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Abstract

Cross Listing, Management Earnings
Forecasts, and Firm Values

Ning Yaqi Shi, Ph.D.
Concordia University, 2007

This dissertation investigates the incentives for and consequences of management
earnings forecasts released by foreign firms opting into the U.S. markets. It also
attempts to measure how country-level governance mechanisms (e.g., legal
institutions and the SEC enforcement) and firm-level governance mechanisms (e.g.,
ownership and auditor) interact to influence the answers. It is the earliest study to link
management eamings forecasts, corporate governance and firm valuation in an
international setting. Additionally, by investigating issues on voluntary information
that cross-listed firms sequentially provide, this dissertation extends the Investor
Recognition Hypothesis by Merton (1987), and adds to our understanding about
reputational bonding mechanisms (Coffee, 1999; Siegel, 2005).

Essay 1 provides a primer on the institutional background of cross-listed firms,
and demonstrates that these firms are unique in regulatory, economic and legal
schemés. Speciﬁca]ly, foreign firms listing in the U.S. are characterized by various
home-country legal institutionél environments, different listing statuses (ADR Level ],
II, 111, and direct listing), active global product market interactions and different
firm-level qoncentrated ownerships. These distinctive aspects of cross-listed firms
make my study relevant to the literature on management earnings forecasts as well as

firm valuation.
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Essay 2 focuses on the incentives to provide management earnings forecasts
released by foreign firms listing in the U.S. I document that legal institutions, as
measured by legal origin, investor protection and judicial efficiency, are positively
associated with the likelihood of forecast occurrence. In addition, cross-listed firms
are more apt to release forecast disclosures when they list on major U.S. stock
exchanges, and have a higher proportion of foreign sales. Further, I indicate that the
like]ih'bod of forecasts is positively associated with institutional ownership, but
negatively associated with the proportion of cash flow rights controlled by the largest
shareholders.

Essay 3 explores how management earnings forecasts, other firm attributes, and
country institutional factors interact with each other to affect firm values. I find that
vforecasting cross-listed firms enjoy higher valuation premiums relative to
non-forecasting firms. I also provide evidence that cross-listed firms from weaker -
legal institutions benefit more from disclosing management earnings forecasts.
Moreover, I demonstrate that forecast precision aﬁd forecast frequency are favorably
associated with firm valuation. Overall, this essay suggests that cross-listéd firms are

rewarded for their voluntary bonding to transparent financial reporting practices.

Key Words: Cross Listing, Firm Values, International Governance Convergence,

Legal Regimes, Management Earnings Forecasts, Reputational Bonding.
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Cross Listing, Management Earnings Forecasts, and Firm Values
Chapter 1 — Introduction

The past two decades have witnessed a rapid pace of globalization in capital
markets. Among different approaches to expanding cross-border cash flows, cross
listing has become a vital corporate strategy that enables firms to access investors
outside their home countries. By the end of 2005, more than 2,000 American
Depository Receipt (ADR) programs from 80 countries were registered in the U.S.
Equally, the trading of ADR firms grew strikingly from $75 billion in 1990 to $1.2
trillion in 2005, and represents 17 percent of the total trading in local U.S. exchanges.
Previous research documents that non-U.S. firms may choose to list shares in the U.S.
| to raise capital, increase liquidity, lower the cost of capital, enhance visibility, protect
minority shareholders or bond themselves to increased disclosures (Merton 1987;
Karolyi, 1998; Coffee 2002; Pagano, Roell, and Zehner, 2002; Reese and Weisbach,
2002). The aécounting literature on cross listings has primarily focused its attention
on disclosure changes stemmed. from mandated reporting requirements By U.s.
regulators (e.g., Frost and Kinney, 1996; Douthett et al., 2003). Althéugh voluﬂtary
disclosure is an essential corporate repbrting mechénism and might be associated with
important economic implications, none of the prior studies has examined this issue for |
foreign firms listing in the U.S.

To help Better understand the world of cross listings, the main-objective of this
dissertation is to investigate voluntary disclosure practices, as proxied by management

earnings forecasts, for foreign firms migrating into the U.S. markets. Specifically, 1



attempt to answer two questions. First, what are the factors that drive cross-listed
firms to release forecast disclosures to U.S. investors? Second, are cross-listed firms
rewarded by U.S. investors for their voluntary convergence to U.S. disclosure and
corporate governance norms? That is to say, do forecasting firms enjoy high valuation
premiums, as measured by Tobin’s Q, relative to non-forecasting firms? I also
investigate how country-level legal regimes and firm attributes interact to affect the
answers.

The first dissertation essay is presented in Chapter 2. Essay 1 describes the
institutional background of cross-listed firms. Specifically, I focus on why these firms
are unique from regulatory, economic and legal perspéctives. In so doing, I show that
cross. listing provides an ideal setting to investigate the incentives for and
consequences of management earnings forecasts. Firstly, legal regime and investor
prot¢cﬁon vary widely across countries, so my sample firms afford me an opportunity
to study how divergepce between local and U.S. legal institutions influences firms’
voluntary disclosure practices. Secondly, cross-listed firms are normally controlled by
concentrated shareholders (Doidée, 2001; Doidge, Karolyi, and Stulz, 2004a; Doidge
et al, 2006), and this gives me an opportunity to examine the effect of agency
conflicts on voluntary disclosures. Thirdly, the range of U.S. listing choices (ADR"
Level I, II, III, and direct listing) allows mé to isolate firms listing on a major
exchange from those listed as OTC and Rule 144A firms. In this way, I can test how
AU.S. enforcement affects firms’ forecast behaviors, and how benefits from releasing

forecasts vary according to different listing types. Finally, cross-listing provides a



special scenario to study the influences of product market interaction on management
earnings forecasts. Similar to Khanna, Palepu, and Srinivasan (2004), this is an early
attempt to link voluntary disclosure and product market factors in an international
context.

The second dissertation essay is presented in Chapter 3. Using a sample of 2,050
cross-listed firms from 42 countries, Essay 2 investigates factors associated with
non-US firms’ voluntarily disclosure of management forecasts in the period from
1996 to 2005. Potential factors influencing a firm’s voluntary disclosure decisions
include legal concerns, ownership structure, listing status, and global product market
interactions. My findings suggest that legal regimes matter for understanding the
world of voluntary disclosures by cross-listed firms. Forecasting firms have stronger
home-counky legal environments, as measured by legal origin, investor protection,
and judicial efficiency. In addition, I provide evidence that cross-listed firms are less
likely to forecast When ownership is‘ concentrated, but more likely to forecast when
institutional ownership is high. These results imply that ownership concentration is
detrimental to voluntary disclosure, whereas global institutional investors induce
foreign firms to adopt transparent corporate reporting practices. Essay 2 also shows
that foreign firms listing on major U.S. stock exchanges (NYSE/Nasdag/AMEX) are
more apt to release earnings guidance through forecast disclosures compared to
OTC/Portal firms, indicating that SEC enforcement may play a pivotal role in
encouraging exchange-listed firms to provide voluntary information. With regards to

product market interaction, I find that cross-listed firms having more foreign sales are



more likely to release eamings forecasts. Finally, a surprising result is that cross-listed
firms are less likely to forecast in the post-Regulation Fair Disclosure period (Reg.
FD). This finding suggests that cross-listed firms may curb voluntary disclosures to
avoid potential SEC legal actions after the regime shift caused by Reg. FD.

The third dissertation essay is presented in Chapter 4. Essay 3 evaluates the
economic consequences of management earnings forecasts by foreign firms in the U.S.
In fact, I test whether forecasting firms enjoy enhanced firm value compared to
non-forecasting firms, and how home-country legal regimes moderate the relations
between voluntary disclosure and firm valuation. I also study how forecast properties
(i.e., forecast precision and frequency) influence the results. This essay responds to
the call by Leuz (2003), and Doidge et al. (2004a) in ité exploration of the sources of
cross-listing benefits. My results demonstrate that cross-listed firms disclosing
voluntary forecasts have higher Tobin’s Q relative to non-forecasting firms.
Furthermore, the association between voluntary forecasts and firm values is stronger -
for firms from weaker legal systems. In fact, pross-listed firms from civil law
countries and from countries with lower investor protection and judicial efficiency
enjoy higher valuation premiums for their voluntary commitment to transparent
financial reporting. I also document thaf cross-listed firms releasing more precise and
frequent information benefit more from higher valu:;ltion premiums. Lastly, evidence
on home-country economic development indicates that management earnings
forecasts are valued significantly for cross-listed firms from low economic

development countries, but not for firms from high-GDP countries. Overall, both



country characteristics and firm attributes matter for firm valuation of international
firms.

This dissertation contributes to the literature in the following ways. First of all, it
adds to the literature on the Reputational Bonding Hypothesis. Management earnings
forecasts are in fact not mandated by the SEC. Coffee (1999) posits that cross-listed
firms can voluntarily bond themselves not to expropriate minority shareholders by
establishing their reputation. Additionally, Siegel (2005) suggests that reputation
building can compel foreign firms in the U.S. to voluntarily disclose relevant
information. In this dissertation, I provide evidence that some cross-listed firms show
further commitment to more transparent corporate reporting to supplement legal
bonding arising from cross listings. In this way, cross-listed firms create their
supplemental assurances to benefit the minority shareholders in the U.S. Consequently,
cross-listed firms that intend to build up their reputation through transparent reporting
are reWarded with higher valuation premiums.

Secondly, the dissertation e*tends our understanding on the Investor Recognition
Hypothesis by Merton (1987). Merton (1987) posits that investors are more 1ike1y to
invest in firms that they recognize. By providing voluntary disclosure, cross-listed
firms naturally convey information to investors and improve their visibility. Hence,
management earnings forecasts could be viewed as a new proxy for firm visibility.
This dissertation confirms the view of prior work-(Merton, 1987; Baker, Nofsinger,
and Weaver, 2002) that increases in firms’ visibility could lower investors® expected

returns by reducing the shadow cost of not knowing a firm, and thus enhance firms’



market values.

Finally, this dissertation has implications for the theory of international corporate
governance convergence. Currently, there is a debate on this theory. On the one hand,
some researchers suggest that country institutions are more important in shaping
corporate governance and in determining firm values (Doidge, Karolyi, and Stulz,
2004b). On the other hand, others argue that firm attributes matter more (Dumev and
Kim, 2005). This dissertation presents evidence that both country institutions (e.g.,
legal regimes and economic development) and firm attributes (e.g., disclosure
practices, and product market interaction) are essential in explaining corporate
governance and firm valuation. Therefore, country-level and firm-level factors are not

competing; rather, they interact with each other to explain the world of cross listings.



Chapter 2 — Institutional Background of Cross-listed Firms
2.1 Introduction

Cross listing is an important corporate strategy that enables firms to access
investors outside their home countries. Previous research documents that non-U.S.
firms may choose to list shares in tﬁe U.S. to raise capital, increase liquidity, lower
cost of capital, enhance visibility, protect minority shareholders or bond themselves to
increased disclosures (Merton 1987; Karolyi, 1998; Coffee 2002; Pagano, Roell, and
Zehner, 2002; Reese and Weisbach, 2002). Due to these benefits, cross listing in the
U.S. has increased dramatically in the past decades. For example, in 1990, 352
depository receipt programs from 24 countries registered in the United States (Coffee
2002); however, by 2005, this number had grown to about 2,000 programs from 80
countries.! Cross-listing in the U.S. is typically realized by the company creating
American Depository Receipts (ADRs) with a major U.S. bank (e.g., the Bank of New
York). The bank will then issue depository receipts to U.S. investors. In this way,
investors can trade the dollar-denominated ADRs conveﬁiently.

Cross-listed firms are unique in many aspects. For instance, these firms are
subject to strict U.S. federal securities laws, disclosure requirements, and monitoring
by U.S. investors."[herefore, some researchers posit that these firms bond themselves
t§ the U.S. stock markets by upgrading the quality of financial disclosure and
corporate governance (Coffee 1999; 2002; Lang, Lins and MiIler, 2003a; Lang, Raedy,

and Yetman, 2003b). However, other researchers question whether cross-listed firms

! Data source: Bank of New York Global Equity Investing Depositary Receipt Services (BNY):
http://www.adrbny.com/



can leapfrog their home countries’ legal regimes, investor protection, and other
institutional factors (Licht, 2003; Siegel, 2005), leaving this puzzle an empirical issue
to explore. Furthermore, there are important differences between various levels of
cross listings. Basically, firms can opt into the U.S. markets by direct listings, ADRs
Level I, II or III, private placements, and even global registered shares (GRSs).
Different levels of cross-listing firms are subject to different regulations and reporting
requirements, have different listing incentives, and. exhibit different accounting
qualities (Frost and Kinney, 1996; Lang et al., 2003b, Frost, Gordon, and Pownall,
2006; Hope, Kang and Zang, 2006). These characteristics make it intriguing to
investigaté issues about foreign firms listing in the U.S. In what follows, I provide a

primer of the regulatory, economic and legal institutions of cross-listed firms.
2.2 Regulatory Background of Cross-Listed Firms

My study covers many types of U.S. cross-listings, including direct listings and
various levels of ADRs. The majority of foreign firms choose to list their shares by
establishing ADRs. ADRs were developed in 1927 by J.P. Morgan to help U.S.
investors engage in cross border investing .without accessing foreign markets. Each
_depository share représents a specific number of the underlying shares in the issuer’s
home market. The 'term “ADR” denotes both the security itself and the physical
certificate. In regards to listing types, there are several options for issuers to balance
the benefits versus costs. Table 1 outlines the SEC reporting requirements for

cross-listing firms. Firstly, Level I ADRs conduct trading only on the



over-the-counter (OTC) market (typically, the pink sheet market). They have limited
liquidity, but they are not “reporting companies” under the U.S. federal securities
laws. Indeed, they are not required to reconcile their financial statements in
compliance with U.S. GAAP, and are exempted from submitting Form 20-F by Rule
12g3-2(b). These unlisted foreign private issuers simply continue to file the same
documents that they file with their home country regulators. Second, Level II and
Level III ADRs, by contrast, list their shares on the primary U.S. stock exchanges
(NYSE, AMEX, or Nasdaq), and they require full SEC disclosure, that is, both Form
20-F and a reconciliation to U.S. GAAP. They also need to file ‘“‘current events’’
Form 6-K which includes extensive information in accordance with exchange-specific
listing rules. Moreover, as Level III ADRs conduct an underwritten public offering in
the US markets, fhey must file Forms F-2 and F-3 to raise capitél. Finally, Rule
144A ADRs list securities and raise capital on PORTAL, a private electronic market
on which only “Qualified Institutional Buyers” (QIBs) can trade. This last option is
sometimes referred to as a “RADRs” (i.e., a Rule 144A offering of ADRs), and it
does not involve SEC registration or compliance with U.S. GAAP.

Direct listing is an alternative to ADRs for foreign firms listing on the U.S. stock-
exchanges. Canadian and Israeli firms generally choose to list their equity directly on
~U.S. exchanges. The listing and reporting requirements for direct-listed Israeli firms
are primarily the same as for ADR firms. With regard to Canadian firms, they are
subject to stricter reporting requirements than Level Il and Level III ADRs. For

example, Canadian companies file annual reports within 90 days of their fiscal year



ends and require quarterly reports as well as proxy statements. Conversely, ADR and
Israeli firms file an annual report Form 20-F within 180 days of fiscal year end, and
are exempted from quarterly reports and proxy statements. Under the
Multi-Jurisdictional Disclosure System (MJDS) in 1991, Canadian issuers are allowed
to fulfill their reporting obligations under the SEC by filing or submitting their
Canadian disclosure documents.”

[INSERT TABLE 1 HERE]

2.3 Economic Significance of Cross-Listed Firms
2.3.1 Recent Development

Reflecting the increasing desire of individual and institutional investors to
diversify their portfolios globally, the total value of U.S. .il.westment in non-U.S.
equities grew to a record of $2.8 trillion in 2005,> among which the cross-listing
‘markets aécouﬁt for a large proportion. By the end of 2005, more than 2,000 ADR
programs from 80 countries were registered in the uU.s? Correspondingly, the trading
of ADR firms grew by more than 15 fold from $75 billion in 1990 to $1.2 trillion in
2005, and represents 17 percent of tréding in loc;al exchanges.’ While -depository
receipts are primarily used to list a stock in a foreign market, their listings can also be

accompanied by equity offerings in the foreign market. In 1990, $2.58 billion was

% See Multi-Jurisdictional Disclosure and Modifications to the Current Registration and Reporting System for
Canadian Issues, Securities Act Release No. 6902 (July 1, 1991) and Foerster and Karolyi (1993, 1998, 1999).

% See the U.S. Federal Reserve Statistics, and the 2005 Year End Market View by the Bank of New York.
* Data source: Bank of New York Global Equity Investing Depositary Receipt Services (BNY):
http://www.adrbny.cony/.

5 See the 2000-2005 Year End Market View by the Bank of New York.
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raised in the U.S. markets through the issuance of depository receipts (both private
and public offerings). In contrast, this amount climbed to $32.12 billion in 2000,
about 13-fold increase in ten years. Again, in 2005 alone, 106 new offerings by
non-U.S. firms raised a record of $32.5 billion.® Overall, the impact of cross-listed

firms has been pronounced on the U.S. market due to their striking development.
2.3.2 Regional Distribution

Table 2 summarizes the number of cross-listed firms by country and by listing
type. There are 2,174 foreign firms listing in the U.S. as of June 30, 2006,
representing a broad cross-éection of listing characteristics. The majority of firms are
listed either on the primary stock exchanges (793) or over-the-counter (1068), rather
than on the PORTAL (313). While there are a large number of cross-listed firms from
developed countries such as Canada (499), Japan (153), Australia (127), and the UK.
(111), surprisingly there are also a large number of firms from developing countries
such as InAdi.a (88), China (72), and Mexico (61). Table 2 includes a summary of
indiéators of anti-director rights index, judicial efficiency and ownership
concentration across the countries from which the cross-listed firms originate. The
anti-director rights index, which ranges from zero to five, reflects the strengtp of the
laws and regulations that protect minorityvshareholders from majority shareholders

and management.7 The judicial efficiency captures the infegrity of the legal

¢ Data source: Citigroup corporate and investment banking www.citigroup.com/adr, and Bank of New York
Global Equity Investing Depositary Receipt Services (BNY) www.adrbny.com.

7 Data are taken from La Porta et al. (1998). The anti-director rights value for China is obtained from Allen, Qian -
and Qian (2005).
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environment.®> Ownership concentration is the average percentage of common shares
not owned by the top three shareholders in the ten largest, non-financial,
privately-owned domestic firms in a given country.” The distribution of anti-director
rights index, judicial efficiency, and ownership concentration also manifests a broad

spectrum of home country environments across cross-listing firms.

[INSERT TABLE 2 HERE)
2.4 Legal Regimes of Cross-Listed Firms

Cross-listed firms expose themselves to the risk of securities litigation in the
United States. They are subject to the Fbreign Corrupt Practices Act, which precludes
bribes, and all forms of falsification of accounting records (Coffee, 1999). Moreover,
the SEC and private plaintiffs each possess the legal standing to sue foreign ﬁfms for
securities fragd. The first of two key laws is the Securities Act of 1933, which
precludes fraudulent or deceptive practices in any offer or sale of securities (Ratner
and Hazen, 2002; Siegel, 2005). The second, the Securities Ekchan’ge Act of 1934,
which created the SEC, provides disclosure requiremeﬁts and prohibits manipulative
or decepﬁve devices ér contrivan‘ces related to the purchase or salé of securities. |

Today most of the securities lawsuits in the U.S. are brought under Section 10(b)
and Rule 10b-5 of the Securities Exchange Act of 1934. (Klein and Coffeg, 2000;
Siegel, 2005). Rule 10b-5 prohibits making any false or misieading statements in

connection with the purchase and sale of securities or practicing fraud. Claims both

% Dataare obtained from La Porta, Lopez-de-Silanes, and Shleifer (1999). .
% Country-level ownérship data are extracted from La Porta, Lopez-de-Silanes, and Shleifer (2006)
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under section 10(b) and i{ule 10b-5 of the Exchange Act can be claimed even if the
issuer’s securities are not registered with the SEC. The law on Rule 10b-5 has
developed merely in the traditional common law manner, with federal courts and
other tribunals deciding each case on the basis of precedents.

The U.S. Congress has adopted the Private Securities Litigation Reform Act of
1995 (PLSRA) to mitigate the potential abuse in class action litigations against
pﬁblicly-held firms for alleged misstatements. The PLSRA raises the standard of
speciﬁcity that the plaintiff must meet, and thus increases the proportion of overall
securities fraud cases ending in dismissal. Johnson, Kasznik, and Nelson (2001) find
that the PLSRA has discouraged frivolous securities lawsuits. However, the number
of suits being filed did not decline after 1995; in contrast, it increased and exceeded
its pre-PLSRA level.'

Prior literature (e.g., Licht, 2003; Siegel, 2005) posits that ’;he legal and |
institutional obstacles have- prevented the SEC from successfully enforcing the law
against cross-listed foreigxl firms. Nevertheless, in recent years, spurred by the
Sarbanes-Oxley Act of 2002 énd the heightened alertness to fraud and transparency
caused by a series of scandals both in the U.S. (e.g., Enron and Worldcom) and
abroad (e.g., Parmalat), more foreign issuers became the subjects of private securities

“class action lawsuits and the geographic area of companies affected widened. The
SEC has expended significant effort through jts Division of Enforcement and its

Division of Corporate Finance on coordination with other countries’ security

1% See the 1999-2005 Securities Litigation Study by PriceWaterhouseCoopers.
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regulators and law-enforcement agencies to develop mutual cooperation agreements.
Table 3 summarizes the number of class action suits brought against cross-listing
firms in the U.S. from 1999 to 2005. While only 11 foreign firms were sued in 1999,
the number qf class action lawsuits against foreign firms reached 23 in 2002, more
than double the number of cases three years earlier. The number of cases increased to
29 in 2004, among which 8 suits were against European firms, and 21 were for firms
from other countries. It is also worth noting that the accounting related cases once
dominated the total cases filed, but in 2004, internal controls became the most
frequent issue cited.
[INSERT TABLE 3 HERE]

In a similar fashion, settlement amounts have continuously increased over recent
years. The total settlements for foreign listing firms in the U.S. reached more than
$1.35 billion in 2005, greatly above $633.7 million in 2004 and $494 rﬁillion in 2003.
Table 4 presents information about'thé top class action settlements in previous years.
Among these seﬁlemenw, Royal Ahold’s $1.1 billion settlement was the third largest
for both domestic and foreign issuers, and Deutsche Telekom AG’s $120 million
settlement was also one of the ten largest settlements for all issuers in 2005.

[INSERT TABLE 4 HERE]

The primary reason for class action lawsuits against these firms is disclosure
violations, accounting violations, and iﬁtemal control deﬁciencies.v Specifically, in
2005, more firms were charged with disclosure failures. For example, minority

shareholders of Mexican broadcaster TV Azteca SA de CV have sued media magnate
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Ricardo Salinas Pliego for failing to disclose pertinent information about the debt and
subsequent spinoff of mobile-phone company Unefon SA de CV."! Similarly, Elan
Corporation was sued for a failure to disclose or ingdequately disclosing certain
transactions that were critical to Elan’s perceived success'Z. These events reinforce the
importance of voluptary disclosure to test whether cross-listing enables firms to bond
themselves to the highest corporate governance standards (Coffee 1999, 2002; Bailey,
Karolyi, and Salva, 2006).

In light of rﬁanagement earnings forecasts, it is well known that the risk of class
action securities litigation may greatly influence firms’ decisions to issue management
earnings forecasts as well as the characteristics of those forecasts (Skinner, 1994;
Kasznik and Lev, 1995; Skinner, 1997; Baginski, Hassell, and Kimbrough, 2002;
Field, Lowry, and Shu, 2005; Brown, Hillegeist, anci Lo, 2005). In addiﬁon, as
mentioned before, these foreign firms are equally accountable for legal liabilities
associated with class actions lawsuits, compared with the U.S. domestic firms.
However, the existing empirical literature provides little direct evidence on the role of
litigation risk in cross-iisting firms’ voluntary forward-looking disclosures.
Understanding the impact of legal institutions on a forgign firm’s forecast decisions is
intefesting and important for the following reasons. First of all, it will add to the
debate about the bonding hypothesis (Coffee, 2002) by showing whether a foreign
firm can bypass the legal institutions in its home country and completely converge to

the highest disclosure standards in the U.S. Also, it can provide insight to both

"' Source: “TV Azteca: tycoon, facing an SEC suit, plans to pull firms off NYSE”, Wall Street Journal, May 2,
2005.
12 Source: The 10b-5 Daily, August 18, 2006.
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accounting policymakers and securities regulators with regard to the potential iinpact
of legal reforms on firms’ voluntary disclosure decisions. For example, the expansion
of Safe Harbor provisions in the Private Securities Litigation Reform Act of 1995 was
designed to encourage more frequent management forecasts (Skinner, 1995).
2.5 Conclusions

In sum, several unique aspects of cross-listed firms make my study relevant to the
literature on management eamings forecasts. First, legal regimes and investor
protection vary widely across countries. The disparity between local and U.S. legal
institutions is particularly great for firms originating from civil law countries. It has
been documented that the risk of class action securities litigation related to Rule 10b-5
may influence firms’ decisions to issue management earnings forecasts (e.g., Skinner
1994; Fiéld, Lowry, and Shu, 2005; Brown, Hillegeist, and Lo, 2005). Moreover, the
law on Rule 10b-5 has developed merely in the traditional common law manner.
Therefore, my sample firms afford me an opportunity to investigate how divergence
between local and U.S. legal institutions influences a foreign firm’s incentives for as
well as consequences of issuing earnings forecasts in the U.S. Second, foreign firms
entering the U.S. markets are typically controlled by concentrated shareholders
(Doidge, 2001; Doidge et al.,.2004a; Doidge et al. 2006). Information asymmetry
exists in that controlling shareholde?s are typically better informed about expected
future cash flows than minority shareholders. Ultimately, firms may choose to
disclose only if their controlling shareholders benefit from doing so. Hence, I am able

to examine how agency conflicts influence voluntary disclosure practices. Third, my
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sample includes U.S. listings on major exchanges (NYSE, AMEX and Nasdaq), and
over-the-counter (by means of OTC Bulletin Board or “Pink Sheet”), as well as
private placements by means of the SEC’s Rule 144A. OTC and Rule 144A firms are
not required to file Form 20-F with the SEC or reconcile their financial statements in
accordance with U.S. GAAP; they also need not upgrade their disclosures or incur
bonding consequences (Coffee, 2002). Therefore, OTC and Rule 144A firms do not
entail significant legal implications. In contrast, foreign firms listing in a major U.S.
exchange are reporting entities that must file Form 20-F with the SEC and reconcile
their financial statements to U.S. GAAP. In addition, they are accountable in class
action lawsuits, and thus become subject to enforcement by the SEC and U.S. Courts
- (Coffee, 1999; 2002). Current evidence shows that both class ‘action lawsuits and
settlements against foreign firms have increased greatly. However, the existing
empirical literature provides little direct evidence on the role of litigation risk in
cross-listing firms’ voluntary forward-looking disclosures. This range of U.S. listing
choices allows me to isolate firms listing on a major exchange frorﬁ OTC and Rule -
144A firms, thereby testing how U.S. enforcement affects firms’ forecast behaviors,
and héw benefits of forecasting vary according to different listing types. Finally,
cross-listing providcs a. special scenario to link management eamings forecasfs to
global product market interactions given a large percentage of cross-listed firms have
global sales. vPrevious literature posits that both financial market and product market
concerns influence firms’> voluntary disclosure practices (Dye, 1985; Evans and

Sridhar, 2002; Khanna, Palepu, and Srinivasan, 2004). Therefore, I am able to extend
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previous literature to an international setting by focusing on management earnings

forecasts.
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Chapter 3 — Why Do Cross-Listed Firms in the U.S. Voluntarily

Release Management Earnings Forecasts?
3.1 Introduction

Cross listing is becoming an increasingly important strategy for companies as
direct access to foreign capital markets yields great benefits. By the end of 2005, more
than 2,000 foreign firms from 80 countries have migrated to the U.S. markets. In 2005
alone, 106 new offerings by foreign firms raised $32.5 billion in the U.S.
Correspondingly, the trading of these non-domestic firms reached $1.2 trillion in 2005,
representing 17 percent of the total trading in the U.S. local exchanges.”> Coffee
(2002) suggests that cross-listing firms in the U.S. face increased enforcement by the
Securities and Exchange‘ Commission (SEC), a more rigorous legal exposure, and
enhanced corporate disclosure and transparency, all of which may affect the financial
reporting of cross-lisﬁpg firms. There is a large literature on the characteristics of
cross-listing firms® financial reporting, much of which either focuses on the
accounting quality of these foreign firms or focuses on the disclosure changes
resulting ﬁom the mandated reporting systems by U.S. exchanges and regulators. '
For example, Amir, Harris, and _Venuti (1993) examine the value relevance of foreign
issuers’ reconciliation disclosures. Lang, Raedy and Yetman (2003) investigate

whether U.S. listing is associated with differences in accounting data reported in local

B Data source: Citigroup corporate and investment banking www.citigroup.com/adr, and Bank of New York
Global Equity Investing Depositary Receipt Services (BNY) www.adrbny.com.

' Papers related to the accounting quality of cross-listing firms include Alford et al. (1993), Lang, Raedy, and
Yetman (2003), and Lang, Raedy, and Wilson (2005). Examples of the literature on the mandatory disclosure or
reporting of foreign registrants in the U.S. include: Amir, Harris, and Venuti (1993), Frost and Pownall (1994),
Cheung and Lee (1995), Chan and Seow (1996), Frost and Kinney (1996), Huddart, Hughes, and Brunnermeier
(1999), Douthett et al. (2003), Blanco and Osma (2004), and Hope, Kang, and Zang (2006).
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markets, and find that cross-listed firms have better accounting quality relative to
non-cross-listed firms. Cross-listed firms may disclose more information than
required under certain circumstances (Stulz, 1999; Bailey, Karolyi, and Salva,
2006)."% Also, firms may employ alternate mechanisms to supplant legal bonding,
such as providing voluntary disclosures (Pinegar and Ravichandran, 2004). However,
no prior studies attempt to measure fhe voluntary disclosure practices of these foreign
registrants, though the level of voluntary disclosures may be associated with
important economic consequences (Barry and Brown, 1985; Leuz and Verrecchia,
2000; Healy and Palepu, 2001; Verrecchia, 2001).

To address this void in the literature, this essay explores the incentives for
voluntary disclosure, surrogated by managemeﬁt earningé forecasts, of non-U.S. firms
listing in the U.S. I choose management earnings forecasts as my proxy for two major
reasons. First, the timing, form and specificity of management earnings forecasts are
precisely known (Heaiy and Palepu, 2001). This enables me to conduct powerful tests.
Second, given that diﬁ'erént countries have different disclosure practices (Hope, 2003),
and that managers have considerai)le discretion to release earnings forecasts
(Karamanou and Vafeas, 2005), an international study on the relation between
management eamings forecasts and corporate governance mechanisms is warranted.

More specifically, using a sample of 2,050 cross-listed firms from 42 countries, I
provide evidence on the relation between implicit or expliéit governance mechanisms

(legal institution, ownership structure, Reg FD, SEC enforcement and Auditor Type)

!5 For example, cross-listed firms may choose to do so when they expect a potential upgrade in listing status (e.g.,
from OTC to primary exchanges). Another example is cross-listed firms would voluntarily forecast earnings in
anticipation of subsequent fund raising.
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and the likelihood to release earnings forecasts. I also look at the effect of global
product market interaction and litigation risk on management earnings forecast. To
this end, this is the first study that comprehensively examines the association between
corporate governance and management earnings forecast in an international setting.

In my primary analysis, I first compare home-country legal institutions of
fofecasting firms with non-forecasting firms. Where possible, I alsb control for size,
equity issuanceg, debt issuances, auditor, litigation risk, profitability, year and industry.
Results from both the probit models and the country-weighted least square models
suggest that forecasting ﬁrms are associ;clted with stronger home-country legal
regimes (as measured by legal origin, the level of investor protection, and judicialv
efficiency) compared to non-forecasting firms. Legal systems do seem to matter for
understanding the world of cross-listings.

In addition to examining the differences in external corporate mechanisms, I also
consider discrepancies in an internal corpdrate mechanism: ownership structure.
Previous studies posit that gontrolling shareholders may exert excessive influence
over management to withhold private information, thereby proteéting the benefits of
control (Chau and Gray, 2002; Ajinka et al., 2005). The evidence is mixed when I use
country-level ownership data. Nonetheless, I test this prediction in a reduced sample
using firm-level ownership data. I find that firms are less likely to release forecasts
when ownership is concentrated, suggesting that ownership concentration is
detrimental to voluntary disclosure. Additional analyses also reveal that cross-listed

firms are more apt to disclose forward-looking eamings news when institutional
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ownership is high. This intriguing finding implies that global institutional investors,
largely originating from the United States, will compel cross-listed firms to adopt
corporate reporting standards with which they are familiar.

I alsq explore the influence of lisﬁng status on the likelihood of management
forecasts. My findings strongly support that foreign firms listing on major U.S. stock
exchanges disclose more forecasts than OTC/Portal firms. In fact, 72 percent of the
forecasts are released by firms listing on NYSE/Nasdag/AMEX. In contrast,
OTC/Portal firms exhibit less transparent corporate reporting. A possible explanation
is that firms issuing OTC or Rule 144A equities do not require registration with or
subsequent reporting to the SEC. Consistent with prior work (Doidge et al., 2004a;
Lang et al., 2003b; Frost, Gordon, and Pownall, 2066), I provide evidence that the
SEC has effective enforcement on foreign firms listing in the U.S.

Moreover, I examine the effect of "global product market interaction on
management earnings forecasts. Khanna, Palepu, and Srinivasan (2004) show that
cross-border product market interaction is positively related to the overall disclosure

level of a sample of international firms. Consistent with &eir finding, I also find that
cross-listed' firms having more foreign sales are more likely to release earnings
forecasts.

My sample includes earnings.forecasts issued from 1996 to 2005. In October
2000, é regime change arose in the voluntary disclosure regulation. More specifically,
the. SEC introduced Regulation FD (Reg FD) to forbid firms »from releaSing :

information to selected audiences. Several studies have investigated the effect of Reg
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FD on U.S. firms (Bailey et al., 2003; Bushee, Matsumoto, and Miller, 2004; Ajinkya
et al., 2005). Although cross-listed firms are exempted from Reg FD, many firms
claim that they voluntarily adopt Reg FD. For instance, in a survey conducted by the
Bank of New York in 2004, 54 percent of the ADR firms said that they voluntarily
followed Reg FD and uniformly shared all communications with shareholders. 16 In
this paper, I compare the occurrence of management eamnings forecasts for pre- Reg
FD and post- Reg FD period. Prior studies (Bailey et al., 2003) find that U.S. firms
have increased the number of earnings forecasts after Reg FD when the cost-benefit
ratio of disclosure is marginally favorable. Therefore, I also expect that cross-listed
firms would follow the same pattern. Surprisingly, cross-listed firms in the U.S. have
significantly reduced the number of forecasts after Reg FD. My findings suggest that
Reg FD in fact chills corporate disclosures for foreign firms listing in the U.S. These
firms may restrict voluntary disclosures to avoid potential SEC legal actions after this
regime shift.

In general, m}; findings contribute to our under'stgnding in the following ways.
First, cross-listed firms can voluntarily bond themselves not to expropriate minority .
shareholders by establishing their reputation. Siegel ’(2005) suggests that reputation
building can induce foreign .ﬁmiS to voluntarily disclose relevant information and to
refrain from expropriating minority shareholders. In this paper, I find that foreign
firms create their own assurances of fair treatment by voluntarily disclosing

information to the U.S. minority investors. When firms migrate into the U.S. markets,

16 For more details about the survey, please see the article “ADR issuers Complying with Sarbanes-Oxley
Governance Standards, “ hitp://www.adrbny.com/dr_pub_survey.isp?paramUserType=issuers.
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they must not only provide extensive disclosure at the time of issuance, but also
commit to furnish information on an ongoing basis. The stronger the commitment to
provide information consistently, the less costly it is for minority investors to monitor
management.

Furthermore, my findings shed light on the Corporate Governance Convergence
Theory. This theory (Coffee, 1999; Gilson, 2001) states that convergence in corporate
norms does not always require a formal legislative adjustment of corporate laws and
codes in different countries. In a similar vein, John and Kedia (2003) predict that
foreign firms migrating to the U.S. market should experience a rapid change in
governance structures. Cross-listed firms opt into foreign governance standards, thus
developing a functional substitute to formal convergence. My findings also suggest
that cross-listed firms commit to more transbarent corpora'té' disclosure and
governance systems, in the direction of the U.S. norm."”

Finally, this essay contributes to the literature that focuses on the influences of
international institutional factors on accounting choices. Prior work shows that in an
international setting, country-level enforcement has a great impact on firms’ financial
reporting (Ball, Kothari, and Robin, 2000; Bhattacharya, Daouk, and Welker, 2003;
Hope, 2003; Leuz, Nanda, and Wysocki, 2003). For example, Ball et al. (2000)
present that country institutional features affect the timeliness and conservatism of
accounting incomes. In the context of voluhtary disclosure, ﬁaginski, Hassell, and

Kimbrough (2002) provide evidence that differences in legal environments between

17 Management earnings forecasts is a normal U.S. financial reporting practice. For instance, Ajinka et al. (2005)
show that 38 percent of U.S. firms release a forecast in the period from 1997 to 2002.
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the U.S. and Canada affect management earnings forecasts. My study extends this line
of research by evaluating the relation between institutional environmehts and
management earnings forecasts for a broader set of international firms.

The rest of this essay is organized as follows. Section 2 outlines the research
questions, and section 3 reviews related literature. Primary hypotheses are developed
in section 4. Section 5 describes the method and variables adopted to test my
hypotheses, and section 6 provides the results. Additional analyses and sensitivity
checks are detailed in section 7. Finally, section 8 concludes the paper, and section 9

discusses potential limitations and future research direction.
3.2 Research Questions:

The objective of this essay. is to ih‘vestigaté why some cross-listed firms
voluntarily release management eamnings- forecasts, whereas others do not.
Specifically, I seek to answer the following questions.

1) Do firm-level ownership structures (i.e., concentrated ownership and
institutional ownership) have an impact on the choice of cross-listed firms to
disclose management earnings forecasts?

2) How do legal institutions (comm(?n law vis-a-vis civil law, investor protection
and judicial efficiency) of the country where cross-listed firms originate affect
managers’ decision to forecast?

3) How does listing status inﬂuénce the voluntary disclosure practices of

cross-listed firms?
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4) Does the nature of the management eamings forecasts (good news vs. bad
news) influence the answers of the above questions?
5) Are cross-listed firms more likely to make management earnings forecasts in

the post-Reg FD period?
3.3 Theoretical Framework and Literature Review

This study extends two streams of literature. The first stream is the literature on
cross-listed firms’ information environment and corporate governance. From an
information perspective, previous papers focus mainly on the value relevance of Form
20-F reconciliations or of voluntary reconciliations to IAS by cross-listed firms in the
U.S. (Amir et al., 1993; Chan and Seow, 1996; Alford and Jones, 1998; Harﬁs and
Muller, 1999; Karamanou and Raeday, 2000; Douthett et al., 2003), on the quality of
accounting data disclosed in overseas and local markets (Frost and Pownall, 1994;
Lang et al., 2003b), on the relative informativeness of accounting disclosures in
different countries (Alford et al., 1993; Leuz et al., 2003), and most recently on the
effect of analyst following on firm valuation (Lang et al., 2003a; 2004). Surprisingly,
no previous study measures the voluntary disclosure practices of these cross-listed
firms, though the level of voluntary disclosure might be associated with ixﬁponant
economic consequences (Barry and Brown, 1985; Leuz and Verrecchia, 2000; Healy
and Palepu, 2001; Verrecchia, 2001). From a corporate governance pérspécﬁve, there
is a large literature on the governance implications of international cross listings. U.S.

cross listings typically improve corporate transparency by imposing on firms stronger
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disclosure requirements than those they face in their home country (Coffee, 1999;
2002; Stulz, 1999). In addition, by choosing to list in the U.S., controlling
shareholders of these firms accept the consequences of being subject to monitoring by
the U.S. market and the SEC. Existing evidence shows that cross-listed firms
experience positive abnormal returns when they announce their intention to list in the
U.S. (Foerster and Karolyi, 1999; Miller, 1999), that they subsequently raise more
capital after listing (Reese and Weisbach, 2002; Lins, Strickland, and Zenner, 2005),
that their cost of capital is lower (Hail and Leuz, 2005), that their estimates of private
benefits of control are lower (Doidge, 2004), and that their auditors charge higher fees
(Choi, Kim, Liu, and Simunic, 2006). Voluntary disclosure is a relevant issue because
it indicates a voluntary governance convergence by individual firms rather than a
systematic convergence by countries (Bushée, 2004). Cross-listed firms can improve
corporate governance and transparency through voluntarily disclosing information.
However, few studies attémpt to explore the voluntary convergence in corporate
govemance resulting from cross listings. My study contributes to this line of research
by examining how firm- and country-level corporate governance factors influence the
vbluntary disclosure practices of foreign firms listing in the U.S.

Another stream is the literature on the motivations for disclosure of management
earnings forecasts. Previous research documents that managers make voluntary
disclosures for different reasons: to reduce firms’ cost of external financing: (Heaiy
and Palepu, 1993; Healy and Palepu, 1995), to reduce contracting costs associated

with stock compensation (e.g., Aboody and Kasznik, 2000), to mitigate the cost of
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litigation (Skinner, 1994), or to signal management talent (Trueman, 1986). Moel
(1999) develops a two-country, two-security equilibrium model in which security
prices increase as a function of the level of information disclosure. The model leads to
testable hypotheses relating disclosure levels to firm- and country-specific volatility.
This model posits that firms operating in a low disclosure quality and low information
trading environment, and larger firms will optimally disclose more information. In
terms of management earnings forecasts, Ruland, Tung, and George (1990) identify
four motives: 1) ownership structure, 2) new capital oﬁ‘eﬁngs, 3) correcting or
confirming analysts’ forecasts, and-4) the nature of the news. In another study, Frankel,
McNichols, and Wilson (1995) show that firms’ tendencies to access capital markets
are positively associated with their probabilities to disclosg earnings forecasts.
However, no prior studies have focused ;)n the motivations of managemeﬁt earnings
forecasts in an international setting. Moreover, Ruland et al. (1990) find that
ownership structure is the most important variable to explain why firms release
forecasts, but the issue of how managers use earnings forecasts to reduée agency costs
is generally unexplored. Recent research has investigated how institutional ownership
influences the ﬁroperties of management eamnings forecasts for U.S. firms (Ajinkya,
Bhojraj, and Sengupta, 2005; Karamanou and Vafeas, 2005). Nevertheless, no
previous research has examined this issue for intematidnal firms, though' agency
problemS resulting from ownership concentration are more severe for non-U.S. firms
(La Porta et al. 1999; 2000). As discussed, cross-listed firms offer a unique

opportunity to link the issue of management earnings forecasts with factors such as
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ownership structures, legal institutions, investor protection and fund raising. Toward
this end, my paper enables me to examine the determinants of voluntary disclosures in

a richer setting than previous studies.
3.4 Hypotheses Development
3.4.1 Management Earnings Forecasts and Legal Regime

It is well known that the risk of class action securities litigation related to Rule
10b-5 may influence firms’ decisions to issue management earnings forecasts (e.g.,
Skinner 1994; Fie]d; Lowry, and Shu, 2005; Brown, Hillegeist, and Lo, 2005).
Moreover, the law on‘Rule 10b-5 has developed merely in the traditional common law
-manner. Therefore, it is possible that fofeign firms from common law countries are
more likely to make earnings forecasts. Further, country characteristics influence the
costs that firms incur to bond themselves to good governance and the benefits they
receive from doing so. Doidge et él. (2004b) find that it is costlier to implement good
firm-level govemnance and to raise funds in countries with poor investor protection
and low 'development. Since investor protection is generally poor in countries with
low development, firm-level governance may be infeasible precisely when it is most
needed. A]so; a firm can have potentially valuable growth opportunities, yet it takes
no step to have good governance because the tools required are too expensive or not
even available in its country. In addition, previous literature reveals that cross-listed
firms from stronger legal systems have better quality of accounting reporting

(Bradshaw et al., 2004; Lang, Raedy and Wilson, 2006). This gives rise to my first
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hypothesis:

HI: Other things being equal, cross-listed firms from countries with stronger

legal regimes are more likely to release management earnings forecasts.
3.4.2 Management Earnings Forecasts and Ownership Structure

Previous studies have investigated how agency conflicts influence earnings
quality (Fan and Wong, 2002; Haw et al., 2004). For example, Haw et al. (2004) find
that firms with more divérgence between ownership (cash flow rights) and control
(voting rights) are associated with greater income management. Recent research
begins to focus on how disclosure works as a mechanism to hide the pﬁvate benefits
* that result ﬁomvowners}ﬁp concentration; the results generally show that agency
conflicts are negatively associated with disclosure levels. Specifically, Chau and Gray
(2002) find that disclosure is decreasing in concentrated ownership. Ali, Chen,. and
Radhakrishnan (2005) show that familyjcontrolled firms are lesé transparent about
their corporate govemanée practices. In addition, ‘Ajinkya et al. (2005) find that
conpentrated ownership is negatively related to management forecast properties.
Tinaikar (2006) provides evidence that the detachment of voting rights from cash flow
>rights in dual class share firms induces lower transparency in voluntary disclosure.

'This gives rise to my second hypothesis:

H2: Other things being equal, cross-listed firms with less ownership

concentration are more likely to release management earnings forecasts.
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3.4.3 Management Earnings Forecasts and Listing Type

Prior studies document that foreign firms listing on the OTC or Portal enjoy
lower cross-listing premiums (Doidge et al., 2004a; Hope et al., 2005), exhibit poorer
accounting quality (Lang et al., 2003b), and have» less transparent corporate
governance (Frost, Gordon, and Pownall, 2006) compared to foreign firms listing on
the major U.S. exchanges (NYSE/AMEX/Nasdaq). Legal protection does not improve
when firms issue Rule 144A equities because these issues do not require registration
with or subsequent reporting to the SEC and because reports that are issued need to
comply only with home-market, not US accounting standgrds. In this vein, foreign
firms listing on the OTC or Portal might be less likely to make earnings forecasts
since they do not completely bond themselves to the U.S. corporate govemanée
practices. On the other hand, these firms do not incur legal consequénces in tﬁe UsS.
as they are not subject to the class action lawsuits according to SEC Rule 10b-5
(Baginski et al., 2002). Therefore, it is also possible that foreign firms listing on the
OTC or Portal have greater tendencies to méke a forecast. Due to ambiguity in the
p?evious litefature, I make a non-directional prediction on this issue. This gives rise to

my third hypothesis:

H3: The listing types of cross-listed firms are associated with firms’ likelihood to

release management earnings forecasts.

3.4.4 Management Earnings Forecasts and Foreign Product Market

Previous research suggests that both financial market and product market factors
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influence firms’ voluntary disclosure practices (Dye, 1985; Evans and Sridhar, 2002;
Khanna et al., 2004). In a theoretical work, Evans and Sridhar (2002) document that
product market concerns can affect a firm’s management earnings forecast choices.
Specifically, product market competition can complement the capital market effect in
inducing the manager to provide truthful disclosures. Additionally, Khanna et al.
(2004) uncover that cross-border product market interaction encourages greater
convergence to the U.S. disclosure regime. Cross-listed companies that wish to
integrate themselves into the U.S. marketplace may find that the costs of doing
business are greater if their disclosures do not conform to U.S. practices. Given that
disclosure of managément earnings forecasts is a common U.S. disclosure practice
(Ajinkja et al., 2005), cross-border trade may promote cross-listed firms to disclose
forward-looking information as customers need ﬁnaﬁcial information to assess the

performance of their suppliers.'® This gives rise to my fourth hypothesis:

H4: Other things be_z'ng. equal, cross-listed firms with greater foreign market

interaction are more likely to release management earnings forecasts.
3.5 Research Design

3.5.1 Sample Selection and Data

To empirically test my research questions, I obtain a complete list of depositary

receipts from the Bank of New York website.”® This list provides information about

1% On the other hand, proprietary cost may discourage management earnings forecasts (Verrecchia 1983). However,
in many robustness tests, I include Market-to-Book Ratio (a proxy for proprietary cost) as a control variable. The
results show that corporate convergence dominates proprietary cost.

% For more details, please refer to http://www.adrbny.com/.

32



the names, listing dates, country of origin, and exchanges (i.e., NYSE, AMEX,
Nasdaq, OTC or Portal) of every ADR and Global Depositary Receipt (GDR) as of
2005.%° 1 obtain the information on direct-listing Canadian and Israeli firms from the
NYSE, Nasdaq, AMEX, OTCBB and Pink sheets websites.?! To avoid survivorship
bias, the sample includes securities that were later delisted. I classify firms that were
both listed over-the-counter and on NYSE/AMEX/Nasdaq at different points as
NYSE/AMEX/Nasdaq and consider the date that they listed there to be the
cross-listing date. After these procedures, I get a data set of all firms that are
cross-listed in the U.S. as of December 2005. This gives me 2,050 firms from 42
countries. Table 5 presents the summary of these cross-listed firms by country and by
listing type. |

I obtain management earnings forecasts data from the Cofpofate Investor
Guidelines (CIG) database, maintained by First Call. I identify 2,771 earnings
forecasts made by 647 cross-listed companies from 30 countries in the period 1996 to
2005, including point forecasts (651), range forecasts (1369), open-interval forecasts
(209), and qualitative forecasts (542). The CIG database carries both annual and
quarterly forecasts. In addition, 210 firms forecast only once in my sample periods; in
contrast, 272 firms forecast more than five times. To check the validity of the CIG
database, I also match a small sample of | forecasts with those extracted from the

Lexis/Nexis keywords search.’”? Consistent with previous studies (Ajinkya, et al.,

2 1 do not distinguish ADR from GDR for the purposes of this study.

21 Sources to get the information on direct-listing Canadian and Israeli firms include:
htp://www.nyse.com/international/nonuslisted/int_listed.html, http://www.nasdaq.com/asp/NonUsOutput.asp,
http:/fwww.amex.conv/, hitp://www.pinksheets.com/companysearch/ps list.jsp, and http:/www.otcbb.com/.

22 Keywords “expects earnings,” “expects income,” “expects losses,” “expects profits,” “expects results,” and
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2005; Karamanou and Vafeas, 2005), I find that the CIG database is a comprehensive
source of management earnings forecast information.

Among the 2,050 cross-listed firms, there are 647 forecasting firms vis-a-vis
1,403 non-forecasting firms. As shown in Table 5, cross-listed firms from English
Common Law countries are more likely to disclose earnings forecasts. For English
Common Law firms, 533 firms made forecasts while 636 firms did not release any
type of earnings forecast. In comparison, there are 52 (372), 53 (361), and 9 (34)
forecasting (non-forecasting) firms for French Civil Law, German Civil Law, and

Scandinavian Civil Law countries, respectively.

[INSERT TABLE 5 HERE]

My sample co;rers the périod from 1996 to 2005, and contains 11,284 firm-year
observations. After dropping observations with missing firm-level variables and
deleting outliers, 7,348 firm-year observations remain. In defining forecasting years, a
firm that issues a siﬁglc forecast and one that releases multiple forecasts are treated
the same. For ﬁmisrissuing multiple forecasts, I select one forecast fhat is closest to
the actual earnings announcement. This reduces the 2,771 forecast observations to
861 observations.. Therefore, among the 7,348 ﬁrm-)(ear observations, 861
observations are forecasting years, while 6,487 belong to non-forecasting years. Table

6 summarizes the sample construction process.

[INSERT TABLE 6 HERE]

three similar lists with first words * forecasts,” “predicts” and “sees” were used to identify forecasts from
Lexis/Nexis. My procedures are consistent with those used by previous studies (Baginski, Hassell, and Kimbrough,
2002; Ajinkya et al., 2005).
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Moreover, I need data for country characteristics related to investor protection,
judicial efficiency, and economic development. Country-level variables are primarily
obtained from La Porta et al. (2006), and Bushman, Piotroski, and Smith (2004).

Securities Data Corporation (SDC) provides information on external financing
transactions of these firms. SDC contains the date of issue, the country where the debt
or equity was issued, and the proceeds from each issue. I compare the dates of
management earnings forecasts with the issue dates of these debt/ equity securities to
determine whether these financing transactions are subsequent to the voluntary
disclosures.

Finally, I collect firm-specific information such as market value, and earnings per
share from Worldscope, Compustat, CRSP, Mergent Online, énd firms® Form 20-F
and websites. Appendix 1 presents a Summary of all variables used in this study and

their relevant data sources.
3.5.2 Models and Variables

To test my research hypotheses, I estimate the following probit model:
Pro(MF)= f (LEGAL?, OWNERSHIP*, LISTTYPE, FORSALES or FOROP,

BIGS, REGFD, LITIGATE, SIZE, LOSS, EXTERFIN, NEWS)

(2-1)

2 1 use three proxies for the legal regimes. The first one is a dummy variable, which takes on a value of 1 if a
cross-listed firm is from an English common law country, 0 if from a civil law country. The second proxy is the
anti-director index developed by La Porta et al. (1998). The third proxy for legal institution is the Judicial
Efficiency index obtained from La Porta et al. (1998).

24 Three variables are adopted as proxies for ownership. The first one is a country-level variable OWNERSHIP. To
retain my sample size, I use this variable in my primary tests. However, I also use two firm-level ownership
variables (OWNCON and INST) in my robust checks.
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3.5.2.1 Dependent Variable

Pro(MF): the occurrence of a management earnings forecast, which takes 1 if a

- cross-listed firm issued an earnings forecast during the fiscal period, 0 otherwise.
3.5.2.2 Test Variables

LEGAL: legal institutions of cross-listed firms’ home country. I use three proxigs
for this variable. 1) COMMON: takes on a value of 1 if a cross-listed firm is from an
English common law country, and 0 if from a civil law country. ® 2)
ANTI—DIRE CTOR: an index that aggregates six different sharcholder rights and
ranges from 0 to 6 with 6 as the highest level of investor proteétion. 3) JUDICIAL:
~ an assessment of the efficiency and integrity of a counti'y’s legal environment and
ranges from 0 to 10 with 10 as the highest standard. This set of vaﬁab]es is adopted to
test H1. Following the reasoning for H1, I predict that the stronger the legal institution,
the more likely a cross-listed firm releases a voluntary forecast.

OWNERSHIP: equals the average percentage of common shares owned by the
top three shareholders in the ten largest non-financial, privately-owned domestic firms
in a given country. This variable is employed to test H2. Following previous
arguments, I predict a negative cogfﬁcient on OWNERSHIP.

OWNCON: ownership concentration of a cross-listed firm. I measure ownership
concentration as the share of cash flow rights held by the largest shareholder in the

forecast year as defined in Claessens, Djankov, Fan, and Lang (2002). This variable is

2 As arobust check, in all models, I also use three dummies (English Common Law, French Civil Law, and
German Civil Law) as proxies for legal origins. However, the results remain the same.
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adopted to test H2, and following previous arguments, I predict a negative coefficient
on OWNCON.

INST: percentage of the company’s aggregate common stock held by institutions.
This variable is also used to test H2. H2 states that institutional ownership is
positively related to firms’ likelihood to make a forecast. Therefore, I predict a
positivé coefficient on this variable.

LISTTYPE: this variable takes a value of 2 if a firm listed on the major U.S.
exchanges (NYSE/ AMEX/Nasdaq), 1 if a firm listed on the OTC, and 0 if a firm
listed on the Portal. This variable is used to test H3, and I make no prediction toward
this variable.

FORSALES: log of the dollar values of foreign sales by cross-listed firms. This
variable is adopted to test H4. Following the reasoning of H4, I predict a positive
coefficient on this variable.

FOROP: this variable takes a value of 1 if a cross-listed firm has foreign
operations, and 0 otherwise. I also use this variable as a proxy for produét market
interaction. Similar to FORSALES (foreign sales), I predict a positive coefficient on

ﬂﬁs variable.?®

3.5.2.3 Control Variables

BIGS5: this variable takes a value of 1 if a cross-listed firm is audited by one of

2 In my primary tests, I include FORSALES as a proxy for cross-border product market integration. However, I
use FOROP as an alternative proxy in all models, and results are robust to this correction.
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the Big 5 auditors, and 0 otherwise. Auditor reputation might also be a factor in
disclosure decisions. Previous research indicates that firms using Big 5 auditors tend
to have better disclosure (Lang and Lundholm, 1993). Thus, I predict a positive
coefficient on this vaﬁable.

LITIGATE: a value of 1 is assigned if firms are in the biotechnology (2833-2836
and 8731-8734), computers (3570-3577 and 7370-7374), electronics (3600-3674), and
retail (5200-5961) industries, and O otherwise (based on Francis, Philbrick and
Schipper, 1994; Baginski et al., 2002). This variable captures litigation risk, and
following prior studies (Ajinkya et al., 2005; Karamanou and Vafeas, 2005), I predict
a positive coefficient on it.

SIZE: the variable represents the log §f total sales in U.S. dollars. Previous
literature illustrates mixed evidence about it. On the one hand, Kasznik and Lev (1995)
prove that firm size is positively associated with the occurrence of management
earnings forecasts. On the other hand, larger firms might be less likely to disclose as
agency costs increase with firm size (Durnev 5nd Kim, 2005). Similarly, larger firms
may incur higher political cost (Watts and- Zimmerman, 1990), which reduces their

likelihood to forecast. Therefore, I make no prediction on this variable.

LOSS: takes a value of 1 if a firm reported losses in the current period, and 0
otherwise. Previous literature suggests that earnings are less value r¢levant for loss.
firms (Hayn, 1995; Ball, Kothari and Robin, 2000) and that analysts have greater
problems forecasting earnings for loss firms (Brown, 2001). In a similar way, the

ability of management to forecast earings would also be hindered for firms making
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losses. Therefore, I predict é negative coefficient on this variable.

NEWS: takes a value of 1 if the current-period EPS is greater than or equal to the
previous-period EPS, and O otherwise. Skinner (1994) suggests that management is
more likely to issue a forecast when faced with bad news. Baginski et al. (2002) find
that the sign of random-walk differences in earningS is negatively associated with
forecast occurrence. Thus, I predict a negative coefficient on this variable.

REGFD: takes a value of 1 if the observation is related to the post-Reg FD period
(after October 2000), and 0 otherwise. Bailey et al. (2003) and Brown, Hillegeist, and
Lo (2003) find that the number of forecaét disclosures has increased after Reg FD. In
a similar fashion, I predict a positive coefficient on this variable.

EXTERFIN: this variable represents external financing of cross-listed firms.
Specifically, it takes a value of 1 if new debt or new capital is offered within the
sample period, and 0 otherwise. Prior studies (Ruland et al., 1990; Frankel et al., 1995)
show a positive association between firms’ tendencies to access capital markets and to
disclose eamings forecasts, éuggesﬁng that firms attempt to mitigate’ potential
consequences of differential information through disclosure. Therefore, I predict that
cross-listed firms raising capital or debt in the global market have greater tendencies
to disclose more information, and I prédict a.positive coefficient on this variable.

YEAR: year dummies are included to account for differences acrosS years.
Moreover, I am able to detect whether my results are sensitive to the Reg FD (2000)
or the Saybanes- Oxley Act (2002).

INDUSTRY: industry dummies are included in the model to control for
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differences in asset structure, accounting practice, government regulation, and
competitiveness, all of which may affect disclosure and governance, as well as firm
valuation.

3.6 Results

3.6.1 Descriptive Statistics

Table 7 reports descriptive statistics and compares firm-level and country-level
variables for forecasting years versus non-forecasting years. As indicated in table 7,
52 percent of my sample firms are from English Common Law countries, and the
average disclosure score is 88.96 out of 100. The average Tobin’s Q for all cross-listed
firms is 1.57, which is comparable to 1.54 in Doidge et al. (2004a). Likewise, 24
percent of my sample firms report a loss, 40 percent report good news earnings, and.
21 percent raise capital or debt ih the san;aple period. Foreign sales account for 28
percent of overall sales for all sample firms.

The results also indicate that forecasting and non-forecasting firms differ in many
dimensions. Forecasting firms have stronger home-country legal regimes, are from
more developed countries, and have highér home-country disclosure levels relative to
non-forecasting firms.” In addition, the méan and median comparisons show that
firms listing on the majo; U.S. exchanges (NYSE/Nasdag/AMEX), operating in
high-tech industries, and having larger proportion of foreign sales, have higher
tendencies to release forward-looking earnings infoﬁnaﬁon. The mean Size score (i.e.,

log of total sales) for forecasting firms is 5.75 compared to 5.86 for non-forecasting

27 Both mean and median are significantly different.
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firms. 32 percent of forecasting firms raise external funds, but only 19 percent of
non-forecasting firms issue either capital or debt. Finally, 52 (39) percent of
forecasting (non-forecasting) firms are characterized by good news earnings, and the

difference is significant at the 1 percent level.

[INSERT TABLE 7 HERE]

3.6.2 Multivariate Results

I estimate probit models to test my four hypotheses. Given the high correlation
between the three legal regime measures (Common, Anti-director, and Judicial), 1
separately estimate three models. In addition, I also include year and industry
dummies in three édditional models. Hence, I estimate six models in total for my
primary tests. Moreover, including a sample firm in multiplé years raises the concern

of serial correlation. Therefore, all results are corrected for serial-correlation.
Pro(MF)=f (LEGAL, OWNERSHIP, LISTTYPE, FORSALES or FOROP, BIGS,
REGFD, LITIGATE, SIZE, LOSS, EXTERFIN, NEWS)
(2-1)
The results from estimating equation (2-1) are presented in Table 8. Consistent
with H1, the coefficients on Legal are positive and high]y significant (p<0.01) across
all six specifications. This suggests that cross-listed firms from English Common Law
countries, with highér investor protection level, and having more efficient
home-country judicial systems, are more likely to forecast. The coefficients on

Ownership are generally positive and significant, suggesting that cross-listed firms

a1



from countries with high ownership concentration are more likely to disclose earnings
forecasts. The evidence is in contrast to H2. To provide further analysis, I use
firm-level ownership data and re-estimate the regressions in my sensitivity analysis,
though this largely reduces my sample size. Moreover, I find that the coefficients on
Listtype are positive and highly significant (p<0.01). This demonstrates that foreign
firms listing on major U.S. stock exchanges are more likely to make earnings
forecasts since they bond themselves to a greater extent to U.S. corporate governance
practices compared to OTC/Portal firms. It is worth noting that my evidence contrasts
with Baginski et al. (2002), which explains that firms in less litigious environment are
more likely to release earnings forecasts. Finally, in accordance with H4, I find that
‘cross-listed firms are more likely to divulge management earnings forecasts when
vthey have a greater proportion of foreign sales.

Additionélly, findings on control variables are also intriguing. First, the
coefficients on Litigate are largely positive and significant iﬁ all three specifications,
spggesting that cross;.-li_sted ﬁnns with higher litigation risk are more likely to disclose
forecasts (Skinner, 1994). The coefficients on Size are negative and significant in
three out of the six models,‘ supporting the arguments that larger firms are less likely
to disclose due to agency cost and political costs (Durnev and Kim, 2005; Watts and
Zimmerman, 1990). Further, evidence on external ﬁnancil;g is mixed. The
coefficients on Exterfin are positive and significant in two models, but negative and
significant in one model. This suggests that raising capital or debt globally cannot

explain cross-listed firms’ tendency to release management earnings forecasts. The
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result relating to Loss is interesting. The negative coefficients imply that a manager is
less likely to have issued a forecast when the firm reports a loss. Finally, another
provocative finding is that forecast occurrence has decreased after Reg FD. The
coefficients on REGFD are negative and significant (p<0.01) in all six specifications.
This finding contrasts with Ajinkja et al (2005), who find that U.S. firms are more
willing to forecast earnings when the cost-benefit ratio of disclosure is slightly
favorable after Reg FD. Although this finding may be interpreted in various ways, 1
posit two possible explanations. First, the regime shift induced by Reg FD may not
have an influence on foreign firms listing in the U.S. Alternatively, the stricter
regulatory environment after the Sarbane-Oxley Act may in fact discourage

cross-listed firms from disclosing information.

[INSERT TABLE 8 HERE]
3.7 Additional Analyses and Robustness Checks
3.7.1 Country-Weighted Least Squares (WLS)

As shown in Table 5, the number of observations for each country varies from
499 for Canada to 3 for Pakistan. Thus, the results of probit models might be
influenced by the unequ#l sample size across countries. I alleviate this wﬁcem by
carrying out country-weighted least sqliares (WLS); Following Choi et al. (2006) and
Choi and Wong (forthcoming), I assign an equal weight to each country and

re-estimate model (2-1).2* Using WLS ensures that uneven country representation in

2 The weight is inversely proportional to the number of observations per country in my WLS models.
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my sample will not bias my resuits toward countries that are more heavily represented.
Results of country-weighted least squares are reported in Table 9. Supporting H1, the
coefficients on Common, Anti-Director, and Judicial are positive and significant.
Similarly, findings on Listtype (H3) and Forsales (H4) are also consistent with those
reported in my primary tests. Evidence on Ownership is puzzling after adjusting the
concern of uneven country representation: the coefficients are negative in column (1)
and (5), but positive in other columns. Again, this suggests further analysis on the

influence of ownership concentration.

[INSERT TABLE 9 HERE]
3.7.2 Dropping Canadian Observaﬁ‘ons

To further alleviate the concern of uneven sample size, I repeat tests excluding
Canadian observations given that Canada comprises a large proportion (25%) of the
sample.”’ The results reported in Table 10 provide further evidence that my findings
are not driven by Canaciian observations. More specifically, findings on Anti-director
and Judicial support H1, though the coefficient on Common is only significant at the
0.12 level. In addition, other findings are largely in accordance with those from the

primary tests.

[INSERT TABLE 10 HERE]

3.7.3 Foreign Firms Listing on Major U.S. Stock Exchanges

2 Another reason to perform a robust check excluding the Canadian samples is becanse Canada and the U.S have
similar accounting standards and legal regimes, which may confound the focus on the cross-listing effects.
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Among my sample firms, 861 out of 7348 (11.71%) firms make a forecast in a
specific year. However, foreign firms listing on major U.S. exchanges account for the
majority (72%) of forecasting years. In fact, 241 out of 3862 OTC/Portal firms
released a forecast during the sample period, and forecasting OTC/Portal firms are
mainly from Canada. Level I and Rule 144A ADRs do not require registration with
and subsequent reporting to the SEC. Prior literature also documents that they do not
completely bond themselves to the U.S. corporate governance practices (Lang et
al.,2003; Frost et al., 2006). Accordingly, OTC and Rule 144A ADRs do not mimic
the U.S. reporting norm for disclosure of earnings forecasts. Thus, I exclude
OTC/Portal firms and check the robustness of my findings. Table 11 presents the
results of multivariate tests for flrms listing on major stock exchanggs
(NYESE/Nasdag/AMEX). The explanatory power of the model ranges from 11.1% to
15.1%, marginally higher than that in primary tests that include all sample firms
(9.5% to 13.5%). Findings from both probit and country-weighted least squares

models are consistent with those from the primary tests.

[INSERT TABLE 11 HERE]
3.7.4 Time-Series Evidence

The firm-year observations cover a ten-year period (1996-2005). It is possible

that the primary test results are driven by events in certain years. Moreover, including a

sample firm in multiple years raises the concern of serial correlation. 30

3% In fact, in my primary tests, all results are corrected for serial-correlation. However, I still run annual
regressions to further check the sensitivity of my findings.
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Country-weighted least squares correct for heteroskedasticity , but this procedure does
not correct for cross-sectional correlations in the residuals. Hence, I also run yearly

regressions and the results are summarized in Table 12,

Panel A of Table 12 shows results when Common is adopted as a proxy for
country legal institutions, whereas Panel B and C report results for Anti-Director and
Judicial. Results from annual regressions are generally consistent Wifh pooled results.
In Panel A, the coefficients on Common, Listtype, and Forsales are significant and
positive in all 10 years. Panel B shows a similar pattern. In Panel C, although
coefficients on Listtype and Forsales are significant for all annual regressions,
coefficients on Judicial are insignificant in two years. However, evidence on
Ownership is again perplexing. For instance, in Panel A, the coefficients are
insignificant in nine years (negative in two years, and positive in seven years). It is
possible that country-level ownership data may not provide enough explanatory
power for firm-level disclosure incentives. To shed more light on this issue, I provide
firm-level analysis on concentrated and institutional ownership in the: following

section.

[INSERT TABLE 12 HERE]
3.7.5 Firm-Level Concentrated and Institutional Ownership

I carry out further analysis to explore the association between ownership and
forecasts disclosures. I choose two additional firm-level proxies vis-a-vis

country-level ownership data. OWNCON is the share of cash flow rights held by the
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largest shareholder in a forecast year.’' INST is the percentage of the company’s
aggregate common stock held by institutions. I gather data on ownership
concentration for 3126 firm-year observations, and on institutional ownership for
2286 firm-years.’? Results are provided in Table 13.

Previous studies find that when ownership in a firm is concentrated, the
controlling shareholders are likely to have an undue influence over management,
whereby »they secure self benefits that are unfavorable to minority capital providers
(Classens et al., 2002; Doidge et al., 2006; Fan and Wong, 2002; Haw et al., 2004;
Wysocki, 20045. These concentrated shareholders often have better access to private
information and consequenﬂy may not press the firms for public disclosures. In such a
case, some may favor fewer forecasts, thereby giving them an advantage relative to
the market. Column (1)-(3) report probit regression results when firm-level
concentrated ownership by the largest shareholder is employed to test H2. It is
noticeable that in all three specifications, the coefficients on OWNCON turn out to be
negative and significant at p<=0.01 level, suggesting that the probability of issuing a
forecast is lower when ownership is highly concentrated in the hands of the largest
shareholde;.

”Further, institutional ownerships may play a different role relative to concentrated

owners. Prior work advocates that institutions are more likely to buy stocks in firms

that have persistent disclosure improvement (Healy, Hutton, and Palepu, 1999;

31 1 also collect data for BLOCKHOLDERS: percentage of a firm’s common stock held by block holders (5%
above). In all tests, I use BLOCKHODERS as a substitute for OWNCON, and find the results are generally
unchanged.

32 The majority of firm-year observations with available ownership data is firms listing on major U.S. stock
exchanges. Therefore, 1 am not able to test the hypothesis on listing type in this section.

47



Bushee and Noe, 2000). With regard to management forecasts, Ruland et al. (1990)
conjecture that managers will provide voluntary disclosure to reduce monitoring costs
by outside shareholders; they also find that firms that release earnings forecasts have a
higher proportion of outside ownership than other firms. Recent studies have shown
that institutional ownership is related to a firm’s voluntary accounting choices
(Bradshaw, Bushee, and Miller 2004; Covrig, Defond, and Hung, 2006). In addition,
Ajinkya et al. (2005) document that the institutional ownership of U.S. firms is
positively related to firms’ forecast likelihood. Consequently, it is reasonable to posit
that for cross-listed firms, their institutions would probe more information about
future earnings. Column (4)-(6) of Table 13 present the findings on institutional
vownership. The céefﬁcients on INST in all specifications are positively significant at
p<0.01 level, indicating that institutions play a monitoring role for foreign firms listed

in the U.S.

[INSERT TABLE 13 HERE]
3.8 Concluding Rémarks

The focus of this essay is to examine what ‘determines the incentives for
management earnings forecasts by foreign firms opting into the U.S. stock markets.
Specifically, I investigate whether forecast likelihood is associated with cross-]istedb
firms’ home-country legal systems, U.S. listing status, ownership structures, and
foreign product market interactions. Using a sample of cross-listed firms from 42

countries across the world, I find that in the period spanning from 1996 to 2005, legal
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institutions are favorably associated with the probability of forecast occurrence. In
addition, listing status is positively associated with forecast likelihood. In other words,
foreign firms listing on major U.S. stock exchanges are more likely to issue eamnings
forecasts relative to OTC/Portal firms. The results also indicate that the extent of
global product market interaction is positively related to ﬁrms’ likelihood to release
earnings forecasts.

Additional analysis suggests that cross-listed firms with high institutional
ownerships are more likely to forecast, suggesting the monitoring role played by
institutions. By contrast, firms with highly concentrated ownership are less likely to
disclose vforecasts, indicating that voluntary disclosure may suffer when firms’
ownership is concentrated in the hands of controlling shareholders.

Thié essay contributes to the growing literature on cross listings and on voluntary
disclosures in the following ways. First, this study covers an issue novel to the
literature by focusing on the discretionary information that cross-listed firms release,
and addresses the heightened need for stronger governance and more transparent
disclosure globally. Apparently, in showing the sequential convergence in voluntary
disclosure practices by cross-listed firms in the U.S., this study has implications on
whether globalization leads to convergence in corporate governance (Coffee 1999;
Khanna et al., 2004; Doidge et al., 2004b; Dumev and Kim, 2005). Second, this study
_ demonstrates that firms from industries With higher ﬁtigation risks are more likely to
release a forecast. In this light, it adds to the debate on whether litigation risk is

related to firm’s voluntary management forecasts. Third, by taking into consideration
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the differences in domestic legal regimes and enforcement, this study enhances our
understanding of how financial reporting of cross-listed firms may differ depending

on local institutional environments.
3.9 Discussion

There are several potential limitations that warrant attention. Given the limited
theory underpinnings in this area, interpretations from this paper need caution. For
example, it is possible that earnings are not so informative in civil law countries as
those in common law countries, so providing a volﬁntary forecast in civil law
countries may not be a good way to provide voluntary information. Also, without an
investigation around cross listing, my study cannot capture whether the increase in
voluntary disclosures stems from cross listings or from other reasons. However, the
First Call CiG Database largely covers the forecasting data for cross-listed firms after
they list in the U.S., and data for pre-cross-listing periods are hard to get at this stage.
Therefore, data constraints plague further sfudies. Also, given my sample firms are
cross-listing firms in the U.S., using U.S. sales (operation) as a proxy for global
product marker interacﬁon may be more éppropriate. However, due to the availébility
of data, I use foreign sales (operation) as a s.ubstitute. Finally, this paper focuses on
the likelihood of management earnings forecasts while there are many dimensions of
this discretionary disclosure practice. Future research may evaluate various properties
(i.e., frequency, precision, credibility and bias) of voluntary 'eamings forecasts

disclosed by cross-listed firms.
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Chapter 4 -Does Management Earnings Forecast Lead to Enhanced

Firm Valuations? Evidence from CrossQListed Firms in the U.S.

4.1 Introduction

This essay attempts to evaluate the economic implications of management
earnings forecasts that non-U.S. firms disclose after they list their shares on the U.S.
markets. Management earnings forecasts serve as a good proxy for voluntary
information since cross-listed firms are not mandated by the SEC to release
forward-looking eamings information. Information plays an essential role in
explaining the sources of cross-listing benefits (Lang et al., 2003a; Bailey et al., 2006).
For instance, Lang et al. (2003a) examine the association among cross listing, analyst
properties, and firm values, and underline that cross-listed firms with better
information environment have higher valuatiqn. However, they do not illustrate
whether the sources of these information effects stem from disélosure or other listing
characteristics (Leuz, 2003). Voluntary disclosure is re]atéd to important economic
consequences (Barry and Brown, 1985; Leuz and Verrecchia, 2000; Healy and Palepu,
2001; Verrecchia, 2001); nevertheless, no prior research has investigated the effect of
voluntary disclosure on firm valuation for cross-listed firms in the U.S.

Furthermore, using his model of caéital market equilibrium with incomplete
information, Merton (1987) posits that ihyeStors are more liable to invest in firms with
high visibility (Investor Recognition Hypothesis). According to his theory, an increase

in the visibility of a firm lowers investors” expected return by reducing the shadow
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cost of the lack of awareness of a security, and thus enhances the market value of a
firm. The Investor Recognition Hypothesis also suggests that international listing
should be associated with a reduction in a firm’s cost of capital. Prior tests of the
Investor Recognition Hypothesis either focus on the number of shareholders (Foerster
and Karolyi, 1999) or on the number of analysts following and media coverage (Baker,
Nofsinger and Weaver, 2002). For example, Baker et al. (2002) illustrate that
international listing enhances firms’ visibility (as measured by analyst coverage and
media attention), and accordingly results in a decline in the cost of capital. By
providing voluntary disclosuré, cross-listed firms will instinctively convey
information to investors and improve their visibility. Healy and Palepu (2001) also
conclude that voluntary disclosure is an essential part of a firm’s overall information
environment. Therefore, voluntary disclosure is viewea as a new visibility measure
here. In its examination of the relation between voiuntary disclosure (as proxied by
management earnings forecast) and firm valuation for a sample of cross-listed firms,
this essay extends Merton’s Investor Recognition Hypothesis and helps to explain the
sources of cross-listing benefits. -

Additionally, unlike other sm(iies in this area (e.g., Lang et al., 2003a; Doidge et
ai., 2004a; Hail and Leuz, 2006), which focus on the dichotomy of cross listing versus
non-cross-listing, my study only focus on cross-listed firms. 3_»3 By listing their shares
in the U.S., these firms already legally bond themselves to improved disclosure and

governance practices (Coffee, 1999, 2002; Stulz, 1999). However, some cross-listed

3 Similarly, King and Segal (2004) argue that cross listing might not provide benefits for all firms, but only for
the group of firms that develop active trading in the U.S.
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firms exhibit further commitment to more transparent corporate reporting to
supplement legal bonding. Prior work suggests that cross-listed firms may voluntary
release information to build their reputation and benefit minority shareholders (Coffee,
1999; Siegel, 2005). This essay, therefore, answers an appealing question: does the
market value the reputational bonding mechanism of cross-listed firms?

Specifically, I test whether cross-listed firms that disclose earnings forecasts
enjciy higher valuation compared to firms that do not. Also, I seek to answer whether
this voluntary commitment is valued differently for firms from different legal
institutions. My goal is to understand how firm-level and country-level governance
factors interact with voluntary disclosure in affecting the values of cross-listed firms.

I first explore the effects of management earnings forecasts on firm valuations,
after controlling for listing status, profitability, liability, firm size, past sales growth
and home-couiiti'y liquidity. Voluntary disclosurei may enhance firm values through
three channels: reducing information asymmetry (Healy and Palepu, 2001), improving
firms’ visibilit& (Merton, 1987),‘ and diminishing agency cost (Coffee, 2002).
Consistent with my prediction, I find that cross-listed firms disclosing voluntary
forecasts have higher Tobiri’s Q relative to non-forecasting firms.

I also examine the effect of home-country legal institutions on the rélation
between management earnings forecasts and firm valuations. The bonding hypothesis
posits that cross-listing benefits are greater for firms from weak legal regimes (Stulz,
1999; Coffee, 2002). In the same vein, the benefits of disclosing voluntary

information may be greater for firms with weaker home-country legal systems, as
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measured by legal origin, investor protection and judicial efficiency. Supporting my
conjectufes, my results indicate that cross-listed firms from weaker legal regimes
enjoy higher valuation premiums for their voluntary commitment to transparent
financial reporting.

In addition to testing the impact of legal regimes, I also consider the effects of
forecast precision. Prior work (Kim and Verrecchia, 1991) implies that price reaction
is positively associated with information precision. Consistent with this line of
research, my findings indicate that firms releasing more precise information benefit
from higher valuation premiums.

Further, I provide additional checks using Heckman two-stage procedure to
control for the self-selection problem related to the likelihood of management
earnings forecasts. The results are largely in accordance with the OLS regréssion
results, and sometimes appear even stronger. Taken as a whole, the evidence
demonstrates that management eamings forecasts are valued by the market, especially
for cross-listed firms from weaker legal regimes.

Finally, I decompose the sample into firms from high-GDP countries versus firms
from low-GDP countries. The results suggest that home-country economic
development plays a vital role in explaining thg relationship between forecast
disclosures and firm valuations. For instance, management earnings forecasts are
valued significantly for cross-listed firms from countries with low economic’
development, but not for firms in high-GDP -countries. My findings further

substantiate the view of Doidge et al. (2004b) that country characteristics do matter to
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understand corporate governance in an international setting.

In essence, this paper contributes to two streams of literature. The first stream is
the literature on international corporate governance. Recent studies have emphasized
how country-level institutional variables and firm characteristics interact with each
other to influence economic performance (Bushman and Smith, 2001). However,
evidence from pﬁor studies is ambiguous. For instance, Durnev and Kim (2005), by
using international firm-level governance and transparency data released by CLSA
and Standard&Poor’s, reveal that firms with better governance enjoy higher
valuation.®® They also suggest that with the increasing globalization, national
boundaries and legal jurisdictions are becoming less effective in defining corporate
behaviors. By contrast, Doidge et al. (2004b) posit that country characteristics such as
investor protection and economic development matter more for firms to choose
corporate governance practices. This essay, in analyzing how firm- and country-level
governance factors interact with voluntary disclosure in affecting firm values, yields
some insight into the debate in this area.

Another stream 1is the literature on cross-listing inform‘aﬁon effects and
cross-listing benefits. Previous papers on cross-listing information effects mainly
focus on the value relevance of Form 20-F reconciliations or of voluntary
reconciliations to International Accounting Standard (IAS) by cross-listed firms in the
U.S. (Amir et al. 1993; Chan and Seow, 1996; Alford and Jones, 1998; Harris and

Muller, 1999; Karamanou and Raeday, 2000; Douthett et al., 2003), on the quality of

3% Other studies using the CLSA and S&P governance scores include Klapper and Love (2004), Khanna, Palepu,
and Srinivasan (2004), Doidge, Karolyi, and Stulz (2004b), and Frost, Gordon, and Pownall (2006).
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accounting data disclosed in overseas and local markets (Frost and Pownall, 1994;
Lang, Raedy, and Yetman, 2003b), and on the relative informativeness of accounting
disclosures in different countries (Alford et al., 1993; Leuz, Nanda and Wysocki,
2003). Nevertheless, no prior research has investigated the voluntary information
‘disclosure of these firms. Further, previous research documents that non-U.S. firms
may choose to list shares in the U.S. to raise capital, increase liquidity, lower cost of
capital, enhance visibility, protect minority shareholders or bond themselves to
increased disclosures (Merton 1987; Karolyi, 1998; Coffee 2002; Pagano, Roell, and
Zehner, 2002; Reese and Weisbach, 2002). Despite the considerable evidence on
positive cross-listing economic implications, few studies attempt to demonstrate
where these benefits originate from. Most recently, Lang et al. (2003a; 2004) have
explored the effect of analyst properties on firm valuation. Hope et al. (2006) indicate
that the interaction between listing type and legal regime can help explain the sources
of high valuation premiums that cfoss-listed firms receive. However, puzzles remain
on whether the sources of these cross-listing benefits are from disclosure or other
listing functions (Leuz, 2003). In addition, Doidge et al. (2004a) éuggest that besides
cross listing, other mechanisms such‘ as disclosure mlght explain the highér values of
cross-listed firms in the U.S. This paper, in linking voluntary "disclosure with
vgluation for foreign firms listing in the U.S. addresses the suggestions by Leuz (2003)
“and Doidge et al. (2004a), and contributes to the literature by helping identify the

sources of cross-listing benefits.
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This essay proceeds as follows. Research questions are outlined in the next
section. Section 3 develops hypotheses, and section 4 details research methodologies
to test the hypotheses. Univariate and multivariate results are presented in section 5.
Section 6 carries on additional analyses and robustness chécks. Finally, section 7

concludes and section 8 discusses limitations and future research avenues.
4.2 Research Questions

The objective of this essay is to explore the economic implications of voluntary
disclosures for cross-listed firms in the U.S. Here, I use management earnings
forecasts as a surrogate for voluntary disclosure. In this light, I seek to answer the
following questions.

1) Are forecasting firms associated with —higher firm valuation than

non-forecasting firms?

2) What are the effects of forecast precision and forecast frequency on the

changes in firm values?

3) How do home-country legal institutions (common law vis-a-vis civil law,

investor protection and judicial efficiency) of cross-listed firms affect their

valuation?
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4.3 Theory and Hypotheses
4.3.1 Voluntary Disclosure and Firm Value

Barry and Brown (1985, 1986) argue that when managers have more information
than do outsiders, investors demand an information risk premium. Firms can reduce
their cost of capital by reducing estimation risk through increased voluntary
disclosure. In a similar vein, Merton’s (1987) Investor Recognition Hypothesis posits
that cross listing in the U.S. improves disclosures, thereby reducing the cost of capital
and enhancing firm values. Diamond and Verrecchia (1991) and Kim and Verrecchia
(1994) suggest that vdluntary disclosure reduces information asymmetry between
uninformed and informed investors, and thus increases the liquidity of a firm’s stock.
Along this line of reasoning, Lang and Lundholm (1996) argue that voluntary
disclosure lowers the cost of information acquisition for analysts, and thus increases
analyst coverage and accuracy. Lang, Lins, Miller (2003) find that cross-listed firms
in the U.S. have higher valuation than non-cross—libsted firms due to the enhancement
in the information environment. In ‘addition, Graham, Harvey, and Rajgopal (2005)
interview more than 400 executives and document that four in five rcspondénts
strongly» agree that informati;)n risk concern or the cost of capital is an important
motivation for voluntary disclosure. Furthennore, voluntary disclosure may enhance
firm value by reducing the agency cost a_ssociatcd‘ with corporate transparency

(Doidge et al., 2004b; Klapper and Love, 2004; Durnev and Kim, 2005). Taken
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together, previous studies suggest that voluntary disclosure plays an essential role in
determining a firm’s cost of capital, thus boosting its firm value.

Prior research has shown that managers disclose forward-looking information of
earnings to reduce information asymmetry (e.g., Ajinkya and Gift, 1984; Kasznik and
Lev, 1995; Frankel, McNichols, and Wilson, 1995; Lennox and Park, 2006).
Specifically, Ajinkya and Gift (1984) show that investors view management earnings
forecasts as unbiaéed corrective signals of market expectations pertinent to the
valuation of firms’ securities. Lev and Penman (1990) suggest that firms that release
voluntary disclosure of forward-looking information have more positive stock market
consequences as investors may interpret silence as withholding the worst possible
information. The recent study by Clement, Frankel, and Miller (2003) documents a
negative relation between confirming management earnings forecasts and the cost of

capital. This reasoning leads to the following hypothesis:

HS5: Other things being equal, cross-listed firms in the U.S. that voluntarily
disclose earnings forecasts have higher firm valuation than firms that do not disclose

earnings forecasts.
4.3.2 Impact of Legal Regimes

The bonding hypothesis of Coffee (2002) posits that cross listing in the U.S.
commits firms to respect minority shareholders and to upgrade their corporate
governance standards. Recent research has suggested that legal institutions affect both

the protection of minority shareholder rights and firm values (La Porta et al., 1997,
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1998, 2000). If a cross-listing changes the level of legal protection of minority
shareholders, then this change should be associated with the cross-listed firm’s home
country legal protection. In this vein, the controlling shareholders of a cross-listed
firm from a weak (strong) legal regime rhay give up more (less) private control
benefits. Overall, the bonding hypothesis suggests that cross-listing benefits are
greater for firms from weak legal regimes (Stulz, 1999; Coffee, 2002). Other
empirical work generally supports this hypothesis (Reese and Weisbach, 2002;
Doidge et al., 2004a; Durnev and Kim, 2005; Choi et al., 2006; Lel and Miller, 2006).
For exémple, Reese and Weisbach (2002) find that the increase in equity offering
subsequent to cross listing is larger for firms from weaker protection. Dumev and
Kim (2005) find that the positive relation between corporate goverﬂance and firm
value is stronger in weaker legal environment. Moreover, Choi et al. (2006) report
that cross-listing auditing fee premium is larger for firms from weak legal regimes.
Releasing more forward looking earnings information will affect the ability of
_majority ,éhareholders of cross-listed firms to extract private benefits, especially for
those from countries with weak shareholder protection. This reasoning leads to the

following hypothesis:

H6: The association between management earnings forecasts and firm valuation
is greater for cross-listed firms from weak legal regimes than for firms from strong

legal regimes.
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4.3.3 Impact of Forecast Precision

Management earnings forecasts are not limited to point forecasts, but include
range (i.e., closed-interval), open-interval (ie., minimums and maximums), and
qualitative forecasts of general impressions about firms’ earnings prospects (Baginski
and Hassell, 1997).° Analytical work shows that a signal’s precision is important in
belief development (Kim and Verrecchia, 1991; Morse, Stephan, and Stice, 19915.
Specifically, Kim and Verrecchia (1991) examine a two-peribd rational expectations
model where traders are assumed to be diversely informed and differ in the precision
of their private prior infonnaﬁon.,They find that the price reaction to the unexpected
portion of a disclosure is an increasing-function of its relative importance across the

’postérior beliefs of traders. The relative importarice is positively related to the
precision of the announcement and inversely related to the precision of
preannouncement information. The study by Kim and Verrecchia (1991) implies that
the price reaction to the public information is a positive function of the inforrhation’s
precision. Further, empirical studies also provide evidence that management forecast
precision affects the beliefs of investors and financial analysts. Ajinkya and Gift
(1984) posit thét managers will credibly label their forecasts as to precision
(expectation adjustment hypothesis). Additionally, Baginski, Conrad, and Hassell

(1993) examine the effects of information 'precision on equity pricing, and they

35 Points estimates are those where a specific estimate is disclosed such as “Earnings will be X this period.” Range
estimates are closed-interval forecasts of the form “Eamnings will be between X1 and X2 this period.”
Open-interval estimates are lower and upper bound forecasts of earnings. A minimum estimate is in the form
“Earnings will be greater than X1 this period” whereas a maximum estimate is disclosed such as “Earnings will be
no more than X2 this period.” Qualitative estimates are general impressions in the form “Earmnings will be good
this year compared with last year.” :
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support a positive relation between forecast precision and the importance of forecasts

on security prices. This reasoning leads to the following hypothesis:

H7: The association between firm valuation and voluntary disclosure is greater

Jfor cross-listed firms that release more precise earnings forecasts.
4.4 Research Design
4.4.1 Sample Selection and Data

A complete list of depositary receipts is obtained from the Bank of New York
website. Information on direct-listing of Canadian and Israeli firms is gathered from
the NYSE, Nasdaq, AMEX, OTCBB and pink sheets wébsites. 1 follow the same
sample selection procedure as described in Essay 2 (see Table 6). In sum, my sample
covers 7,348 firm-year observations spamﬁng from 1996 to 2005. These firm-year
observations include 861 observations where firms provided eamings forecasts, and
6,487 observations where firms did not.

In addition, I need data for firm values as well as country characteristics related to
investor protection, judicigl efficiency, and economic development. Here, I use
Tobin’s Q as a proxy fo; firm value. Tobin’s Q is computed as total assets less the
book value of equity plus the market value of equity in the numerator and book value
of assets in the dcnominator. Data are obt.aincd from WOrld_scopc. More specifically, 1
calculate Tobin’s Q at f.hree months after the ﬁscal period for each firm-year

observation.*®

3 Here, 1 use three months after the fiscal period for each firm year observation in that most firms release the
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I collect firm-specific information such as market value, operating income,
liability, sales growth, and size from Worldscope, IBES, Compustat, CRSP, Mergent

Online, and firms’ Form 20-F and websites.
4.4.2 Models and Variables

To examine the effect of management earnings forecasts on firm values, I
estimate an ordinary least squares (OLS) regression (firm and time subscripts have
been suppressed) with Tobin’s Q as the dependent variable. Independent variables are
the probability of voluntary disclosure, legal regime, an interaction term of legal
regime with voluntary disclosure, interaction terms of voluntary disclosure with
forecast frequency and forecast precision, past sales growth, and firm size. Sales
growth is added to control for a plausible spurious relation between voluntary
disclosure and firm value in that this variable is related to both valuation and

voluntary disclosure. Speciﬁcally, I estimate the model as follows:

O = f (ME LEGAL, MF*LEGAL, MF*PRECISION, MF*FREQUENCY,

LIQUIDITY, LISTTYPE, PROFIT, LIABILITY, SIZE, GROWTH, YEAR, INDUSTRY)*’

(3-1)
4.4.2.1 Dependent Variable

Q: the firm-year Tobin’s Q.*® It is computed as the sum of total assets plus the

market value of common stock less the book value of equity over the book value of

_earnings announcement at that time, and the market value of equity should capture the combined effects of
management forecasts and earnings announcement.
37 Here, I follow the typical cross-country regression suggested by Bushman and Smith (2001), which include test
variables, enforcement variables, interaction effects, and control variables.
3 Another method is to calculate the average of Tobin’s Q for all sample years.
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assets. The market value of equity is fhe number of common shares outstanding times
the share price three-months after the fiscal year end.
4.4.2.2 Test Variables
MF: the occurrence of a management earnings forecast, which takes a value of

1 if a cross-listed firm issued an earnings forecast during the fiscal period, 0 otherwise.
It is used to test H5. As stated earlier, I predict a positive coefficient on this variable.

MF*LEGAL: the interaction term between legal regime and management
eamnings forecast. It is used to test H6, and I predict a negative sign on this variable.

MF*PRECISION: the interaction between management earnings forecast and
forecast precision. Here, Precision is an ordinal variable that takes a value of 3 for
point forecast, 2 for range forecast, 1 for open-interval forecast, and 0 for qualitative
forecast. This interaction term is used to test H7, and I predict that it is positively
associated with firm value.
4.4.2.3 Control Variables

MF*Frequency: an interaction term between management earnings forecast and
forecast frequency. Here, Frequency is measured as the total number of forecasts
issued by a firm in my sample period. Sporadic forecasts might' be related to
management opportunism,‘ rather than coﬁsistent disclosure policy induced by
voluntary bonding to U.S. governance practice. Thus, I predict that this variablé is
positively associated with firm values.

LEGAL: 1egal institutions ‘of cross-listed firms’ home country. I have thrée

options for this variable. 1) COMMON: which takes on a value of 1 if a cross-listed



firm is from an English common law country, and 0 otherwise. 2) ANTI-DIRECTOR:
an index that aggregates six different shareholder rights and ranges from 0 to 6 with 6
as the highest level of investor protection. 3) JUDICIAL: an assessment of the
efficiency and integrity of a country’s legal environment and ranges from 0 to 100
with 100 as the highest standard. La Porta et al. (2002) find that firms located in better
legal environments enjoy higher valuation. This relation is also substantiated by
Doidge et al. (2004a), and Durnev and Kim (2005). Hence, I predict a positive sign on
this variable.

SIZE: the log of total sales in U.S. dollars. I use sales as they are less sensitive to
differences in accounting standards across countries. Size may influence a firm’s
choice of voluntary disclosure as larger firms tend to have higher political cost and
incur greater monitoring by the public (Healy and Palepu, 2001). Previous studies find
that larger firms are associated with lower firm values (Lang et al., 2003a, Dumev and
Kim, 2005). Here, size is viewed as a proxy for firm age; older firms normally have
higher book-to-market ratio. Thus, I predict a negative sign on this variable.

GROWTH: sales growth over the past two years. .It is adopted to measure
investment opportunities. Previous literature documents that firms with greater
_ investment opportunities enjoy higher firm values (Lang et al., 200.3a; Dumev and
Kim, 2005). Thus, I predict a positive coefficient on this variable.

| PROFIT: operating income deflated by total assetsf Following prior studies
(Lang et al., 2003a; Hope, Kang, and Zang, 2005), I predict a positive coefficient on

this variable.
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LIQUIDITY: a country-level variable which represents the average ratio of dollar
value of shares traded as a percentage of GDP for the period 1996 to 2000. The
information is collected from La Porta et al. (2006).® Following previous studies'
(Doidge et al., 2004a; Hope et al., 2005), I predict a positive sign on this variable.

LIABILITY: the ratio of total liabilities to total assets. Prior studies (e.g., Lang,
Lins and Miller, 2004) find that this ratio is negatively related to firm value. Thus, I
predict a negative coefficient on this variable.

4.5 Results
4.5.1 Univariate Statistics

Table 14 presents Pearson (Spearman) correlations above (below) the diagonal
among the variables and firm valuation. Results between Pearson and Spearman
correlations are generally similar. Consistent with Doidge et al. (20043); I find that
Tobin’s Q is generally positively related to proxies for legal regimes (Common,
Anti-Director, and Judicial), suggesting that firms from strong legal countries enjoy
higher firm va]ugs. The management forecast likelihood dMy is positively related
to Tobin’s Q, consistent with my major hypothesis. In addition, profitability, listing
status, and sales growth in past years are positively associated with firm valuation. By
contrast, liability and size are negatively associated with firm value. The other
correlations coefficients are generally significant, but the majority is below 0.3,
indicating that each measure captures a distinct dimension of the country- and firm- |

attributes.

3% While prior studies (Lang et al., 2003a; Doidge et al., 2004a; Hope et al. 2005) use the country-level ]iquidi'ty
ratios for year 1997, my study use more recent data. Also, LLS (2006) covers 49 countries, and adopting measures
from their study enlarges my sample size.
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[INSERT TABLE 14 HERE]
4.5.2 Multivariate Results

Table 15 presents results of OLS regressions addressing the link between
management forecasts and firm values. The legal regime has three proxies:
commorv/civil law, anti-director rights, and judicial efficiency, so I separately estimate
models for these proxies. The coefficients on the management forecasts (MF) are
significantly positive in both the anti-director model and the judicial efficiency model,
suggesting that cross-listed firms releasing eafnings forecasts enjoy higher firm
valuations (H5).

LEGAL has pbsitive and significant coefficients in column (1), (2), and (5), in
accordance with prior findings that firms log:ated in stronger legal environments have
higher valuation premiums (Doidge et al., 2004a).

Also, consistent with H6, the interaction term between management forecasts
likelihood and judicial efficiency is significantly negative at the 0.01 level. This
implies that the positive relation between management eamings forecasts and
valuation is weaker for cross-listed firms from stronger regimes.

Furthér, the coefficients on MF*PRECISION are significantly positive at all six
models, providing strong support for my prediction that cross-listed firms providing
more precise forecast disclosures benefit from higher firm valuations (H7).

Finally, findings on control variables are also thought-provoking. The coefficients
on Liquidity are positive and significant in four out of the six models. This result is

consistent with Doidge et al. (2004a) that the more active the home market trading
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environment, the more valuable cross-listed firms are. Supporting Hope et al. (2006),
I also find that foreign firms in the U.S. are more valuable when they list on major
U.S. stock exchanges. Further, firms with higher profitability are more valuable as are
firms with higher labilities, and greater growth opportunities. Finally, it is worth
noting that the coefficients on Size are negative and significant in all six specifications.
This finding suggests that in an international setting, firms of smaller size are valued
more as large firms are subject to more severe agency cost problems (Lang et al,

2003a; Durnev and Kim, 2005).
[INSERT TABLE 15 HERE]

4.6 Sensitivity Analyses
4’6’1 Self-Selection Problem
Cross-listed firms making eamings forecasts are characterized by certain
individual firm attributes and country institutional factors. This makes my research
design subject to a Samp]e selection problem. I address this problem by repeating
reg;essions in thié study using the Heckman (1979) two-step selection model.
Following Leuz (2003), and Choi et al. (2006), I estimate a probit model of
management earnings forecasts first and obtain Inverse Mills Ratios (IMR). In the
second stage, I estimate the valuation model by adding the IMR obtained from the
ﬁrét stage.
Pro(MF)= f (LEGAL, OWNERSHIP, LISTTYPE, FORSALES or FOROP, BIGS,
REGFD, LITIGATE, SIZE, LOSS, EXTERFIN, NEWS)
(2-1)
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Q = f (ME LEGAL, MF*LEGAL, MF*PRECISION, MF*FREQUENCY,

LIQUIDITY, LISTTYPE, PROFIT, LIABILITY, SIZE, GROWTH, YEAR, INDUSTRY)*’
(3-1)

Table 16 summarizes the results for the Heckman two-stage test. The results are
even stronger than those of the OLS regressions. In all models, the coefficients on MF
are positively sigﬁiﬁcant at p<0.01 level, supporting the hypothesis that cross-listed
firms are more valuable when they provide forecast disclosures. Additionally, the
coefficients on MF*COM, MF*ANTI-DIRECTOR, and MF*JUDICIAL are all
negative and significant at p<0.01 level, indicating that cross-listed firms from weaker
legal regimes are valued more for their voluntary forecasts. Lastly, the results on
MF*PRECISION are consistent Wi_th OLS regressions,_ showing that firms are more
valuable when théy provide precise earnings forecast information.

[INSERT TABLE 16 HERE]
4.6.2 Impact of Uneven Samples across Countries

The current sample is heavily weighted towards observations from five dominant
countries: Canada, Japan, Australia, United Kingdom, and Hong Kong. To alleviate
concerns that the results are dﬁven by variation across these five countries, I also
estimate my models uéing country-weighted least squares (WLS). I assign an equal

“weight to every country. Results using WLS are presented in Table 17. Supporting H5,

the coefficients on MF are positive and significant in all six models. Similarly,

4 Here, I follow the typical cross-country regression suggested by Bushman and Smith (2001), which include test
variables, enforcement variables, interaction effects, and control variables.
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findings on MF*LEGAL (H6) are also consistent with those reported in my primary
tests. Findings on MF*PRECISION are not so strong as those reported in OLS
regressions, but the coefficients are positive and significant in two out of the six
specifications. Overall, my primary findings are not driven by uneven sample

representation.

[INSERT TABLE 17 HERE]
4.6.3 Impact of Economic ’Development

Doidge et al. (2004b) conclude that the financial and economic development of
the country in which a firm is domiciled play an overwhelming role in determining its
corporate governance; they also suggest that this relation is affected by financial
globalization (for example, cross listing). In a similar fashion, Reese and Weisbach
(2002) suggest that the economic development of cross-listed firms’ home country
influences their equity offerings subsequent to cross listings, while Bailey et al. (2006)
find that cross-listed firms from developed economies experience a greater increase in
volatility reactions to earnings upon listing in the U.S. In this light, it might be
difficult for firms from developing countries to credibly commit to voluntary earnings
forecasts. On the other hand, by borrowing the disclosure practices of the U.S., cross
listing should reduce the importance of the home country economic development.
Therefore, I split the sample according to GDP to test how the firm’s home country

development affects my results*!,

I also decompose my sample according to disclosure level, CIFAR score and law enforcement. The
country-level data are obtained from La Porta et al. (2006). The index of disclosure equals the arithmetic mean of:
(1) Prospect; (2) Compensation; (3) Shareholders; (4) Inside ownership; (5) Contracts Irregular; (6) and
TFransactions. Law enforcement is measured as the sum of enforcement of private sécurity laws and the
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Table 18 provides the regression results on firm valuation, decomposing the
sample according to the economic development of cross-listed firms’ home country.
Panel A presents the results for firms from high-GDP countries, whereas Panel B
reports the results for cross-listed firms from low-GDP countries. In Panel A, the
coefficients on MF are insignificant in two models and sighiﬁcantly negative in one
model. Conversely, Panel B indicates that coefficients on MF are positive and
significant in all three models. This suggests that voluntary disclosure plays a more
vital role for cross-listéd firms from countries with low economic development.
However, Panel A and B show similar results on the interaction between management
earnings forecasts and legal regimes. The coefficients on MF*LEGAL are negative
and significant in all three specifications of Panel A. Likewise, Panel B details that the
coefficients on MF*COM and MF*JUDICIAL are negative and significant at p<0.01
level. These findings indicate that the valuation premiums of management earnings
forecasts- are larger for cross-listed firms from countries with weaker legal regimes,
despite of the hbmé—couniry economic development of these foreign firms in the U.S.
Findings on MF*PRECSION are also intriguing. Although. the coefficients of this
variable are strongly sig‘niﬁbant and positive in Panel A, they are significantly
negative in two out of three specifications in Panel B This> implies that precise
information has more va]ues for ﬁﬁﬁs from high—GDP countries, but not for firms

from low-GDP countries. A possible explanation is that the latter is more likely to

enforcement of public security laws. The index of public. enforcement of securities laws is measured as the
arithmetic mean of four underlying indices: Supervisor Characteristics index, Investigative Powers index, Orders
index and Criminal index. The index of private enforcement of securities laws is measured as the arithmetic mean
of two underlying indices: Disclosure index and Burden of Proof Index. For brevity, I do not present the results.
However, findings are similar to the tests reported in this section.
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release a precise forecast disclosure when the earnings news is negative. Finally, the
results are marginally different for control variables. Firms from low-GDP countries
are valued for high profitability and high sales growth to a greater extent relative to
firms from high-GDP countries. Overall, findings in the section support the view of
Doidge et al. (2004b) that country matters for corporate governance and firm

valuation.

[INSERT TABLE 18 HERE]

4.7 Concluding Remarks

This essay explores the association between voluntary disclosure of
forward-looking information and firm valuation for foreign firms migrating into the
U.S. markets. Fundamentally, I intend to measure how management earnings forecasts,
firm cﬁaracten’stics, and country institutional féctors interact with éach other to affect
firm valué. I find evidence that forecasting c;oss-listed firms have higher valuation
premiums compared to non-forecasting firms. I also document that cross-listed firms
from weaker legal regimes are valued more for their management forecasts, and that
firms releasiﬁg more precise and more frequent forecasts are associated with higher
firm valﬁaﬁon. Overall, consistent with. Merton’s Investor Recognition Hypothesis,
the evidence suggests that cross-listed firms in the U.S. are rewarded for their
voluntary bonding to more transparent corporate governance practice. This study also
substantiates prior work (Siegel, 2004; King and Segal, 2004) that reputational

bonding mechanism matters in the valuation of cross-listed firms.
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This study contributes to the growing literature on cross listings and on
international corporate governance. First of all, it has implications on the debate of
international corporate governance convergence (Coffee 1999; Khanna et al., 2004;
Doidge et al,, 2004b; Dumev and Kim, 2005). Previous studies provide mixed
evidence on this topic. Some researchers argue that individual firm attributes matter
more in shaping corporate governance (Dumev and Kim, 2005), while others posit
that country characteristics are more relevant (Doidge et al., 2004b). By examining
voluntary disclosure, an important corporate governance mechanism, this study helps
in advancing our knowledge in this area. Furthermore, in its examination of whether
forecasting firms are worth more relative to non-forecasting firms, this study can help
explain some long standing questions: why do cross-listed firms in ’the U.S. enjoy
highef firm valuation? And does firm-level voluntary commitment to U.S. governance
practices matter? In this way, it enhances our understanding of the sources of

cross-listing benefits.
4.8 Discussion

My work leaves some issues unsolved. First, it is possible that firms change their
voluntary disclosure practices gradually after their cross lisﬁng. Therefore, it would
be relevant to investigate changes in management forec;asts around cross listing, and
their subsequent influences on firm valuation. However, my sample largely covers
forecasts released after foreign firms list in the U.S., so data constraints limit further
study. Also, although there is no direct theoretical evidence about the relation between
forecast credibility apd firm valuaﬁon, it is possible that disclosure veracity may
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influence firm valuation through its effect on stock prices. For example, Pownall and
Waymire (1989) suggest disclosures of lower credibility contain less information
content, and thus, will be discounted by market participants. Future work may
examine the association between disclosure fidelity and the cost of capital either
theoretically or empirically. Lastly, my study relies on an inherent assumption: the
cost of capital ’is_inversely related to firm value. Although this link is well supported
by previous research, this relation might not hold under certain circumstances. For
example, Hail and Leuz (2005) suggest that in addition to the effect of cost of capital,
the cash flow effect also explains for the higher valuation of cross-listed firms. Hence,
future research can evaluate the direct relation between the cost of capital”* and

voluntary disclosure for foreign firms listing in the U.S.

2 For future research, I am interested in examining the effect of management earnings forecasts on both cost of
debt and cost of equity capital. : ;
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Chapter 5 — Conclusion and Discussion

This dissertation explores a novel issue to the literature: what are the incentives
for and economic consequences of management earnings forecasts released by foreign
firms opting into the U.S. markets. I also measure how country-level governance
mechanisms (e.g., legal institutions, and the SEC enforcement) and firm-level
governance mechanisms (e.g., ownership and auditor) interact to influence the
answers. In effect, I am not aware of any prior work linking management earnings
forecasts, corporate governance and firm valuation in an international setting. In this
way, this dissertation contributes to the literature that focuses on the effects of
international institutional factors on accounting choices (Ball et al., 2000; Hope, 2003;
Leuz et al., 2003). Additionally, prior work posits that cross-iisted firms may
voluntarily release information to enhance visibility and build reputation, thereby
benefiting minority shareholders (Coffee, 1999, 2002; Merton, 1987; Stulz, 1999;
Siegel, 2005). By probing issues on voluntary information that cross-listed ﬁrms4
sequentially providé-, this dissertation extends the Investor Recogniﬁon Hypothesis by
Merton (1987), and adds to our understanding about reputational bonding
mechanisms (Coffee, 1999; Siegel, 2005).

In Essay 1 (Chapter 2), I provide a primer of the institutional background of
cross-listed firms, and show that these firms are unique in fegulat(;ry, economic and
Iegal schemes. Explicitly, foreign firms listing in the U.S. are charactérized by various
home-country legal institutional environments as well as economic development,
different listing statuses (ADR Level 1, 11, 111, and direct listing), active globa} product.
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market interactions and firm-level ownership concentration. These distinctive aspects
of cross-listed firms make my study relevant to the literature on management earnings
forecasts as well as firm valuation.

Essay 2 (Chapter 3) focuses on the incentives of management earnings forecasts
released by foreign firms listing in the U.S. Using a sample of cross-listed firms from
42 countﬁes across the world, I provide evidence that in the period spanning from
1996 to 2005, legal institutions, as measured by legal origin, investor protection and
judicial efficiency, are positively associated with the likelihood of forecast occurrence.
In addition, cross-listed firms listing on major U.S. stock exchanges
(NYSE/Nasdag/AMEX) are more apt to release forecast disclosures compared to
OTC/Portal firms. I also document that the extent of international product market
interaction is favorably related to firms’ probability to disclose earnings forecasts.
Finally, I indicate that cross-listed firms are more likely to forecast when institutional
ownership is higher, but less likely to release forecasts when anership is highly
concentrated.

Essay 3 (Chapter 4) investigates how management eamnings forecasts, firm
attributes, and country institutional factors interact with each other to affect firm
values. I find that forecasting cross-listed firms enjoy higher valuation premiums
relative to non-forecasting firms. I also find that the association between voluntary
disclosure and firm value is stronger for cross-listed firms originated from weaker
legal regimes, indicating that firms from weaker legal institutions benefit more from

providing more financial information. Moreover, I provide evidence that firms
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disclosing more precise and more frequent forecasts have higher values. Overall, this
essay suggests that cross-listed firms are rewarded for their voluntary bonding to
transparent financial reporting practice, and supports that visibility and reputational
bonding matter in the valuation of cross-listed firms (Merton, 1987; Siegel, 2005;
King and Segal, 2004).

Although this dissertation is one of the earliest endeavors to observe issues on
management earnings forecasts globally, it leaves some questions unsolved. First of
all, without an exploration on changes around cross listings, I cannot fully capture
whether increases in voluntary Vdisclosures and changes in firm valuation originate
from cross listings or from other mechanisms, so some results need to be interpreted
with caution. However, the First Call CIG ciatab_ase' mainly covers forecasts by
cross-listed firms after they list their shares in the U.S., so data cbnstraints plague
relevant studies. In future research, I intend to compare the voluntary disclosure
practices of cross-listed firms with those of U.S. domestic firms or non-cross-listed
firms. I believe further insights can be obtained in understanding the voluntary
information these firms provide.

Also, there are many dimensions of management forecast properties. While this
dissertation largely focusés 'én forecast likelihood, forecést precision, and forecast
frequency, future studies can investigate other properties, such as forecast error and
forecast bias. -For iﬂstance, future work may invéstigate the association between
disclosure veracity énd the cost of capital either theoretically or empirically. Another

possible future direction is to compare forecast properties of foreign firms listing in
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the U.S. vis-a-vis U.S. domestic firms. In so doing, prabtitionérs and academics may
gain insights into the International Corporate Governance Convergence Hypothesis.
Furthermore, my dissertation examines the association between voluntary
disclosure and firm value, and relies on an innate assumption that the cost of capital is
inversely related to firm value. However, Hail and Leuz (2005) suggest that except for
the effect of cost of capital, the cash flow effect also explains the higher valuation of
cross-listed firms. Thus, it would be intriguing to build up a direct link between the
cost of capital and voluntary disclosure for cross-listed finns.' Future research can
either focus on cost of debt capital or cost of equity capital to gather further evidence.
Finally, Lang and Lundholm (1996) posit that discretionary disclosure lowers the
information acquisition cost of analysts, and thus improves analyst coverage and
forecast accuracy. Therefore, it would be stimulating to investigate ho;w voluntary
disclosure of forward-looking information influences analyst properties of cross-listed
firms. In a similar vein, a short-term event study on returns and trading volumes
around management earnings forecasts would shed light on how voluntary disclosures
affect market behavior globally. I leave these unsolved questioﬁs and areas for future

research.
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_Table 2
Cross-Listed Firms by Country and Listing Type

This table shows the distribution of firms that cross listed in the U.S. as of June 30, 2006. Information on
ADRs is obtained from the Bank of New York. Information on direct-listing Canadian and Israeli firms is
obtained from the websites of NYSE, AMEX, and Nasdaq. The National Quotation Bureau’s Pink Sheets
are used to identify Canadian firms that directly listed on the OTC market. Anti-director rights is an index
that aggregates six different shareholder rights and ranges from 0 to 6 with 6 as the highest level of
investor protection. Judicial efficiency is an assessment of the efficiency and integrity of a country’s legal
environment and ranges from 0 to 10 with 10 as the highest standard. Ownership concentration is the
average percentage of common shares not owned by the top three shareholders in the ten largest
non-financial, privately-owned domestic firms in a given country. Information on anti-director rights,
judicial efficiency, and ownership concentration is taken from La Porta et al. (2006). Data on China are
identified from Allen, Qian, and Qian (2005).

Exchange

Listed Rule 'Antl Judicial Ownership
Country oTC Total Director . .
(NYSE/AM 144A Rights Efficiency Concentration
EX/Nasdaq)
Argentina 17 2 5 24 4 6 0.53
" Australia 21 103 3 127 4 10 0.28
Austria 1 14 15 2 95 0.58
Belgium 1 2 1 4 0 9.5 0.54
Bolivia 1 1
Brazil 39 25 16 80 3 5.75 0.57
Canada 215 284 499 5 9.25 04
Chile 16 2 4 22 5 7.25 045
China 40 25 7 72 3
Columbia 1 3 2 6 3 7.25 0.63
Croatia 2 2
Czech Republic 1 1 2
Denmark 3 5 1 9 2 10 0.45
Dominican Rep. 1 1
Ecuador 1 1 2 2 6.25 0.54
Egypt 3 8 1 2 6.5 0.62
Estonia 2 2
Finland 4 1 1 6 3 10 0.37
France 34 18 3 55 3 8 0.34
Germany 25 24 2 51 1 9 048
Greece 3 3 5 1 2 7 0.67
Hong Kong 14 9% 1 m 5 10 054
Hungary 1 4 5 10
India 16 2 70 88 8 04
Indonesia 2 6 3 11 2 25 0.58
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Table 2. (Continued)

Exchange .
Listed Rule fAnn Judicial Ownership
Country OTC Total Director .
(NYSE/AM 144A Rights Efficiency Concentration
EX/Nasdaq)

Ireland 12 8 1 21 4 8.75 0.39

Israel 83 10 2 95 3 10 0.51

Italy 12 6 8 26 1 6.75 0.58

Jamaica 3 3

Japan 31 119 3 153 4 10 0.18

Jersey 2

Jordan 2 1 1 8.66 0.52

Kazakhstan 1 1

Korea 15 2 22 39 2 6 0.23

Latvia 1 1

Lebanon 3 3

Lithuania 2 2

Luxemburg 1 2 1 4

Malaysia 14 14 9 0.54

Malta 1 1

Mexico 22 29 10 61 1 6 0.64

Netherlands 23 12 2 37 2 10 0.39
New Zealand 2 3 5 4 10 048

Nigeria 1 1 3 7.25 04

Norway 6 5 3 14 4 10 0.36

Oman 1 1

Pakistan 3 3 5 5 0.37

Panama 2 2

Peru 1 4 2 7 3 6.75 0.56

Philippines 2 6 3 11 3 4.75 0.57

Poland 1 5 6

Portugal 3 2 2 7 3 55 0.52

Qatar 1 1

Russia 6 37 16 59

Singapore 2 26 ' 28 4 10 0.49

South Africa 10 40 3 33 5 6 052 -

Spain 8 4 2 14 4 6.25 0.51

Sri Lanka 1 1 3 7 0.6

Sweden 3 10 1 14 3 10 028

Switzerland 12 7 1 20 2 10 0.41

Taiwan 18 46 64 3 6.75 0.18

Thailand 14 14 2 325 0.47

Tunisia 2 2
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Table 2. (Continued)

Exchange Anti
Listed Rule ] Judicial Ownership

Country oTC Total Director . .

(NYSE/AM 144A Rights Efficiency Concentration

EX/Nasdaq)
Turkey 1 4 17 22 2 4 0.59
Ukraine 10 10 ,
United Kingdom 63 48 111 5 10 0.19
Venezuela 1 10 1 12 1 6.5 0.51
Virgin Islands 1 1
Zambia 2 2
Total 793 1,068 313 2,174
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Table 3
Class Action Lawsuits of Cross-Listed Firms
This table presents the number of class action lawsuits against cross-listed firms from 1999 to
2005. Data are obtained from the 2004-2005 Securities Litigation Study, and 2004-2005 Forexgn
Securities Litigation Study by PriceWaterhouseCoopers LLP: www.10bS.com.

Year Europe Other Regions Total Accounting  Non-Accounting
Related Related
1999 3 8 . 1 37% 63%
2000 5 14 76% 24%
2001 3 13 16 3% 27%
2002 9 14 23 92% 8%
2003 7 8 15 60% 40%
2004 8 21 29 43% 57%
2005 4 15 19 61% 39%
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Table 4

Top 10b-5 Settlements For Foreign Companies
This table provides details of the top class action settlements for foreign companies in recent years.
Data are obtained from the 2005 Securities Litigation Study by PriceWaterhouseCoopers LLP:
www.10b5.com, the Lexis/Nexis, and Proquest. The amount is expressed in millions.

Firm Home Year in
Country which the

settlement
took place

Royal Ahold  Netherlands 2005

NV.

Global

Crossing Bermuda 2004

Ltd.

DaimlerChry Germany 2003

sler AG

Deutsche Germay 2005

Telekom AG

Lemout&Ha Begium 2004

nspie Speech

Products NV

Alcatel France 2001

Elan Ireland 2004

Corporation

PLC

Amount

$1,100

$345

$300

$120

$115

875

$75

Brief Summary

Ahold inflated earnings by at least $500
million based on conduct at Ahold's
wholly-owned U.S. Foodservice, Inc.
subsidiary, thus aﬂiﬁcial]y inflating the
price of Ahold's common stock and ADRs
during the period from July 30, 1999
through February 23, 2003.

Understate cost, inflate earnings, and
internal control issues.

Daimler-Benz AG misrepresented the
acquisition of Chrysler as a "merger of
equals” to avoid paying Chrysler
shareholders a takeover premium.

For overstating the likelihood of a major
acquisition and the value of Deutsche
Telekom’s real estate assets.
Artificially  inflated the
reported revenues by an astounding 64

company's

percent - or a total of $377 million - over
a two-and-a-half-year period.

For material misrepresentations and
omissions in the registration statement
and prospectus that Alcatel provided to
DSC shareholders in connection with a
merger.

Misled investors for failing to disclose
material information about the company’s
financial results filed with the SEC and in
the quarterly press releases disseminated
to the U.S. investors.
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Table 5
Cross-Listed Firms by Management Forecasts
This table shows the number of management earnings forecasts released by cross-listed firms, the
number of forecasting cross-listed firms, and the number of non-forecasting cross-listed firms
between 1996 and 2005. Data are collected from the Corporate Investor Guidelines (CIG) database,
which is maintained by First Call. Information on legal systems is obtained from La Porta et al.
(2006).

Exchange Number of Number of  Number of
Listed non-forecasting forecasting Management
(NYSE/AMEX Rule firms firms Earnings

COUNTRY /Nasdaq) OTC 144A TOTAL Forecasts
Panel A: English Common Law Countries
Australia 21 103 3 127 124 3 3
Canada 215 284 499 120 379 1904
Hong Kong 14 96 H 111 105 6 9
India 16 2 70 88 83 5 19
Ireland 12 8 1 21 9 12 88
Israel 83 10 2 95 29 66 230
Malaysia 14 : 14 14 0 0
New Zealand 2 3 5 5 0 0
Pakistan 3 3 2 1 19
Singapore 2 26 28 17 11 70
South Africa 10 40 3 53 ‘ 53 0 0
Thailand 14 14 14 0 0
United
Kingdom - 63 48 111 61 50 104
Sub-Totai ‘ 438 648 83 1169 636 533 2446
Panel B: French Civil Law Countries
Argentina 17 2 5 24 22 2 2
Belgium 1 1 4 2 2 4
Brazil 39 25 16 80 78 2 2
Chile 16 4 22 19 3 7
Colombia 1 3 2 6 6 0 0
Egypt 8 11 11 0 0
France 34 18 3 55 42 13 72
Greece 3 3 5 11 11 0 0
Indonesia 2 6 3 11 ' 11 0 0
Ttaly 12 6 8 26 22 ' 4 6
Jordan 2 1 3 3 0 0
Mexico 22 29 10 61 54 7 9
Netherlands 23 12 2 37 20 17 50
Peru 1 4 2 7 6 1 1
Philippines 2 6 3 11 10 1
Portugal 3 2 2 7 7 0 0
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Table 5 (continued)

14

Spain 8 4 2 14 0 0
Turkey 1 4 17 22 22 0 0
Venezuela 1 10 1 12 12 0 0
Sub-Total 186 143 95 424 372 52 159
Panel C: German Civil Law Countries

Austria 1 14 15 14 1 2
China 40 25 7 72 58 14 61
Germany 25 24 2 51 34 17 37
Japan 3t 119 3 153 150 3 3
Korea 15 2 22 39 38 1 1
Switzerland 12 7 1 20 9 11 14
Taiwan 18 46 64 58 6 7
Sub-Total 142 191 81 414 361 53 125
Panel D: Scandinavian Civil Law Countries

Denmark 3 5 1 9 8 1 2
Finland 4 1 1 6 5 1 1
Norway 6 5 3 14 5 30
Sweden 3 10 1 14 12 2 8
Sub-Total 16 21 6 43 34 9 41
Totals 782 1003 265 2050 1403 647 2771
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Table 6
Sample Construction Process

Cross listed firms in the U.S. as of 2005
Firm-year observations of cross-listed firms from 1996 to 2005
Less:
Firm-level variables are unavailable
Observations with extreme values
Number of total observations
Forecasting firm-year observations
Nonforecasting firm-year observations

Number of total observations
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Table 7

Descriptive Statistics and Univariate Comparisons between Management .

Forecast Years and Non-forecast Years

All variables are defined in Appendix 1. The mean (median) value for each variable is provided in
the top (bottom) row. *, ** *** indjcate significance at the 10%, 5%, and 1% levels (2-tailed

test).
All Forecast Nonforecast ttest Wilcoxon
-te:
Years Years Years z-test
Sample Size 7348 861 6487
Country-level variables
Common/Civil laws 0.52 0.85 0.5 14.56%%%  14.4%%*
1 1 1
Anti-Director 3.81 434 3.79 8.96%** 10.18%**
4 5 4
Judicial Efficiency 8.62 927 8.59 8.28**+ 2 21%*
925 925 9.25
Liquidity 0.71 058 0.72 PP YPR
0.55 0.57 0.55
Log GDP 9.51 991 9.49 7 56%** 2.10**
10 10.04 10.04
Disclosure 88.96 95.34 88.46 13.23%** 14.64%**
100 100 100
Ownership 0.39 0.40 0.38 2.06%** 0.51
: 0.40 0.40 0.40
Firm-Level Variables
Tobin’s O 1.57 226 1.53 13.24%%% 12,5554
1.20 1.64 1.19
List Type 121 1.87 1.18 21.10%**%  2].43%**
1 2 1
Litigate 0.17 047 0.15 18.26%**  ]7.05%%*
ForSales 0.28 0.56 0.20 17’30*** 15.06***
0.07 0.70 0.04
Profit 0.03 0.04 0.02 0.531 1.89*
0.04 0.05 0.04
Liability 0.58 045 0.58 -8.25%%% -9.Og*%
0.57 043 - 057
Size 5.86 575 5.86 © -1.85% 3. 79%%*
5.98 5.76 5.98 .
Loss '0.24 0.31 0.23 3.83%%% 3.82%%*
0 0 0
Growth 0.23 0.21 0.25 -0.50 5.50%*%*
0.08 0.15 008
News 0.40 0.52 0.39 5 4Tr** 5.46%%*
0 1 0
 Exterfin 021 032 0.19 -
’ 0 0 0
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Table 8
The Probability of Management Earnings Forecast
This table reports the probit regression results of the determinants of management earnings forecasts.
The dependent variable is MF, with a value of 1 for forecasting firms, and 0 otherwise. All other
variables are defined in Appendix 1. Coefficients estimates (p-values) are provided in the top (bottom)
row. *, ** *** indicate significance at the 10%, 5%, and 1% levels (2-tailed test), respectively.

Sign (1) ) 3) 4) &) )

Intercept + -6.004%F%  6562%** -8295%** -9.083%** -6.206*** -6.473%*x
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)

Common (H1) + 1.877*%*  2016*%*
(0.00) (0.00)
Anti-Director (H1) + TT4%A% .B05***
(0.00) (0.00)
Judicial (H1) + .304%** 31444
(0.00) (0.00)
Ownership (H2) - 1.004*%% ] 431%%% D J4T*xx 3 584%%k ] JRTH¥k ) DORk**
(0.01) (0.00) (0.00) (0.01) (0.00) (0.00)
REGFD C o+ -.536%** -.495%** - 49T***
(0.00) (000) (0.00)
Listtype (H3) + 1.248*** 1.22%%* 1.334%%*  1.314*%%*  1314%**  1276%**
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Litigate + 1.261%** 1.432%** 1.098***
(0.00) (0.00) | (0.00)
Forsales (H4) + L012%** 011> Q15%** 014%** 013%** 012%%*
' (0.00) (0.00) (0.00)  (0.00)  (0.00) (0.00)
Big 5 + L049**¥* 33> .384** J355%* 267* 229
0.01) (0.05) (0.02) (0.04) 0.10)  (0.158)
Size + -.063 .126* -.133%* -.037 =342%%% 2D x**
, 1(0.283) 0.06)  (002)  (0.561)  (0.00) (0.00)
Loss - -.89%%* -.886* **  _ R55k*k -.85%%* -972%%%x  _QQ5¥%*
(0.00) (0.00) (000)  (0.00) (0.00) (0.00)
News - A4TER A0x** 395%** 355%%* AT1#%x A4133%*
' (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Exterfin + 089 11 -235%* 208** 144 172*
(0375)  (0283)  (0.02) (0.05)  (0.144)  (0.08)
SIC&Year Dummies No Yes No Yes No Yes
Pseudo R? 0.13 0.135 0.128 0.132 0.108 0.112
No. of Observations : 7348 7348 7348 7348 7215 7215
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Table 9

Multivariate Tests Using Country-Weighted Least Squares
This table reports regression results of the determinants of management earnings forecasts, using
country-weighted least squares. Equal weight is assigned to each country. The dependent variable is
MF, with a value of 1 for forecasting firms, and 0 otherwise. All other variables are defined in
Appendix 1. Coefficients estimates (p-values) are provided in the top (bottom) row. *, ** *¥*
indicate significance at the 10%, 5%, and 1% levels (2-tailed test), respectively.

Sign (eY)] 2 3 ) 5) 6
Intercept + 023 -.025 .018 -.029 068*** -.032
(0.15) (0.38) (0.42) (0.33) {0.00) (0.28)
Common (H1) + .052%** 050%%*
_ (0.00) (0.00)
Anti-Director (H1) + L013**x L012%**
(0.00) (0.00)
Judicial (HD) + .004*** .003**
(0.00) (0.02)
Ownership (H2) - -.006 .013 017 035* -.007 005
(0.75) (0.45) (0.349) (0.07) (0.73) (0.80)
REGFD + -.02]1%** =.02]%** =021 ***
(0.00) (0.00) : (0.00)
Listtype (H3) + 047%%* 042%%* .049%** 044%%% © 049%*x .044x*+*
(0.00) (0.00) (0.00) . (0.00) (0.00) (0.00)
Litigate + 087> L090*** .086***
(0.00) (0.00) » (0.00)
Forsales (H4) + .001%** 002%%* 001 %** .002%** 001 *** 001 ***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Big 5 + .013* 012%* .007 .006 .002 .002
(0.06) (0.07) (0.32) (0.34) (0.81) (0.73)
Size + ~012%%* -.004 - 016%** - 008*** - 020%*% - 012%**
(0.00) (0.16) (0.00) (0.01) (0.00) (0.00)
Loss - S020%%F  _032%%F  _030%%F  _034%%% . 033%Fx . _ 036%**
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
News - LO17%** LO17%xx 0 Q17H** 017%** L018%** 018%**
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Exterfin + L017%** 020*** -.009 013* 015%* .019%**
(0.01) (0.00) (0.16) (0.06) (0.02) (0.00)
SIC&Y ear Dummies No Yes No' Yes No Yes
Pseudo R? 0.106 0.114 0.101 - 0.132 0.095 0.105
No. of Observations 7348 7348 7348 7348 7215 7215
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Table 10
Multivariate Tests Excluding Canadian Observations
This table reports the probit regression results of the determinants of management earnings forecasts,
after excluding Canadian observations. The dependent variable is MF, with a value of 1 for forecasting
firms, and 0 otherwise. All other variables are defined in Appendix 1. Coefficients estimates (p-values)
are provided in the top (bottom) row. *, ** *** indicate signiﬁcance at the 10%, 5%, and 1% levels
(2-tailed test), respectively.

Sign 09 (2) 3)
Intercept + -7.326%%* -5.639%** -9.445%**
(0.00) (0.00) (0.00)
Common (H1) + 275
0.12)
Anti-Director (H1) + .126*
. - (0.09)
Judicial (H1) + 23]%>*
(0.00)
Ownership (H2) - .666 -.194 1.36**
(0.28) (0.79) (0.00)
REGFD + =791 x** - 786*** - 768*%**
(0.00) (0.00) (0.00)
Listtype (H3) + 2.799%** 2.723%** 2.852%**
: (0.00) (0.00) (0.00)
Litigate + 1.372%%* 1.333%%* 131 %%
(0.00) (0.00) (0.00)
Forsales (H4) + .016%** 017%** 014%**
(0.00) (0.00) (0.00)
Big 5 + 182 117 127
(0.586) - (0.72) (0.70)
Size + -275* -383%%* =27 THH*
(0.10) (0.00) (0.00)
Loss - -.409* -456** -443%*
(0.07) (0.04) - (0.05)
News - 4Q7*** 424%** A26%**
. (0.01) (0.01) (0.01)
Exterfin + -292 321 -.368*
(0.185) (0.142) A (0.10)
Pseudo R? 0.077 0.078 0.078
No. of Observations ‘ , 5732 5732 5599
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Table 11
Multivariate Tests for Foreign Firms listing on Major U.S. Stock Exchanges
This table reports results of the probability of management earnings forecasts, using cross-listed firms
listing on major U.S. stock exchanges (NYSE/Nasdag/AMEX) as the sample. Both probit models and
country-weighted least square models are estimated. Coefficients (p-values) are provided in the top
(bottom) row. * ** *** ipdicate significance at the 10%, 5%, and 1% levels (2-tailed test),
respectively.

Sign  Probit WLS Probit WLS Probit WLS
Intercept £ -6.037*%% 033 7613+ 013 -5581%* 076
o (0.00) (0.55) (0.00) (0.21) (0.00) (0.25)
Common (H1) + 1.82%%%  112%%x
(0.00) (0.00)
Anti-Director (H1) + G683+
(0.00) (0.00)
Judicial (H1) + 3367 017**
(0.00) (0.02)
Ownership (H2) - B072%%%  154%%% 488%Rx 05%HF  2.004%**  [33x*
(0.00) (0.00) (0.00) (0.00) (0.00) (0.01)
REGFD B ATSMRR Q44 ¥RE L 430%%% (042 ¥%% _43GREE (43 #Hx
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Litigate £ 1405%ww  134%%r [ 714%%%  40%sx ] ]75%%%  ]24%%+
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Forsales (H4) 3+ O12%%%  003%#%  Q]5***  Q02%%x  Q]3%xx  (Q2%**
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Big 5 + 339 034 264 019 105 018
(0.12) (0.11) 023) (0.39) (0.62) (0.42)
Size + 101 -017%+ -004  -029%%*  203%%  _(037***
(0.183) (0.02) (0.96) (0.00) (0.00) (0.00)
Loss = S393%%% L 033%% . 4Q3%+%  (32%% - 403%**  _(42%**
(0.01) (0.02) (0.01) (0.03) (0.00) (0.00)
News - 321%%% Q32%¢%  275% Q30%**  362%**  (033%**
" (0.01) (0.00) (0.02) (0.01) (0.00) (0.00)
Exterfin + 308+ 023* 082 012 A20%%%  026%*
(0.01) (0.06) (0.48) (0.31) (0.00) (0.04)
Pseudo R? 0151 0.127 0.146 0.117 0.119 0.111
No. of Observations , 3486 3486 3486 3486 3299 3299
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Table 13
Analysis on Firm-Level Concentrated and Institutional Ownership

This table reports probit regression results of the determinants of management earnings forecasts
on firm-level ownership data. The dependent variable is MF, with a value of 1 for forecasting
firms, and 0 otherwise. OWNCON is defined as the share of cash flow rights held by the largest
shareholders in the forecast year. INST is the percentage of a company’s aggregate common stock
held by institutions. Coefficients estimates (p-values) are provided in the top (bottom) row. *, **,
*** indicate significance at the 10%, 5%, and 1% levels (2-tailed test), respectively.

Sign &) 2) 3 4) &) 6
Intercept + -4.67%%%  -405%%* 3 BOTFRF 5.723%%% 4 BIZ¥*k*  _4.497***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Common (H1) + 874%** 888 k**
(0.00) (0.00)
Anti-Director (H1) + A439%%* A09%**
(0.00) (0.00)
Judicial (H1) + 20] x> 159**
| (0.00) (0.02)
OWNCON (H2) - -.009*** . Q08*** - (009***
' (0.00) (0.01) (0.00)
INST (H2) + .034%** L033%** 037%**
(0.00) (0.00) (0.00)
Forsales (H4) + O11%** 013%x* 012%%* .009*** L010%** 010%**
(0.00) (0.00) - (0.00) (0.00) (0.00) (0.00)
Control Variables Yes Yes Yes Yes Yes Yes
Pseudo R? 0.142 0.132 0.116 0.21 0.201 0.188
* No. of Observations 3126 3126 3126 2286 2286 2286
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Table 15
Firm Valuation Analysis-OLS Regressions
This table reports the OLS regression results of the effects of management earnings forecasts and
legal regimes on firm valuation. The dependent variable is Tobin’s Q. All variables are defined in
Appendix 1. Coefficients estimates (p-values) are provided in the top (bottom) row. *, ** ***
indicate significance at the 10%, 5%, and 1% levels (2-tailed test), respectively.

Sign ¢y @ 3) “@ &) ©

2.661*** 2 34%¥% ) 23k%% 2.47%%* 3.168***  2.715%**

Intercept r 0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
-.075 -.185 392* .395* 4.055%**  3.676%**
MF (H5) + 0.761)  (0.447)  (0.00) (0.07) (0.00) (0.00)
105*%F 47%kx -
Common + (0.00)  (0.00)
-.055 018
MF*COM (H6) o (0.538)  (0.83)
Anti-Director + (ig(s)g) , (-001115)
MF*  (H6) A -.051 -.069
Anti-Director 0.32) (0.16)
. -017** -011
Judicial + (0.03) 0.171)
i S460%** - 412%**
MF*Judicial (H6) - . (0.00) (0.00)
- .130** .094* 118** 091* 135%%* .108**
MF*Precision (H7) + 0.02) (007  (0.03) (0.08) 0.01) (0.04)
O18%*>  020%**  018%*x  (20%**  (18%**  (20%**
MF*Frequency + (0.00) (0000  (0.00) 0.00) - (0.00) (0.00)
- .002 002** .001 .000** 003%** .001**
Liquidity + (0.40) (0.05) 0.52) (0.03) (0.00) (0.03)
. ©252%%x  205Rkk QG1akx D35EkE JGTRRX 3THEx
Listtype + (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Profit + J22%Fx 131%kx QOgEx* J04%Fx  J26%**  [19%**
ro (0.00) (0.00) (0.00) (0.00) 0.00) (0.00)
Liabilit ) 358%%%  442%Fx 368FEX  453%Fx  3ETEEE Q4R
1aotiity (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Si i S2BYERE L QGRRE  _ZOTERE _QB4¥Rx _3009%¥* L 28]*H*
1z& (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
001***  001%**  001***  001***  001***  Q01***
Growth * (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
SIC and Year Dummies - No Yes No Yes No Yes
Adjusted R? 14.8% 16.7% 14.6% 16.6% 15% 16.9%
No. of Observations 7348 7348 7348 7348 7215 7215
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Table 16
Testing for the Effect of Self-Selection Bias of Management Earnings Forecasts
The Probit regressions estimate the probability that a cross-listed firm make an earnings forecast. The
dependent variable is MF, with a value of 1 if a firm makes a forecast in a specific year. The
regressions estimate the valuation impact of management earnings forecast using Heckman two-stage
test. The dependent variable in each regression is Tobin’s Q. All other variables are defined in the
Appendix 1. Coefficients estimates (p-values) are provided in the top (bottom) row. *, ** ***
indicate significance at the 10%, 5%, and 1% levels (2-tailed test), respectively.

Sign Probit Heckman Probit Heckman Probit =~ Heckman
Intercept N 4 .89%%% 3.04%%%  5508%%% 3 )3[¥*% 4 067*** 3 ]32%%*
= (0.00) . (7(2221 . (0.00) ) (501'(2)21 . (0.00) (905.(3)21
y . 5. *
MF (H5) + (0.00) (0.00) (0.00)
Common . 986%** 036**
(0.00) 0.02)
- Rk
MF*COM (H6) - ] iﬁfgo)
Anti-Director + (3(? ;;)* (-Oollg)
MF* (H6) i - 190%**
Anti-Director (0.00)
- 208%**  0]19%*
Judicial + (0.00) (0.02)
. ST37Hx
MF*Judicial (H6) - (0.00)
, 0.015%** 009+ 013%%*
MF*Frequency + (0.00) (0.00) (0.00)
L. . sk k . 1 *%k . 1 57 Ak ok
MF*Precision (H7) + }3?00) | (3(3)2) to.00)
i 1.13%%* 1.912%%* 1.328%**
Ownership - (0.00) (0.00) (0.00)
Liquidit . -.000 -.000 -.000
iquidity (0.67) (0.94) (0.98)
-.050 -.040* -.009
REGFD + (0.78) (0.1) (0.89)
Listtype + 1.31#%* A74%%% 1327Fkx [87FFE ] 248%Fx  20]1***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
. T4xr* 828*** . 619%**
Litigate + (0.00) (0.00) (0.00)
Forsales + 006*** 006*** 005%**
(0.00) (0.00) (0.00) .
123 119%* 127%%»
Profit + 022) (0.03) (0.00)
Liabili i 301%%* 34]%%* 333%%s
ty (0.00) (0.00) (0.00)
‘S .165%* -248%** .105* -255%%* 010 -246%**
1z¢ - 0.01) (0.00) (0.10) (0.00) (0.76) (0.00)
Lo -0.073*%* -0.074***
SS (0.00) ‘ (0.00) _
001%** . 001*** 002***
Growth o+ - (0.00) (0.00) (0.00)
N A 240%%* 242%%* 252%%»
ews (0.00) (0.00) (0.00)
Adjusted or Pseudo R? 11.2% 21.8% 12.3% 20.7% 10.7%  224%
No of Observations 7348 7348 7348 7215 7215

7348
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Table 17

Firm Valuation Analysis -Country Weighted Least Squares
This table reports the regression results of the effects of management earnings forecasts and legal
regimes on firm valuations, using country-weighted least squares. Equal weight is assigned to each
country. The dependent variable is Tobin’s Q. All variables are defined in Appendix 1. Coefficients
estimates (p-values) are provided in the top (bottom) row. *, **, *** indicate significance at the 10%,

5%, and 1% levels (2-tailed test), respectively.

Sign 1 @ ©)) 4 o) ®)
Intercept L 2275%% 184k 2207F%% [ OI¥Ms ) 126%R* [ 782%%*
000 (0.00) (0.00) (0.00) (0.00) (0.00)
MF (H5) L 940RX  O7I%kE [ 266%%  1005¥A*  4208%%s 3825wk
0.00) (0000  (0.00) (0.00) (0.00) (0.00)
O71#%  (78#*+
Common * (0.01)  (0.00)
SO15%¥s  _geres
MF*COM (H6) - 0.00)  (0.835)
Anti-Director + (é? }g) (ig %)
MF*  (H6) i S23THRR L Q0THA
Anti-Director (0.00) (0.00)

- 030%%% (2% **
Judicial + (0.00) (0.00)
MF*Judicial (H6) - ’-f&?;(,;* '-%3%’6;'

iy 020 003 035 018 .069* 058%*
MF*Precision (H7) @062 (094 (039 (064  (0.09 (0.05)

' 031%%%  028%F*  (3[**F  (28%**  (30%**  (27***
MF*Frequency + (0.00)  (0.00)  (0.00) 0.00)  (0.00) (0.00)

o N 001**  001***  Q01***  001***  001**  .001***
Liquidity 0.02)  (0.00)  (0.00) (0.00) (0.02) (0.00)

Listtype L 254%x 00wks 5THSX J3SwRx qTeRx )7k
000 ©00) (0.00) (0.00) (0.00) (0.00)

Profit L 312 355k 33eeer 377sks 360F%r 395kks
0.00)  (000)  (0.00) (0.00) (0.00) (0.00)

Liabilit L I33wEe 303%s 143%sx 3j4%es 45eRs 3g4ees
y (000) (000) (0.00) (0.00) (0.00) (0.00)

. S206%FF  _18%FX  _2]S%FE  _[O]*¥E _D]ORkE  _]gqes
Size - 0.00)  (0.00)  (0.00) (0.00) (0.00) (0.00)
001 .001 .000 001 .000 000

Growth -+ 016) (020 (0.17) 0.22) (0.23) (0.29)
SIC and Year Dummies No Yes No Yes No Yes
Adjusted R? 8.6% 14% 8.44% 13.8% 8.64% 13.9%
No. of Observations 7348 7348 7348 7348 7215 7215
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Table 18

Decomposing the Valuation Effect According to Economic Development
This table presents the regression results of the effects of management earnings forecasts and legal
regimes on firm valuation, decomposing according to the economic development of cross-listed
firms’ home country. Panel A lists the results for firms from countries with high economic
development, while Panel B for fium from countries with low economic development. The

dependent variable is Tobin’s Q. All variables are defined in Appendix 1. Coefficients estimates

(p-values) are provided in the top (bottom) row. *, ** *** indicate significance at the 10%, 5%,

and 1% levels (2-tailed test), respectively.

Panel A: Valuation Effect for Cross-listed Firms from Countries with High Economic

Development
Sign 4)) )] 3
2.725%** 2.845%%* 2.873%%*
Intercept s (0.00) (0.00) (0.00)
208 309 -2.809*
MF (H5) + (0.28) (0.36) (0.10)
Common + (-001582)
-344*
MF*COM (H6) - ©.07)
Anti-Director + ’(8%57;
MF*  (H6) ] -.085
Anti-Director (0.22)
Judicial + (iggi)
MF*Judicial (H6) - '(ﬁﬁg; .
MF*Precision (H7) + }3%’3‘;‘ (101 (8):;' -1((2)%*1*)*
MF*Frequency + (2316"(;‘)* . (%81;;)* %glg(;)*
: A10%** 405%*% 398%%*
Listtype + 7(0.00) (0.00) -~ (0.00)
074 070 052
Profit + (0.49) (0.65) (0.63)
- 2794+ 2774 271%es
Liability - (0.00) (0.00) (0.00)
W we
- 0. : .
: *000 000 000
Growth + '
(0.36) (0.36) (0.36)
Adjusted R? 12% : 12.2% 11.9%
No. of Observations 4007 _ 4007 4007
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Table 18 (continued)

Panel B: Valuation Effect for Cross-Listed Firms from Countries with Low Economic

Development
Sign ) @) &)
1.67%%* 1.729%** 1.281%**
Intercept + (0.00) (0.00) (0.00)
1.732%%x* 692%** 4.411%**
MF (H5) + (0.00) (0.02) (0.00)
Common + ' 1(85(; 1*)*
MF*COM (H6) - "fg%:;;*
Anti-Director + (&22)
MF*  (H6) ) 399%**
Anti-Director (0.00)
Judicial + %1&;‘;
MF*Judicial (H6) - "%3%)3;*
. . - kK - **¥
MF*Precision (H7) + (012124) ' '(2(?.%)0) (})637)
014 009 019*
MF*Frequency + 0.17) 0.37) (0.06)
) 159%%* L155%%* 142%xx
Listtype + (0.00) (0.00) (0.00)
1.195%** 1.20%%* 1.436***
Profit + (0.00) (0.00) (0.00)
s -.042 -.028 .003
Liability - 0.48) (0.65) 0.96)
) - QR *** - 0R9*** -.099***
Size - (0.00) (0.00) (0.00)
001*** 001 *** 001 ***
Growth + (0.00) (0.00) (0.00)
Adjusted R? 9.1% 8.9% 10%
No. of Observations 3341 3341 3218
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