 2010.2 The management forecasts, analyst forecast consensus, and actual earnings data
are obtained from the FirstCall database. The stock prices and firm financial data are obtained

Jeong, Cogent Business & Management (2020), 7: 1757843
https://doi.org/10.1080/23311975.2020.1757843

Page 4 of 24



from the CRSP, Compustat Annual, and Quarterly databases. I used the IBES database for the
detailed analyst revision data.

The samples used to test Hypothesis 1 are different from the samples used to test Hypotheses 2
and 3. The sample for the tests of Hypotheses 2 and 3 use only one observation for each manage-
ment forecast, whereas the sample for Hypothesis 1 has many observations for each management
forecast.3 This results in a sample size of 296,294 observations for Hypothesis 1 and 15,212 observa-
tions for Hypotheses 2 and 3.4 Table 1 describes in detail the sample selection procedures.

3.2. Research design and variable definitions

3.2.1. The empirical model for Hypothesis 1
Hypothesis 1 investigates investor reaction to analyst revisions according to the consistencies or
inconsistencies between the management disclosure and the revisions. Consistent with Livnat and
Zhang (2012), the following regression model is used to test Hypothesis 1:

Investor R ¼ β0 þ β1Reviseþ β2Revise� Agreeþ β3Revise� FirmSizeþ β4Revise� BM

þ β5Revise� A Expþ β6Revise� Numfirmþ β7Revise� Broker

þ β8Revise� Horizonþ β9Agreeþ β10FirmSizeþ β11BMþ β12A Exp

þ β13Numfirmþ β14Broker þ β15Horizonþ ε

(1)

Table 1. Sample selection

Panel A: Sample selection procedures for hypothesis 1

Selection criteria Number of analyst
forecast revisions

Analyst forecast revisions issued within one week period after management
disclosures

389,769

Less:

Observations without stock return data on the day of management disclosure 12,916

Observations without stock return data on the day of analyst revisions 2,717

Observations without data for other control variables 28,471

The top and bottom 1% extreme values of all continuous variables 49,371

Final Sample 296,294

Panel B: Sample selection procedures for hypotheses 2 and 3

Selection criteria Number of analyst
forecast revisions

Analyst forecast revisions (using consensus) issued within one week period after
management disclosures

169,954

Less:

Observations without the value of median consensus 8,475

Observations without pre-existing analyst consensus 30,250

Observations reduced in calculating IC_AR variable (Multiple forecast revisions are
aggregated into a single sum)

65,402

Observations without data for return volatility variables (Std_AAR, Mean_AAR) 9,934

Observations without data for historical reputation variables 6,810

Observations without data for IC_PAR variable 16,631

Observations without other control variables 15,819

The top and bottom 1% extreme values of all continuous variables 1,421

Final Sample 15,212
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The dependent variable, investor reaction (Investor_R), is defined as the abnormal returns over
three trading days centered on the analyst forecast revision day. The abnormal returns are
calculated using size and book-to-market matched portfolios, following Fama and French (1993).
The analyst forecast revision (Revise) is calculated by the change in the previous forecasted value
of the same analyst for the same forecast period, deflated by the end-of-the-month stock price
prior to the forecast revision. I rank this value according to deciles, divide by nine, and subtract 0.5
to prevent outlier problems, following Elgers et al. (2001) and Livnat and Zhang (2012). The
coefficient on Revise is expected to be positive, consistent with the prior literature.

To examine the effect of other factors on the relationship between analyst forecast revisions and
investor reaction, I use the interaction between the Revise variable and the other main variables
that could affect the relationship including Agree. The Agree variable is equal to 1 if the current
forecast has been revised in the same direction as the management forecast, which is calculated
as the current management forecast minus the analyst’s previous forecast. It is 0 otherwise. Thus,
the Agree variable indicates the consistency of the management forecast with the analyst revision
with respect to previous analyst forecasts. Other variables in the model are used as control
variables. First, I control the firm-specific variables, FirmSize and BM. FirmSize is measured as the
market value of equity at the end of the month prior to the analyst revision, and BM is calculated
as the book-to-market ratio at the end of the month prior to the revision. Second, I control the
analyst-specific variables, A_Exp, which represents the number of days since the analyst’s first EPS
forecast on IBES; Numfirm, which is calculated as the number of firms that the analyst covers at
month-end prior to the analyst revision; and Broker, which represents the number of analysts in
the employing brokerage house at the month-end prior to the analyst revision. Third, I also control
for the revision-specific variable, Horizon, which is the number of days from the analyst revision to
the end of the revision forecast period. For the FrimSize, A_Exp, Horizon, Numfirm, and Broker
variables, I use the log value to reduce the outlier effects. Appendix 1 explains the detailed
definitions of variables.

Hypothesis 1 expects β2 to be positive. Additionally, based on prior literature, I predict that the
FrimSize, BM, Numfirm, and Horizon variables will be negatively associated with the investor
reaction variable, and a positive relation is expected with respect to the A_Exp and Broker
variables.

3.2.2. The empirical model for Hypothesis 2
I use an alternative research design for the second hypothesis. The second hypothesis examines
the relative information content of the analyst revisions to the management disclosure content
depending on the consistency of the analyst revisions with the prior management forecast. This is
tested using the following regression model based on Chen et al. (2010):

IC AR ¼ β0 þ β1IC MGþ β2IC MG� Agree Cþ β3Agree Cþ β4Std AARþ β5Mean AAR

þ β6FrimSizeþ β7Analystsþ β8Numfirmþ β9IC PARþ ε:
(2)

The dependent variable IC_AR represents the information content of analyst revisions during the one-
week period following management disclosure, which is calculated as the absolute value of the sum
of the signed abnormal returns on all the analyst revisions issued within one week of management
disclosure. If there are no analyst revisions in the week following the management disclosure, the
IC_AR is set as a missing variable. IC_MG, the information content of management disclosure, is
measured as the absolute value of abnormal returns on the management disclosure
announcement day. The coefficient of IC_MG is expected to be positive, consistent with Chen et al.
(2010). The Agree_C variable interacts with IC_MG and represents the consistency of the analyst
revisions with management disclosure with respect to the preexisting consensus of analyst forecasts.
It is equal to 1 if the sign of the value of management disclosure minus the current median analyst
consensus forecast and the changes in the analyst revisions (the current consensus forecast minus
the previous consensus forecast) are identical, and 0 otherwise. The positive coefficient of the

Jeong, Cogent Business & Management (2020), 7: 1757843
https://doi.org/10.1080/23311975.2020.1757843

Page 6 of 24



interaction between variables IC_MG and Agree_C indicates that the information content of analyst
revisions is greater than that of the management forecasts, as predicted by Hypothesis 2.

Other variables are usedas control variables. Std_AARandMean_AARare used to control the influence
of return volatility. Std_AAR is the standard deviation of the absolute value of daily abnormal returns in
the same quarter as management disclosure, andMean_AAR is the mean of the absolute value of daily
abnormal returns in the samequarter asmanagement disclosure. FrimSize, Analysts, and IC_PAR control
the effect of the pre-disclosure environment. FrimSize is calculated in the same way as the test for
Hypothesis 1, Analysts represents the log of the total number of analyst forecasts used in consensus
following the management forecast, and IC_PAR is the sum of the abnormal returns for each day with
analyst research for each of the six weeks prior to management disclosure.

3.2.3. The empirical model for Hypothesis 3
Hypothesis 3 examines the effect of the quality of information on Hypothesis 2. It is tested using
the inconsistent samples only. The consistent subsample has a value of 0 on the Agree_C variable,
which means that the direction of the analyst revisions is not consistent with management
disclosures. The following equation is used to test Hypothesis 3. It is the same as Equation (2)
with the exception of the interaction variable between IC_MG and R_Repu.

IC AR ¼ β0 þ β1IC MGþ β2IC MG� R Repuþ β3R Repuþ β4Std AARþ β5Mean AAR
þ β6FrimSizeþ β7Analystsþ β8Numfirmþ β9IC PARþ ε: (3)

The R_Repu variable is a proxy for the information quality of the analyst revisions compared to the
management forecasts and measures the relative historical accuracy of each. It is a dichotomous
variable that is equal to 1 if the average management forecast accuracy (= -|MFE|) in the last three
years is less than or equal to the average analyst forecast accuracy (= -|AFE|) for the same period,
and 0 otherwise. MFE is calculated as the value of the management earnings forecast minus the
actual value of earnings, and AFE is measured as the value of the analyst earnings forecast
consensus minus the actual value of earnings. Hypothesis 3 is supported if the coefficient β2 has
a positive value.

4. The empirical results

4.1. The descriptive statistics and univariate test results
Table 2 reports the descriptive statistics of variables that are used in this study and the univariate
test results. Panel A provides the descriptive statistics of the variables for the testing of Hypothesis
1, and Panel B provides the descriptive statistics for the testing of Hypotheses 2 and 3. The means
of Agree and Agree_C are 0.808 and 0.690, respectively. This implies that a large proportion of
analyst revisions is consistent with management disclosure. This is confirmed by the number of
observations in the two subsamples, consistent versus inconsistent subsamples (239,306 versus
56,988, respectively and 10,500 versus 4,712, respectively). Other variables show qualitatively
similar statistics to the prior literature. For the univariate test results, including the investor
reaction variable, all of the variables used in the test of Hypothesis 1 have significantly different
mean values depending on the consistency between the information in the analyst revisions and
the information in the management disclosures. Panel B shows that the majority of the variables
used in the models for testing Hypotheses 2 and 3 also have different means, with the exception of
the return volatility variables Std_AAR and Mean_AAR.

The correlation coefficients for all variables are reported in Table 3. I also report the correlations
separately for the variables used in the testing of Hypotheses1, 2, and 3. In Panel A, Revise is
positively correlated with Investor_R. This implies that if the analyst revisions are announced,
investors will positively react to these revisions. Additionally, in Panel B, IC_MG is significantly
and positively correlated with IC_AR, which implies that the mean analyst revisions fulfil an
information interpretative role, consistent with prior literature. Certain variables in Panel B are
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highly correlated with each other; however, high correlations among control variables do not affect
the estimation of the coefficient of interest.

4.2. The results of the tests of Hypothesis 1
Table 4 contains the regression results for investor reaction to analyst revisions conditional
on the consistency between the information in management disclosure and the information
in the subsequent analyst revisions. Panel A reports the results using all of the revisions
sample, and Panel B shows the results using the sample that excludes all revisions that are
issued on the day of the previous management disclosure to eliminate the influence of the
overlapping window when calculating the investor reaction variable. Model 1 includes the
main variables and firm-specific control variables. Models 2 and 3 also include the control
variables for analyst-specific and revision-specific variables. For all panels and all models,
the coefficients of the main variable, Revise*Agree, are significantly positive at the 1% level.
This shows that investor reaction is significantly greater when the analyst revisions are
consistent with the prior management disclosure. Thus, the robust results support
Hypothesis 1. The effects of the control variables on investor reaction to analyst revisions
are also consistent with prior studies. The firm size and book-to-market ratio are negatively
associated with investor reaction to analyst revisions, which implies that investor reaction to
analyst revisions is greater for smaller firms and high growth firms. For the analyst revisions
that are released by analysts with a wider firm reach, investor reaction is weaker. For the
revisions by analysts that are employed by larger brokerage houses, investor reaction is
substantial.

4.3. The results for the tests of Hypothesis 2
Table 5 shows the regression results for the tests of Hypothesis 2. I estimate an alternative
version of models 1, 2, and 3 according to the types of control variables that are included.
Using different samples from the tests of Hypothesis 1, the results from all three of the
models show a significantly negative relationship between IC_MG*Agree_C and IC_AR.
Conditional on the positive association between IC_MG and IC_AR, this negative coefficient
of the interaction variable implies that the relative information content of the inconsistent
revisions is greater than that of the consistent revisions. The inconsistent revisions contain
a greater amount of new information than the consistent revisions, which supports
Hypothesis 2.

The coefficients of the return volatility variables are statistically significant, but the coeffi-
cient of Std_AAR is negative, which is inconsistent with the prediction. However, the result
can be explained by the correlation results presented in Table 3 because the result can be
caused by the high correlation between the Std_AAR and the Mean_AAR variables. I obtain
significant results for the analyst coverage and the information content of analyst revisions in
the weeks prior to the management disclosure; however, with respect to firm size, I find no
significant effect on the analyst revision role for investors.

4.4. The results for the tests of Hypothesis 3
To examine Hypothesis 3, I estimate regressions using the inconsistent subsample only, and
I use the interaction variable between the IC_MG and R_Repu variable as the main variable. In
Panel A of Table 6, we find that the coefficients of the interaction variable IC_MG*R_Repu are
positive and significant at the 5% level. The effect of the historical accuracy of analyst
revisions with management disclosures on investor reaction is positive within the inconsistent
revisions sample. This implies that the relative information content of the new information in
the inconsistent sample is greater when the analyst revisions are historically more accurate
than the management disclosures are. Therefore, the results support Hypothesis 3. The
results for other variables are qualitatively consistent with the results in Table 5 using this
model.
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5. Additional tests

5.1. Alternative tests with the sample using individual analyst revisions for Hypotheses 2
and 3
I use analyst forecast consensus data and measure the information content of analyst forecast
revisions (IC_AR) using the sum of abnormal returns on each day with analyst revisions during the
one-week period following management disclosure, consistent with prior studies (Francis et al.,
2002; Chen et al., 2012). Because of the sample and measure, the samples for Hypotheses 2 and 3
are smaller than the sample used for Hypothesis 1. As an additional test, I re-examine Hypotheses
2 and 3 using individual analyst revision samples and a new measure for the information content
of analyst revisions that are calculated as the absolute value of the abnormal returns on the day
that the analyst revision is issued. Using these individual revisions results in some noise. For
example, if there are two different analysts following the same firm, and both revise their earnings
forecast on the same day following management disclosure, the result will be two different
observations using individual revisions because the forecasts can be revised in opposite directions.
However, the two observations have the same value for investor reaction to management dis-
closure and to analyst revision. Therefore, using these samples in this context results in a degree of
hypotheses testing noise.

Tables 7 and 8 present the results for the tests of Hypotheses 2 and 3, respectively, using these
alternative samples and a new dependent variable IC_AR_I that is measured as the absolute value
of abnormal returns on the day that analyst revision is released. The results in Table 7 are similar
to those reported in Table 5, despite the noise caused by the samples. The coefficients of the
interaction variable IC_MG*Agree remain negative and significant at the 1% level, in all models,
consistent with Hypothesis 2. However, Table 8 shows that the coefficients of the main variable,
IC_MG*R_Repu, are not significant and have a negative value in Model 1. These results could be
affected by the noise from the samples.

5.2. Alternative measures of relative historical accuracy between analyst revisions and
management forecasts
To test Hypothesis 3 and to define the information quality of analyst revisions compared to the
information quality of management forecasts, I use the R_Repu variable, which is equal to 1 if the
average management forecast accuracy for the last three years is less than or equal to the
average analyst forecast accuracy for the same period, and 0 otherwise. As a robustness check,
I repeat the test using an alternative measure R_Repu2 instead of R_Repu. R_Repu2 is the average
of the values of relative management forecast accuracy for the last three years, where the relative
management forecast accuracy is equal to 1 if the management forecast accuracy is less than the
analyst forecast accuracy, 0 if the management forecast accuracy equals the analyst forecast
accuracy, and −1 otherwise. The results of the tests for Hypothesis 3 using the alternative measure
are presented in Table 9. The results are similar to the results in Table 6. The coefficients of
IC_MG*R_Repu2 are also positive and significant at the 5% level, supporting Hypothesis 3.

5.3. The relative ex-post accuracy of analyst revisions (consistent versus inconsistent)
In the tests of Hypothesis 2, I find that the relative information content of the analyst revisions is
greater when the information contained in the analyst revisions is inconsistent with prior manage-
ment disclosure. This could be a result of new information possessed by analysts that is not
released in the management disclosures. To investigate this issue, I conduct an additional uni-
variate test to measure whether the inconsistent analyst revisions are actually more accurate than
the consistent analyst revisions. I use the variable that is the relative ex-post accuracy of analyst
revisions compared to management forecasts. The variable is equal to 1 if the ex-post accuracy of
analyst revisions is more than or equal to the ex-post accuracy of the prior management forecast
and 0 otherwise. Using this measure, the untabulated test results show that the mean of the
relative ex-post accuracy of inconsistent analyst revisions is significantly higher than the mean of
the relative ex-post accuracy of consistent analyst revisions. The results support the prediction
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that inconsistent revisions possess a higher likelihood of containing accurate information com-
pared to management forecasts than consistent revisions. These results supplement the results
from the tests of Hypothesis 2.

6. Conclusion
This study examines the relationship between the contents of the analyst revisions and the
content of prior management disclosures and the effect on investor reaction to the analyst
revisions. Prior studies concerning investor reaction to analyst revisions have examined only the
effect of the timing of analyst forecast revision information with respect to management
disclosures. Investors, however, consider these two types of information simultaneously, and
the relationship between the contents of the two information events should be considered in
addition to the sequence of timing. Using the consistency as one aspect of the relationship
between the contents of management disclosure and analyst revisions, I find that the consis-
tency of analyst revisions with management disclosure positively affects investor reaction to
analyst revisions. Additionally, I demonstrate that inconsistent analyst revisions contain
a greater amount of new information than consistent analyst revisions. Moreover, I find that
the quality of analyst revision information increases investor reaction to analyst revisions
following management forecasts.

This study provides a new perspective on the analysis of investor reaction to analyst research.
My findings are consistent with the conjecture that investors simultaneously consider firm char-
acteristics, analyst characteristics, the timing sequence, and the contents of analyst information.
These findings give the implications to enterprisers that they should be more careful about
disclosing their earnings forecast. Moreover, this study extends the literature concerning financial
analysts; however, it also has limitations. Future studies should explore why analysts issue incon-
sistent revisions and how these revisions affect the information content of analyst revisions and
management forecasts.
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Notes
1. Because the term information discovery role is typi-

cally used in the case of information that is disclosed
prior to other information, the term new information
role may be more appropriate for cases where analyst
revisions follow management disclosures. I use these
two terms interchangeably.

2. Due to data insufficiency prior to 1995, I set my sam-
ple period from the year 1995 to 2010.

3. Chen et al. (2010) used this model and the information
content of analyst research measured as the absolute
value of the sum of the signed abnormal returns on all
the days with analyst research in the week following
the earnings announcement. Thus, each earnings
announcement provides a maximum of one observa-
tion. Similarly, this study uses one observation for
every management forecast.

4. To eliminate outlier problems, I truncate the top and
bottom 1% of all of the continuous variables.
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Appendix 1. Variable Definitions

Variable name Definition

Agree Equal to 1 if the sign of (revised forecast minus the same analyst’s previous forecast) is
same with the sign of (management forecast minus analyst’s previous forecast) and 0
otherwise

Revise The revised forecast minus previous forecast of the same analyst for the same forecast
period deflated by stock price as of the end of the month prior to the forecast revision,
then rank this value into deciles and then divide the ranks by nine and subtract by 0.5

Investor_R The abnormal return over three trading days centered on the analyst forecast
revision day. The abnormal return is calculated relative to matched size and book-to-
market portfolios (Fama & French, 1993)

R_Repu Equal to 1 if the average of management forecast accuracy (=—|MFE|) in the last 3 years
is less than or equal to the average analyst forecast accuracy (=—|AFE|) in the same
period, and 0 otherwise

FrimSize The market value of equity at the end of the month prior to the analyst revision

BM The book-to-market ratio at the end of the month prior to the revision

A_Exp The number of days since the analyst’s first EPS forecast on IBES

Numfirm The number of firms that the analyst covers at the month-end prior to the analyst revision

Broker The number of analysts in the employing brokerage house at the month-end prior to the
analyst revision

Horizon The number of days from the analyst revision day to that revision’s forecast period end

Agree_C Equal to 1 if the sign of the value of (management disclosure minus the value of pre-
existing median consensus) and the sign of (revised consensus of analyst forecasts minus
pre-existing median consensus of analyst forecasts) are same, and 0 otherwise.

IC_MG The absolute value of abnormal returns on the management disclosure
announcement day

IC_AR The information contents of analyst revisions in one week period after the management
disclosure, which is calculated as the absolute value of the sum of the signed abnormal
returns on all the analyst revisions issued within one week after management disclosure

Std_AAR The standard deviation of the absolute value of daily abnormal returns in the quarter
around management disclosure

Mean_AAR The mean of the absolute value of daily abnormal returns in the quarter around the
management disclosure

Analysts Log of total number of analyst forecasts used in consensus following management
forecast

IC_PAR The sum of the abnormal returns on each day with analyst research for each of the
6 weeks prior to management disclosure
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