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Thisarticle studies differences in the information content of 870,000 news announcements
in 56 markets around the world. In most developed markets, a firm’'s stock price moves
much more on days with public news about the firm. In contrast, in many emerging markets
volatility is similar on news and non-news days. We examine several hypotheses for our
findings. Cross-country differences in stock price reactions are best explained by insider
trading, followed by differences in the quality of the news dissemination mechanism. Our

findings are useful for quantifying the extent of insider trading and how the financial media

affects international marketsJEL G14, G15)

Public news announcements are a major mechanism for disseminating in-
formation to investors. Each day the financial media releases thousands of
articles covering companies in markets worldwide. Investors use this news to
estimate assets’ fundamental values. Despite the perceived importance of the
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financialmedia, there has been little attempt to either quantify its importance
internationally or to understand why its impact may vary across countries.

This article studies differences in the information content of public news
announcements in international equity markets. We quantify how the market
reaction to these announcements varies across countries and examine potential
explanations for these differences. These analyses deepen our understanding of
differences in the international information environment and how information
is disseminated to investors.

There are several reasons why the market reaction to news announcements
may differ across countries. First, there may be differences in how well
investors anticipate the information in a news announcement using public
news channels, such as peer firms’ news announcements. Second, the price
may incorporate the information in a news release prior to its announcement
because of insider trading. Third, if journalists are more sophisticated in certain
countries, one might expect news coverage in countries with sophisticated
journalists to provide a more precise signal and lead to larger market reactions.
Fourth, accounting quality may differ across countries. We find the most
support for insider trading and, to a lesser extent, differences in the quality
of the news dissemination mechanism.

We start by collecting a large sample of articles about international stocks
from the Factiva news archive. Our sample of general news articles from
January 2003 to June 2009 covers 2,593 firms, with 572,987 news articles in
26 developed markets and 298,614 in 30 emerging markets.

To facilitate comparison across stocks, we first study a news event that is
common to all firms—earnings announcements. We ensure the accuracy of
Bloomberg earnings announcement dates through Factiva by a simple algo-
rithm, which leads to extremely accurate earnings announcement dates. We
find that volatility on event days varies substantially both between developed
and emerging markets and within each category. Stock price moves range from
50% more than normal volatility in a number of developed markets (Denmark,
the United Kingdom, Sweden, the Netherlands, the United States, Finland,
Hong Kong, and Germany) to less than 5% more than normal in several
emerging markets (Thailand, Turkey, Mexico, and Indonesia). China exhibits
earnings reactions only 12% above normal.

Second, we extend our study to all news articles. News is generally more
useful for explaining idiosyncratic stock return variation in developed markets
than in emerging markets. We find that our results are not driven by earnings
announcements, time-stamp conventions, or the type of international financial
news.

Third, we use cross-country variables related to the four main hypothe-
ses regarding public informed trading, insider trading, news dissemination,
and accounting quality. We investigate cross-country regressions with both
earnings and general news. With the stock price reactions to earnings news
and standard cross-country regressions, we find that a survey measure of the
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prevalence of insider trading, a measure of technological development that
we interpret as relating to the speed of news dissemination, and accounting
standards are most pertinent. We then investigate a wider set of variables
relating to our main hypotheses and other variables commonly used in cross-
country studies through the Bayesian Stochastic Search Variable Selection
(SSVS) methodology oGeorge and McCullocl{1993). The SSVS selects
important explanatory variables based on a combination of their economic
and statistical significance while incorporating skepticism to account for the
probability a variable is picked by chance. For earnings news, the procedure
confirms that insider trading, technological development, and accounting
standards are highly important. When investigating the importance of all types
of news, accounting standards are no longer significant and insider trading
and technological development stand out as the most important determinants.
Overall, the cross-country regressions show the most support for the insider
trading hypothesis, followed by technological development as a proxy for the
news dissemination mechanism.

We investigate two other hypotheses related to insider trading to further
scrutinize our findings. If insider trading is part of the reason that public news
events are not as important in low-news-reaction countries, then we should see
larger price run-ups ahead of mergers as insiders trade on their knowledge of
the impending acquisition. Consistent with this prediction, markets in which
stock prices have little response to earnings news have nearly three times
more pre-announcement news leakage than markets where earnings news is
important. Second, in countries where non-public information channels are
more important, we expect relatively more informed trading on days without
public news. In countries with high average earnings announcement reactions
(where prices move more with public news events), we find evidence that
reversals concentrate around non-news days, similar to prior studies using only
U.S. data. However, in markets where prices respond little to news, we find
that non-news days have smaller reversals. This evidence is consistent with
relatively more informed trading and proportionally less liquidity trading in
low-reaction countries than in high-reaction countries.

This study is related to a number of studies that examine the role of the
media in financial marketRoll (1988) shows that stocks exhibit similarly
low market-modelR? on days with and without news and finds that residual
volatility is only slightly higher on news day€han(2003) andrletlock(2010)
find that stock returns reverse only when the initial price move occurs when
there is no news about the stodletlock(2007) andretlock, Saar-Tsechansky,
and Macskassy2008) find that the market rapidly incorporates most of the
information associated with the linguistic content of news artitiéisberman

Busheeet al. (2010) find that the initiation of media coverage leads to more trading and larger absolute stock
return movements for NASDAQ stocks around earnings announceniérgiacharya et a(2009) show that
differences in media coverage did not drive differences in Internet stock valuations during the NASDAQ bubble.
Fang and Pere2009) find that stocks with no news earn higher abnormal returns.
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andRegev(2001) andTetlock (2011) provide evidence that even stale news
moves prices. A common theme in this U.S.-based literature is that news, even
stale news, can drive stock price movements.

Much less is known about news for stocks in international markets.
Bhattacharya et al(2000) examine 75 hand-collected news announcement
dates in Mexico from 1994 to 1997 and find no stock price reaction in the news
announcement window. In addition to a number of individual country studies
of earnings announcemenBBeFond, Hung, and Trezeva(2007) examine
earnings reaction differences across 26 primarily developed markets. However,
their test design, focus, and methodologies are quite distinct from those we
employ? Bailey, Karolyi, and Salva2006) look at earnings event reactions
before and after a U.S. cross-listing and find that U.S. accounting requirements
lead to increases in earnings announcement reactions.

Our article also fits into a large literature that seeks to understand how
emerging and developed markets differ in terms of various aspects of effi-
ciency. Despite a large international literature, there is relatively little under-
standing of differences in the informational environment across countries, and
few studies that attempt to quantify the importance of public news interna-
tionally.# Griffin, Kelly, and Nardari(2010) find that it is not feasible to
make statements of relative market efficiency internationally using traditional
measures unless one can control for the information environment. Our findings
guantify one crucial aspect of the information environment and suggest that the
magnitude of news response can be used to identify the presence of informed
trading.

Our article also relates to a growing literature that seeks to document
trading on inside information in the United Stat€siffin, Shu, and Topaloglu
(2011) suggest that evidence of trading on information leaked from investment
bankers to their clients prior to takeovers and earnings announcements in the
United States is less prevalent than is suggested by prior academic work and
the U.S. financial media. Our findings suggest that insider trading prior to
takeovers is much more prevalent in emerging and some smaller developed
markets, where stocks respond little to earnings news.

Thereare three important differences with our study. First, we find that I/B/E/S earnings announcements dates,
such as those used IBeFond, Hung, and Trezeva(®007), are on average accurate only 23% of the time in
developed non-U.S. markets. Second, they examine stock price reactions in 23 developed markets with only
three emerging markets. Third, they examine earnings reactions only, whereas we also focus on general news
events, takeovers, and return reversals.

Usinginternational microstructure dataia, Ng, and Zhang2009) find small differences in the probability of
informed trading between developed and emerging markets.

Gagnonand Karolyi(2009) examine the relation between reversals and continuation (associated with liquidity
and informed trading) and trading volume around the wdréthg, Lins, and Miller2003) find that cross-listing
improves a firm’s information environment as proxied for by analyst coverage and accuraBaanBailey,

and Mao(2006) find that analyst coverage increases following liberalization. The enforcement of insider trading
laws has been linked to a lower cost of capiBthéttacharya and Daouk 200&nd higher idiosyncratic volatility

in developed markets (Fernandes and Ferreira 2009
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Sectionl develops our hypotheses. Secti@describes the data sources.
Section 3 displays our event reactions for earnings events, and Sedtion
reports results for general news. In Sectlmnwe test our hypotheses with
cross-country data, while Secti@mprovides additional tests related to insider
trading. SectiorY concludes.

. Hypothesis Development

We test four hypotheses for why the price response to public news announce-
ments might differ across countries. We believe that differences in market
reactions across countries may be driven by variation in 1) pre-announcement
public news dissemination; 2) insider trading; 3) the quality of the news
transmission mechanism; and 4) accounting quality.

1.1 Public information dissemination

Public news channels provide substantial information about changes in firm
value. Animportant channel is cross-firm learning through peer firms’ earnings
announcements (Foster 198reeman and Tse 19R2Givoly and Palmon
(1982) find that late-reporting firms have dampened stock price reactions,
because investors learn about their earnings from earlier-reporting firms’
earnings announcementdou (2007) documents important lead-lag patterns
in intra-industry returns, anBatton and Verard(2010) show that the order of
earnings announcements affects firm betas. In an international sample of firms,
if early- or late-reporting firms concentrate in certain countries, then this may
affect those countries’ average market reaction to earnings news.

Hypothesis H1: Countries with firms reporting late in the earnings report-
ing cycle will have lower stock price responses to news.

To capture the importance of the earnings reporting cycle, we compute each
firm’s reporting order relative to all other firms in the global industry. We use
this reporting-order variable in firm-level regressions and the country average
in country-level regressions.

1.2 Information dissemination through insider trading

If insiders trade on private information, prices may incorporate value-relevant
information prior to its public release. This results in a smaller market response
to official public announcements of firm informatioBhattacharya et al.
(2000), for example, conclude that insider trading is the reason the market
does not react to news in Mexico. On the other hand, by the start of our sample
period, nearly all countries in our sample have enforced insider trading laws,
so there may be little variation in insider trading across countries.

Hypothesis H2A: In countries where insider trading is more prevalent,
stock prices move less on announcement dates.
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We use the response from a survey of executives in each country around the
world to a question asking whether or not insider trading is common in their
country as our primary measure for the prevalence of insider trading in cross-
country analysis.

We consider additional testable hypotheses for insider trading. One testable
hypothesis relates to a major standardized event, takeover announcements, that
are difficult to predict with public news. Markets with insider trading should
have more stock price run-up prior to the release of any public takeovernews.

Hypothesis H2B: In countries where insider trading is more prevalent,
stock prices will increase more rapidly prior to the first takeover announcement
date.

Another implication is that on non-news days, prices will exhibit less reversal
in markets where there is greater private informed trad@tgan(2003) and
Tetlock(2010) have shown that in the United States, reversals are concentrated
on non-news days. For markets with relatively low levels of insider trading,
such as the United States, we expect non-news-day trading to be predominately
liquidity trading, so there should be reversals on non-news days. However,
we expect there to be relatively more informed trading on non-news days in
markets with high levels of private informed trading, which should result in
smaller non-news-day reversals.

Hypothesis H2C:If cross-country differences in event reactions are related
to informed trading, we expect little difference in reversals between news and
non-news days in markets with low event reactions.

We test these predictions both by examining reversals following sorts on
extreme return events and for all return moves through cross-sectional
regressions.

1.3 News transmission

The quality of news gathering and transmission may differ across countries.
More sophisticated journalists may be better at focusing on value-relevant
news. In contrast, if most news is simply a transmission of company press
releases with little filtering or the quality of journalists around the world is
similar, stock price reactions to news may not be affected by differences in the
quality of the journalism.

Hypothesis H3A: Prices respond to news more in countries with higher-
quality journalism.

Bris (2005)examines general patterns of stock price run-ups prior to takeovers before and after the implemen-
tation of insider trading laws.

3946

TTOZ ‘ST JeqUBAON U | YouRd Aq /610'seuinopiojxo s/ :dny woly papeojumod


http://rfs.oxfordjournals.org/

o

How Important Is the Financial Media in Global Markets?

Direct measures of journalism quality are difficult to observe, but we inves-
tigate several alternatives. First, as a firm-level proxy, we use an indicator of
whether the news was from a reputable international business news sSuce:
Wall Street JournalFinancial Times Dow Jones Newswires, and Reutérs.
Secondjn markets with more sophisticated journalists, journalists may focus
their attention on a firm when particularly value-relevant information is being
released. Hence, as a proxy for the financial sophistication of the news, we
use the ratio of the number of articles in the earnings-event window relative
to the number of articles in the pre-event windowhird, as another proxy

for journalist sophistication, we count the number of articles with more than
500 words per firm mentioned as a measure of in-depth coverage. Fourth, it
is possible that in countries where there is greater press freedom, it is safer
for journalists to root out information and report it accurately. We examine
country-level press freedom as a general proxy for journalism quality.

A related hypothesis is the means of news dissemination. News is likely
distributed faster and to a broader investor base through Internet sources
in countries that are more technologically sophisticated, with the result that
information is more rapidly incorporated into prices.

Hypothesis H3B: News has a larger impact on prices in countries with
greater technological development.

1.4 Accounting quality

Prices will be more responsive to news when the content of the news has

greater economic meaning. For earnings-related news, valuation signals are
clearer when there are stronger accounting standards and better financial
disclosure because the income statements are more trustworthy. This leads to
our final hypothesis:

Hypothesis H4:In countries with higher accounting quality, prices respond
more to earnings news.

We use two measures to measure accounting quality. The first is the percentage
of firms that follow U.S. Generally Accepted Accounting Principles (GAAP)

or International Financial Reporting Standards (IFRS). Because accounting
standards can be more stringently or less stringently applied even among
countries with firms following IFRS, we also use a survey-based measure from
the Global Competitiveness Report, “Strength of Accounting Standards.”

Dyck, Volchkova, and Zingaleg008) find that the foreign media can play a disciplining role in Russia because
firms care about their reputation abroad.

We thank an anonymous referee for these helpful ideas. This variable also might be thought of more broadly as
a measure of news importance.
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We examine these hypotheses first in cross-country regressions, but we also
use firm-level data and regressions to check our inferences with firm-level
controls.

. Data

o]

©

The main data in this article consist of firm stock returns, news articles,
earnings and takeover announcements, and country-level descriptive variables.

2.1 Preliminaries: Sample and returns

Daily returns, accounting for dividends and capital structure changes, and
market capitalizations are from CRSP for the United States and from Thomson
Financial’s Datastream for the rest of the world. Since we wish to restrict our
sample to common equity, for the United States we use stocks with a CRSP
share code of 10 or 11. For non-U.S. securities, we follow the substantial
screens ofGriffin, Kelly, and Nardari(2010), which eliminate preferred
stock, warrants, unit or investment trusts, duplicates, GDRs or cross-listings,
and other non-common equity. Because we desire to capture the effects of
information release on stock prices, we require stocks to be actively traded;
all stocks are required to have price changes on at least 50% of the trading
days in the prior year. This way we avoid capturing returns that largely reflect
stale information. This measure of liquidity, the percentage of zero return
days in a year, is the main measure of liquidity usedlekaert, Harvey, and
Lundblad(2007) and is similar to théesmond et al(1999) andLesmond
(2005) transaction costs measure, but less subject to estimation problems.

2.2 News articles

We collect a sample of news articles from the Dow Jones Factiva news archive.
Factiva contains articles from over 28,000 sources published in 159 countries
and 23 languagesThedatabase includes major business news publishers such
as The Wall Street JournalFinancial Times Dow Jones, and Reuters. We
identify news for a firm using full-text searches for the firm’s name in the
headline or lead paragraph of articles. The computational burden of the web
retrieval process is quite intense, so we collect news for a random sample of
5,875 firms over three windows from January 2003 to June 2@Sorenews

and liquidity filters, we initially structure the developed market sample to have
approximately 50 firms from all countries other than the United States.

http://www factiva.com/sources.aspor our dataset the news is from over 5,000 local and foreign sources.

First,we downloaded news from January 2003 through August 2008 for 4,365 firms from emerging markets and
non-OECD developed markets. We over-sample emerging markets, because emerging market firms receive less
media coverage and we want to ensure that we have a large sample with earnings announcements covered by the
media. Second, because U.S. firms represent such a large fraction of firms in the world, we downloaded news
from January 2004 through December 2008 for 500 U.S. firms. Third, we downloaded news from January 2004
through June 2009 for 1,173 firms in countries on the MSCI’s list of developed markets in 2001.
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Table1 reports summary statistics for this sample of news. For a firm year
to be included, in addition to the 50% price change filter discussed above, we
require that a firm has at least one news article during a given year. However,
to ensure a sufficient number of non-news days, no more than 75% of the
trading days during the year can have news articles. The sample consists of
2,593 firms with 1,342 firms from 26 developed markets and 1,251 from 30
emerging markets. This results in 572,987 news articles for developed market
stocks and 298,614 articles for emerging market stocks from 4,202 sources.
This compares favorably to other firm-level news samples suchetsck,
Saar-Tsechansky, and Macskag908), whose sample contains over 350,000
articles about S&P 500 firms from the Dow Jones News Servicelasd/Vall
Street Journafalso collected from Factiva). We have an average of 427 articles
per firm in developed markets and 239 in emerging markets, which translates
to at least one news article appearing for each firm on 15.8% of trading days
in developed markets and 12.2% of days in emerging markets.

2.3 Earnings announcement dates

Without accurate earnings announcement event dates, any analysis of market :
reactions is flawed. For this reason, we spend considerable effort investigating
methods for obtaining accurate earnings announcement dates.

We use an automated event checking procedure. We start with Bloomberg
announcement dates because we find they are more than twice as accurate
as I/B/E/S date$? The procedure then isolates a subset of events for which
the date corresponds to the first release of earnings news in Factiva. The
procedure isolates a subset of events for which the date from Bloomberg
corresponds to the first release of earnings news in Factiva. We verify that each
Bloomberg event date corresponds to an article announcing earnings in Factiva
and exclude events where earnings news is released prior to the Bloomberg =
announcement date. Because of Factiva download constraints and the news S
screening restrictions, the number of events that pass our Factiva date-checking
procedure is considerably smaller than the total Bloomberg announcements in
each country shown in the Online Appendix Table IAIZDur sample ranges
from January 2004 to September 2008 and is obviously tilted toward firms with
more financial media coverage. The automated procedure leads to earnings

A1e) oumrd Aq /Bio'sfeuinolpio)xo'sy/:dny wolj pepeojumoq
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Throughouthe article, we refer to results that one might refer to as “in unreported results” by referring to their
position in an Online Appendix. Viewing these tables and figures is not required for reading the article but they
are posted for completeness. In Online Appendix Table IA.3, we find that I/B/E/S dates have a confirming article
within a [-1, 1] day window around the date listed by I/B/E/S only 23% of the time in developed markets and
8.4% in emerging markets.

In addition, differences in news checking accuracy across countries create differences in the percentage of events
in a country that pass our filters. For example, as shown in Online Appendix Table 1A.2, China starts out with
more firms than Malaysia, but Malaysia ends up with more events in the final sample because a higher percentage
of the Malaysian events pass the accuracy filters. We aggregate most of our data to the country level to put equal
weight on inferences in each market.
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dateswith considerable accuracy (as discussed in Online Appendix A and
Table IA.5).

Panel A of Tabl& shows the number of events by country. Our final sample
of earnings announcements contains 3,504 events from 26 developed markets
and 2,079 events from 30 emerging markets. Despite the focus on accuracy, the
sample seems to have broad coverage across markets. Panel B &f Siadles
the number of articles around earnings announcements for each of three size
bins. Each December we sort all U.S. stocks listed on NYSE/AMEX/NASDAQ
into equal portfolios based on dollar-denominated size breakpoints. In the
small- and large-size bins, developed markets have slightly more news articles
in the non-earnings announcement window. However, in the announcement
window the news discrepancy is large, with developed markets exhibiting
roughly one more news article per day for small and medium firms, and over
2.6 more articles per day in the large-size bin.

2.4 Takeover announcement dates

The sample of initial merger announcements is composed of the earliest date
from among three sources: SDC, FactSet, and Bloomieglditionally, we

check our dates by making sure there is no article in Factiva with both the
firm’s name and a merger keyword in the headline or lead paragraph from 60
to two calendar days before the merger. For the 22 languages we check articles
in, we end up with over 1,500 translated merger words, as discussed in Online
Appendix IA.2. Panel A of Tabl@ shows that we obtain 466 merger events
from 23 developed markets and 105 events from 11 emerging markets.

2.5 Country-level variables

We use country-level variables from many sources that have been used in the
prior international literature. We describe these variables in detail in Appendix
Table Al. Major sources include the World Bank Development Database and
the World Economic Forum’s Global Competitiveness Report (GCR). The
GCR reports the results of a survey of over 4,000 executives in 59 countries.
When available, we average annual levels over 2003 through 2008 to reduce
year-to-year noise in these variablés.

Earnings Announcements and Stock Returns across Countries

We wish to quantify the relevance of information disseminated on news
days. Earnings announcements are advantageous in that they are a common

We require targets to have at least one article in the news from 60 calendar days to two trading days before the
event to ensure that the lack of an article discussing rumored mergers is not due to errors that prevented us from
downloading any news for the firm.

Onenotable exception is a GCR survey question that asks executives if “insider trading in your country’s stock
markets is (1=pervasive, 7=extremely rare).” We average the responses in the editions from 1999, 2000, and
2002-2003, because the question was not surveyed in later years.
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event across countries. Here, we first outline our methodology for examining
earnings-event reactions.

3.1 Preliminaries
Although unexpected positive earnings news is typically accompanied by a
positive stock price reaction, the market may form expectations differently
across markets. Our concern is whether or not information release is con-
centrated around news events, and not whether the information is positive or
negative. Hence, we focus our analysis on volatility around the announcement.
We take the absolute value of a stock’s return in excess of its local value-
weighted market return as our measure of abnormal volatity.
Normalizedvolatility is the average abnormal volatility during the event
window divided by the average abnormal volatility during the 55 days before
and 55 days after the event minus one. It has intuitive appeal in that it measures
absolute event returns in proportion to absolute returns outside the earnings
window. If the two periods are equivalent, the ratio will take a value of
zero. Differenced volatility is the average abnormal event volatility minus the
average abnormal volatility in th&55 days around the event. To ensure that
our country-level findings are not driven by imprecise measurement, for most
of our analysis we include countries with at least 20 events, leaving us with 13
emerging and 26 developed markets with more than 20 events. We group the
17 emerging markets with fewer than 20 earnings announcement events into
an “Other Emerging” category.

3.2 Event reaction results

Panel A of Figurel ranks all of the countries from highest to lowest based
on the event volatility ratio. Statistical significance (denoted by stripes) is
determined with a non-paramettidest at the five-percent level.

First, the figure highlights how event reactions vary widely around the
world. Denmark, the U.K., Sweden, the Netherlands, the United States,
Finland, Hong Kong, and Germany have event reactions over 0.5, meaning
that volatility during the four-day event window is 50% greater than normal
stock volatility. Thailand, Turkey, Mexico, Indonesia, Poland, Argentina,
and China exhibit event reactions less than 0.15, indicating that volatility
on earnings announcement days is similar to volatility on days with no
earnings news. Second, developed markets in black are typically on the
left side of the graph with much higher event reactions, while emerging
markets in gray are to the right with low event reactions. The top 18 event
reactions are developed markets. These markets are followed by some of
the more established emerging markets, India, South Africa, Brazil, and
Chile, and another group of developed markets, Taiwan, Portugal, Austria,

14 For individual stocksGriffin (2002) shows that bench marking with a local factor model yields more accurate
expected return estimates than a global or international model.
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Figure 1

Earnings announcement reactions

This figure plots three types of earnings announcement reaction volatility: Normalized Volatility, Differenced
Volatility, and Residual Differenced Volatility. Normalized Volatility in Panel A and Differenced Volatility in
Panel B are calculated as in TaBlePanel C aggregates the firmand yeat residual reactions from regressions
weighted by the reciprocal of the number of events in the country, so as not to over-weight countries with more
firms:

VoliEt”ent - VoliNtOrmal =a + Industry + p1In (Prior DecUSD MV 1)

+poPrior Year Pct Price Tradg + f3Accuracyountry

+Prior News Caeragg ;.

VoIiEt”em is the mean absolute abnormal return over the [-1, 2] event window relative to the earnings

announcement dat&’.oli’}‘torma' is the mean absolute abnormal return during the [-55, -2] and [3, 55] windows
calculated as described in Secti®d. Industryis a dummy variable for the firm’s Fama and French 17 industry.
Prior Dec. USD MVis the prior December-end market value in U.S. doll&msor Year Pct. Price Tradés

the percentage of trading days with non-zero price changes during the prior calend#cgeaacyfor each
country is reported in Online Appendix Table IABrior News Coverages the number of Factiva articles in the
[-55, -2] window. In Panels A and B, countries with event volatility significantly greater than normal volatility
as indicated by &£orrado(1989) non-parametric rartktest are denoted by striped bars. Countries with fewer
than 20 firm-year observations are grouped into the category “Other Emerg.”
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Italy, South Korea, Greece, and Canada. Interestingly, Canada seems out
of place relative to its advanced economy and stock market; however,
Bhattacharyg2006) argues that security law enforcement is extremely lax
in Canada relative to the United States. Third, the bottom 11 countries
with low event reactions are emerging markets, except for Spain. The
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non-parametrit-statisticor the figure are also reported in the last columns of
Table3 and show that there is no significant difference between event-day and
non-event-day volatility in most of these 11 low-reaction countries. Finally, the
low event reaction in Mexico is remarkably consistent with the findings from
Bhattacharya et a[2000), who find no market reaction to 75 news events in
Mexico during an earlier time period (1994 to 1997).

One concern is that differences in reactions might be due to differences in
the distribution of firm size across countries. TaBlsummarizes normalized
volatility for firms sorted into three size portfolios. Panel A is for developed
markets and Panel B for emerging markets. First, there are significant dif-
ferences between developed and emerging markets for the two largest size
bins, indicating that firm-size differences are not likely driving the differences
between developed and emerging markets. Second, surprisingly, there are
typically relatively small differences in reactions across size portfolios. Third,
for robustness we use a standard market model adjustment D&ingpn
(1979) (infrequent trading corrected) betas. There is little difference between
the Dimson market model adjusted volatility ratios and those calculated using
a simple return minus the market. Finally, the difference between developed
and emerging markets is relatively large. In developed markets, the average
event reaction is 0.38, meaning that average daily volatility during the four-day
earnings event window is 38% more volatile than a typical day. In emerging
markets, event-window volatility is substantially lower—earnings days exhibit
only 15% more absolute return movement than normal days. These findings
indicate that event days have two and a half times more abnormal volatility in
developed markets.

Since ratios can be inflated by denominators near zero, Panel B of
Figurel examines the difference between (as opposed to the ratio of) earnings
announcement window absolute excess returns and absolute excess returns
during normal times. While the precise ordering varies somewhat from Panel
A, the general patterns are similar. There are only three emerging markets
among the top 25 markets, and 11 emerging markets are among the bottom
15 markets (counting the “Other Emerging” category as one country). Table
3 shows that developed markets exhibit 0.56% more volatility on earnings
days, whereas emerging markets only have an additional 0.23% in excess
return movement. Conceptually, we prefer the volatility ratio to the volatility
difference, because the ratio makes for more intuitive comparisons of abnormal
volatility across countries with different levels of idiosyncratic volatility.

The differences in average country reactions could be due to differences in
firm characteristics across countries, such as industry differences in the uncer-
tainty and importance of earnings. We estimate a cross-sectional regression at
the firm level to remove these effects and plot residuals from these regressions
at the country level in Panel C of Figufle The ordering changes somewhat
from Panel A, but is generally similar. Most developed markets are again on
the left side of the graph with much higher volatility during the announcement
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window. The five highest-reaction countries are Germany, Hong Kong, the
United States, Sweden, and the U.K., and the five lowest-reaction countries
are Indonesia, Poland, Thailand, Mexico, and Turkey.

We Winsorize firm-level turnover data at the first and 99th percentiles and
examine turnover before and after earnings announcements for the low- and
high-earnings-reaction countries for robustness. Confirming inferences from
absolute returns, turnover spikes on earnings announcements in high-earnings-
announcement-reaction countries, but the relative increase is much smaller for
low-reaction countrie$®

Overall, relative to normal absolute returns, earnings announcement reac-
tions show a striking tendency to be two and a half times higher in developed
markets. The cross-country differences also indicate interesting variation for
cross-country analysis.

General News Announcements and Stock Returns

A natural question is whether the patterns we observe around earnings
announcements generalize to the typical news release. We examine the extent
to which news-media releases affect returns. After aligning news according to
a market's time zone, we start by examining all news that occurs after the prior
day’s close and before the current day’s open.

4.1 Firm-level regressions
Because the influence of news on prices may differ on a firm-by-firm basis, we
estimate the following simple firm-level regressions:

In (1+ |ARJ|) = aj + PNewsDayi NewsDay (-1
+ Bartcounti ArtCount 1 + &it, (1)

where the dependent variable is the natural log of one plus the absolute
abnormal returnNewsDay_; indicateswhether there is at least one article
with the firm’s name in the headline or lead paragraph appearing just prior
to that trading day, anértCount_1 is the number of articles meeting this
criteria. News days with more articles may be events of greater importance, or
the market may respond to a greater extent simply because more investors are
aware of the new&®

Theadjustedr? from these regressions give a simple sense for how closely
returns are related to variation in news coverage. We estimate this regression
at the firm level and then average the adjustédcrossall firms in a country.
Figure 2 reports the average news adjustedl for each country with 26

Theseresults are presented in Online Appendix Figure 1A.2. For the rest of the article, we focus on absolute
returns because we believe Datastream’s volume data are less accurate than return data.

Roll (1988)does not run such regressions with absolute returns but does show that return volatility is slightly
lower when public news days are excluded from a sample of U.S. stocks.
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Figure 2

Adjusted R? from regressions of returns on news

This figure plots average adjustéﬁ from firm-level regressions of returns on news variables. Details of the
calculation of the average adjustafl are discussed in Tabteand Sectiont.1. In Panel A and the left panel of

Panel C, the charts include only “Pre-Trade News” articles with time stamps that occurred between the previous
day’s market close and the current day’s market open. In Panel B and the right panel of Panel C, we count all
articles as news even if there is no time stamp as in Panel C of ZaBlmerging markets with fewer than 20

firm years are grouped together in the “Other Emerg.” category. Panel C presents the developed- and emerging-
market average of the country-level average Aaﬁ.measures. Averages are also presented for firms in three
“news bins”: 5 to 15 news days in a year, 15 to 25, and 25 and more. Before averaging across countries, we
delete a news-bin observation if there are fewer than five firm-year observations in the bin. In Panels A and B,
stripes indicate that the AdR2 is significantly higher, using a two-sided bootstrapp¢eist withalpha=0.05.

developed markets in black and 25 emerging markets in'grgrs are striped

if the average adjustelé? is significantly higher than a random reassignment

of (the same number of) news days, using a two-sided bootstrapeesi

with alpha= 0.05. Countries are ordered according to the magnitude of the

adjustedR2. Panel A in Figure2 shows that most developed markets are to

the left with a greater fraction of return volatility “explained” by news days

and article counts on those news days. The average adjBStadover 3%

in Denmark, Sweden, the United States, the Netherlands, the U.K., Portugal,

and Belgium, whereas Peru, Argentina, Kenya, Pakistan, Latvia, Morocco, the

Philippines, Taiwan, Egypt, and Slovenia exhibit adjus®8d below 0.005.

All emerging markets have average adjus®d below 0.014. The developed

markets of Cyprus, Australia, Canada, Greece, and Taiwan do not conform to

the developed/emerging split as they have adjufscelow 0.01.
Corresponding to Figurg, Panel Al of Tablel presents more detail and

developed and emerging-market averages. Panel Al shows that in developed

markets, the average adjust&d is 0.024, whereas in emerging markets

it is only 0.007, a significant difference using a bootstrapped test; the

t-statistic is 5.85. We also ask whether the regression fit is improved on an

individual firm basis. The news variables help explain volatility for 40% of

developed market firms, but only 18% of emerging market firms.

We require a minimum of 20 firm-year observations for the country to be included. Six emerging markets with
less than 20 firm years are in the “Other emerging” group and count as one of the 25 markets.
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Individual articles may have more information content in markets where
there are fewer articles. Hence, in the last three columns of Tablee
group all firms in a market into three bins according to the number of days
in the year that there is news about the firm. The large difference between
developed and emerging markets holds for each news-days-per-year bin.
In Panel A2 of Table4, we first limit our sample to the subset of firms
where earnings announcements have been cross-checked with Factiva hews
articles. In Panel A3, we use this same subset of firms but exclude the
earnings announcement window. We still find similar large differences between
emerging and developed markets.

Rather than only examine pre-trade news, we extend the analysis in Panel
B of Table4 to all news over the day (from market close on day to the
close on dayt) for the sample of firms (the same as in Panel A) where we
have a time stamp to confirm the exact local time of the article. Next, we
expand the sample in Panel B of Fig@rand Panel C of Tablé even further
to include all articles, even if we do not have a local time stamp. Both tests
show similar patterns, with most developed markets exhibiting much higher
average explanatory power in the news regressions. Panel B of Righevs
that financial news bears the strongest relation to prices in northern European
countries and the weakest relation in Morocco, Pakistan, Peru, Zimbabwe, and
Taiwan18 Panel C of Figure2 presents developed and emerging averages by
bins based on the number of pre-trade news articles in the left panel and on
all news in the right panel. In most bins, we find that the explanatory power of
news for absolute returns is more than twice as high in developed markets. We
examine news on only those days when the article is published by Dow Jones,
The Wall Street JournaFinancial Timesor Reuters in Panel D of Tabketo
investigate whether the type of news outlet affects inferences. We find similar
large differences between developed and emerging markets.

Overall, the findings indicate that coverage by the financial media helps
explain idiosyncratic variation in stock prices much better in developed than in
emerging markets.

4.2 Ranking

The regressions in the previous subsection are arguably superior to the simple
comparisons between the volatility on news and non-news days we present in
this subsection, because they allow us to model return volatility as a function of
existence of any news (the news-day dummy) and the importance of the news
(the article counts). However, simple comparisons of news-day to non-news-
day volatility allow us to more directly quantify the magnitude of increased

For Taiwanese earnings announcements, we find that revenues are often released ahead of the earnings
announcement. Thus, one possibility is that the news in the articles is mostly known beforehand through the
revenue information.
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returnvolatility on news day3? We scale each rank within a country by the
number of observations to obtain a percentile ranking to make the rankings
comparable across countries, where 0.50 would be the mean percentile rank
if news-day and non-news-day volatility were the same. We then calculate the
average percentile rank and subtract 0.50 to center the averages around zero.

Panel A of Figure3 shows that the distribution of news-day volatility is
higher than non-news-day volatility in most developed markets. Statistically
significant shifts in distribution between news-day and non-news-day volatility
are indicated in stripes and are based on the non-parametric Fligner-Policello
test for differences in central tendency. Most developed markets are to the left
of the graph, with relatively higher news-day volatility, and many emerging
markets to the right, with little difference between news and non-news days.
However, there is variation, with Hungary, India, and Thailand exhibiting
news-day volatilities that rank high, whereas the developed markets of Taiwan,
Greece, and Cyprus exhibit no meaningful difference between news and
non-news days. There are many emerging markets that show no signifi-
cant differences between news days and non-news days (Indonesia, Brazil,
Latvia, Romania, the Philippines, Lithuania, Kenya, Pakistan, Morocco, and
Slovenia).

In Panel B of Figure3, we report the ratio of the average news-day volatility
to the average non-news-day volatility minus one. In Panel B of Figuvee
see large differences between news and non-news days. The ratio above 0.70
for Japan indicates that the average day with news prior to the market open is
more than 70% more volatile than the average non-newg4@yerall, the
patterns across countries are similar to Panel A except that more emerging
markets (Romania, China, Malaysia, Thailand, and India) gravitate to the left,
meaning higher reactions, because the aggregation can put considerable weight
on extreme observations in a country with few stocks. In Panel C, the median
ratio is displayed. Here, the patterns are similar to those in Panel A, with most
developed markets having higher reactions. However, there are still emerging
markets (Thailand, Romania, India, and Poland) that exhibit higher reactions,
whereas a few developed markets (Taiwan, Greece, and Cyprus) have lower
median reactions. In general, the mean ratios show a slightly more important
role for news in emerging markets than the medians. This indicates that there
are some large events with news in emerging markets, but in most emerging
markets the typical news day is no different from a non-news day.

We also examine, for robustness, the developed and emerging average
news-day rankings, mean and median news to non-news-day volatility ratios
for samples and classifications of what defines a news day. We examine

19 e start by calculating the average daily excess return volatility for each firm year on news and non-news days
separately (using news prior to the market opening). Then we pool the average firm-year news and non-news
volatilities within each country and rank them from lowest to highest average absolute return movement.

20 For significance, we use the two-side 5% level basetHests with bootstrapped standard errors.
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earnings articles, pre-trading-day news hins, local time-stamped news, all

articles regardless of time stamp, and the major world business news outlets

(Dow Jones,The Wall Street JournalFinancial Times or Reuters) in the

Mean Percentile Rank of News Day Volatility Minus 50
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Figure 3

Pre-trade news-day to non-news-day return volatility

This figure plots measures that relate average news-day volatility to non-news-day volatility, where volatility,
|AR |, is calculated as described in Sect®d. This figure uses only “Pre-Trade News,” as defined in Table

4. \olatility is averaged separately for news and non-news days to the firm-year level. In Panel A, we rank
average firm-year news and non-news volatility from highest to lowest and report the mean rank of the news-
day firm-year averages. We divide each rank by the total number of observations to convert the ranks to a
percentile and subtract 50 from the percentile for comparability across markets. In Panel B, we average across
firm years to get country average news-day and non-news-day volatility, then report the ratio of average news-
day to non-news-day volatility minus one. Panel C is the same as B, except using medians. Stripes indicate
statistical significance alpha= 0.05. In Panels A and B, standard errors for the difference between news-
and no-news-day volatility are bootstrapped with 100,000 draws with replacement. In Panel C, the tests are
Fligner-Policello difference in central tendency tests written in SAS by Paul von Hippel and available at
http://www.sociologyohio-state.edu/people/ptv/macros/fligner policello.htm.

Online Appendix Table 1A.7. Overall, markets tend to move more on news
days in developed markets than emerging.

. Investigating Determinants through Cross-country Analysis

Our findings indicate a clear distinction between the market reaction to news
in developed and emerging markets and wide variation within these categories
that should be useful for investigating the possible determinants of the return-
news relation. We begin investigating hypotheses H1, H2A, H3A, H3B, and
H4 through cross-country regressions.

We estimate cross-country OLS regressions with combinations of variables
closely tied to our hypotheses in SectibriVe also examine inferences using a
Bayesian model selection procedure. The purpose of the Bayesian procedure is
to systematically compare our favored hypotheses to alternatives suggested by
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theliterature. For our purposes, the main advantage of the Bayesian procedure
over alternative methods is that it is a robust way to compare a number of
alternative specifications in a small sample.

5.1 Earnings news

5.1.1 Basic cross-country regressions.We start by examining nine vari-
ables directly linked to our four major hypotheses from SectlonThe
variables that map to these hypotheses are detailed in the Appendix, Table
Al. Since we do not have a time series of observations for all explanatory
variables, we calculate a measure of the average earnings reaction in each
country across our four-year sample period. This is used as the dependent
variable. Aggregation across time can reduce noise and does not seem to
impose much cost, given that there is relatively little change in market features
over our short 2004-t0-2008 time periét.

Table5 starts out with nine regressions, each with an intercept and a single
variable of interest as explanatory variables. Then, as is common in the cross-
country literature, we ad@DP per capitato capture an alternative null that
our cross-country patterns are simply related to the economic development of
markets. The regressions in TablePanel A, provide little evidence to support
hypothesis 1: Intra-industry timing of earnings announcements is unable
to explain cross-country differences in event reactions. All other variables
are significant in the direction consistent with our hypotheses (Hypotheses
H2A, H3A, H3B, and H4).Insider trading technological developmenand
accounting standardbkave the highest-statistics and adjuste®s. Insider
trading, technological developmerdandaccounting standardare still highly
significant, even when includin@DP per capitan the regressions. In support
of the journalism quality hypothesisews clusteringaround announcement
days andfree pressare also significant, with-statistics above 2. In short,
where insider trading is more prevalent, the price response to earnings news is
lower. Better news transmissiongws clusteringfree press, antechnological
developmentalso yields a stronger response to earnings news.

In Panel B of Tables we estimate regressions using combinations of two
variables from among those that were significant in Panehgider trading
accounting standardsandtechnological developmeiire highly significant.

Free presss significant in all but one specification witttcounting standards
News clusterings only significant in one specification. In Panel C, we estimate
combinations of these remaining four significant variablesider tradingis
significant in all specifications, amaccounting standardand technological
developmentn three of four. Overall, the specifications show considerable
support for cross-country differences in earnings event reactions being driven

21 We have also collected variables from other papers or from data sources that only cover part of the 2004-t0-2008
period. In these cases, we use the average value of the data available.
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by differences in the amount of insider trading, the extent of technological
development, and accounting standards.

5.1.2 Stochastic search variable selection.One challenge in the cross-
country literature is that there are many explanations for why stocks in one
country might be different from those in another. Since the sample of countries
is small, the inclusion or exclusion of one variable in a regression may change
inferences about another. A second problem is that for each hypothesis, there
are multiple empirical proxies to choose from. In order to combat these two
problems and examine the validity of our findings in a systematic framework
designed to deal with such issues, we turn to a well-known Bayesian variable
selection procedure.

The Stochastic Search Variable Selection (SSVS) methodolo@eofge
and McCulloch(1993) embeds standard multiple regression in a hierarchical
Bayesian model and is used to identify an important subset of explanatory
variables. A primary advantage of SSVS over other variable selection methods
is that it selects variables based on the size of their impact on the dependent
variable—their economic significance. The model assumes that the dependent
variable is generated by a combination of the independent variables, and for
each combination, provides a probability that it generated the observed data.
These posterior probabilities take into account the number of models and
variables being tested. One is also able to come up with a posterior probability
that a variable has a coefficient that is meaningfully different from zero. We
use these posterior probabilities to identify variables that explain a country’s
average market reaction to nefs.

We use a much broader list of variables in the SSVS tests: 33 in the
earnings reactions test and 29 in the general news tests. These variables
either relate to our four hypotheses or to more general explanations related to
economic and financial development, the regulatory environment, governance,
or the characteristics of equity markets that are common in the international
literature.

SSVS requires priors for the residual variance of the regressiénthe
variances of important and unimportant coefficienmtsandog, respectively,
and the probability that the independent variables are imporfantye use
two different priors for the probability that a given independent variable is
important. The prior op = 0.5 says the probability a variable is included in the
model that best explains the dependent variable is the same as the probability
itis not. This is a standard default prior fpr Since we look at a large number
of variables, we think we should be more skeptical that any given variable is in
the true model. We incorporate this greater skepticism through a second prior
on the probability a variable is importarg,= 0.15. This more skeptical prior

This methodology is similar to the one used Byemers(2002) in selecting important market wide predictor
variables.
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shrinksposterior probabilities toward zero. Another way to think about this is
that we think there is some probability that a variable looks important in the
data due to random chance, and to account for this, we use a skeptical prior
probability (p = 0.15) that the variables we consider are important. We discuss
our priors and other details of the SSVS model in Tdble

Panel A of Table contains the probability that each independent variable
is important for explaining earnings reactions. With the priompof= 0.15,
financial market sophisticatigraccounting standardsnsider trading and
technological developmeate all relatively more important as they have poste-
rior probabilities above 0.1. With the less skeptical pripr=£ 0.5), these four
variables plus an investor protection rank and the average number of in-depth
news articles appearing before the event all have posterior probabilities above
0.30. Notably, some traditional cross-country determinants, such as insider-
trading enforcement, trading costs, and market-level characteristic variables
(including market modeR?),%2 are not likely to help explain differences in
earnings event reactions.

Panel B of Tablé contains the four best models from each of the two prior
settings, each of those models’ posterior probabilities, along with coefficient
estimates and 95% credible intervdfmancial market sophisticatiois in the
best model under both priors. With the priormt= 0.15,accounting standards
is the second-best modehsider tradingalone third, andinancial market
sophisticatiorandinsider tradingtogether are the fourth best model. With the
less skeptical f = 0.5) prior, this model is the third best. The second-best
model with the less skeptical prior contaifisancial market sophisticatign
technological developmenthe number ofn-depth articles before the event
investor protection and news clusteringBecause we are not exactly sure
what financial market sophisticatiors measuring, we take more economic
content from the other variables. The variable is most highly correlated with
accounting standardsfinancial disclosuretechnological developmenand
insider trading(as shown in Online Appendix Table IA.8). The survey variable
may have an advantage over other variables as it captures several facets of the
information environment related to three of the four main hypotheses.

One concern may be that the cross-country differences are a function of
the size and industry composition of firms in the market. To control for these
differences in Tabl&, Panel C, we estimate event-level regressions in which
we first demean each firm’s earnings reaction by size and industry average
reaction. Financial market sophistications the most important, followed
by the prevalence ofnsider trading. Accounting standardss the fourth
most important variable, biéchnological developmerd not among the top
ten. Hence, except faechnological developmente firm-level regressions
confirm inferences from the country-level regressions.

23 Kelly (2007) andBartram, Brown, and Stul2011) examiné=? andidiosyncratic risk and do not find support
for it as a measure of information production.
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5.2 General news regressions and robustness

Beyond earnings news, we examine news more broadly by constructing a
simple composite measure of news importance using the standardized average
of the variables from Panel A of Figuand the three panels of Figuge®

We first estimate OLS cross-country regressions in Tablenly prevalence

of insider trading and technological development survive the simple GDP per-
capita controls.

We again apply SSVS to test the robustness of our findings. Panel A of
Table 8 shows that with the prior op = 0.15, technological development
the prevalence ofnsider-trading survey variable, and the in-depth article
variable are the only three variables with posterior probabilities above 0.10.
Panel B of Table3 shows that with the prior of 0.15, the favored specification
is technological developmeralone, followed byinsider tradingalone, and
then in the third specification both variables. With the less skeptical prior
(p = 0.50), the specification wittechnological developmerihsider trading
in-depth articles before the evemindfinancial disclosurés the favored speci-
fication, followed bytechnological developmeatone, and thetechnological
developmeninsider trading andfinancial disclosure

As with the responses to earnings news for robustness, we use this same
methodology at the event level in Panel C of TaBleIn these general
news regressiondjnancial disclosure freedom of the presisider trading
investor protectionandtechnological developmeate the five variables with
the highest posterior probabilities. It is comforting that both the prevalence
of insider tradingandtechnological developmemtre again important in the
firm-level regressions.

Among our earnings reaction and general news regressions, both at the
market and firm level, the prevalencein§ider tradingis always one of the
most important variable§echnological developmeistimportant in all SSVS
tests except the firm-level earnings reactions test. Quite senadagunting
standardsare important for understanding the reaction to earnings, but not
general news. Overall, the hypothesis with the most support in the data is
insider trading (Hypothesis H2A), followed by news transmission (Hypothesis
H3B).

6. Implications for Informed and Uninformed Trading

Because our cross-country regressions point to the importance of insider
trading, we seek additional verification by testing Hypotheses H2B and H2C,
both of them related to insider trading.

24 Thefour measures amdean Percentile Rank of News Day VolatiliBatio of Mean News to No-News Volatiity
Ratio of Median News to No-News VolatiligndAdj. News R.
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Table 7
OLS regressions of In general news on country characteristics

Panel A: Regressions with One Variableloferest

No controls GDPcontrol
Coef.  Adj.R2  Coef. GDP Adj. R
Pre-Eent Public Information Dissemination
In Announcement Order —0.04 —0.02 0.00 033 017
(-0.31) (0.03) (3.11)
InsiderTrading
Insider Trading —0.46 0.39 —0.46 —-0.01 037
(—4.97) (—334) (-0.07)
News Transmission
Financial Press During Eventy ) 024 0.08 010 029 019
(2.04) (0.76) (2.41)
News Clustering 0.29 0.12 016 027 021
(2.43) (1.22) (2.26)
In-depthArticles During Event.q 7 0.12 0.00 —0.05 036 018
(1.02) (—0.43) (2.96)
Free Press 0.23 0.08 007 030 018
(2.02) (0.58) 2.37)
Tech. Development 0.47 041 043 005 040
(5.18) (3.60) 0.44)
AccountingQuality
Accounting Standards 0.36 0.23 025 018 025
(3.50) (1.92) (1.40)
Pct.Intl. GAAP 0.21 0.06 006 031 018
(1.78) (0.50) (2.54)
Control
GDP Per Capita 0.33 0.20 - - -
(317) - -
Panel B: Regression with Two Variables loterest
[1]
Insider Trading -0.24
(-1.88)
Tech. Development 0.29
(2.20)
Adj. R2 0.45

Thistable contains regressions of a country-level measure of market reaction to news for 38 countries on country
characteristics. The measure is the average of four standardized measuMsathPercentile Rank of News

Day Volatility, theRatio of Mean News to No-News Volatilithe Ratio of Median News to No-News Volatility

and theNews Regression Filaglj. R2). Construction of the three volatility measures is discussed in Figure

3, and Table4 discusses the adf{2 measureWe consider nine potential explanatory variables which reflect
hypotheses about pre-event information dissemination, public and private, news transmission, and accounting
quality. Variables are described in detail in Appendix Table Al. All variables are standardized. Panel A presents
regressions with one explanatory variable. Panel B presents one regression with the two explanatory variables
that are significant in Panel A wh&DP Per Capitais used as a control. Parentheses indicatatistics.

6.1 Leakage prior to takeovers

According to Hypothesis H2B, if the low stock price reaction to news is driven
by insider trading, we should see much more stock price run-up ahead of
mergers in low-reaction markets than in markets where stock prices respond
more to public news. Hence, we separate markets into two groups based on
the ranking of the target firm’s country of origin in the earnings announcement
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Figure 4

Merger buy-and-hold abnormal returns (BHARS) as a percentage of BHARS for the entire period

This figure shows buy-and-hold abnormal returns (BHARS) for mergers from 55 days before an announcement
through two days after an announcement as a percent of the BHAR for the entire [-55, 2] period. The sample of
merger announcements is collected from Bloomberg, Mergerstat, and SDC. We restrict the sample to initial bids
(no bids for the target in the prior two years) and mergers where the target has at least one article written about it
between 60 calendar days and two trading days prior to the announcement and no merger-related articles in the
same time frame. A merger event in any of the three sources is considered the same event as one from another
source if the bids are for the same target and within two years of each other. We take the earliest announcement
date for each event from the union of all three sources. Events are divided according to whether the firm’'s home
country has an average earnings announcement reaction above or below the median for all countries with at
least 20 earnings announcements and SUEs as calculated in Ejarel A. There are 293 events in the high-
reaction group and 278 events in the low-reaction group. Abnormal returns are market adjusted, which means
they are the buy-and-hold return for a stock minus the buy-and-hold return for the market. In order for an event
to be included, the stock must have 50% of trading days with price changes in the calendar year prior to the
event. The shaded region in each panel marks the [-1, 2] event window. 95% confidence intervals for the BHARs
are marked with smaller, lighter circles or triangles.

reactions in Figurd. As described in the data section, we go to great extremes
to ensure that the announcement date is the first public announcement date
from three sources, and there are no news articles that hint of a pending merger.
These restrictive criteria leave us with 571 merger events from 34 countries.
Figure4 plots the takeover run-up for the high- and low-earnings-reaction
countries. Although the average price run-up is similar, each group’s price
move is scaled by the average total run-up for comparison purposes. In high-
earnings-reaction countries, the trading ahead of earnings announcements is
responsible for 14% of the pre-announcement run-up by two days prior to
the first public news announcement or rumor date. In contrast, low-earnings-
reaction countries have experienced 39% of their price run-up—nearly three
times the information leakage. The difference in run-up is statistically signifi-
cant, with a one-sideg-value of 0.034. As an additional check on our findings,
we relax the requirement that targets have at least one news article in the days
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prior to the merger, increasing the sample to 1,301 events. The differences
are similar?® The correlation between event-day volatility around earnings
announcements and merger announcements is 0.44, wittadistic of 1.88
despite having only 17 countries that we can use to calculate the correlation,
indicating similar forces driving both evert$.

6.2 Implications for reversals

Next, we seek to test the implications for reversals of Hypothesis H2C. Evi-
dence in the United States has shown that there are greater reversals following
extreme returns on non-news days than on news days. We hypothesize that
markets with more insider trading will have less reversal following extreme
returns on non-news days, because markets with more insider trading will have
relatively more informed trading than liquidity trading on non-news days. For
extreme return events, we choose daily returns that are at least two standard
deviations from the prior 250-day mean absolute return. Additionally, to ensure
independence across events, we only use extreme-return events that have no
extreme return in the prior 20 days. We separate positive and negative extreme
return events according to whether the country is a high- or low-average
earnings-announcement-reaction country and examine the extent of the return
reversal in the following 20 days.

In high-reaction markets, reversals are present only after non-news days, as
shown in Tablé®. Following news days, reversals are much smaller. Non-news-
day reversals are much smaller in low-reaction markets than in high-reaction
markets. This is prevalent for both positive and negative stock price moves. For
example, large daily negative stock price moves in high-reaction markets are
followed by a reversal of 1.31% in high-reaction markets, whereas the reversal
is only 0.55 and statistically significantly lower in low-reaction markets. In
Panel B, we scale these reversals relative to the size of the initial shock. The
patterns are simil&’ We also examine reversals more generally across all
days and find that reversals following non-news days are much greater in high-
reaction countries than in low-reaction markets (as shown in Online Appendix
Tables IA.12 and 1A.13).

Weaker reversals in low-reaction markets also suggest that there is propor-
tionally less liquidity trading in these markets and that reactions to news events
are important for providing insight into the differences in the magnitude of
return reversals across markets. Both the takeover and reversal findings are

Theone-sidedp-value is 0.082 and is displayed in Figure 1A.3.

To reduce noise, we require a country to have at least 10 mergers to be included in this calculation, reducing the
number of markets to 17. When we repeat the findings in Figure IA.4, Panel B, starting with the larger sample
of 1,301 events, the correlation increases to 0.59, witistatisticof 3.49.

In supplemental results (Panels B1 and B2 of Figure IA.5 and Table 1A.11), we sort into three groups based on
the prior percentage of days traded as a liquidity measure. We find that the patterns of no reversals on non-news
days for stocks in low-reaction markets are prevalent in the most liquid stock group. This is consistent with the
patterns not being driven by illiquidity.
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consistentwith insider trading driving stock price reactions to news across
countries.

. Conclusion

Despite the fact that developed market firms have more news articles written
about them and more days with news coverage, market reactions to their
public news events are considerably stronger than for emerging markets.
This is surprising given that with less news coverage, one might think that
emerging market news events should be particularly important. Additionally,
even among developed or emerging markets, there are large differences in
the extent to which stock prices respond to news. We hypothesize that the
differences could be due to the extent of public news dissemination before
the news announcement, insider trading, the quality of the news transmission
mechanism, and the quality of accounting. The prevalence of insider trading
and, to a slightly lesser extent, the quality of news transmission play the
strongest role in explaining cross-market differences in the information content
of financial news. In a sample of mergers carefully screened for prior merger
news, we find that stock price run-up is greater prior to announcements in
countries where the response to news is weaker, suggesting substantial private
information leakage. Similarly, in markets where public news is less important
for stock prices, there are fewer reversals following extreme returns on non-
news days, which is consistent with relatively more informed and less liquidity
trading on non-news days.

Our cross-country findings may be useful to policymakers, stock exchanges,
and investors as they seek to understand differences in the extent to which
markets rely on public and non-public information. Even in today’s relatively
sophisticated and global capital markets, there appears to be substantial insider
trading in many markets; news from the media is only a partial surprise.
Additionally, since understanding the extent of news incorporation and insider
trading has implications for many other aspects of financial markets, we
hope our findings will be useful for future academic research to advance our
understanding of cross-country differences in trading volume, liquidity, foreign
(outsider) ownership, and market valuations.
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Appendix A:Variable Description

Appendix Table A1
Variable description
Variable

Description

In Announcement Order

Insider Trading

Insider Trading Enforced

Financial Press Before
Event

Financial Press During
Event

In-depth Articles Before
Event

In-depth Articles
During Event

News Clustering

Free Press

Tech. Development

Accounting Standards

Financial Disclosure

Pct. Intl. GAAP

Only Annual Earn. Ann.

Pre-Eent Public Information Dissemination
All U.S. firms and all firms in sample are sorted in to industry according to
Factset's Primary SIC. All firms from Datastream are matched on ISIN and
SEDOL. All firms from CRSP are matched on CUSIP. Each annual earnings
announcement date is compared to all annual earnings announcement dates
from firms in the same Primary SIC within the prior 120 calendar days. All
announcements are ranked from first to last and the Announcement Order is
this rank. We take the log of the order and average to the country level in
cross-country regressions.
Insider Trading
The average of the 1999, 2000, and 2002-2003 GCR responses. The question
asks if “Insider trading in your country’s stock markets is (1=pervasive,
7=extremely rare).” We reverse this variable so, extremely rare is 1 and
pervasive is 7.
Dummy variable that equals one if insider trading laws exist and are enforced
as of 2008 [fromBhattacharya and DaoyR002) and updated by authors in
2008].
News Transmission
Log of one plus the count of articles about the firnTime Wall Street Journal
Financial TimesDow Jones, or Reuters in the 55 to 2 days before the event.
Log of one plus the count of articles about the firnTime Wall Street Journal
Financial TimesDow Jones, or Reuters in the -1 to 2 days around the event.
The count of articles about the firm in the window 55 to 2 days before the
event with more than 500 words per firm mentioned.
The count of articles about the firm in the window -1 to 2 days around the
event with more than 500 words per firm mentioned.
The log ratio of one plus the number of articles per day in the window -1 to 2
days around the event to one plus the number of articles per day in the window
55 to 2 days before the event.
Free Presss from the 2003, 2004, and 2006 GCR and asks if “the media
can publish/broadcast stories of their choosing without fear of censorship or
retaliation.”
Technological Developmenis the average of three variables: The
Technological Availability measure from 2007, which asks, "To
what extent are the latest technologies available in your country?
(1 = not available; 7 = widely available)”; the Technological Readiness
measure from 2006, which asks, "What is your country’s position in
technology relative to world leaders’? (1 = Behind; 7 = Ahead)”; and
Technological Sophistication from the 2003 GCR, which asks, "Your
country’s position in technology (1=generally lags behind most countries, 7=
is among the world’s leaders)”.
Accounting Quality
Average response to question about the strength of accounting standards.
From the 2003, 2004, 2006, and 2007 Global Competitiveness Report, where
7 is high/strongly agree and 1 is low/strongly disagree on these surveys.
Financial Disclosureis from the 2005-2006 GCR and reports “The level of
financial disclosure required is extensive and detailed.”
Percent of Firms Following International Accounting Standards (IFRS) or
U.S. GAAP is the percent of firms following those standards in the sample
of firms included in the country-level averages (as the dependent variable);
U.S. firms are assumed to follow GAAP and Worldscope is the source for the
rest of the world.
The fraction of firms in the sample that have only annual earnings announce-
ments.

(continued)
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Appendix Table A1
Continued
Variable

Description

Firm Follows GAAP
or IFRS

GDP per Capita
Market Turnover/

GDP x 100

Financial Market
Sophistication

Ln Firm’s Prior
Dec. USD MV

Short Sales Legal
Short Sales Feasible
UK Law

Cost to Enforce Contracts

Investor Protection Rank
Investor Protection Index

Anti-Self-Dealing Index
Shareholder Lawsuits Index

Director Liability Index

Disclosure Index

LOT Trading Cost

Pct. Days Zero Price Chg.

Average Log Firm Size

Average Firm-Level P/E

Market Model R

Country Risk

An indicator that is one if the firm follows International Accounting Standards
(IFRS) or U.S. GAAP. Worldscope is the source for all foreign firms, and U.S.
firms are assumed to follow GAAP.

Economic & Financial Development
In(GDP per Capita) in 2000 constant dollars is from World Bank’s Financial
Structure Dataset developed Bgck, Demirgic-Kunt, and Leving2000) and
are annual observations averaged over 2003 to 2007.
Market Turnover/GDRn 2000 constant dollars is from World Bank’s Finan-
cial Structure Dataset developedBgck, Demirgic-Kunt, and Leving2000)
and are annual observations averaged over 2003 to 2007.
The average measure &inancial Market Sophisticatiorfrom the 2003
through 2007 Global Competitiveness Report and asks if “The level of
sophistication of financial markets is higher than international norms.”
Natural log of the firm’s prior December market capitalization in U.S. dollars.

Regulatory Environment
Dummy variable set to 1 if short sales are not against the Giwafoenrook
and Daouk 200p
Dummy variable set to 1 if short sales are actually used in the market
(Charoenrook and Daouk 2005
Dummy variable for whether the legal system in a country is based on
common law.
Costs to enforce contracts as a percentage of debt. Average of the annual
measures from 2005 through 2008 from Doingbusiness.org.
Governance

Average of the annual measures from 2003 through 2008 from Doingbusi-
ness.org.
Average of the annual measures from 2005 through 2008 from Doingbusi-
ness.org.
FromDjankov et al.(2008).
Average of the annual measures from 2005 through 2008 from Doingbusi-
ness.org.
Average of the annual measures from 2005 through 2008 from Doingbusi-
ness.org.
Average of the annual measures from 2005 through 2008 from Doingbusi-
ness.org.

Trading Costs
Computed followingLesmond et al(1999). We use the prior year average
over firms included in the sample from 2003 through 2008.
Alternate liquidity measure that is percent of days with zero price changes in
the prior year for the firms in the sample from 2003 through 2008.

Characteristics of Equity Markets

Natural log of the prior December firm size averaged over all firms in our
sample.
Average P/E ratio for firms in sample. P/E data are from Compustat for the
U.S. and Datastream and World scope for the rest of the world. Values are
from the previous calendar year.
Naturallog of (R%/(1-R2)) whereR? is the SST weighted average?Rf
simplemarket model regressions including the local and the U.S. market for
each stock in our sample for each year from 2003 through 2008 (through 2007
in the U.S.) and averaged over all years.
Average over the period 2003-2008 of the country risk index published by
Euromoney. Higher values indicate lowésk.
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